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Preface

Kenya’s economy is the largest in East Africa with a GDP of about $10.6 billion in
1999. Its GNP per capita is higher than that of its two neighbors, Tanzania and Uganda.
But while Uganda’s growth has been impressive in recent years, and Tanzania has
adopted structural reforms, Kenya’s performance has lagged. This is despite, political
stability, an absence of internal and external conflicts, high domestic revenue collections,
substantial donor assistance, and a relatively well-educated labor force.

The World Bank has supported Kenya since FY60. Total Bank commitments
between FY60 and FY79 have been about $1 billion and between FY80 and FY00
another $3 billion of which $1.2 billion has been adjustment support.

This Country Assistance Evaluation (CAE) provides OED’s assessment of the
developments in Kenya since the last Country Assistance Note (CAN) of May 1998. It
focuses on the period, 1998-2000. The first section summarizes the CAN findings and
the recent economic and social developments in Kenya. The second section assesses the
Bank’s strategy; its relevance and implementation experience (strategy, participatory
processes, aid coordination, economic and sector work, policy dialogue, and lending).
The third section evaluates the Bank’s development impact on governance. The last
section presents the conclusions and the recommendations for a future Bank strategy.

An OED mission visited Kenya between October 3 and 12, 2000. The mission
overlapped with the regional mission to Kenya comprising of the Poverty Reduction
Strategy Paper (PRSP) team leader (also the country program coordinator), the CAS team
leader, and other members. This allowed Operations Evaluation Department (OED) to
apprise the country team of the emerging findings in the field, as well as to better
appreciate the challenges they were facing in Kenya, from the Government, donors, other
stakeholders, and from within the Bank. The country team members were cooperative,
open to suggestions, and willing to actively debate sensitive issues.

This Kenya CAE Update was distributed to the Committee on Development
Effectiveness (CODE) on March 14, 2001 in anticipation of a planned Country
Assistance Strategy (CAS). Subsequently, the CAS was postponed indefinitely and no
CODE discussion was held. About a year later, the draft CAE was sent to the
Government by the Country Director in early 2002. On June 6, 2002, OED received
Government comments on the CAE Update (see attachment A). OED prepared a
response and is attached as attachment B.

A new CAS is now in preparation and, because the CAE Update was circulated
some time ago, OED has also prepared a short note on recent developments
(attachment C). A revised set of annex tables to update the annex tables in the 2001 CAE
Update was also prepared and is attached as attachment D. The Government’s comments
on the note on recent developments is attached as attachment E.
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111

Summary

The May 1998 OED Country Assistance Note (CAN) concluded that Bank
assistance to Kenya had not been effective in promoting reforms. The economic, social,
and governance conditions were poorer in the 1990s than they were in the 1970s. The
Government of Kenya complied weakly with Bank conditionality under the nine
adjustment loans ($1.2 billion) approved during fiscal years 1980-96. According to OED
audits of adjustment loans, overestimation by the Bank of what the Government was
willing to do was a major issue; the Bank’s conditions for tranche release were also
faulted for being over ambitious, and vague. Given weak compliance with Bank
conditionality, and the poor governance situation, the note recommended limiting lending
to small poverty targeted interventions and shifting focus towards non-lending activities.
It concluded that such a strategy should not be undermined by internal pressures to lend.

The Bank’s strategy in 1998 mirrored the recommendations in the CAN. The
strategy envisaged Kenya to be in a Low Case lending for the three years FY99-01 with a
total lending volume of $150 million. Base Case lending in the $300—$500 million range
for the three-year period (including the provision of budget support) would be closely
linked to economic governance reform. If the Base Case were triggered, the volume of
lending in the first year would be around $100 million, but strong progress in
implementation would justify increasing annual lending towards the higher end of the
range. The Bank would invest in non-lending services.

According to stakeholders, the Bank’s stance of limiting lending to Kenya
(coordinated with other donors) led the Government to appoint the Change Team in July
1999 and to initiate economic governance and policy reforms. These events were viewed
by the Bank as a potentially unique opportunity to support the reform minded elements in
the Government. In August 2000, the Bank provided a $150 million budget assistance
loan (the EPSRC). OED’s assessment is that the conditions for such support, as specified
in the 1998 country strategy, were not fully met. Following the EPSRC, the Bank
approved three more operations. Total Bank commitments between FY99 and December
2000 have been $362 million of which $322 million were approved in the last six months
of 2000. More projects are in the pipeline. Although some progress has been made in
the design of economic governance reforms, but not much in terms of effective
implementation. Risks to the sustainability of the reform process are high.

The Bank’s portfolio in Kenya has continued to perform poorly. Since October
1997, OED has rated 14 projects, and of these only one was rated as having a satisfactory
outcome with likely sustainability and substantial institutional development impact. This
represented a satisfactory outcome of 4 percent of evaluated commitments compared to
71 percent in the Africa region in the same period. An internal review of the Kenya
portfolio conducted in mid-1999 has led to proactive management of the portfolio. Two
projects which had repeatedly been extended despite unsatisfactory performance were
closed in the end of FY00. But systemic problems related to overall public expenditure
management and to the timely flow of funds to projects in execution still remain. These
problems are likely to be magnified in fast-track/emergency projects because of attempts
to design quickly. The Bank faces considerable risks in Kenya and at the present juncture
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it is difficult to envision how the Bank’s assistance will evolve over a three-year period.
Some critical reforms have been reversed and some others remain stalled. To mitigate
the risks, three recommendations are offered in this country evaluation.

(1) Timing and Scope of the CAS: Develop a one-year CAS or alternatively
submit to the Board a multi-year CAS with the understanding that a yearly progress
report or update will be submitted in conjunction with any new lending. Fast-
track/Emergency lending should be taken into account when determining the size and
modalities of the lending program under both the low and base case scenarios.

(2) Choice of Instruments: (a) Once agreement is reached with the
Government on governance reforms, sequence annual single-tranche adjustment credits
submitted after implementation of a few clearly defined conditions. These conditions
should be widely disseminated as transparency is an important guard against reversibility.
(b) Non-lending support should play a larger role in strengthening the sustainability of
the budding reforms. For example, by dedicating Bank resources to intensive country
dialogue, effective portfolio management, long-term capacity building for public sector
reform, and to fostering greater transparency and accountability rather than to continue to
develop a lending pipeline.

3) Monitoring and evaluation: Strengthening the monitoring and evaluation
(M&E) framework is particularly important in preparing the CAS for poor performers. In
order to improve the M&E in the upcoming CAS, the region should consider proposing a
few monitoring indicators linked to intended outputs/outcomes and some additional ones
directly tracking Bank inputs. At least one indicator should reflect beneficiary
satisfaction with the Bank program and should involve a wide range of stakeholders.

Gregory K. Ingram
Director-General
Operations Evaluation



1. Background
May 1998 Country Assistance Note

1.1 In May 1998, OED prepared an evaluation of the World Bank’s strategy in
Kenya. The report was discussed by the Board’s Committee on Development
Effectiveness in June 1998. The evaluation found that economic, social and governance
conditions were poorer in the 1990s than they were in the 1970s, despite Bank
commitments in Kenya of nearly designed to provide financing for exporters defrauded
the Treasury of some $400 million $3 billion between FY1980-97. The CAN noted that
the pre-shipment loan scheme in 1992 (6.5 percent of GDP). The system failed to ensure
accountability for this fraud. Corruption in energy sector projects, and financial
irregularities identified in reports of the Parliamentary Public Accounts Committee
remained unaddressed.

1.2 The Government of Kenya (GOK) complied weakly with Bank conditionality
under the nine adjustment loans ($1.2 billion), between FY80-96, frequently backtracking
on reforms. For instance, initial progress under Structural Adjustment Credits (SAC I
and II) approved in FY80 and FY83 was substantially reversed by 1984-85. The FY86-
92 period during which six sectoral adjustment operations were approved was one of stop
and go reforms, with reversals and an increasingly unstable macro performance. The
FY96 SAC failed to achieve its objectives and the second tranche was cancelled in mid-
1998. For over two decades and over nine adjustment operations, disappointing progress
was recorded in important reform areas: public expenditure management, reform of
parastatals, the financial sector, and the rationalization of public investments.

1.3 Inadequate GOK ownership and overestimation by the Bank of what GOK was
willing to do were the major considerations. In this regard, the Bank’s conditions for
tranche release were faulted for being over ambitious and vague. Conditions in
adjustment operations were too wide ranging straining the capacity of GOK to carry them
out. The Bank underestimated the time required to carry out difficult reforms, and placed
too great a reliance on a small number of important individuals in the Government. The
loose definition of conditions created problems when staff who designed them were
replaced by other staff who had to interpret them. During discussions of tranche release,
the Bank was perceived to be moving the goal posts.

1.4  Completed OED audits, reviews of implementation completion reports, and OED
studies suggested that the factors adversely affecting outcomes had changed little over
time. Apart from the factors listed in para 1.3 above, which translated into barely
acceptable quality of some major projects, other factors impeding successful outcomes
included: (a) deficient Bank supervision and monitoring and evaluation systems
preventing mid-stream corrections; (b) inadequate ministerial financial systems
contributing to delays in processing of payment authorizations to suppliers, preparation of
project and institutional accounts, and in submission of audits; (c) reluctance on the part
of GOK and the Bank to consult widely with potential beneficiaries leading to inadequate
understanding of beneficiary situations; (d) poor design of the Technical Assistance



Component; (e) difficulties in observing IDA guidelines on procurement; (f) weak donor
coordination leading to fragmentation of assistance and finally high managerial turnover.'

1.5 By October 1997, 90 loans/credits and $2.4 billion in commitments had been
rated by OED. The overall satisfactory outcome ratio of 59 percent for Kenya was lower
than for the Africa region and Bankwide. Sustainability was likely in only 20 percent of
commitments and only 5 percent of commitments were considered as having substantial
institutional development impact.

1.6 The evaluation note concluded that Kenya had a history of weak compliance with
Bank conditionality. Even after two decades of Bank assistance, only a few individuals
were perceived to support the reform process, whereas elsewhere there was strong
opposition; a finding that dated from OED audits of nearly a decade ago. It
recommended that until decisive action was taken to improve economic governance, a
very limited lending strategy (limited to small poverty targeted interventions to reduce
poverty) would be justified. It asked that this strategy not be undermined by internal
Bank pressures to lend.

Recent Economic and Social Developments

1.7 In the 1990s the real GDP growth rate has averaged 2.0 percent, below the
population growth of 2.7 percent. In fiscal year 1997/98 GDP growth was 2.3 percent; it
fell to 1.8 percent in 1998/99 and to 1.4 percent in 1999/2000. In 1997, 52 percent of
Kenyans were living in poverty; with declining per capita incomes the percent of poor
living in poverty in 1999/2000 has probably increased. Important social indicators have
deteriorated. The gross primary and secondary enrollment ratios in 1998 were lower than
in 1989. The prevalence of malnutrition has increased, and life expectancy has declined
from 57 years in 1991 to 51 years in 1998, largely due to the AIDS epidemic.

1.8 The economic decline and the plight of the poor has been aggravated by severe
adverse shocks. Kenya was hit by a drought in late 1997, the El Nifio floods in early
1998 and another drought in 2000.

1.9  The availability of a fairly large volume of financial resources has failed to stem
the long-term social and economic decline. Government revenue collections averaged
25 percent of the GDP in Kenya in the 1990s, substantially higher than in Uganda

(8-9 percent) and in Tanzania (12 percent). Net receipts of official development
assistance (ODA) to Kenya from all donors averaged more than $600 million a year in
1991-98. Large commercial debt service payments have contributed to large outflows
from Kenya but aggregate estimates show positive net resource flows. Yet, per capita
growth has declined in Kenya while Uganda’s has been impressive and Tanzania’s is
picking up.

" The quality assurance group has rated six projects for quality of supervision of which three were rated
satisfactory. Of the two projects rated for quality at entry in Kenya, one was rated satisfactory.



2. World Bank Group Products and Services: 1998-2000

Strategy

2.1 The 1998 country strategy acknowledged the poor track record of performance
and identified weak economic governance as the central challenge facing Kenya. The
strategy to improve governance consisted of public sector restructuring, public
expenditure management reform, and strengthening of accountability mechanisms. This
strategy had been echoed in past Public Expenditure Reviews, the 1996 country strategy
and the FY96 SAC. But this was the first time in Kenya when the Bank downplayed
lending and emphasized knowledge (analytical and advisory services) support to improve
economic governance.

2.2 The shift away from lending in the 1998 strategy was particularly relevant
because past Bank strategy pushed lending despite poor portfolio results and underfunded
analytical and advisory services. According to OED’s CAN, the undisbursed balance on
the IDA portfolio increased from $449 million in FY96 to $640 million in FY98.
Resources for Economic and Sector Work (ESW) continued to decline and in FY96 and
FY97, only 8 percent and 9 percent of resources, respectively, were allocated for this

purpose.

2.3 The strategy’s non-lending program consisted of support for public sector reform,
external communication and capacity building, and economic and sector work. Specific
areas of assistance included: service delivery surveys in key sectors, which together with
Public Expenditure Reviews (PERs), would be repeated annually; conducting an
institutional assessment to diagnose weaknesses in the public sector; facilitating the
development of a Medium-Term-Expenditure-Framework (MTEF); assisting the GOK in
formulating a new Policy Framework Paper; increasing efforts at disclosure and
partnerships; and participatory ESW to support sectoral reforms (for example in the water
sector, financial sector).

2.4 Inlending, the strategy envisaged Kenya to be in the Low Case for FY99-01 in
the absence of substantial progress in the reform program. Over the three years the Bank
would lend a total of $150 million; a third of the $564 million lent in FY96-98. The $150
million would support poverty targeted projects in partnership with non-governmental
organizations (NGOs). No adjustment lending would be provided in the Low Case.

2.5 Base Case lending levels including budget support were directly linked to
improvements in economic governance. It would be triggered after evidence of
satisfactory macroeconomic management, fulfillment of minimum requirements for
economic governance reforms, and improvements in IDA portfolio performance. The
focus on economic governance to trigger the Base Case was a first in Bank history but the
relevance of the economic governance triggers would have been greater if some of them
had focused on actions rather than action plans (table 1). For instance, the strategy asked
for a redefinition of the core functions of the Government and not its implementation,
improved public expenditure management through MTEF and not the outcomes that
these expenditures were expected to achieve.



2.6 The trigger for strengthening accountability institutions was not well articulated in
the strategy. The minimum requirement in this trigger was the adoption of a
comprehensive anti-corruption strategy (including coordination of various efforts by
Kenya Anti Corruption Authority (KACA), the Central Bank (CBK) and Kenya Revenue
Authority (KRA), and the development of a prevention-focused strategy). It was unclear
what “adoption” meant, and what “coordination” efforts were being sought.
Strengthening KACA was a strategy that was geared more towards the detection
(downstream) rather than prevention (upstream) of corrupt activities. The accountability
institutions that can prevent fraud, waste, and abuse of public resources were not
mentioned in the strategy for example, the public rights to information, participation of
civil society in monitoring and evaluating government performance, and the capacity and
effectiveness of the Parliament in demanding accountability for performance from the
executive arm of the government. However, the environment at that time was not
conducive to a dialogue with the Government on these issues.

2.7  The lending program in the Base Case was expected to be $300-$500 million for
the three—year period, FY99-01. If the Base Case were triggered, the volume of
assistance in the first year would be around $100 million, but strong progress in
implementation would justify increasing annual lending towards the higher end of the
range. Key indicators of strong performance would include: timely implementation of the
second phase of the Civil Service Reform Program, including ministerial rationalization
according to redefined government functions; budget surpluses and elimination of
pending bills. The strategy sought to build incentive for sustained effort as progress in
the past had been marred with wavering commitment and policy reversals and therefore
was highly relevant. The Executive Directors supported this strategy but made it clear
that they were looking for actions rather than promises of actions.

2.8 The bulk of lending support in the Base Case would be adjustment lending in
support of major public sector reforms. This would be complemented by technical
assistance for institutional reforms to improve accountability and financial management
across government. Investment lending would be small and primarily poverty focused.

Participatory Processes and Donor Coordination

2.9  The Bank consulted frequently and transparently with stakeholders during
strategy preparation but it focused almost exclusively on the non-governmental
stakeholders: NGOs, the private sector, labor unions, academicians and donors. The
Bank’s primary partners among stakeholders—the Government and Parliamentarians—
were largely absent. The Government refused to make the strategy public. Thus, the
participants in strategy discussions never received the final official strategy document
although draft of an earlier version was made available to them. In hindsight, greater
effort should have been made by the Bank to dialogue with the Government. Initially, the
Minister of Finance did endorse the Bank’s plans for participation in strategy
discussions. However, when the Bank staff’s position shifted from economic governance
being one of the issues to the major issue, Government participation, not large to begin
with, declined quickly.



2.10  Donor consensus that poor economic governance was the most important obstacle
to Kenya’s development was facilitated by the Economic Governance Group (EGG)
formed by major donors in October 1997 in Kenya. As Chair of the EGG, the Bank led
the discussions and coordinated donor thinking on economic governance. The consensus
that economic governance was the central strategic issue for the strategy eventually
helped to persuade Bank management and the Bank Board about the merits of a Low
Case lending strategy. It is unclear if the strategy and the Bank’s stance significantly
influenced assistance levels of major bilateral donors. In interviews some donors
attributed a decline in their support not to the Bank or to poor economic governance but
to budgetary problems at home. Others contended that due to governance concerns their
assistance levels had been declining even before the Bank’s Low Case. One major donor
maintained its assistance levels to those in previous years and increased it in 2000 in
parallel with the Bank.

Strategy Implementation: Economic and Sector Work and Policy Dialogue

2.11  The implementation of non-lending activities foreseen in the strategy was mixed.
Service delivery surveys were carried out but their quality has been somewhat
questionable because of a lack of involvement of the Central Bureau of statistics and
other agencies/ministries, for example, the Ministry of Health and the MTEF Secretariat.
The surveys have not been successful in providing insights into how education and health
programs are delivered, and into patterns of bribery. An Institutional Development Fund
(IDF) Grant supported procurement reform but institutional assessments that could have
provided insights into strengthening of the Parliamentary Oversight Committees were not
undertaken. A series of Bank sponsored workshops and informal ESW between
September and November 1999 on the MTEF helped the Government start the process of
MTEF preparation. Ministerial PERs were also done but the quality varied and even in
those cases where the quality was good they did not feed into budget preparation as had
been expected because of a lack of engagement from the Government. Participatory
ESW foreseen in the 1998 strategy in the water sector and in the financial sector was not
undertaken.

2.12  Central to the Bank’s non-lending efforts was disclosure and partnerships. A close
working relationship with the GOK failed to materialize. This had much to do with a
shift towards non-lending but the strategy was seen as assigning all the blame to the
Government when the Bank had been a partner in Kenya’s development efforts for more
than three decades. In hindsight, the strategy should have transparently assessed the
Bank’s own role in Kenya by drawing more liberally on OED’s work and should have
included a survey of stakeholder satisfaction with the Bank’s program. The Bank should
have involved stakeholders in periodic annual reviews of progress. This would have
increased Bank’s credibility in Kenya and may have led to more Government ownership
of the strategy.

2.13  After the 1998 strategy, the Government moved forward with reforms. Besides
the announcement of the Change Initiative in July 1999, steps taken between October
1998 and August 2000, included the development of a strategic plan for public sector
reform, suspension of the sale and transfer of public land, dismissal of several senior



public officials for corruption, the appointment of competent and reputable private sector
people to an Oversight Board to manage Nairobi City Council, appointment of a new
management team in the Kenya Ports Authority, appointment of new Kenya coffee Board
members, and financial officers who would be accountable to the treasury.

2.14  The Government formulated the Interim Poverty Reduction Strategy Paper
(I-PRSP) and an interim PRSP was published and considered by the boards of the Bank
and the IMF in August 2000. The I-PRSP rightly focuses on facilitating sustained
economic growth, improving governance and security, increasing the ability of the poor
to raise their incomes, and promoting equity and participation. Unlike most other
[-PRSPs it provides a detailed description of the poverty profile, and specific indicators to
monitor progress towards fulfilling International Development goals. While the I-PRSP
lays a sound basis for the development of a full PRSP, there remains a large unfinished
agenda. Programs have to be prioritized and costed, and expenditures have to be
rationalized to release resources for poverty reduction. Irrespective of consultations and
what it may mean for the final PRSP, the integration of the national plan for eradicating
poverty into the PRSP, identification of poverty targeted interventions, regional issues,
decentralization, and land reform will have to be addressed. A realistic timetable of
participation, consultation, and assimilation inside the Government (central and line
ministries) and outside (with beneficiaries, donors, NGOs, the private sector) remains to
be established. Finally, an important challenge will be for donor interventions, including
the Bank’s to fit into the PRSP, and not the other way around.

Strategy Implementation: IDA Lending

2.15 New Lending FY99-01: Between FY99 and December 30, 2000, the Bank
committed $362 million. In FY99-00 the Bank continued with its low lending strategy
and only $40 million in commitments were approved (El Nifio Emergency Project). In
FYO01, the Bank moved to the Base Case with the Economic and Public Sector Reform
Credit, EPSRC ($150 million). HIV/AIDS ($50 million), an Emergency Energy Credit
($72 million), and Decentralized Reproductive Health and HIV/AIDs ($50 million) were
also approved.

2.16  Assistance envisaged in the strategy for rural and social sectors in partnership
with NGOs and pilots to support financial accountability was not undertaken although it
is doubtful if it would have had the desired impact. The Bank’s Arid Lands project
(FY96) was prepared with community participation and Early Childhood Development
(FY97) involved NGO participation and both have disbursed slowly. Technical
assistance for parastatal reform and for institutional development failed to achieve their
objectives and eventually closed in June 2000. In hindsight, the strategy could have
benefited from an articulation of the appropriate lending instruments to support
governance reforms but even two years later this remains a question.

2.17  The El Nifio project was identified by the strategy as a Low Case project (to be
financed out of the $150 million) because it had already been approved when the strategy
was under preparation. At the time of project approval, discussions within the country
team revolved around the ineffectiveness of past projects and the lending program to be



supported by the $150 million had not yet been defined. The project was perceived by
donors and other stakeholders to be hurriedly prepared, with consultations limited to a
few GOK officials and selected Bank sector staff.? They viewed the project as yet
another example of non-transparency in the Bank.

2.18 A Change Team was instituted in July 1999 to start addressing long-standing
issues. The Bank’s management along with some donors viewed these and other
developments (2.13-2.14) as a turning point in GOK commitment to implement structural
reforms, reorganize dysfunctional institutions, and make changes in public policy. The
Bank felt that this could potentially be a unique opportunity to support reform-minded
elements in the GOK. The first tranche ($50 million) of the $150 million EPSRC was
released in August 2000 on effectiveness. The approval of this operation signaled that
the Bank’s program was in the Base Case.

2.19  This evaluation finds that progress was made in governance reforms after July
1999 and stakeholders generally support the resumption of aid but the economic
governance triggers for the Base Case as specified in the strategy were not fully met in
August 2000 when the EPSRC was approved (table 1). The number of ministries
decreased from 27 to 15 but the number of ministers were not reduced creating confusion
in defining the core functions of the Government. Concrete steps had been taken to bring
the telecommunications company to the point of bid but privatization has been postponed
to early 2001.> The MTEF was prepared but there was little evidence of improved public
expenditure management. Cabinet approval of service for the staff of KACA, the
adoption by the cabinet of a bill to strengthen KACA and to make it autonomous of the
Attorney General (AG) were interpreted as strengthening of accountability institutions.
These were important actions on the part of GOK but strengthening an anti-corruption
authority is not synonymous with strengthening of accountability institutions. The latter
requires strengthening links in the accountability chain between the legislature and the
government, the external auditor, the media, and the civil society. If these links are weak,
the anti-corruption authorities/agencies can be susceptible to capture by vested interests.”

2.20  GOK undertook an array of reforms, and prepared the I-PRSP but the CAS
benchmarks for strong progress (para 2.7) that would trigger assistance levels above $100
million were not fully met. Retrenchments were supposed to start on July 1, 2000 but the
exercise did not get underway until September 2000. The focus has been more on

2 If in the past the GOK had enforced appropriate road maintenance policies, some of the damage to the
roads from El Nifio which the project was attempting to mitigate could have been avoided or reduced. The
Urban Transport Project (FY96) was 95 percent undisbursed in September 1998 in part because it
highlighted road maintenance standards for which commitment in the GOK was weak. The region is of the
view that no road system in sub-saharan Africa could have withstood the catastrophic rains and that the
system in Kenya held up much better than the road systems in Tanzania or Uganda.

3 The region is of the view that developments in the international telecom market affected adversely the
bidding process.

* Access to timely and comprehensible information by citizens, legislators, and an independent media, can
create demand for transparency and accountability from the government for its decisions and performance.
The region has undertaken an assessment of Kenya’s institutions for financial accountability in October
2000.



Table 1: Strategy Triggers and Actions
\Key areas | Strategy Trigger Action OED Assessment
Macro Satisfactory The IMF staff completed negotiations for a Poverty
macromanagement. Reduction Growth Facility (PRGF) arrangement which was
approved in July 2000.
Eco.gov | Progress on public Paper defining core functions of Government issued. The number of ministries

sector restructuring;
minimum
requirements:

(i) redefinition of the
core functions of
government.

(ii) Privatization of
KPTC

Improved public
expenditure
management through
MTEF; minimum
requirement:

(i) Balanced budget
(for central
Government) starting
in 1998/99

(i) Non-recurrence of
unbudgeted
expenditures (as noted
in the 1997 PER)

Strengthening
accountability
institutions; minimum
requirement is
adoption of a
comprehensive anti-
corruption strategy
(including
coordination of
various efforts by
KACA, CBK, and
KRA and development
of a prevention-
focused strategy)

Number of ministries and permanent secretaries reduced
from 27 to 15. A review process to restructure the ministries
has been completed. Government approved retrenchment
and civil service reform program.

Bill to split KPTC into regulatory agency and two separate
entities (Telecom Kenya Ltd-TKL and POSTA) signed into
law in November, 1998. Separation was effected in July
1999. Cabinet made decision to sell 49 percent of telecom
company to strategic investor. Privatization launched on
April 11, 2000, transaction expected to be completed in 3™
quarter of 2000.

A review of expenditure of core ministries was undertaken.
GOK held a workshop in October 1999 to introduce senior
Government officials to principles and objectives of MTEF.
The 2000-01 budget is being prepared using MTEF
principles. GOK is preparing the MTEF for the period 2000—
01 to 2002-03.

Fiscal balance excluding grants 0.7 percent of GDP and 0.0
including grants in 1998-99. In 1999-00, 0.9 percent of
GDP excluding grants.

A circular has been issued to combat potential abuses, and
financial control officers appointed by the Treasury to
oversee expenditures in each Ministry.

Director and Assistant Directors of KACA appointed
between April and October 1999. Cabinet approved
conditions of service for KACA staff, (90 cases under
investigation, 11 in court). A bill to strengthen KACA and
make it autonomous of the AG is to be adopted by cabinet in
June 2000 and presented to Parliament by October, 2000.
KACA has prepared a comprehensive anti-corruption
strategy for implementation.

The autonomy of the KRA strengthened; KRA Act amended
to reduce ex-officio members of the Board from 5 to 2 and to
ensure that Board members could be removed only for good
reasons; staff members involved in corruption were removed.
The Banking Act amended to reduce insider lending and to
give CBK power to supervise banking institutions.

were reduced but not the
number of ministers creating
confusion in defining the core
functions of the Government.

Privatization of the
telecommunications company
was postponed to early 2001.

The MTEF is a step in the
right direction but reallocation
of expenditures toward
priority areas had not occurred
in 2000-01. According to
GOK most resources are
being used to pay wages and
service domestic debt.

The authorities need to
enforce the rules and
regulations, and impose
penalties when these are
breached. The accountant-
general should attest that
unbudgeted expenditures have
not occurred. IMF and the
World Bank have been
monitoring unbudgeted
expenditures closely since
1997 and their assessment is
that they have not occurred.

See text. The focus has been
on processes. Need to
implement an anti-corruption
strategy.




Table 1 (cont’d.)

\Key areas | Strategy Trigger Action Evaluation of Actions

IDA Improved Disbursement ratio at end-June 2000 was 21 percent. Disbursement ratio

portfolio | disbursement ratios of | Government issued a circular to improve flow of funds to improved and number

perfor- at least 20 percent per | projects. Circular to facilitate flow of funds from Special of problem projects

mance year for investment Accounts made operational. were reduced.
projects.

Reduction in problem As of June 30, 2000 the problem projects were 30 percent.
projects (no more than
30 percent in 1998-99
and 20 percent in
1999-00 and 2000-01)

retrenchment per se and less on rationalization based on core functions of the
Government. Pending bills or arrears had not been eliminated at the time of EPSRC
approval although they were targeted for elimination by December 2000 and a strategy
would be developed to prevent their further accumulation.’

2.21  The EPSRC could run into the same problems as those encountered by the Bank’s
lending program in the past. These include election risk, over-estimation of Government
ownership, releasing tranches on the basis of action plans rather than actions. A recurring
theme in interviews in Kenya was that the Bank has not been realistic about timetables
for achievement of conditions and has not assessed their social costs. Retrenchment and
privatization, two areas addressed in EPSRC came up in several discussions.

2.22  Following the EPSRC, two AIDS projects and an Emergency Energy Project were
approved. Neither of the three projects was in the lending program of the 1998 strategy
but the region viewed these projects as high priority given the rising toll of the AIDS
epidemic and the effects of the drought on energy supplies. Fast-track, emergency,
projects raise the issue of the role of the Bank in a crisis in a country with a poor
governance environment. There are good reasons to engage in crisis situations but fast-
track, emergency lending does not fit well with institutional development. Services to the
poor—dependent on an effective participatory monitoring system—risk being
compromised by the attempts to design quickly.

2.23  The AIDS project of September 2000 was not viewed favorably by several of
those that were interviewed. It was seen as having been prepared without extensive
internal Bank consultations, and without consultations with and buy-in from the donors
and civil society. A Bank Committee reviewed the September 12, 2000 AIDS project in
early June 2000. Appraisal and negotiations were completed by end-July 2000.°

2.24  The effects of the drought on energy would not have been so severe as to require
an Emergency Energy Credit (approved in October 2000) if the GOK had followed
through with the development objectives supported by the Bank’s previous energy

> The fiscal program for 2000-01 envisaged an overall deficit on a commitment basis before grants of
1.5 percent of GDP (including grants a small surplus of 0.2 percent of GDP) but the budget that was
submitted to the Parliament on June 15, 2000 showed an overall deficit of 2.7 percent of GDP.

% The project’s quality at entry has not yet been assessed by the Bank’s quality assurance group.
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project.” At the end of June 2000, the Energy Sector Investment project of FY97 was 93
percent undisbursed. In FY00 only $1.6 million was disbursed under that project against
an estimate of $11 million 11 months ago. The slow rate of disbursements was
attributable in part to the lumpiness of two large civil works contracts which had been
delayed because of nonfulfillment of policy and institutional reforms sought under the
credit. The region expects this credit to be disbursed now that the undisbursed amount
has almost been fully committed.

2.25 The Bank has developed a pipeline of projects. If these are approved, the Bank
will be at the higher end of the Base Case ($500 million) which should be triggered by
reforms even deeper than those identified in the triggers. These projects could potentially
weaken commitment to reform within the GOK, and divert attention away from needed
portfolio improvements.

2.26  Portfolio Performance: Since October 1997, OED has evaluated 14 additional
projects. Only one of the 14 was rated as having satisfactory outcomes with likely
sustainability and substantial institutional development impact. The satisfactory rating on
this project can be attributed to the reform efforts resulting from the PER and the strategy
debates which began in 1997 and continued into 1998.

2.27  Even when project performance has been unsatisfactory, projects have continued
to be extended repeatedly. Three unsatisfactory projects that closed in FY99 and FY00
had been extended by 26, 28, and 36 months. In the last three years only one credit, the
FY96 SAC was canceled. The Bank has undertaken four consecutive Bank-wide reviews
of portfolio performance in the last four years. Concern with Kenya’s poor portfolio
performance appropriately led to Kenya being chosen as a priority portfolio improvement
program (PIP) country in all four years (FY97, FY98, FY99 and FY00) but the portfolio
continued to perform poorly. The 1998 strategy highlighted the fact that the poor
portfolio performance was due to continuing governance related issues. ~ An internal
review in mid-1999 identified the systemic portfolio performance problem and listed
specific actions for some of the more problematic projects. This was followed by a
meeting in August 1999 with GOK officials and regular review meetings by the country
team in November 1999; January, April, and September 2000 to monitor the needed
actions and to identify bottlenecks.

2.28 Portfolio performance ratings have improved. In December 1999, 13 projects
were ongoing and of these six were problem projects. Two of the six were closed in June
2000. Another two are no longer on the problem list. As of November 30, 2000, in the
14 projects that are ongoing, the achievement of development objectives and/or
implementation progress was rated unsatisfactory in project supervision reports in two
projects.

7 The Bank has been asking for energy sector reforms since the 1980s. Conditions in past Bank programs
have asked for action plans, completion of studies but they have not led to a restructuring of the utility. An
action plan to restructure Kenya Power and Lighting Corporation was agreed as a condition for Board
presentation of the Energy Reform Credit of October 2000.
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2.29 Itis unclear whether the improved performance primarily reflects expectations or
there is a demonstrated improvement in performance.® The Government issued a circular
in March 2000 to address the timely flow of funds to the project level and the EPSRC
includes conditions related to portfolio improvements. Effective implementation of the
circular and EPSRC conditions will be important for sustaining improved portfolio
results but the Bank on its part will have to pay greater attention to design issues in its
projects. In all the 14 OED evaluations since October 1997, design issues were flagged
as the most serious problem, including in the evaluation of the Emergency Drought
Recovery loan of FY93. Fast-track emergency projects that the Bank has been approving
could be particularly susceptible to poor design. Inadequate supervision and reluctance
to cancel projects despite evident implementation problems tied for second place in the
list of problems flagged by OED.

2.30 The Bank and the GOK would also benefit from stakeholders views on why the
Bank’s projects have not led to results. Besides poor project supervision, they cite
excessive focus on Nairobi, a lack of provision of information to the communities on the
amount of funds that are released for specific projects, and a lack of community
involvement in project evaluations even though they are the ultimate beneficiaries and are
responsible for repayments of loans to the Bank. A frequently echoed comment was that
it does not help to consult if the Bank does not provide information. Communities and
NGOs seek partnership from design to implementation stage in Bank projects and
transparency in the conditions for Bank support.

Overall Assessment

2.31 The country team’s efforts to develop the institution’s role in Kenya as a
Knowledge Bank were hampered. This is because within the Bank the strategy was not
in alignment with the Bank’s incentive structure which remains geared towards lending.
Thus, the 1998 strategy was relevant but its efficacy has been mixed.

2.32  Within the GOK a shift by the Bank away from lending was interpreted as
disengagement. Bank financial support should not have been a major issue in a country
which collects almost $3 billion annually in revenues. There were several reasons behind
GOK perceptions of Bank disengagement and these reasons hold important lessons for
future Bank strategy and dialogue. First, the Bank was primarily viewed by the GOK as
a financial institution capable of giving large loans on concessional terms. Second,
poverty targeted projects were not well articulated in the CAS. The GOK viewed poverty
targeted projects as transferring funds directly to NGOs for which the Government would
be held liable. Finally, at the time of second tranche cancellation of the FY96 SAC in
mid-1998, the GOK was given the impression that a new budget support credit would be
prepared to replace the SAC. The GOK realized in October 1998 that the Bank’s strategy

¥ In the current portfolio, one project (age 6.5 years) was 74 percent undisbursed, another project (age

3.3 years) was 92 percent undisbursed, a third project (age 3.4 years) was 72.5 percent undisbursed, and a
fourth one (age 4.8 years) was 53.6 percent undisbursed as of October 30, 2000. All were rated satisfactory
in supervision reports. Realism in project supervision ratings is particularly important for Kenya because
the average net disconnect in the five years, FY95-99, has been 25 percent compared to 11 percent
Bankwide and 15 percent for Sub-Saharan Africa.
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had moved away from lending towards non-lending activities implying that a new credit
would not be prepared. They viewed this as a shifting of goal posts.
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3. The Development Impact of IDA Assistance

3.1 The Government did not own the 1998 strategy but the participatory process sent
a powerful signal. It demonstrated the extent of support for economic governance issues,
and presented to the Government the combined challenge from the Bank, other donors
and the civil society. The stakeholders credit the Bank’s strategy and high level dialogue
in early 2000 for the Government of Kenya’s Change Initiative.” The quality of dialogue
between the Bank and the Government has now improved markedly. Currently the Bank
staff is able to draw the attention of the Government to a number of pending issues.
Government ownership of reforms is perceived to be much greater than in 1998 when the
strategy was under preparation. Lack of ownership and poor dialogue are now viewed to
be less important in moving forward the reform agenda than lack of resources (both
human and financial).

3.2 The GOK undertook reforms for improving economic governance. The
Government agreed to submit annually to the Parliament the Government’s governance
agenda. Expenditure management and control is being improved. An MTEF has been
prepared. The GOK agreed to provide adequate budgetary support to the Controller and
Auditor-General, the KACA, Kenya Revenue Authority (KRA), the office of the
Attorney General and the Judiciary. Directors and assistant directors of KACA were
appointed, the Cabinet approved conditions of service for KACA staff and prepared a
comprehensive anti-corruption strategy. The autonomy of KRA was strengthened
through legislation. Amendments of the Anti-Corruption Act have been incorporated in
the draft Anti-Corruption and Economic Crimes Bill. A bill for the Code of Conduct for
all holders of public office was published in the official gazette. The civil society is more
active and organized, the Parliament is playing an increasingly active role and on a
bipartisan basis lobbies more effectively the Executive for reforms. Corruption scandals
get wide coverage in the print media, names are explicitly mentioned and people appear
to be wary of being involved in corrupt schemes. The private sector sees improvements
in the climate for private investment.

33 However, improvements in governance were not sufficient to merit a change in
Bank strategy.'® This was because of several factors. (1) The continuing risk of policy
reversals as in the past. This risk has now materialized with halting of the sale of Kenya
Telecom (a central trigger for Bank assistance in the 1998 strategy), the declaration of
KACA as unconstitutional, stripping it of powers to investigate or enforce corruption, and
the passage of a bill in the Parliament to cap commercial bank interest rates undoing,
liberalization in the financial sector. (2) The impact of the reforms at the central level has
not yet been felt at the level of communities. (3) Important laws, bills and circulars

? The diversity of background of Bank team members was a major factor in conceptualizing the strategy
and in using participation as a tool to effect development impact. The full core strategy team consisted of
the Country Program Coordinator, a senior resident economist, a Social Development Specialist, a Kenyan
economist, a political scientist, a participation specialist and a number of members with extensive
knowledge of Kenya.

1 Stakeholders agreed that governance must remain the central focus of the Bank’s strategy in Kenya.
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expected to be passed have been rejected by the Parliament.!! Stakeholders emphasize
not passage (which has not occurred) but transparent implementation of an
anti-corruption strategy, of the Code of Conduct, and of an effective Economic Crimes
Bill. (4) Expenditure management and control practices have not yet shown significant
improvements. (5) Beneficiaries are not yet participating in monitoring and evaluating
results which feeds back into Government performance.

3.4  Stakeholders want accountability from the Bank and the GOK for results.
Therefore, the Bank should focus not only on the MTEF and public sector restructuring
but also on what these tools are supposed to achieve, improved public sector performance
in general and service delivery in particular.'?

3.5  Many economic governance problems are endemic and cannot be solved in the
short-term. Their longer-term success depends on many variables. First, stakeholders
unanimously agreed that without political reforms, not much further progress is likely in
economic governance. Second, the contracts of Change Team members, the main
architects of the Change Initiative were due to expire in June 2001 and the
reform-mentality had not spread beyond the six people in the Change Team. In fact since
the members are paid higher salaries it has become like a Project Implementation Unit for
the Government leading to jealousies in the rest of the civil service, and a deliberate
attempt to sabotage its agenda of reform. Third, as in the past, elections in 2002 could
slow progress in reforms. Fourth, the effectiveness of KACA could be impeded by
endemic corruption in the judiciary and political interference. Fifth, there was a
perception among some important members of the civil society that as formal institutions
are maturing, informal institutions defined by patronage are not changing and may have
in fact become more powerful. Finally, sustainability depends on the extent to which
Kenyan citizens see tangible results, improvements in service delivery and prosecutions
for corruption. Social tensions are currently high in Kenya.

' In December 2000, the Code of Conduct bill was rejected, as were the amendments to the economic
crimes bill.

12 Heads of important private sector companies feel that their quality of life has deteriorated in terms of
communication, roads, availability of water and above all personal security. The communities do not see
the results of the Bank’s governance interventions.
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4, Conclusions and Recommendations for a Future Bank
Strategy

4.1 The following conclusions can be drawn. First, the focus on governance in the
1998 strategy was appropriate. Second, some progress was made in economic
governance reforms but effective implementation did not occur. Critical reforms have
been reversed and others put on hold. Third, systemic problems related to overall public
expenditure management and to the timely flow of funds to projects in execution are
likely to be magnified in fast-track/emergency projects because of attempts to design
quickly. The Bank faces considerable risks in Kenya and at the present juncture it is
difficult to envision how the Bank’s assistance will evolve over a three-year period. To
mitigate the risks, three recommendations are offered in this country evaluation.

(1)

2)

©)

Timing and Scope of the CAS: Develop a one-year CAS or alternatively
submit to the Board a multi-year CAS with the understanding that a yearly
progress report or update will be submitted in conjunction with any new
lending. Fast-track/Emergency lending should be taken into account when
determining the size and modalities of the lending program under both the
low and base case scenarios.

Choice of Instruments: (a) Once agreement is reached with the
Government on governance reforms, sequence annual single-tranche
adjustment credits submitted after implementation of a few clearly defined
conditions. These conditions should be widely disseminated as
transparency is an important guard against reversibility. (b) Non-lending
support should play a larger role in strengthening the sustainability of the
budding reforms. For example, by dedicating Bank resources to intensive
country dialogue, effective portfolio management, long-term capacity
building for public sector reform, and to fostering greater transparency and
accountability rather than to continue to develop a lending pipeline.

Monitoring and evaluation: Strengthening the monitoring and evaluation
(M&E) framework is particularly important in preparing the CAS for poor
performers. In order to improve the M&E in the upcoming CAS, the
region should consider proposing a few monitoring indicators linked to
intended outputs/outcomes and some additional ones directly tracking
Bank inputs. Data on these indicators should be available in real time with
errors in measurement smaller than the changes expected. At least one
indicator should reflect beneficiary satisfaction with the Bank program
and should involve a wide range of stakeholders. A first step towards the
latter would be involving stakeholders in periodic (annual evaluation
group) reviews of progress.
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Annex Table 1: Kenya at a glance

dup-
Saharan
POVERTY and SOCIAL Kenya Africa Low-income
1998 Development Diamond*
Population, mid-year (millions) 29.3 2,372 627
GNP per capita (Atlas method, US$) 350.0 410 510
GNP (Atlas method, US$ billions) 10.2 984 322
Average annual growth, 1992-98 Life expectancy
Population (%) 26 1.9 26
Labor force (%) 3.3 2.6 23 /\
. . GNP per capita Gross Primary
Most recent estimate (latest year available, 1992-98) Enroliment
Poverty (% of population below national poverty line) 42 ta oo
Urban population (% of total population) 3 3l 33
Life expectancy at birth (years) 51 60 50 Access to safe
Infant mortality (per 1,000 live births) 76 77 92 water
Child malnutrition (% of children under 5) 23
Access to safe water (% of population) 53 0o oo
lliteracy (% of population age 15+) 20 39 41
Gross primary enrollment (% of school-age population) 85 97 78
’!\:A:rlr?ale 22 122 3? Kenya Sub-Saharan Africa
KEY ECONOMIC RATIOS and LONG-TERM TRENDS . -
Economic ratios
1978 1988 1997 1998
GDP (USS$ billions) 53 8.5 10.6 116
Gross domestic investment/GDP 29.8 20.2 15.4 14.4 Trade
Exports of goods and services/GDP 289 21.9 28.2 24.6
Gross domestic savings/GDP 20.0 14.9 8.1 6.7
Gross national savings/GDP 17.3 14.6 11.9 10.8
Domestic Investment

Current account balance/GDP -12.4 -5.5 -3.6 -3.1 savings
Interest payments/GDP 1.5 2.8 1.8 11
Total debt/GDP 41.0 68.2 62.5 60.5
Total debt service/exports 14.0 39.0 223 18.8
Present value of debt/GDP 447 Indebtedness
Present value of debt/exports

1978-88 1988-98 1997 1998
GDP 3.9 23 21 1.8
GNP per capita 26.9 -4 7.5 275 X
Exports of goods and services 2.0 35 -13.5 -5.8 Kenya Sub-Saharan Africa
STRUCTURE of the ECONOMY 1978 1988 1997 1998 Growth of Investment and GDP (%)
Agriculture 32.1 27.0 23.6 225 20
Industry 17.4 16.4 12.9 14.0 0 t j
Manufacturing 10.7 10.0 8.3 9.3
Services 37.3 42.3 49.4 49.7 0 < ! } } y Y

-0 V 93 94 95 96 97 98
Private consumption 60.5 67.1 75.7 77.2
General government consumption 19.5 18.1 16.2 16.1 -20
Imports of goods and services 38.7 27.2 35.5 32.3
—e—GDI —m—GDP

Agriculture 1978-:? 1988-?2 19?; 1919_2 Growth of exports and imports (%)
Industry 34 23 2.0 1.3 40
Manufacturing 4.6 2.9 1.9 13
Services 5.1 3.7 3.1 2.1 20
Private consumption 3.1 21 28.1 -4.5 0
General government consumption 2.0 10.8 22.8 11.0 93 94 96 9
Gross domestic investment -2.0 25 6.4 58 -20
Imports of goods and services -3.3 8.6 25 -4.2
Gross national product 3.9 25 2.6 2.7 —e—Exports —@—Imports

Development Economics SIMA system, On-the-fly Tables: AAG(Database: GDF & WDI central)

Note: This table has not been cleared for offical use.

* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing,

the diamond will be incomplete.
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Annex Table 1 (continued)

PRICES and GOVERNMENT FINANCE

Domestic prices 1978 1988 1997 1998 | Inflation (%)
(% change) 50
Consumer prices 16.9 11.2 12.0 58 40
Implicit GDP deflator 31 85 15.5 10.6 30
20
Government finance 0
(% of GDP) 0 4 f f f f !
Current revenue 224 21.1 . . G 9% 95 % 97 98
Current budget balance 1.22E-05 1.59E-05 5.80E-06 1.43E-07
Overall surplus/deficit 4.0 4.1 ¢— GDP deflator ——CPI
(US$ nliillions) 1978 1988 1997 1998 Export and import levels (US$ mill.)
Total exports (fob) § . . . 1
Food
Agricultural raw materials 08
Fuels 06
Ores and metals
Manufactures 04
Total imports (cif) . . . . 02
FOOd | | | | | | |
Agricultural raw materials 0 ' ' ' ' ' ' !
Fuels P 93 A 95 9% I 98
Ores and metals
Manufactures B Exports @imports
ijﬁg%PAYMENTS 1978 1988 1997 1998 Current account balance to GDP (%)
Exports of goods and services 1,496 1,872 2,977 2,851
Imports of goods and services 2,060 2,332 3,772 3,695
Resource balance -564 -461 -795 -844
Net income -188 -345 -232 -173
Net current transfers 180 209 483 519
Current account balance -659 -471 -377 -363
Financing items (net) 441 429 479 412
Changes in net reserves 218 43 -101 -49
Memo:
Reserves including gold (US$ millions) 369 297 811 783
Conversion rate (DEC, local/US$) 7.7 17.7 58.7 60.4
(EUXSI$E§miI;\)|r_13EBT and RESOURCE FLOWS 1978 1988 1997 1998 Composition of 1998 debt (US$ mill.)
Total debt outstanding and disbursed 2,174 5,810 6,603 7,010 859 B
IBRD 240 973 213 154
IDA 128 673 2,032 2,210
Total debt service 216 738 669 545
IBRD 160 77 74 66 879
IDA 17 138 95 138
Composition of net resource flows
Official grants 93 389 202 197
Official creditors 152 239 -58 9
Private creditors 16,824 66,140 . .
Foreign direct investment 34 0 20 11
Portfolio equity 0 0 12 4 w7
World Bank program 2076 635
Commitments 172 136 84 123
Di'_sbgrsements 59 161 84 123 @BRD BIDA
Zg?ggfgepayme"ts 122 122 fg 12(3) OMF O Other muttieteral
Interest payments 0 0 0 0 WBilateral 8 Private
Net transfers -84 38 40 0 B Short-term
Development Economics SIMA system, On-the-fly Tables: AAG (Database: GDF & WDI central) 10/23/00

Note: This table has not been cleared for offical use.



19

‘6661 01 I19JaI SALIIUNOS Fuowe uosLedwos 10J Ble(]

"000T ‘ST 10q03100 JO Sk aseqejep yueq PHOA\ -22.110

686 9,8 0°$6 789 €1L i T9L OvL oyL - 019 - (sy1q A1[ 0001 Jod) Juegul “)er AJITENON]
eey T8y 695 €6S €¢s : 01S 0TS - - - 895 (s1eak) 18303 “YpaIq 3B Aoueloadxd of1]
0°LS 798 061 0Th 0LL : - - : : : oLL - " (ss900e yym uonendod jo o) uoneiUes
LEL V8L $'59 €8y 6'TS : : 09¢ O0LL O0F8 005 0Ty 00F O1Ib (Syyuot 71 Jopun USIP[IYd JO %) Ldd ‘UWOHeZIuNwI]
I'vL 8°L9 126 $'8L 7’68 ‘ ‘ - - 678 698 S06 LI16 0€6 (55018 %) Arewd JudW[OIUL [00YOS
€8¢ 66T L'LE 6'v€ 0°€T 81 S6l 90T LIT 6TC 0¥ TST v9T §LT (+6T a1doad jo o) 103 3NpeE ‘a1ex ASBIS]
91 69T $'9T 09¢ 98T TIE €IE ¥YO0E S6T 98T LLT 89T 6ST 0T (Te103 30 9%) uonendod ueqin)
0°¢ 6T 6T LT LT €T vT ST ST 9T 8T 6T 0¢ TI¢ (% renuue) yamois uonendod
3161 9'6T LEEL 0I'L1 LT 1¥'6C 6767 19°8T T6LT TTLT 1S9T 8L'ST SO'ST 0€HT (w) 12101 ‘uonerndog|
- - 8¢ 0T LT - § B 60- €I~ 09 TS ¥0 9T (daD Jo %) syueIs Jurpnour JdYSP 195pnq [[EIOAQ)
" - 6Ll 9Ll 6'8T : : " 06T S8 V¥TIE 66T 8VT 68T (dao 30 %) 18303 “armupuadxy|
: : 6'8 Syl 9T - : - TLT 09T 1'ST €€T 91T LT (dao Jo %) syueI3 JuIpn[oxo “ONUIASI JUSLIN))
6°€l L1t 6Ll €8T I'L1 9z 8S 071 88 80 06T 8SP S6T 86l (% renuue) soo11d oWMSUOS ‘UonR[FU]
(47 P 9°¢ 08 el 'L L9 18 STL 911 961 TE TEL 991 (dao 30 %) SSUIABS OT)SIAWOP SSOID)
L'ST 0C¢ Tl L0t 191 €SI ¥¥I ¥'ST 891 SLT  ¥91 LLI L€l 6LI (daD Jo %) JUSUISIAUL OSIUIOP SSOILD)
v'e T LT Te 8T ST ¥T v ST Tl ST I'T ¥0 90 spzodwr JO SYUOW U SOAIISIT [BUOTJRILISIUL SSOID)
1°0p LvT L9l S'LT 6°LT " 881 €TC §LT €0€ 6T€ LT T1'1E 97T¢ (s901A105 pue spoo3 Jo s110dXa JO 9/,) SOIAIDS 1GP [EJ0 ]
101~ 6'TI- €L v I'c 06 1'e 9¢ 80 ¥y  vI ¥l €T LT (dao 30 %) douE[eq JUNOOIE JUILINY)
911~ L'Ll- 9/ LTl- 6T '8~ LL vl € 6 It §S S0 €1 (dao 3o %) doue[eq 20MOSNY
91¢ Tse 1'8C 9°8¢ e 8TE €T¢ SSE€ ILE L8 6€€ Ty VvLT 98T (dao 3o %) sad1A108 puE SPoo3 Jo sprodu]
101 S'LI S0z 6'ST TIg L'YT 9vC TST LTE 8TE  O0LE L9 69T VLT (dao 3o %) sad1A10s puE spoo3 Jo spodxy
0°LE vLE ves 6°LE 'S T9S LLS SLS €¥S 8IS ver 9IS S¥S 0€S (dao 30 %) pappe dM[eA ‘SIITAIDS
€L L'L S1l I'6 901 TIL 801 L6 TOl 66 L0l 00l TI'Il TTI (dao 30 %) pappe dnJeA ‘FULMOBINUEIA]
6Ly vy 6'C¢ 6'8¢ 6'8¢C 0LT 19T SLT 96T T1¢ ¢€€€ SIE€ 997 0LT (daD 30 %) pappe anfea UM noLdy|
€OET'T  6'LLY 0'99L €E6L T 0°SL6 0°SL6 L'T96 9786 8T66 €156 9006 6898 S668 9588 «(§ TeuoneUIUI JuLMD) ddd ‘eitdes 1d IND)
00T¢ 0°0%C 005 0°06¢€ 0°09¢ 0°09€ 0°0S€ 0°0FE 0°0ZE 0°09C 00¥C 00ST 00£E 0°0bE +($SN ue1Mo) porow sefy ‘exdes 1od JND
0t 80 I'l- 91 €0- 00 00 00 0¢ 0¢ 0z 09 0¢ 0T (% renuue) QmoIs exdes 1od JNDO)
69 I'¢ Al vy 0¢ 91 81 1T I¥ +¥¢v 9T t0 80~ ¥ (% Tenuue) QMoIS JaO|
666I-1661 66611661 6661-1661 6661-1661 6661-1661| 6661 8661 L66I 9661 S661 Fr66I £661 T661 1661 101Uy

advaaay  a8vioay a3p124 advaaay  adniaay

ppuns) VDUV IDISDSUPDJ DUDYL) vduayy

6661-1661 ‘S10)vIIPU] [BID0S PUE IIWOUOIT AJY :7 d[qe] Xouuy



20

Annex Table 3: External Assistance to Kenya

I. Average Net Receipts from all donors for CY 1980-1998, (US$ million)

\Donors 80-90 91-98 1996 1997 1998
Bilateral 567.18 403.59 24.48 288.02 393.59
Multilateral 199.83 201.93 159.27 81.93 127.70
o/w IBRD 18.62 -91.02 -88.50 -73.81 -65.87
o/w IDA 81.88 130.72 145.50 72.29 108.40
o/w ADB 8.02 -0.81 -1.57 -6.45 -16.91
Other 7.33 -1.74 -2.65 -1.29 -2.20
Total 774.34 603.78 181.10 368.66 519.09
Memo item:

GDP at market prices (current US$ million) 9,220 10,572 11,579

Source: International Development Statistics CD ROM, 2000 Edition, OECD World Bank database as of October 25,

2000.

*Net receipts include net official and net private flows to a recipient country.

I1. World Bank Commitments by Sectors for FY 1980-1999, (US$ million)

Sectors 80-90 91-99 1997 1998 1999
|Agriculture/Environment 311.7 2042 52.5

Education/HNP 147.7 348.1 27.8

Finance/Industry* 359.7 67.3 .

Infrastructure®* 471.5 290.0 125.0

Public Sector Management™*** 11.0 21.8 . .
Multisector™*** 190.4 368.8 26.6 17.5 .
[Urban Development/Water Supply & Sanitation 99.8 83.2 40.0
Total 1,591.8 14734 231.9 17.5 40.0

Source: World Bank database as of October 25, 2000.
* Finance, Industry sectors

** Electric Power, Oil and Gas, Telecommunications, Transportation sectors
*** Public Sector Management, Social Protection sector
*#%% Multisector, Private Sector Development, Economic Policy
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Annex Table 4: Selected ESW and CAS List for Kenya, 1980-2000

. Report
Report Title Date No.
Economic Reports
Population and Development in Kenya 10 Mar 1980 2775
Kenya — Country Economic Memorandum and Annex on Agricultural 12 Jun 1981 3456
Issues
Growth and Structural Change in Kenya: A Basic Economic Report 31 Aug 1982 3350
Growth and Structural Change in Kenya: A Basic Economic Report, 31 Aug 1982 3350
Annex I: Poverty and Growth in Kenya
Growth and Structural Change in Kenya: A Basic Economic Report, 31 Aug 1982 3350
Annex II: Issues in Kenyan Agricultural Development
Growth and Structural Change in Kenya: A Basic Economic Report, 31 Aug 1982 3350
Annex III: The Industrialization Process: Growth and Structural
Adjustment
Kenya — Country Economic Memorandum 08 Oct 1983 4689
Sector Reports
Kenya: Issues and Options in the Energy Sector May 1982 3800
Kenya: Poverty Assessment 15 Mar 1995 13152
Country Assistance Strategy Documents
Kenya: Country Assistance Strategy 02 Jan 1996 15254
Kenya: Country Assistance Strategy 02 Sept 1998 18391

Note: Excluded from this list are 7 economic reports and 19 sector reports which have not been disclosed

at the present time.
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Annex Table 5: OED Ratings for Kenya and Comparator Countries

Qutcome Inst. Devel. Impact Sustainability
Total o/w % Satisf. % Substan. % Likely
Country Evaluated $m Adjustment $m|% Satisf.  Adj. |% Substan. Adj. % Likely  Adj.

[Evaluated before 10/97

Bank wide 197,357 48,824 73 74 35 41 56 59
Africa 30,032 10,286 60 57 21 21 28 31
Kenya 2,465 1,054 59 66 5 0 20 12
Tanzania 1,860 840 56 69 23 30 37 51
Ghana 1,711 983 78 79 64 71 75 81
Uganda 947 444 29 0 11 0 36 29
Madagascar 800 281 60 70 39 0 40 40
[Evaluated after 10/97

Bank wide 81,134 28,028 80 91 45 52 63 74
Africa 10,956 4,223 71 86 29 31 39 51
Kenya 525 105 4 0 4 0 4 0
Tanzania 383 0 61 40 37
Ghana 932 181 71 28 42 0 35 28
Uganda 680 405 83 100 34 55 29 49
Madagascar 388 71 73 100 13 0 25 0
\All projects evaluated

Bank wide 278,491 76,852 75 80 39 46 59 66
Africa 40,988 14,509 63 65 24 24 32 38
Kenya 2,990 1,159 50 61 5 0 16 11
Tanzania 2,243 840 57 69 27 31 37 51
Ghana 2,643 1,164 76 71 55 59 59 73
Uganda 1,627 849 52 48 21 26 33 39
Madagascar 1,188 352 64 76 28 0 34 32

Source: OED database as of 03/31/2000 and World Bank database as of 11/2000.
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Annex Table 6: Costs of Bank Programs for Kenya and Comparator Countries, FY91-99

Lending completion Supervision costs, = ESW completion

Regions/Countries Total costs, $m* costs, Sm** Sm costs, Sm***
Costs
Bank wide 2,292 979 898 415
Africa 656 254 281 122
Kenya 30 12 15 4
Tanzania 32 11 16 5
Ghana 38 14 18 6
Uganda 31 11 15 5
Madagascar 29 13 13 4
Percentages
Bank wide 100% 43% 39% 18%
Africa 100% 39% 42% 19%
Kenya 100% 39% 49% 12%
Tanzania 100% 35% 50% 15%
Ghana 100% 38% 47% 15%
Uganda 100% 36% 49% 15%
Madagascar 100% 43% 43% 14%

Source: World Bank database as of July 6, 2000.

* The amount of total costs includes lending completion costs, supervision, scheduled and unscheduled ESW, and
dropped project costs.

** The amount of lending completion costs includes lending completion costs and dropped project costs.

*** The amount of ESW preparation costs includes unscheduled and scheduled ESW preparation costs.

Efficiency Table
Net Average costs $
commitment | Average  Average per $1000 of net  Memo
Total Number Net for satif. & | costs per costs $ per commitment for  Average

Regions/ | costs, of  commitment, nonrisky | project, 31000 of net satisfy. & project size,

Countries Sm_ projects Sm projects, $m | $1000 commitment nonrisky projects Sm
Bank wide | 2,292 2,229 197,103 144,120 1,028 11.6 16.0 88
Africa 656 564 25,157 16,920 1,164 26.1 38.8 45
Kenya 30 24 1,643 723 1,267 18.5 42.0 68
Tanzania 32 22 1,338 1,050 1,455 239 30.5 61
Ghana 38 43 2,073 1,417 881 18.3 26.7 48
Uganda 31 33 1,613 1,479 948 19.4 21.2 49
Madagascar 29 25 731 563 1,176 40.2 52.2 29
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Bank’s Senior Management, CY1991-2000

Year

Vice President

Country Director

Chief/Resident Representative

1991
1992
1993
1994
1995

1996

1997
1998
1999
2000

Edward V. K. Jaycox
Edward V. K. Jaycox
Edward V. K. Jaycox
Edward V. K. Jaycox
Edward V. K. Jaycox
Callisto E. Madavo
Callisto E. Madavo
Callisto E. Madavo
Callisto E. Madavo
Callisto E. Madavo
Callisto E. Madavo

Callisto E. Madavo
Francis X. Colaco
Francis X. Colaco
Francis X. Colaco
Francis X. Colaco
James W. Adams
Harold E. Wackman
Harold E. Wackman
Harold E. Wackman
Harold E. Wackman
Harold E. Wackman

Peter Eigen

F. Stephen O' Brien
F. Stephen O' Brien
F. Stephen O' Brien
F. Stephen O' Brien
F. Stephen O' Brien
Harold E. Wackman
Harold E. Wackman
Harold E. Wackman
Harold E. Wackman
Harold E. Wackman

Source: World Bank Group Directory 1991-2000.
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REPUBLIC OF KENYA
MINISTEY OF FINAMCE AMD PLAMNMNIMNG

Telegraphic Address: 22921 THE TREASURY
FINAMNCE - NAIROBI P. ©. Bax 30007
Telephone: 338111 MAIRORBI
When replying please quote EEMNYA

6® June, 2002

Ref. Mo EASFA 63302/0

Me. Maktar Diop

Comantry Director

Eenya, Eotrea & Somalis
Word Bank Resident Misson
Hill Parike Flazs, Upper Hill Road
Majrobd

Clene By r_:|i|_||:|

RE: COMMENTS ON THE COUNTRY ASSISTANCE EVALUATION

Please find attached herewith our comments on the Countey Assistance
Ewaluation for yous penasal and further necessary sooon.

Yours Sincerely
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D, K. Kibera
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Subject: COUNTRY ASSISTANCE E_'I.I'ALU.F'L'I'IIJH-II_LH UPDATE

—eEEE————

Tne Operations Evaluation Department analysis of the 1988 CAS has dearly
articulated the areas of weakness, which the CAS assumnd could no longar be
pinmed wholésome of Governmenl at (e exdusion of 1 World Bank and alher
devalopment partness

The Governmeni has made positve sirkdes in realizing the refarm indiathes n
the CAS paricutarly thase which did nol require enactment of new Legisiation
such as the ful impementaton of the MTEF, Public Sector reforns amd
strangthening the oversight nstitutions such as judiciary, Controller and Audibar-
General, Allomey General and the operationaizalion af the dafunct KACA,

The Gowenment has over the implementation phase of the 18898 CAS been able
fo ensure greaber transparency in pubbc expenditure management, rationalized
com funclions of Government and implemenied the civil service meform
programme. Megsures o privalize key parastatals hawe bean fakan and
commendable progress has been achieved to daie

The Gowemnment clearly rained in on those areas in which opportunities for ment
seeking exsied and prosecuted several public sefvanls invalved i coffuplion.
The ssue of urnealistis timelables impasad by the 'World Bank in the CAS was a
sarious bolfieneck since soma of the reforms intiatiess wene of a constdutianal
nature, which had o be sanclioned by Parfament  Unfartunately this was |argely
igraded during the praparation of the CAS.,

Maonitaring and evaluation is & usaful feedback tool and the Govermment has
developed a comgrehensieg MAE framework, The MEE framewaork has iaken on
board all stakeholders who will track resourca ublization of both Government and
development parners and assess the impacis thereof with a view 1o delerming
value for maney and beneficiary satisfaction. The Caniral Bureau of Siabstics s
expected o play 8 crucial role in developing quantitadive data wseful in
measurement of mmpacls of varous nterventions and this will give tha MEE
campanent credibility.

In developing the next CAS care should be faken to avoid the disruption of
prograrmmes implementation dee 1o man-disbusament of agresd tranches owing
io conditionabties in the CAS, which are often unrealistic, VWorld Bank is a pafner
i develspment with Kenya and must assume shared responsiiity for some of
the policy reversaks sinca i also faciiiates the Economic Governance Group.

The poverty reduction inftiatives a8 espoused in the 1638 CAS and the PRSP
ghould be implemented Tully 5o as o mitigate the effects of the rapid@y growing
population living below the paverty line, which is now estimated to be arcund
56% of population
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The PRSP has piontized and costed povarty reduchion programmes and same
ol these have been ringfenced in the budgel ard good progress of
implementation has been recordad by BMD in as far as resource fows and
utilization are concerned.

The issue of pending bills, which was highlighled in the 1998 CAS, has been
tackbed and Governmeand s clearly detesmined to contain this phencmenon.
Fecently the Attomey General reviewed 1he conlracl law partly to ansure thal the
sipck of stalledien-going pregects which are accruing pending Bills are
rationalized and either resources bo complele them ane budgeted for or staps

laken to tarminate the contracts and hence stop further accurmulation of perding
Bills i the futuna,

The conclusion by tha May, 1958 OED Country Assistance Mote (CAN] that the
Bank's sssistance bo Kenya has nol been effective in promoting refocems s net
oijactive, Indasd the EFSRC [Economic and Public Secior Reform Credif) has
been instrurmental = downsizing of the civil sanice under the civil serdice relaim
programme.  What perhaps reguires 1o be dona is an assesement of the gverall
impact of Bank assiskance within the entire reform package.

It is true (hat the economic, sacial and govemance condlions were poarer in the
1990°'s than they wera in the 19705, Howewar, this state of affairs should be
tzokad a1 from & Droader parspecive Le. the macno economic factors olher than
restricting ihe whole phenomenon 10 governance msues. Fudhermone, thene
were nat any senous govermnance problems dunng fhe 1970s

Limiting lending o small povarty target inerventions as agvanced by the CAN is
B contradiction of the ocverall abjective pabcy on paverty reduction. While wa
acknowledge that these has been af tmes a bendency of policy reversal,
neveriheless GOK's positian is that this should not be compromised with GOK's
intertian on PRSP by limding the lending and Sacusng on non-lending activilies.

Tha Memgiandum should hus be a liflke bit objective and fozues on achievements
GOK has made n sociad, economic and o lesser exienl governance issues.
The mameo furher acknowledges thal GOK has made some progress in the

cesygn of economic govemnance refeme ared what remains s effectie
implementation

in paragraph 4.1, the Report sfates that ... The Bank faces considerable risks in
Kemya and... It is nod clear fram this sistement what kind of risks the Bank is

lacing. However, we would wish to make the following genaral obaervalions as
regands ihe recommendateons -
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i) Timing and Scope of the CAS

A mult-year CAS iz mare realistic far the Kenya situations given thal same
of he reform packages require time and resources to faciilate thei
affactive Implementation. This is tree parlicularly in capacily building,
sensifzation and training within Governance Instfutions,  However, it

would be more prudent to adopt a fhree-year CAS 10 cormespond with
GOK PREPMTEF, which tha Bank assisied in their preparations

il Choice of Instruments

While lacusang the Bank resources on intensive couniry dialogue, portiolic
managemani, capacity building, pubkc seckar reform, tmnqurm[',y afd
accounladility, focus shoukd also be on developing a lending pipeling.
Failure to develop a lending pipefine will compromise the Bank's lang-4erm
objectres of poverty reduction and sustained econamic growth

iy Manitaring and Evaluation

Development of MAE framework is indesd very critical, precisely because
MEE indicators nomally form the basis of palicy and pragrarmime of action,

However, the banks M&E instrumenis should be closely intertesned with
GBOKs existing M&E nstilutions.

The CAE indicates that although the MTEF has bean prepared, there is Wile
evidence of improved public expenditure managemant, However, it shauld be
noted that imgact assessment of the MTEF budget should be viewed both in
shorl and longer fesm perspeclives,  bn the shor term, the impact on pubkc

expendilure management may be minkmel Howsver, on a longer-berm basis, the
Empast may ba positve.

Corractions

Fara 2.18:

7" linm — Inslead of Kenya Power and Telacommunication Corperation should be
Kenya Fosls and Telecommuncation Corparation.

11" Mne — Wstead of avionomous of the Accountanl-General.. should resd
aulonomous of tha ARomeay-Genaral.

Fara 3.1

fline 3 and 4) - The GOK agreed Lo p-l'm'rde au:lequu-.- I:ud-g-l;mr suppart ta the

Eﬂﬂﬂﬂmﬂ and Accounipnt Seneral, ... should read ... Confroifer ang Audior-
engral
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Para 3.5

Line 4 = |t starles: . economic governance bul the Cersliiutional Review Protass
is curently slalled. M ahould be noted that the review process is currantly an-
gHng.



31 Attachment B

Summary of Comments Received from the Government and OED’s Response

Government’s Comments

OED’s Response

The Government has made positive
strides in realizing the reform
initiatives contained in the 1998
strategy (e.g., full implementation
of the MTEF and public sector
reforms, strengthening of oversight
institutions, taking measures to
privatize key parastatals and
tackling the issue of pending bills).

The evaluation acknowledges the steps taken between October
1998 and August 2000 (see paras 2.11 and 2.13). It argues that
the economic governance triggers for the Base Case specified in
the 1998 strategy were not fully met when the Economic and
Public Sector Reform Credit was approved. The MTEF was
prepared but was not implemented. The number of ministries
was reduced but not the number of ministers. While the
anti-corruption authority was strengthened, there was little
evidence of implementation of an anti-corruption strategy and in
late 2000, the Constitutional Court ruled that the anti-corruption
authority was unconstitutional. The new Government is now
seeking to make provision for the establishment of an
anti-corruption agency in the new constitution that is under
consideration. Concrete steps had been taken to privatize the
telecommunications company but privatization had been
postponed and, as of October 2002, it had still not been
privatized. Privatization has now been postponed to 2005/06.
The issue of pending bills remained in 2000 and escalated in
2001; the new Government has once again confirmed their
intentions to resolve this problem.

The state of affairs in Kenya
should be viewed from a broader
perspective, i.e., the
macroeconomic factors other than
restricting the whole phenomenon
to governance issues. What is
required is an assessment of the
overall impact of Bank assistance.

Even viewed from a broad perspective (i.e., macroeconomic),
the state of affairs in Kenya has not improved. OED’s 1998
Country Assistance Note (CAN) found that in the first half of
the 1990s, average growth had been lower than in the 1970s, the
budget deficit averaged 5.4 percent of GDP and reductions in
the deficit in the mid-1990s were due to ad hoc measures. The
Government’s fiscal program went off-track over the course of
2000/01. Poor expenditure management (a reflection of the
overall governance environment in the country), has been a key
factor behind Kenya’s unstable macroeconomic performance
and the overall unsatisfactory outcome of Bank assistance.

Limiting lending to small poverty
targeted interventions is a
contradiction of the overall
objective of poverty reduction.
The failure to develop a lending
pipeline, limiting lending and
focusing on non-lending activities
will compromise the Bank’s
objective of poverty reduction and
sustained growth and GOK’s
intention to reduce poverty through
implementing the PRSP.

While Government revenue collections averaged almost 25
percent of GDP per year or almost US$3 billion, average net
flows from IDA to GOK were only US$145 million in 1996,
US$72 million in 1997, and US$108 million in 1998. Thus,
Bank lending by itself is likely to have a limited impact on the
overall objective of poverty reduction. The overriding need is
for improved public expenditure management. The Bank’s
corporate strategy is emphasizing lending and non-lending
activities as furthering the objective of poverty reduction in all
client countries.
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Government’s Comments

OED’s Response

A three-year CAS is more realistic
for the Kenya situation to
correspond with the PRSP and
MTEF.

OED agrees that a three-year CAS will correspond with the
PRSP and the MTEF. However, a one-year update is preferable
in the circumstances of continual past policy reversals and a
situation in 2000 where critical reforms were put on hold. A
one-year CAS could also correspond to annual single-tranche
adjustment operations submitted after the implementation of a
few clearly defined conditions.

The Bank’s M&E instruments
should be closely intertwined with
GOK’s existing M&E institutions

We agree
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OPERATIONS EVALUATION DEPARTMENT
KENYA: A NOTE ON RECENT DEVELOPMENTS

Background

1. OED’s May 1998 Country Assistance Evaluation (CAE) of the World Bank’s strategy in
Kenya noted that Kenya had a two-decade history of poor governance and of complying weakly
with Bank conditionality in adjustment loans. The Government tended to undertake reforms to
obtain quick disbursing assistance from the Bank, only to reverse the reforms or implement them
partially. This experience was played out over nine adjustment loans (US$1.2 billion) approved
during fiscal years 1980-96. Given Kenya’s past record of backtracking, the 1998 CAE
recommended a minimal lending strategy and warned that substantial commitments prior to the
finalization of the next CAS (September 1998) could undermine the credibility of the Bank.

2. The 1998 strategy mirrored the recommendations in the CAE. It envisaged Kenya to be
in the low case lending scenario for FY99-01 with lending of only US$150 million. Triggers for
base case lending (including budget support) were to be closely linked to economic governance
reforms. The Executive Directors supported this strategy and made it clear that they were
looking for actions rather than promises of actions in the strategy’s triggers.

3. A CAE Update in 2001 assessed the Bank’s implementation of the 1998 strategy and
found that while only one project was approved in FY98-00, substantial lending of US$350
million was approved in FYO1. Bank perceptions of a unique window of opportunity provided
by the appointment of a Change Team in July 1999 led to a budget support operation, the
Economic and Public Sector Reform Credit (EPSRC), for US$150 million in August 2000.
However, the CAE Update also found that the pre-conditions for the EPSRC specified in the
1998 strategy, were not fully met (e.g., there was a reduction in the number of ministries but not
in the number of ministers, privatization of Kenya Telecom was postponed). Projects for AIDS,
regional trade facilitation, and the energy sector, which were not in the strategy, were also
approved. The Update was critical of these emergency/fast-track projects given Kenya’s
governance situation and failure to meet the strategy-triggers for higher lending levels.

4. The Update found that although some progress was made in the design of economic
governance reforms (a Medium-Term-Expenditure-Framework—MTEF—, a comprehensive anti-
corruption strategy, publication of the Code of Conduct for public officials), there was little
progress in implementation. OED cautioned against interpreting government commitment on the
basis of action plans rather than actions and on the basis of the “reform-mindedness” of a few
individuals in the Change Team.

5. As in the past, soon after the release of the first tranche of the EPSRC critical reforms
were reversed (e.g., passage of a bill to cap commercial interest rates, reversing liberalization in
the financial sector), and others put on hold (e.g., civil service restructuring, privatization of
Kenya Telecom, and enforcement of anti-corruption activities). Two remaining tranches for a
total of US$100 million were delayed. The Bank appropriately refrained from formulating a new
strategy but engaged in substantial and relevant ESW (see annex table 4). For example, a
country report from 2003 highlights the importance of implementation of structural reforms.
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6. A new government came into power in December 2002, with a strong commitment to
address governance issues and to implement policy measures to revive growth and to reduce
poverty. An Anti-Corruption and Economics Bill and a revised Public Officer Ethics Act were
quickly passed by Parliament. Reforms of the judiciary have been initiated. Primary education
has been expanded. An Economic Recovery Strategy for Wealth and Employment Creation has
been prepared. The Government has agreed to do annual public expenditure reviews (PERs). A
PER was completed recently and a MTEF budget is being prepared. A consolidated action plan,
combining the recommendations of the Country Financial Accountability Assessment and a
Public Expenditure Management Assessment, was also completed. A welcome window of
opportunity has been opened to re-engage the government in its fight against poverty.

7. World Bank commitments increased sharply in FY03 with the approval of two projects in
June 2003 for US$110 million. The Bank has waived conditions on civil service reform and on
funding of core poverty programs to release the second tranche of the EPSRC. Disbursement
ratios have improved from 12 percent in FY98 to 24 percent in FY03. The share of problem
projects decreased from 43 percent in FY98 to 21 percent in FY04, and that of projects at risk
from 79 percent in FY98 to 43 percent in FY04. The upcoming strategy is expected to
recommend substantial financial support beginning in FY04.

OED Assessment and Recommendations

8. The new Government faces three main challenges. The first challenge will be to sustain
implementation of governance reforms which in turn will depend on the speed with which the
reform-mindedness in the executive branch in the new government will overcome inertia in
institutions that have been defined by patronage for over two decades. The second challenge will
be to implement structural reforms in the fiscal, enterprise, and banking sectors which have
materialized only slowly (attachment C, table 1). The third challenge will be to successfully
complete the constitutional review process.

9. In light of the actions taken by the new Government to date, OED supports the Bank’s
re-engagement in Kenya. Two of the three recommendations reached at the time of update are
modified. The first recommendation on the timing and scope of the Bank’s strategy is changed
to suggest that a multi-year strategy is appropriate but that a periodic review of progress in
implementation is essential. The second recommendation on the choice of instruments, lending
versus non lending, has also been modified. Since substantial new analytical work has already
been undertaken, the part of the recommendation on non lending is considered to have been
implemented. Going forward, the choice and timing of Bank lending should be geared towards
building incentives for sustained reforms. This could be achieved by backloading commitments,
and with triggers for higher lending levels and disbursements of adjustment loans based on
actions rather than plans. That conditions should be disseminated widely remains valid as
transparency is an important guard against reversibility. The third recommendation that the Bank
should pay particular attention to strengthening the monitoring and evaluation framework by
involving a wide range of stakeholders, and that at least one indicator should reflect beneficiary
satisfaction with the Bank program, also remains valid.
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Attachment C. Table 1: Status of Key Reforms in October 2003

Governance reforms

A revised Anti-Corruption and Economics Bill has been published and passed by the
Parliament in April 2003

A revised Public Officer Code of Ethics Bill was passed by the Parliament in April 2003.
A Department of Governance and Ethics was established in the Office of the President to
oversee the implementation of the bill. All senior public officials under serious
investigation for corruption have been suspended. The President and all Ministries have
declared their assets in conformity with the law. All civil servants must do so by
November 15, 2003.

Three bills on public procurement, public audit, and government financial management
have been submitted to Parliament.

A Judicial Code of Conduct was enacted under the Ethics Bill. A new Chief Justice was
appointed. Seven judges were removed. Two anti-corruption courts were established in
Nairobi to speed prosecution of corruption cases.

Constitutional review process is underway. The Government is seeking to make
provision for the establishment of an anti-corruption agency in the new constitution.

All sale of public assets have been suspended because of concerns about corruption.
Structural Reforms
Fiscal Wage bill is crowding out other public spending. The parliament voted increases in
salaries for members of parliament which will put pressure to increase salaries of other
civil servants. Tax regime needs significant reforms: tax rates high, tax base narrow,
weak enforcement, many exemptions. Progress in implementing the MTEF and other
action plans has been slow (see trend in budget deficit in attachment C, table 2). An
MTEEF review is in progress. The Government has decided to carry out Public
Expenditure Reviews annually.

Public enterprise | Government developing plans for enhancing private sector participation in key parastatals
reform (Kenya Ports Authority, Kenya Railways, and urban water utilities); considering a
strategy for divesting its remaining holding in the Kenya Commercial Bank. A
privatization bill has been prepared. The Government is liberalizing the telecom sector
and is finalizing a Telkom privatization strategy.

Banking sector High level of nonperforming loans (NPLs). Two-thirds of total NPLs concentrated in six
public sector banks, which account for 28 percent of total bank assets and deposits.
Source: Bank and IMF documents.

Attachment C. Table 2: Selected Economic Indicators (1997/98-02/03)
1998-99 1999-00 2000-01 2001-02 2002—03 (est)

GDP growth (annual % change) 1.8 1.4 -0.2 1.2 1.2
GDP per capita growth (annual % change) -0.4 -0.7 -24 -0.8 -0.6
Inflation, consumer prices (annual avg.) 6.7 5.8 10.0 5.8 2.0
(In percent of GDP)

Total central govt. revenue 26.8 23.1 22.6 21.6 222
Total central govt. exp. and net lending 27.6 23.0 27.4 25.0 27.7
Overall central govt. bal. (com. Basis) excl. grants -0.7 0.2 -4.8 -3.4 -5.5
Govt. Domestic Debt 20.5 21.2 19.4 22.3 26.2
Current account balance, excl. Official transfers -4.9 2.2 -3.6 -4.3 -4.2

Source: IMF Staff Report.
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Updated Annex Table 1: Kenya at a glance
8/20/03
Sub-
POVERTY and SOCIAL Saharan Low-
Kenya Africa income Development diamond*
2002
Population, mid-year (millions) 31.3 688 2,495 Life expectancy
GNI per capita (Atlas method, US$) 360 450 430
GNI (Atlas method, US$ billions) 11.3 306 1,072 -
Average annual arowth, 1996-02
Population (%) 2.3 24 1.9 GNI
Labor force (%) 2.9 25 2.3 ‘ ,  Gross
per f ' primary
Most recent estimate (latest vear available, 1996-02) capita enroliment
Poverty (% of population below national poverty line) . . .
Urban population (% of total population) 35 33 30
Life expectancy at birth (years) 46 46 59 -
Infant mortality (per 1,000 live births) 80 105 81 )
Child malnutrition (% of children under 5) 22 . . Access to improved water source
Access to an improved water source (% of population) 57 58 76
lliteracy (% of population age 15+) 16 37 37
Grﬁnss] primary enrollment (% of school-age population) gg gg 122 Kenya Low-income group
ale
Female 93 80 87
KEY ECONOMIC RATIOS and LONG-TERM TRENDS
1982 1992 2001 2002
Economic ratios*
GDP (USS$ billions) 6.4 8.0 11.4 121
Gross domestic investment/GDP 18.2 13.7 12.8 14.8 Trade
Exports of goods and services/GDP 25.0 26.9 26.0 25.5
Gross domestic savings/GDP 14.5 13.7 4.2 8.7
Gross national savings/GDP 11.8 9.7 9.6 13.1 T
Current account balance/GDP -4.7 -2.3 -2.8 . Domestic
Interest payments/GDP 1.3 25 0.7 0.5 savings Investment
Total debt/GDP 10.0 86.2 49.5 51.1
Total debt service/exports 14.5 31.1 13.9 9.8 l
Present value of debt/GDP 38.7
Present value of debt/exports 146.6
Indebtedness
1982-92 1992-02 2001 2002  2002-06
(average annual growth)
GDP 4.4 2.1 1.1 1.8 35 Kenya Low-income group
GDP per capita 1.0 -0.4 -1.0 -0.2 1.8
Exports of goods and services 5.9 1.1 6.8 1.9 6.9
STRUCTURE of the ECONOMY
. 1982 1992 2001 2002 Growth of investment and GDP (%)
(% Qf GDP) 15
Agriculture 334 26.6 19.0 19.1 0 T
Industry 19.9 18.9 18.2 18.3 5
Manufacturing 12.2 111 12.5 12.7 0
Services 46.7 54.5 62.9 62.6 5 97 98 % o0 o1 02
Private consumption 67.1 70.2 79.0 81.1 -10
General government consumption 18.4 16.1 16.8 10.2 GDI = GDP
Imports of goods and services 28.7 26.9 34.6 31.6
(average annual growth) 1982-92  1992-02 2001 2002 Growth of exports and imports (%)
Agriculture 2.7 1.6 1.2 1.0 ®
Industry 4.3 1.6 0.7 14 10 l
Manufacturing 5.1 1.8 0.8 35 0
Services 4.9 29 1.3 3.6 0 o7 00 & 02
Private consumption 5.1 2.2 -4.4 0.0 i
General government consumption 3.6 6.6 4.3 6.2 -20
Gross domestic investment 1.5 4.3 2.3 3.8 Exports = | mports
Imports of goods and services 5.7 55 -1.2 2.9

Note: 2002 data are preliminary estimates.

This table was produced from the Development Economics central database.
* The diamonds show four key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will

be incomplete.
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Kenya

PRICES and GOVERNMENT FINANCE

) ) 1982 1992 2001 2002 Inflation (%)
Domestic prices
(% change)
Consumer prices . 27.3 3.9 5.0
Implicit GDP deflator 11.7 175 11.3 4.9
Government finance
(% of GDP, includes current grants) I I i I I |
Current revenue 251 275 225 224 o7 98 99 00 01 02
Current budget balance -15 13 1.5 24 GDP deflator === CP|
Overall surplus/deficit -10.2 -3.3 -0.9 -0.9
TRADE
1982 1992 2001 2002 - -
(USS millions) Export and import levels (US$ mill.)
Total exports (fob) 894 1,013 1,732 1,742 4,000
Fuel 223 69 115 101
Coffee 227 128 88 97 3,000
Manufactures 107 144 274 310
Total imports (cif) 1,415 1,866 3,182 3,137 2000
Food 83 156 290 300 1,000
Fuel and energy 523 412 810 809
Capital goods 250 411 756 803 0
9% 97 98 99 00 01 02
Export price index (1995=100) 77 76 74 74
Import price index (1995=100) 112 91 100 104 [ Exports M Imports
Terms of trade (1995=100) 69 84 74 71
BALANCE of PAYMENTS
1982 1992 2001 2002 o
(US$ millions) Current account balance to GDP (%)
Exports of goods and services 1,715 2,149 2,966 3,001
Imports of goods and services 2,030 2,152 3,939 3,850
Resource balance -315 -3 -973 -848
Net income -254 -355 -80 -70
Net current transfers 83 68 761 576
Current account balance -305 -180 -318
Financing items (net) 139 255 509 .
Changes in net reserves 167 -75 -191 256 5
Memo:
Reserves including gold (US$ millions) 248 182 1,097 1,174
Conversion rate (DEC, local/US$) 10.9 32.2 78.6 78.7
EXTERNAL DEBT and RESOURCE FLOWS
1982 1992 2001 2002
(US$ millions) Composition of 2002 debt (US$ mill.)
Total debt outstanding and disbursed 641 6,898 5,644 6,207
IBRD 0 656 24 13 13
IDA 0 1,411 2,263 2,447 863
Total debt service 258 670 417 299
IBRD 1 159 26 13
IDA 0 16 51 60 2447
Composition of net resource flows
Official grants 143 378 252 ..
Official creditors -15 155 62 1
Private creditors -136 20 -103 -18
Foreign direct investment 13 6 5
Portfolio equity 0 0 0
World Bank program
Commitments 0 176 93 2 A -IBRD E - Bilateral
Disbursements 0 92 116 66 B - IDA D - Other multilateral F - Private
Principal repayments 0 104 58 54 C-IMF G - Short-term
Net flows 0 -12 58 12
Interest payments 1 71 20 19
Net transfers -1 -83 39 -7
Note: This table was produced from the Development Economics central database. 8/20/03
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Updated Annex Table 3: External Assistance to Kenya

I. Average Net Receipts from all donors for CY1991-2001 (US$ million)

Donors 91-98 1999 2000 2001
Bilateral 404.52 344.79 668.87 389.75
Multilateral 194.17 -8.01 185.37 125.28
o/w IBRD -91.02 -58.48 -40.41 -22.46
o/w IDA 130.72 55.09 141.52 80.90
o/w ADB -0.81 -22.97 -14.78 -13.45
Other 0.85 2.74 4.58 5.16
Total 598.69 336.78 854.24 515.03
Memo item:
GDP at market prices (current US$ million) 10,527 10,449 11,396
Source: International Development Statistics CD ROM, 2003 Edition, OECD. World Bank database as of
November 5, 2003.
II. World Bank Commitments by Sectors for FY1992-2003 (US$ million)
Total Commitment, US$m
Sectors

92-97 98-03 1998 1999 2000 2001 2002 2003
Agriculture/Environment 174.4 60 60
Education/Health Nutrition and Population 348.1 150 100 50
Infrastructure ® 290 72 72
Public Sector Governance ° 21.8 170.2 153.2 16.5 0.5
Private Sector Development 97.9 25 25
Economic Policy 153.4
Urban Development/ Water Supply and Sanitation 432 40 40
Total 1,128.8 517.2 0 40 0 350.2 16.5 110.5

* Includes Energy and Mining.
® Includes Social Protection.
Source: World Bank database as of November 5, 2003.
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Updated Annex Table 4: Selected ESW and CAS List for Kenya, 1990-2003

Report Title Date Report No.

Economic Report

Kenya — A Policy Agenda to Restore Growth 18 Aug 2003 25840
Sector Reports

Kenya — Community Driven Development: Challenges and 27 Jun 2002 24688

Opportunities

Kenya — Poverty Assessment 15 Mar 1995 13152
Country Assistance Strategy Documents

Kenya — Country Assistance Strategy 02 Sep 1998 18391

Kenya — Country Assistance Strategy 02 Jan 1996 15254

Note:  Excluded from this list are 4 economic reports, 10 sector reports, and 9 other country-related
reports which have not been disclosed at the present time.
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Updated Annex Table 5:
OED Ratings for Kenya and Comparator Countries
Outcome Inst. Devel. Impact Sustainability
Total ow % Satisf. % Substan. % Likely

Country Evaluated $m Adjustment $m|% Satisf.  Adj. |% Substan.  Adj. % Likely  Adj.

1991-2002
Bank wide 235,797.5 81,588.0 77.1 79.3 65.3 70.4 43.0 45.0
Africa 8,043.3 3,461.3 63.0 63.8 36.0 37.0 443 52.0
Kenya 1,738.3 708.1 46.4 55.1 8.0 0.0 16.2 4.9
Uganda 2,150.7 1,056.9 62.5 67.5 29.0 36.0 48.5 59.5
Tanzania 1,708.8 743.2 67.4 70.1 49.0 49.0 56.2 70.1
Ghana 2,445.5 953.1 71.9 61.1 54.0 56.0 52.3 64.7

Note: The Institutional Development Impact and Sustainability ratings have been in use only since FY89. Hence, the
data for these two ratings for the period before FY91 applies for smaller levels of total net commitment than
shown in columns 2 and 3 of the table.

Source: World Bank database as of November 5, 2003.
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Updated Annex Table 6:
Costs of Bank Programs for Kenya and Comparator Countries, FY00—04

Supervision costs: ESW completions
Regions/Countries Total costs: $m Lending costs: $m Sm costs, Sm
Costs
Bank wide 1,509 494 664 350
Africa 361 127 167 67
Kenya 12.2 3.1 6.1 3.0
Tanzania 20.0 6.9 9.8 34
Ghana 15.1 5.5 7.5 2.2
Uganda 20.9 8.0 10.7 2.3
Madagascar 12.2 3.8 6.8 1.7
Percentages
Bank wide 100% 33% 44% 23%
Africa 100% 35% 46% 19%
Kenya 100% 26% 50% 24%
Tanzania 100% 34% 49% 17%
Ghana 100% 36% 49% 14%
Uganda 100% 38% 51% 11%
Madagascar 100% 31% 55% 14%

Source: World Bank database as of November 7, 2003.

Efficiency Table
Net Average costs Average costs §  Average

Regions/ Total  Number of commitment:  per project per 31000 of net project size:

Countries Costs: Sm  Projects Sm 31000 commitment Sm
Bank wide 1,509 957 73,677 634 20.5 77.0
Africa 361 271 14,052 750 25.7 51.9
Kenya 12 9 480 736 25.5 533
Tanzania 20 17 1,128 848 17.8 66.3
Ghana 15 11 754 726 20.1 68.5
Uganda 21 17 1,244 812 16.8 73.1
Madagascar 12 10 593 818 20.6 59.3

Source: World Bank database as of November 7, 2003.



Attachment D (continued)

44

Updated Annex Table 7:
Kenya — Bank’s Senior Management, 1995-2003

Year

Vice President

Country Director

Chief/Resident Representative

1995
1996

1997
1998
1999
2000
2001
2002
2003

Edward V. K. Jaycox
Callisto E. Madavo
Callisto E. Madavo
Callisto E. Madavo
Callisto E. Madavo
Callisto E. Madavo
Callisto E. Madavo
Callisto E. Madavo
Callisto E. Madavo
Callisto E. Madavo

Francis X. Colaco
James W. Adams
Harold E. Wackman
Harold E. Wackman
Harold E. Wackman
Harold E. Wackman
Harold E. Wackman
Harold E. Wackman
Makhtar Diop
Makhtar Diop

F. Stephen O' Brien
F. Stephen O' Brien
Harold E. Wackman
Harold E. Wackman
Harold E. Wackman
Harold E. Wackman
Harold E. Wackman
Harold E. Wackman
Makhtar Diop

Makhtar Diop

Source: The World Bank Group Directory 1995-2003.
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RECEIvER

REPUBLIC OF RER¥ RN . 5/
MINISTEY OF FI
ﬁE-I:I

Tedagraphic Address; 22921 THE TREASLIRY
Fnance-NAIROBI 2iy. P. Q. Box 30007
Fax NO, 330426 NAIROBI
Telephone: 338111 Ext. 33310

When replying pleass quabe

Ref: EASFA 63/03/Z/(12) Diate: 25™ March 2004

Mr. Ajay Chhibber

Ag. Director — General

Operations Evaluation Department
‘World Bank

1BLE H Strest MW,

Washington 0.C. 20433
N

Deaiar Jﬂf;’ (‘E{M&ﬁ#}

RE: HKENYA COUNTRY ASSISTANCE EVALUATION (CAE)
= AN UPDATE AND NOTE ON RECENT DEVELOPMENTS

Please refer b your letter of January 14%, 2003 regarding update and a Mote on Recant
Developrments on Kenya's CAE. 1 have gone through the document and agree with most
of the cbservations made therein as of October 2003, The evaluation carried oul largely
captured pragrams that were being implemented by the previous regime and s stance
reflects that approach to reforms of the regime prior (o last year, T wish to make the
foliowing updates on measures that have been taken by the new government as of

March 2004.

1. To sustain implementation of governance reforms, the government has taken a

numiber of actions:
= Chief Executives of several state corporations have been replaced;
# Al Civil Sereants have declared their assets;

= Three Bllls on nmamely; Public Procurerment, Public Audit and Govermment
Financial Management were Submitted to Pardiament in 2003, The tirme
within which they were to be discussed however elapsed but the Bills wiill

500N be reintroduced in the naxt Parliameniary Session;
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+ The constifutional review conference has completed &< work and & draft

constitution is due to be presented to the Attorney General for further
action,

2.  On implementation of structural referms note the following actions that have been

ko

a) Fizcal Reforms:

)

VAT withholding on  public proourement  which  involves  the
appointment of buying-institutions as tax collection agents has been
introduced;

Pravigion for Direct Bank Payment of Custorms revenue has also bean
introduced;

Road Transport Department has  installed computerised Cash
Receipting Systerms in Mairobi to streamline revenue payment and seal
avenues for revenue leakages, The system is expected to be rofied out
to the Southern Region by March, 2004;

Dabt and Arrears Management on defaulters has been enhanced;

The recrutment of new taxpayers was inbuilt into the Second
Corporate Plan of KRA and so far, Ksh, 1.1 bion has been collected;

A Petroleum Monitoring Unit has been established to streamline
sctivities of the patroleum sector. Exporters are expected o pay all
taxes upfront and lodge claims upon proof of  exportation.
Transportation of products by road has also been banned

Export Verfication unit has been established to verify export clairms on
cigarettes and spirts before refunds ane paid;

Final Draft of the Public Expenditure Review (PER) Report was
completed in July and a dissemination workshop held on July 24",
2003;

Officers have been trained on Public Expenditure Management;
Treasury Circular No. 26/2003 dated December 2003 provides an
integrated timetable for PER and MTEF work;

The Ministerial Public Expenditure Review work was commenced in
December 2003 and will imform the preparation of the MTEF Sector
Reports and Budgets for 2004/05.

Public Enterprise Reforms

™

A programme for the privatization of public enterprises was presented
in December, 2003 to the Ministries in charge of Corporations o be
privatized;

A privatization Commission will be established once the Privatization
Bill goes trowugh pariament;

A consultant contracted to assist in the privatization programme has
comemencad work;

Telcom's monopaly will end automatically in June 2004,



47 Attachment E (continued)

c] Banking Sector Reforms
« & propossl has been made on Madonal Bank of Kenya restructuring
and subsequent privatization is in the prooass;
o Divestilure of government equity in Kenya Commercial Banks will be
undertaken after a resolution of a government loan in the bank;
« Aestructuring of other banks is being determmed as part of the
financial sector reforms.

Tmmﬁg;wﬁ!
%, .

David Mwiraria, MP
MINISTER FOR FINANCE

CC D Louls & Kasekends, Executive Director far Kenya, World Bank

Mr, Gregory K. Ingram, Director-General, Operations Evaluation
Departrment, World Bank

Mr. Makhtar Diop, Country Director, Kenya, Eritrea and Somalia, World
Bank, Kerys Offics
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Guide to OED’s Country Evaluation Rating Methodology

1. This methodological note describes the key elements of OED’s country assistance
evaluation (CAE) methodology.'

CAE:s rate the outcomes of Bank assistance programs, not Clients’ overall development
progress

2. An assistance program needs to be assessed on how well it met its particular objectives,
which are typically a sub-set of the Client’s development objectives. If an assistance program is
large in relation to the Client’s total development effort, the program outcome will be similar to
the Client’s overall development progress. However, most Bank assistance programs provide
only a fraction of the total resources devoted to a Client’s development by donors, stakeholders,
and the government itself. In CAEs, OED rates only the outcome of the Bank’s program, not
the Client’s overall development outcome, although the latter is clearly relevant for judging the
program’s outcome.

3. The experience gained in CAEs confirms that program outcomes sometimes diverge
significantly from the Client’s overall development progress. CAEs have identified assistance
programs which had:

e satisfactory outcomes matched by good Client development;

e unsatisfactory outcomes in Clients which achieved good overall development results,
notwithstanding the weak Bank program; and,

e satisfactory outcomes in Clients which did not achieve satisfactory overall results during
the period of program implementation.

Assessments of assistance program outcome and Bank performance are not the same

4. By the same token, an unsatisfactory assistance program outcome does not always mean
that Bank performance was also unsatisfactory, and vice-versa. This becomes clearer once we
consider that the Bank's contribution to the outcome of its assistance program is only part of the
story. The assistance program’s outcome is determined by the joint impact of four agents: (a)
the Client; (b) the Bank; (c) partners and other stakeholders; and (d) exogenous forces (e.g.,
events of nature, international economic shocks, etc.). Under the right circumstances, a
negative contribution from any one agent might overwhelm the positive contributions from the
other three, and lead to an unsatisfactory outcome.

5. OED measures Bank performance primarily on the basis of contributory actions the
Bank directly controlled. Judgments regarding Bank performance typically consider the
relevance and implementation of the strategy, the design and supervision of the Bank’s lending
interventions, the scope, quality and follow-up of diagnostic work and other AAA, the
consistency of Bank’s lending with its non-lending work and with its safeguard policies, and the
Bank’s partnership activities.

"In this note, assistance program refers to products and services generated in support of the economic development of a Client
country over a specified period of time, and client refers to the country that receives the benefits of that program.
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Evaluation in Three Dimensions

6. As a check upon the inherent subjectivity of ratings, OED examines a number of
elements that contribute to assistance program outcomes. The consistency of ratings is further
tested by examining the country assistance program across three dimensions:

(a) a Products and Services Dimension, involving a “bottom-up” analysis of major
program inputs—loans, AAA, and aid coordination;

(b) a Development Impact Dimension, involving a “top-down’ analysis of the principal
program objectives for relevance, efficacy, outcome, sustainability, and institutional
impact; and,

(c) an Attribution Dimension, in which the evaluator assigns responsibility for the
program outcome to the four categories of actors (see paragraph 4. above).

Rating Assistance Program Qutcome

7. In rating the outcome (expected development impact) of an assistance program, OED
gauges the extent to which major strategic objectives were relevant and achieved, without any
shortcomings. Programs typically express their goals in terms of higher-order objectives, such as
poverty reduction. The country assistance strategy (CAS) may also establish intermediate goals,
such as improved targeting of social services or promotion of integrated rural development, and
specify how they are expected to contribute toward achieving the higher-order objective.
OED’s task is then to validate whether the intermediate objectives produced satisfactory net
benefits, and whether the results chain specified in the CAS was valid. Where causal linkages
were not fully specified in the CAS, it is the evaluator’s task to reconstruct this causal chain
from the available evidence, and assess relevance, efficacy, and outcome with reference to the
intermediate and higher-order objectives.

8. Evaluators also assess the degree of Client ownership of international development
priorities, such as the Millennium Development Goals, and Bank corporate advocacy priorities,
such as safeguards. Ideally, any differences on dealing with these issues would be identified
and resolved by the CAS, enabling the evaluator to focus on whether the trade-offs adopted
were appropriate. However, in other instances, the strategy may be found to have glossed over
certain conflicts, or avoided addressing key Client development constraints. In either case, the
consequences could include a diminution of program relevance, a loss of Client ownership,
and/or unwelcome side-effects, such as safeguard violations, all of which must be taken into
account in judging program outcome.
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9. OED utilizes six rating categories for outcome, ranging from highly satisfactory to
highly unsatisfactory:
Highly Satisfactory: The assistance program achieved at least

Satisfactory:

Moderately Satisfactory:

Moderately Unsatisfactory:

Unsatisfactory:

Highly Unsatisfactory:

acceptable progress toward all major relevant
objectives, and had best practice development
impact on one or more of them. No major
shortcomings were identified.

The assistance program achieved acceptable
progress toward all major relevant objectives. No
best practice achievements or major shortcomings
were identified.

The assistance program achieved acceptable
progress toward most of its major relevant
objectives. No major shortcomings were
identified.

The assistance program did not make acceptable
progress toward most of its major relevant
objectives, or made acceptable progress on all of
them, but either (a) did not take into adequate
account a key development constraint or (b)
produced a major shortcoming, such as a
safeguard violation.

The assistance program did not make acceptable
progress toward most of its major relevant
objectives, and either (a) did not take into
adequate account a key development constraint or
(b) produced a major shortcoming, such as a
safeguard violation.

The assistance program did not make acceptable
progress toward any of its major relevant
objectives and did not take into adequate account
a key development constraint, while also
producing at least one major shortcoming, such as
a safeguard violation.

10. The institutional development impact (IDI) can be rated as: high, substantial, modest,
or negligible. IDI measures the extent to which the program bolstered the Client’s ability to
make more efficient, equitable and sustainable use of its human, financial, and natural resources.
Examples of areas included in judging the institutional development impact of the program are:
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the soundness of economic management;

the structure of the public sector, and, in particular, the civil service;
the institutional soundness of the financial sector;

the soundness of legal, regulatory, and judicial systems;

the extent of monitoring and evaluation systems;

the effectiveness of aid coordination;

the degree of financial accountability;

the extent of building NGO capacity; and,

the level of social and environmental capital.

11. Sustainability can be rated as highly likely, likely, unlikely, highly unlikely, or, if
available information is insufficient, non-evaluable. Sustainability measures the resilience to
risk of the development benefits of the country assistance program over time, taking into
account eight factors:

technical resilience;

financial resilience (including policies on cost recovery);

economic resilience;

social support (including conditions subject to safeguard policies);

environmental resilience;

ownership by governments and other key stakeholders;

institutional support (including a supportive legal/regulatory framework, and
organizational and management effectiveness); and,

e resilience to exogenous effects, such as international economic shocks or changes in
the political and security environments.
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CHAIRPERSON’S SUMMARY:
COMMITTEE ON DEVELOPMENT EFFECTIVENESS

Informal Subcommittee's Report on Kenya Country Assistance Evaluation Update

Meeting of December 8, 2003

1. The Informal Subcommittee (SC) of the Committee on Development Effectiveness met on December 8,
2003 to discuss Kenya: Country Assistance Evaluation (CAE) - An Update. Kenya: A Note on Recent
Developments provided useful additional information for the discussion.

2. Background. OED remarked that the CAE Update had been written in 2001 as input to a country strategy that
had subsequently been delayed. As a result, the "Note on Recent Developments" has been prepared to provide a
current context. This note was accompanied by a response from the Government which was received by OED
over a year after the CAE Update had been written. OED further noted that a new Government came to
power in Kenya in 2002 which showed a strong commitment to address governance issues and implement policy
measures to revive growth and reduce poverty. Thus, OED stated that a window of opportunity existed and
recommended Bank re-engagement with Kenya. However, in light of past experience of partial implementation,
policy reversals, and a lack of broad ownership of reforms, the Bank's strategy should strengthen incentives for
sustainable reform and manage the development effectiveness risks. The Bank's assistance should be based on
actions rather than plans and on implementation of reform measures. OED also stressed the importance of
transparency and suggested the Bank strengthen the monitoring and evaluation framework by involving a wide range
of stakeholders.

3. Management shared OED's concerns with regard to achieving results in the country and noted that the
Bank's emphasis was on ownership of the reform process and continuity going forward. Management
stressed that an opportunity existed with the new Government and the country strategy had been delayed in
order to build ownership. They further noted that it was important for the Bank to strengthen its
knowledge base and ESW was currently being carried out in a number of relevant areas that were linked to
country strategy preparation. Management also emphasized that the new Government had been engaged in a
broad-based consultative and consensus-building process in the country. While agrecing with OED's
recommendations on actions rather than plans, Management also noted that many of the actions were complex and
would take time to accomplish and the continuity of Bank support was important in this regard. Management
commented that the Bank’s evolving country strategy was closely linked to the Government's own results-based
economic recovery strategy and thus, had a strong emphasis on monitoring and evaluation. In light of this
linkage, Management did not believe it was appropriate to restrict the Bank's lending to single tranche operations
or to catry out annual country strategy reviews as suggested in the CAE Update.

4. Main Conclusions. The Subcommittee welcomed the CAE discussion and thanked both OED and
Management for their participation. Members generally agreed with the findings and recommendations of
the documents and agreed it was appropriate for the Bank to re-engage with Kenya. However, it was also noted that
the Bank should proceed with caution given past experience with the country. Members further noted that greater
discussion was needed on the positive actions taken by the new Government.

5. The Chair representing Kenya noted that the Government broadly concurted with the CAE Update's findings
and conclusions. However, he noted that the CAE Update focused on the previous Government and did not
adequately reflect the achievements or actions of the new Government, which took office in late 2002. The
new Government had shown itself to be committed to reforms, and governance and economic recovery were
central to its mandate. More emphasis on this in the "Note on Recent Developments" would have been
important as a signal to the outside world. He added that donors and partners had broadly endorsed the new
Government's reform program at a Consultative Group meeting in November 2003.
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The main points of the Subcommittee's discussion are summarized below:

6. New Government. The Subcommittee generally agreed that the "Note on Recent Developments" did not
send enough of a positive signal with regard to the reform credentials and accomplishments of the new
Government. Members suggested that it was important for the Bank to be supportive as the new Government
moved forward with a reform program. In general, the Subcommittee agreed with the notion of re-engagement
with Kenya through a multi-year commitment and a programmatic approach, a focus on country ownership,
capacity building, and results on the ground.

7. Annual Country Strategy Review. Many members questioned the annual country strategy review
and suggested that a multi-year country strategy with backloading of financial support and well-defined
triggers tied to the Bank's diagnostic work may be mote appropriate in cases like Kenya. They stressed that
reforms have political costs, and the Bank needed to show a multi-year commitment in a country undertaking
such reforms. A multi-year approach focusing on results would allow the Bank to re-engage but with
appropriate caution given past experience in the country. Other members commented that though the new
Government showed great promise, the Bank's long history in Kenya had shown consistent reversals of
reforms, and thus, the Bank needed to proceed cautiously and report back frequently. Management responded
that the new country strategy framework called for a mid-term review after two years and this would be
appropriate for Kenya.

8. Public Sector Reforms. The Subcommittee emphasized that the Bank should focus on a number of remaining
public sector reforms, namely public financial management, public expenditure management, pro-poor
spending, and capacity building in the public sector. Management agreed.

Rosemary Stevenson
Chairperson
CODE Subcommittee
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