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Horizon East Africa is a research project dedicated to exploring the frends
that are likely to shape the future in East Africa. It aims to contribute to the
conversation about what may lie on the horizon so that governments, donors,
firms and citizens can take the action needed now to better mitigate looming
risks and most effectively grasp the opportunities to come.

We synthesise global, regional and country-level data and research, and
complement this with our own fargeted intelligence-gathering from strong
networks in East Africa.

This first Horizon East Africa report (compiled in 2019) looked at regional
trends, while this second series provides more in-depth analysis into the key
frends likely to shape the future of Kenya, considering the impact of COVID-19
on the country’s prospects for economic transformation moving forward.

Horizon reports aim fo frigger debate and discussion. We welcome
conversations with others about this report's content — including about the
implications of ifs findings and areas that need further research.

We also welcome collaboration on future projects. Please connect with us
@horizon_ea or contact us at info@horizon-ea.com fo register your interest
and fo sign-up for future updates.

Horizon East Africa is supported by Msingi, Kenya Markets Trust and
Gatsby Africa.
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Foreword

Understanding the drivers of change in
Kenya’s economic transformation journey
Kenya is at a pivotal moment in our economic development journey

and the decisions we make now as a country will defermine our future
frajectory for generations to come. This is why we undertook this research

project — the second in our Horizon series with pariners Kenya Markets
Trust and Msingi - fo better help us understand and grapple with the key
political, economic, finance, social, environmental and technological trends emerging on the horizon.

This report fries to unpack the trendlines and analyse their implications for Kenya's economic story moving
forward. It is well known that mobile penetration is increasing rapidly, we have a burgeoning tech sector, as
well as educated and urban-based young population, but we have looked at these issues from the lens of
their implications on long term prospects for productivity growth, jobs and incomes. For example, we know that
devolution represents a major opportunity fo spur localised economic development in previously underserved
areas, but ongoing challenges over budget dispersals to the counties will need to be resolved in the near term for
this fo occur. We also know that there has been a massive growth in the ag-tech sector, but we explore the extent
to which this represents a potential fad versus a key enabler of the agricultural sector in the future.

A maijor theme of this research series is change and it is something we have had to adapt fo ourselves throughout
this work. While the bulk of early research for this project began in 2019 and early 2020, COVID- 19 was quickly
emerging as the ‘elephant in the room’ of all the other trends we were analysing. This highlights the limitations of
any sort of horizon scanning work, namely that the world is increasingly complex and that making sense of that
complexity will become more and more challenging going forward.

We believe the broader trends we identified early on — around demographic shifts, the work environment,
climate issues, etc — have all largely held constant, due in large part because we took a longer-term view and
tried to bring solid evidence to bear in our analysis. Our goal is that this report will prove helpful to governments,
firms, investors, development actors and citizens as they seek to better mitigate looming risks and ensure the
region effectively grasps the many opportunities fo come.

We hope you enjoy the report as much as we enjoyed working on it. We look forward to continuing a discussion
on Kenya's future trajectory in the weeks, months, and years to come.

Samuel Kareithi
Kenya Country Director, Gatsby Africa
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Introduction

The three organisations that sponsored this report — Gatsby Africa, Kenya Markets Trust and Msingi — all have
a mission to promote the economic transformation of East African economies. More specifically, they all take a
sector lens to this work, seeking fo support productivity growth and job increases in sectors such as cotfon, feq,
and forestry.

This report on Kenya — the second in our Horizon series — is meant as an input info our work. Without being able
to understand the key trends that might impact on our portfolios, it is difficult to mitigate against risks and identify
the opportunities that these trends pose for our portfolios and Kenya as a whole. The chapters cover the trends
that we think are most crucial to our portfolio and to Kenya's prospects for economic transformation as a whole.
They cover:

Politics — How issues-based politics and devolution could shape development

Society and the Future of Work — Harnessing urbanisation as well as the demographic dividend
Technology — Taking advantage of the tech revolution

Finance — A pandemic amidst an imminent debt crunch

Trade — In an uncertain time, Kenya looks closer to home for partners

Environment — A changing climate moves environment up the national agenda

&> =

Each chapter is broken into three sections. Firstly, we look at the trend itself, bringing evidence from key informant
interviews and the relevant secondary literature to bear on analysing the key drivers behind the trendlines in
question. Next, we explore the impact of COVID-19 on the frend in question. Lastly, we bring it all back to our
core goal of promoting economic transformation: what does the frend in question mean for Kenya's prospects of
economic fransformation moving forward?

This report is the culmination of many hours of work, and we hope it is an accurate reflection of what the literature
and the key experts who kindly lent us their time, are saying. Nevertheless, we know it is not and could never
represent a complete picture. We hope this instead represents a conversation starter, and we are keen to talk
about the implications of our findings and the areas that require further research. We welcome your thoughts

and feedback.
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Chapter Summaries

1. Politics — How issues-based politics and devolution could shape
development

In this chapter, we explore what a shift in demographics as well as the continuing roll-out of devolution in the
country might mean for the future of politics in Kenya. We find that, while political offiliations are changing,
the election in 2022 is expected to be fought along traditional lines. In the future, however, it is likely that
young people, enabled by digital media, may encourage a greater shift to issues-based politics. We also
look at devolution and the ways in which conflicts between the national and county governments are playing
out, especially on matters such as health during the COVID-19 pandemic. We conclude with analysis of
opportunities devolution might bring for economic governance in Kenya.

Kenya's demographic landscape is shifting rapidly, with the country becoming both younger and more
urban over time. This offers opportunities to harness the power of a ‘demographic dividend’ as well as the
clustering effects of economic growth in major cities such as Mombasa and Nairobi. This dividend is not
guaranteed, however, and we explore the negative impacts of rural-urban migration in the context of mass
unemployment, which has only accelerated due to COVID-19. The chapter concludes by exploring what the
changing nature of work might mean for the Kenyan economy moving forward.

3. Technology — Taking advantage of the tech revolution

Kenya's technological revolution over the past decade and a half has been truly impressive, with many
commentators referring to Nairobi as the ‘Silicon Savannah’. We explore Kenya's emerging tech landscape
and unpick some of the emerging risks this brings, especially when it comes to a disturbing frend of increased
household debt. We also look af the role that agricultural technology could play as a key enabler for
agricultural fransformation, which will require an enabling policy environment to really thrive.
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4. Finance — A pandemic amidst an imminent debt crunch

Of all the trends we explore in this report, finance was the most clearly impacted by the outset of COVID-19.
Prior to the pandemic, the country was already facing a major debt crunch, due in part to largescale
infrastructure spending, e.g. on the Standard Gauge Railway, which has yet to bring benefits in terms of
GDP growth and increased public revenues. Thus, the health crisis in Kenya quickly became an economic
one, with the government needing to secure large-scale loans to finance much needed economic stimulus
measures. In this chapter, we explore the changing nature of Kenya's public debt and the impact this might
have on the country’s growth in the future.

5. Trade — In an uncertain time, Kenya looks closer to home for partners

Kenya's relationships with traditional trading partners the US and UK have recently undergone a period
of infense uncertainty, with the lafter nations both becoming much more insular in their focus. The US under
President Trump outlined a strategy of ‘America First” and Brexit in the UK called info question both the future
of key trade agreements such as the African Growth and Opportunity Act [AGOA) as well as opportunities
to access both UK and EU markets for key exports. To respond, Kenya has looked closer to home for trade
partners in the EAC and the African continent as a whole. This chapter assesses these developments, and the
impact of COVID-19 on global trade in the context of Kenya's future trade prospects.

6. Environment — A changing climate moves environment up the national
agenda

Kenya's climate has been changing in recent years, with major weather events such as droughts and floods
occurring with more regular frequency and intensity. This chapter explores this trend with a lens of focusing on
its impact on the productive use of land and water resources in the country. We explore what climate change
could signal for Kenya's prospects for growth in the future, while also highlighting where the government
has been making concerted effort to both mitigate against climate change but also to promoting a greener
industrialisation path forward.
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A Kenyan casfs his vote in the 2017 presidential election



Politics

Managing risks and opportunities
in a fast-changing landscape

PART A: UNDERLYING TRENDS

Over the long-term, young people may inspire a shift to issue-based politics
in Kenya

While political offiliations are changing, the election in 2022 is expected to be fought along traditional lines

Over the long-term, millennial activists - enabled by digital media - may encourage a shift to issue-based polifics

Devolution must overcome numerous challenges to deliver development over
the medium- and long-term

Devolution has the potential to positively impact Kenya's politics and developmental trajectory

Realising the potential of devolution will require addressing issues of corruption and capacity af the county-level
while ensuring promised resources are transferred to local government

PART B: IMPACT OF COVID-19 ON POLITICS IN KENYA

COVID-19 has highlighted the need for an effective working relationship
between national governments and counties and cast a spotlight on
corruption

PART C: CONCLUSION

What might a growing youth population and a greater focus on devolution
mean for economic transformation?

Shifting demographics may alter Kenya's political landscape and open up opportunities for dialogue on broad-
based economic growth, but this will not be straightforward

Devolution has opened up some ‘green shoots’ of effective economic governance. However, the prospects for
county governments to become engines for Kenya's economic transformation are mixed.



PART A:
UNDERLYING TRENDS

Over the long-term, young people may
inspire a shift to issue-based politics in Kenya

While political affiliations are
changing, the election in 2022 is
expected to be fought along traditional
lines

In Kenya, political contests have historically divided voters
along tribal lines, with British colonialists” strategy of divide
and rule a core contributing factor. In the post-colonial erq,
the lack of a regulated political party system and relatively
weak public services mean many polificians rely on their
ethnic community for support. This has inspired the creation
of vast patronage networks across the country.! Since
none of Kenya's 40+ tribes are large enough to win a
presidential election outright, successful candidates have
traditionally built coalitions welded together by a politics
of identity. Andrea Bohnstedt, a political risk analyst based
in East Africa, observes that in Kenya “political parties are
not rooted in ideology.”? Parties typically lack consistent
policy positions; they are instead effectively election
vehicles for the proposed leaders of the country’s main
efhnic communities.

In 2022, President Kenyatta is due to step down after
two terms in office. Voting is expected to follow a familiar
pattern, with tribal politics forming the basis of high-level
alliances. “For the majority of Kenyans, particularly for
the 70% in rural areas, anti-elite and change-focused
agendas will not be stronger rallying calls than ethnic

affiliation,” Bohnstedt says. She states that while issue-
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based politics may manifest in some support for “breakout
candidates” in cities, this is unlikely to swing the balance of
a national-level election in the short-term.?

However, political affiliations in Kenya are changing and
people are increasingly voting independently of their fribal
ties, especially in urban areas. As an illustration, Deputy
President William Ruto is expected to a receive a degree
of support from the Kikuyu community in 2022, having
gained the backing of some Kikuyu and Kalenjin MPs
(including governors and leaders of the upper and lower
houses).*

Both the famous 2018 'handshake’ between long-time
political rivals Raila Odinga and President Kenyatta

and the Building Bridges Initiative (BBI) may be seen as
responses fo this changing landscape. Core proposals
of BBI are ostensibly about institutionalising the aims of
Kenya's 2010 consfitution ~ for example, expanding
Kenya's executive branch to weaken the winner-takes-all
nature of the country's politics. However, some political
commentators see BBI in terms of an elite pact meant to
curfail Deputy President Ruto's ambitions for power.®

While it is uncertain how BBI will play out and its
implications for polifics in Kenya in the medium-term,
there are signs that as the country’s population grows and
political dynamics evolve, future elections will be driven
more by issues than ethnicity.

The famous 'handshake’ between President Uhuru Kenyatta (L) and opposition figure Raila Odinga (R) in Nairobi, March 9, 2018
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Evironmental activists have their picture taken before the climate strike protest calling for action on climate change, in Nairobi,

Kenya, September 20, 2019.

Over the long-term, millennial
activists - enabled by digital media -
may encourage a shift to issue-based
politics

led by Kenya's urban and educated youth, issue-based
activism and an anti-tribal sentiment is on the rise and
reaching a growing audience via social media.

Millennials are increasingly shaping the country’s
political conversation. In April 2018, The Elephant, an
independent blogsite, published a millennial edition,
enabling a number of young polifical commentators

to explore the emergence of an urban counter-cultural
movement.® The articles are focused on issues and - in the
words of editor Joe Kobuthi - give voice to a generation
"having to contend with a dilapidated social services
system, a debt-driven economy and a collapsing global

order."”

Engaged young people have identified tribal politics
as an impediment to the country’s development, and set
up movements in a bid to challenge prevailing political
norms. Tribeless Youth is one such initiative. Founded

by Waniiku Kihika, it is attempting to “change Kenya's
long history of going back to ethnic groups during

election years."® Adopting a socioeconomic perspective,
Kihika believes the country's only fribes are “the rich and
poor” and is focused on sensitising young people to the
dangers of political rhetoric rooted in ethnicity.” Kihika
feels certain “"the new generation will ultimately break the

chains of tribalism."™

While politicians in the short-ferm may confinue to seek
endorsement from community leaders, the super structure
of politics in Kenya may change over the medium- and
long-term, as young people exert pressure and issues such
as education, employment and the environment rise to the
top of the political agenda.

Recently, Deputy President Ruto has channelled this
energy info a political narrative of ‘hustlers’ versus ‘elites)
and has attracted a large youth following as a result.
Political commentators Dauti Kahura and Akoko Akech
have noted: “More than assuming their identity, what the
Deputy President has ably done is to locate the youths'
anxiety: their discontentment and deep frustration with
the government.”"" In the short-ferm, this may represent

a populist political strategy. However, a focus on issues
important to Kenya's growing youth population may start
driving greater focus from the central government on
enabling broad-based growth.



Devolution must overcome numerous
challenges to deliver development over
the medium and long-term

Devolution has the potential to
positively impact Kenya's politics and
developmental trajectory

Historically, the concentration of power in the President’s
office has led to instability around elections. Replacing the
1963 independence consfitution, Kenya’s 2010 constitution
attempted to address this issue, instituting the devolution
of political power and resources to 47 elected county
governments. In addition, the constitution mandates that
successful presidential candidates must secure 50+1%

of the national vote and at least 25% of the vote in half

of Kenya's counties. The reforms are intended to stabilise
the political system by curbing zero-sum competition over
national government posts and ensuring leaders build
countrywide support.

Since the new constitution enjoys popular backing (c. 80%
in 2019), the risk of power being recentralised is relatively
low, even in the event that the political guard changes

in 2022."? As Mathios Muindi, an independent political
risk analyst, says: "Any aftempts fo scrap devolution could
spark serious political instability.”™ Indeed, devolution
appears to have inspired greater engagement with politics
among the electorate, with voter turnout for the first election
under the new consfitution increasing by 16.7%." Although
turnout fell slightly in 2017 (from 85% to 80%), it was sill
significantly higher than the level observed in 2007 {69%)
and the historical average (see Figure 1).%

To some extent, the structural aim of devolution has been
realised, as contesfs over power and resources have been
decentralised and tempered over the last decade. Indeed,
a report by the Swedish International Centre for Local

Voter Turnout in Kenya, 1992-2017
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Road construction in rural Kenya

Democracy concludes that “while the balance of power
between centre and county has see-sawed |...) and the
outcome of these dynamics remain somewhat unresolved,
[devolution] does in many meaningful ways constitute a
rebalancing of power away from the centre and down to
the county level and thus a break-up of the centralisation of

the state.”™

As well as rebalancing political life, devolution is having an
impact on Kenya's development trajectory, with previously
underserved communities receiving support from their new
local authorities. Dennis ltumbi, Secretary of Innovation,
Digital and Diaspora Communication, says that devolution
has enabled rural Kenyans to enjoy “increased access
fo services and opportunities.”” The impact varies from
county to county — David Okwemba, former Managing
Editor for East Africa at the BBC, says in those counties
with “focused leadership”, devolution is “transforming the

socioeconomic life of residents.”'®

Moreover, a USAID report highlights a correlation
between the launch of the devolution exercise and
increases in development spending, with historically
underfunded parts of the country experiencing investment
in road networks, street lighting and health centres.” In
Okwemba's view, devolution has inspired the strongest
development outcomes in northern Kenya: “Some
counties which had never seen a kilometre of tarmac or
electricity are now experiencing these things for the first

time."?0

Across Kenya, devolution has served as a major boost

to local economies, with greater distribution of state
resources and new investment opportunities - especially
in consfruction and retail - combining to drive growth and
generate jobs. Anne Eriksson, a former Senior Partner at
PwC in the region, says that “whereas investments were
[previously] concentrated in Nairobi, Mombasa, Kisumu
and Nakuru, we are now seeing more economic acfivity
in other areas ~ including significant investments in good-
sized and high-quality hotels and office-blocks.”?



Realising the potential of devolution
will require addressing issues of
corruption and capacity at the
county-level while ensuring promised
resources are transferred to local
government

Although devolution has had a positive impact in

certain areas, its full potential has yet to be realised.

This is because county governments have adapted to

- rather than upended - the prevailing political culture,
which remains rooted in ethnicity and pafronage. In a
review of the 2017 election result, the Journal of Eastern
African Studies found that while “devolution has created
important new positions that have changed political
dynamics in Kenya”, it has not “fundamentally changed
the norms, values and expectations that animate electoral
competition."? In effect, devolution has drawn local
politicians into central patronage networks, with county
governors emerging as important financiers for presidential
candidates. In 2017, this dynamic may have served to
reinforce the pre-existing pattern of ethnic politics and stoke
political tension.®

Many of the experts interviewed for this report cited
"devolved corruption” as the reason why devolution is not
driving transformational change and inclusive growth in
Kenya. According to interviewees, county-level patronage
politics will undermine policymaking and fuel unproductive
spending if left unaddressed. When discussing the 2010
constitution, Dr Kennedy Odede, Co-Founder of Shining
Hope for Communities, says the fundamental issue is one of
delivery rather than principle: “If devolution is implemented
with accountability it can change lives.”?* While the
regulations exist on paper, political risk analyst Mathias
Muindi says that the “checks and balances” require greater
enforcement if devolution is to yield good governance in
Kenya.?

While Humphrey Wattanga, Vice-Chair of the Kenya
Commission on Revenue Allocation, ties a “lack of
capacity, competfence and systems” at the county-level

to the issue of corruption, Anzetse Were, a development
economist at FSD Kenya, observes that in key sectors such
as agriculture and health, the positive development impact
of devolution has been negatively affected by sub-par
coordination between national and county governments,
as well as inadequate capacity.?® In addition to nofing
the inadequacy of "capacity and systems” within local
government, Mohammed Nyaoga, Board Chairman af
the Central Bank of Kenya, hones in on the issue of “good
leadership”, suggesting its absence is a critical constraint
on the delivery of county mandates.?” David Okwemba,
former Managing Editor for East Africa af the BBC, is

hopeful that, over the long-term, issues of capacity and
leadership will be addressed, as county governments
establish their position in the country's political landscape
and draw in talent: “Members of the county assembly {...)
have become one of the most contested elected positions
in the counties {...) This competition will attract some of the
best brains and will have a ripple effect on our national

politics.”?®

For county governments to evolve as institutions capable
of goveming well and delivering development, they will
require adequate funding. Since the national government
retains control of most budgets, counties are largely
dependent on transfers from the Treasury, which must be
signed off by the National Assembly and Senate. In the
last decade, disputes have become common between the
country’s legislative bodies over the sum owed to counties,
with disbursements often delayed. These conditions make it
challenging for local governments to set targets and plan
their activities.

Indeed, the distribution of resources has been a major
source of fension. According fo reports published by

the Controller of Budget (the organisation responsible

for releasing revenue to counties), only 53% of the

funds allocated to local government were transferred in
2018,/ 19.27 This represents a significant decline compared
to previous years, when transfers reached 96% of the
agreed tofal in 2017 /18, 99% in 2016,/2017 and 94%

in 2015/2016.%° While fraught with political tension,

this situation may ease as the pressure on the national
government grows over time — for example, in October
2019 the Supreme Court ruled it can hear aspects of a
pefition brought by the Council of Governors, which claims
the Treasury has continuously ignored the Commission of
Revenue Allocation’s recommendations regarding revenue
sharing.” Okwemba hopes the situation will be resolved
soon, suggesting “the development impact of devolution
will be felt further with more resources devolved fo the
counties.”*?

ACCORDING TO
REPORTS, ONILY

53% OF THE FUNDS
ALLOCATED TO LOCAL
GOVERNMENT WERE
TRANSFERRED IN
2018,/19.



Snapshot: Tensions with Somalia may intensify and the terror threat
remains, but the regional security situation is likely to improve in the
long-term

Governments in Kenya have historically sought to play the role of regional peace broker, viewing the country
as an island of stability in an insecure neighbourhood. However, in recent years the Kenyatta administration has
become more of an outright political stakeholder within the Horn of Africa, as economic interest in the oil-rich
north of the country grows and the military engagement in Somalia continues.*®

In the short-term, Kenyan-Somali fensions may rise as the African Union Mission in Somalia (AMISOM] is
disbanded via a process set to conclude in 2021. Indeed, there appears to be no exit strategy for the Kenya
Defence Forces (KDF) based in southern Somalia, despite growing demands for withdrawal from stakeholders
on both sides of the border.#> Over the next five years, Kenya's relationship with Somalia will be shaped by
economic and political competition, as both states aftempt to secure access to offshore oil and gas deposits

and maintain spheres of influence in Jubaland.®

= _- e, : ; Eom i R
Kenyan soldiers serving with the African Union Mission in Somalia (AMISOM) patrol the streets of the southern Somali port
city of Kismayo.

The inter-governmental tension between Kenya and Somalia and the threat posed by al-Shabaab militants

are largely separate issues. While the KDF's presence in Somalia allows the terrorist group fo claim Kenya is

a legitimate target, the withdrawal of the KDF is not expected fo reduce the threat level, since Kenya offers
al-Shabaab an opportunity to commit attacks that generate international publicity.*” Although inter-agency
coordinafion was relafively strong following the aftack at 14 Riverside Drive in Nairobi in January 2019, rising
tensions with Somalia may limit intelligence sharing and undermine security forces in the future.®® The terror threat
is expected to remain elevated in the medium-term.*

Despite this, the long-term outlook appears more positive. Key regional players in the Gulf and the Horn are
now making a concerted effort to engage with Somalia affer decades of neglect, with Ethiopia leading the way
under Prime Minister Abiy Ahmed.“® Ahmed currently faces civil unrest in both the Oromia and Tigray regions of
his country, with the former threatening fo spill-over into Kenya due to geographic proximity and cultural fies.*
However, he has continued to act as a stabilising voice in the broader region.

As Somalia fills its diplomatic vacuum and the country’s elites seftle domestic disputes, the regional security
situation may improve over the next 10+ years, easing pressure on Kenya's border.*?







PART B:
IMPACT OF COVID-19 ON POLITICS IN KENYA

COVID-19 has highlighted the need for an
effective working relationship between
national governments and counties and cast
a spotlight on corruption

COVID-19 has exposed underlying tensions between

the national government and counties, with issues of
accountability and resource sharing coming to the fore.
While the public health function was officially devolved
as per the 2010 consfitution and counties have enhanced
outcomes and outreach in recent years, control of

the country’s health system and funds remains heavily
cenfralised in the Ministry of Health.* As the pandemic
accelerated, local insfitutions were simply not in a position
to either procure or manage the hardware required to
track and treat COVID- 19, with tests sent to national
institutions and many counties lacking any ventilators or
intensive care units.** Indeed, some governors threatened
to unilaterally impose county lockdowns owing to a lack
of equipment and local infelligence on the virus.*® In

July 2020, the Council of Governors admitted counties
had just 6,898 isolation beds and were well short of the
30,500 target. As case numbers grew, President Kenyatta
then stated that the reopening of the economy would

be determined by the counties’ capacity to respond to
outbreaks.*

Moreover, against the backdrop of a novel pandemic
and high demand for devolved services, a more

familiar dispute arose regarding revenue allocation. This
threatened to constrain the county-level health response.
InJune 2020, the Treasury failed to disburse funding to
counties, owing to a senatorial stand-off regarding a
new revenue sharing formula.#” Setting out how resources
will be shared until 2023 /4, the controversial proposal
would resultin 18 counties - mainly the less populous and

already marginalised - losing out on KSH 17 billion, owing

to an emphasis on headcount rather than land area.*®
This illustrates the intense debates and high degree of

uncertainty surrounding the devolution of revenue in Kenya,

which may hinder responses to emergencies and frustrate
long-ferm planning processes.

As billions of shillings have poured into Kenya over

the course of the crisis from multilateral organisations,
corruption has emerged as a major point of concem.
Significant contributions following the outbreak of
COVID-19 include a KSH 106.8 billion loan from the
World Bank; a KSH 78 billion loan from the IMF; and a
KSH 22 billion loan from the African Development Bank.*?
Following Kenya's receipt of these large sums, the dealings
of the Kenya Medical Supplies Authority (KEMSA) have
been heavily scrutinised. According to The Nation, firms
without track records in producing personal protective
equipment (PPE) have won bids while charging twice the
market price.* In response to the mounting allegations,
two critical donors for the Ministry of Health - USAID and
The Global Fund - have threatened to withdraw KSH 400
billion in funding from the agency, as KEMSA struggles

to account for at least KSH 42 billion and many tenders
have yielded no supplies.> KEMSA's CEO, Commercial
Director and Procurement Director have been suspended
and President Kenyatta has launched an anti-corruption
probe into the organisation.”** The Secretary General

of the Kenya National Union of Nurses has called for the
dismissal of the Health Cabinet Secretary and demanded
a UN enquiry.**

At a time of widespread hardship and sacrifice, the
alleged graft at KEMSA may undermine preparations for
future outbreaks; weaken public trust and compliance; and
damage the country’s infernational standing.



PART C:
CONCLUSION

What might a burgeoning youth population
and a greater focus on devolution mean for
economic transformation?

Shifting demographics may alter
Kenya's political landscape and open
up opportunities for dialogue on
broad-based economic growth, but
this will not be straightforward

Most young Kenyans sill live in rural areas, which are
much more likely to engage with politics on a patronage
basis. In urban areas, however, there are many more
voters per constituency demanding services that cannot
be safisfied by individual favours. As Kenya becomes
increasingly urbanised, more people are shifting from

a politics of tribal identity to one based on issues that
matter to them.

Despite this, channelling shifting demographics towards
building a constituency focused on inclusive growth will

A

Teenagers take a selfie atop the KICC building looking out over the city in Nairobi

not be straightforward. Kenya currently lacks a coherent
political opposition, or indeed a strong ideological
movement focused on issues such as inequality,
joblessness or tax jusfice. Instead, as more young people
move to cities, they may organise protfests around service
issues such as the cost of fransportation or housing - as
has been witnessed in South Africa, Chile and Lebanon in
recent years - with no guarantee these will be channelled
info more coherent social movements in the future.

The 2022 election could be a turing point, however.
Even if Ruto is unable to mobilise young people behind a
coherent platform of policies for change, the impact of this
group may well lead to a stronger focus on their needs in
the future, regardless of who comes to power.



Devolution has opened up some

‘green shoots’ of effective economic
governance. However, the prospects for
county governments to become engines
for Kenya’s economic transformation
are mixed

The original intention behind Kenya's 2010 consfitution was
to have 17 counties, but this proved challenging to reach
consensus on. In the end, 47 counties were agreed on,
matching Kenya's 47 fribes. The problem with this model,
however, is that it greatly expanded the public sector,
creating a burden which is growing atf a time of mounting
national debt. As Patrick Obath, Associate Director

at Adam Smith International, notes: “This system works
politically but doesn’t economically.”*

Recently established county governments also have numerous
capability and coordination challenges. “This is why we

only see a few green shoots out of 47 county governments,”
says James Mwai, Deputy Director for Policy at the Kenya
Commercial Forestry Programme.® Some of these green
shoots are represented by a handful of the county investment
authorities, some of whom now have experienced investors
siffing on their boards shaping how the county is thinking
about investment opportunities. What is less clear is whether
the focus will be on inclusive investments as opposed to those
that work for a narrow sub-set of the private sector.

Counties now represent important stakeholders in debates
around economic fransformation in the country, particularly in
the agricultural sector. Alison Otieno, CEO of Kenya Markets
Trust, says: “With the Council of Govemors’ buy-in, you

have a much greater chance of success at the county, and
subsequently, the national level.”*” They have also proven
willing to challenge the national government when they

have not been adequately consulted, as has recently been
demonstrated with a number of national reform inifiatives in
the agricultural sector.”® In the future there is going to be a lot
more pressure from the Council of Governors to have a say
in national decision-making. This could prove to be positive in
terms of generating local ownership and delivery.

Over the next 10+ years, the implementation challenges
associated with devolution - including issues of accountability,
capacity and resourcing - are likely to be addressed,
according to Jared Kangwana, a former Member of East
Alfrica’s Legislative Assembly. In a spirit of optfimism, he
feels "devolution can deliver but we need to give it ime."?
In an ideal future state, effective governance af the county
level, combined with greater pressure from a politically active
youth population, will trigger a greater focus from governors
on investing scarce resources fowards high potential sectors to
kickstart growth and transformation at the sub-national level.

"DEVOLUTION CAN
DELIVER, WE JUST
NEED TO GIVE IT

TIME"

Jared Kangwana, Former member of East
Africa’s legislative Assembly

The governor of Uasin Gishu County at the opening ceremony
of Confucius Institute at Moi University in Eldoret town
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Society & The Future Of Work

Harnessing urbanisation as well as the
demographic dividend

PART A: UNDERLYING TRENDS

Kenya's ‘youth bulge’ could drive economic transformation — provided
young people have the right skills and can find productive jobs.

Kenya's population will grow from 52.2 million today to 115 million by 2065 and will retain a substantial "youth
bulge'

A 'demographic dividend" will require an emphasis on education and the creation of formal employment

opportunities.

As urbanisation accelerates, infrastructure gaps and inequality are emerging
as critical issues.

Kenya's urban population will double by 2050, as people are “pushed” from rural areas and “pulled” into cities
In order to fully reap the economic benefits of urbanisation and redress rising inequality, the pace of change will

need to be managed and Kenya's cities will require major investment in infrastructure

Owing to a lack of formal jobs, most Kenyans are turning to the informal sector as
their source of livelihood. However, there are important counter-trends that will
become more significant in the medium-term.

The informal sector dominates the Kenyan economy and is growing.

With the population growing quickly, Kenya is under pressure to create more stable and well-paying jobs. In the
medium-term, a few tech start-ups highlight the potential of digital innovations to accelerate job creation and raise
agricultural incomes.

PART B: IMPACT OF COVID-19 ON SOCIETY AND
FUTURE OF WORK IN KENYA

COVID-19 has resulted in mass unemployment and hardship at a time of rapid
demographic growth and urbanisation in Kenya.

PART C: CONCLUSION

What might shifting demographics and the changing nature of work mean for
economic transformation?

The pace of urbanisation needs fo slow to enable infrastructure and housing investments to catch up. Agricultural
transformation is key to managing the pace of change.

There is a need to focus on sectors that will kickstart widespread growth and create millions of jobs in the future.
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PART A:
UNDERLYING TRENDS

Kenya’s ‘youth bulge’ could drive economic
transformation - provided young people have
the right skills and can find productive jobs.

Kenyo ‘s pOpUIGﬁOh will grow from the short- and medium-term, the World Bank believes this

.- .- high dependency ratio may inhibit the country’s economic
52.2 million tOdqy to 115 million by development, owing fo the pressure this places on public

2065, and will retain a substantial . and household finances.
‘youth bulge’. :
According to the UN, Kenya's population will expand

Currently, Kenya has a population of 52.2 million people, significantly over the course of this century, reaching

of which 10.7 million {or 21%) are aged 15 to 24." In 115 million by 2065.° While the average age of the
¢ population is expected to gradually increase over this

recent years, high birth rates have created a situation
period, the country will refain a substantial ‘youth bulge’

whereby for every 100 working age people there are 75 :
dependents (i.e. people aged below 14 and over 65).In ~ :  over the coming decades (see Figure 1).*

Kenya's population in thousands by age group, 2000-2050
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The Projected Rate of Change in The Support Ratio in East Africa, 2000-2100
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"KENYA HAS A
POPULATION OF
52.2 MILLION
PEOPLE OF WHICH
10./ MILLION ARE
AGED 15-24."

United Nations, 2020

A ‘demographic dividend’ will require
an emphasis on education and the
creation of formal employment
opportunities.

Kenya's demographic frajectory raises an open question:
is the country set to reap a 'demographic dividend’ and
ensure the increasing youth population generates growth
rather than instability? According to demographic analysis
conducted by the African Institute for Development Policy
and the University of Southampton, Kenya's window of
opportunity is open until 2080, at which point the rafio of
producers to consumers in the country is set to become less
economically favourable (see Figure 2).°

Drawing on World Data Lab projections, observers at
Brookings believe Kenya is set fo economically harness

its youth population and thereby eradicate poverty in the
country: "if current frends stay as they are, Ethiopia and
Kenya are projected to achieve Sustainable Development
Goal 1 by 2032. (..) By 2030, Kenya will reduce the
percentage of Kenyans living in extreme poverty from
20.9% today to 4.3%. The country will be achieving this
milestone even though ifs population is projected to add
around 23 million people”.*”
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By way of contrast, the African Institute for Development
Policy and the University of Southampton (2018 adopt

a more sceptfical view, arguing that the youth bulge in
Kenya represents an opportunity rather than an automatic
benefit. According to the study, a ‘demographic dividend’
is conditional on “countries investing in human capital,
providing an enabling economic environment and creating
an adequate number of decent jobs” 8

While the lack of reliable youth employment data in
Kenya makes it difficult to reach firm conclusions, evidence
suggests the growth of the working age population is
challenging the formal economy’s absorptive capacity.”
Indeed, the Kenya Institute for Public Policy Research and
Analysis estimated in 2016 that only 15% of the 750,000
young people entering the labour market that year had
attained formal jobs.' As a result, the majority of young
people are turning to the informal economy to sustain their
livelihoods. According to a survey conducted by the Kenya
National Bureau of Statistics, 83.6% of the 840,600 jobs
created in 2018 were in the informal sector.”

To resolve this situation and inspire the country’s
development, the African Institute for Development Policy
and the University of Southampton (2018) believe Kenya
must abandon ‘business as usual and instead, invest in

a combination of wide-ranging economic and social
reforms. By pursuing economic goals (e.g. reforms to
enhance productive efficiency and accelerate economic
growth, job creation, and poverty reduction) alongside
social goals (e.g. access to family planning and secondary
education), the authors believe Kenya has the potential fo
realise upper-middle-income status by 2034 and multiply
its GDP per capita by a factor of 10+ (see Figure 3 for
GDP growth scenarios based on different government
approaches).” This, of course, assumes that Kenya is able
to resolve challenges related to devolved governance
and political commitment to an economic transformation
agenda, these themes are explored in our chapter on
politics.

Projected GDP Per Capita in Kenya Based on Different Government Approaches
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As urbanisation accelerates, infrastructure
gaps and inequality are emerging as critical

Issues.

Kenya'’s urban population will double
by 2050, as people are ‘pushed’ from
rural areas and ‘pulled’ into cities.

In line with a continent-wide trend, Kenya is sef to urbanise
rapidly over the coming decades.” As the least urbanised
sub-region in Africa, East Africa is expected to experience
the fastest rate of change between now and the middle

of this century, although the majority of the population will

remain in rural areas (see Figure 4)."

The trend of urbanisation is not new in Kenya: Nairobi's
population has doubled since 1986 (now 3.5 million)
and the capifal is already starting to engulf satellite fowns
(as are Mombasa and Kisumu)." However, while around
28% of Kenyans live in cities today, the share is expected
to reach 40% by 2050, meaning an additional 29 million
people are set to inhabit urban areas.'® Hopes are high

regarding the transformative potential of this frajectory: The
African Institute for Development Policy and the University
of Southampton believe urbanisation will serve as the
"engine for economic development”. Similarly, Humphrey
Wattanga, Vice-Chair of the Kenya Commission on
Revenue Allocation, reflected that “urban centres form the
heart and core of our economic growth and activity”.”

According to a presentation delivered to the UN by

The Centre for Migration Studies, the pace of expected
urbanisation in East Africa will be driven partly by the
reclassification of growing seftlements and — more
significantly — by mass rural-urban migration.’ Indeed, in
the case of Kenya, The African Migration and Development
Policy Centre believes urbanisation is the result of a
growing perception that cities offer greater economic
opportunities, a view compounded by recent declines in
agricultural productivity that are tied to climate change and
land degradation.”

Rate of Urbanisation by Sub-Region in Africa, 1950-2050
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Peak hour traffic on Tom Mboya Avenue, Nairobi

In order to fully reap the economic
benefits of urbanisation and redress
rising inequality, the pace of change
will need to be managed and Kenya's
cities will require major investment in
infrastructure.

While urbanisation can drive development as firms

and governments harness economies of scale and
concentrated pools of resources, the pace of the process
must be carefully managed, in order fo ensure urban areas
remain productive and able to adequately accommodate
residents.

The story of Nairobi reflects the economic potential of
urbanisation and its attendant challenges. Indeed, the

city has become a continental and regional hub for
international firms and organisations, and its poverty rate
now stands at less than 20%, which is 16% lower than the
country’s overall rate.?® However, the pace of change and
weak planning has resulted in inadequate infrastructure
and severe overcrowding, which threaten to undermine

naa

fﬁh"“

the city's prospects and entrench inequality. As the World
Bank observes, fast-growing cities across the continent are
becoming increasingly “disconnected, with infrastructure
development not able to keep pace with the concentration
of people, which happens in small and fragmented
neighbourhoods that lack proper transportation and offer
limited job and investment opportunities”.?

Reflecting on the situation in Kenya, Benson Ndeta,
Chairman of Savanah Cement, emphasised how
"[urbanisation has generated a] myriad of challenges,
including [the need for] proper urban planning, housing,
sanitation, infrastructure, meaningful jobs, industrialisation
of the economy and provision of education, water and

health services”.??

To a degree, Nairobi's formal economy appears to
depend on a certain level of inequality, with firms and their
employees relying on relatively inexpensive labour for
services like cleaning, security and childcare. The African
Union Commission and the OECD (2018) concluded that
Kenya - along with Rwanda and Comoros — now has the
highest level of income inequality in the region (based on
a comparison of the richest and poorest 20% of citizens).?
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Urban indicators in East Africa

Proportion of population Urban Proportion of urban population living in
Urban(%) population  slum conditions (%)
Growth

Country 2015 2050 Rate 2005 2010 2014
Kenya 25.6 43.9 4.3 54.8 547 56.0
Rwanda 28.8 52.6 6.4 71.6 65.1 53.4
Tanzania 31.6 53.0 5.4 66.4 63.5 50.7
Uganda 16.1 32.1 5.4 66.7 60.1 53.6

Source: The African Institute for Development Policy and the University of Southampton (2018)

The growth of Nairobi's informal seftlements is also a cause
for concern: while reliable data on the issue is limited, it is
thought that the share of the city's population living in slums
rose from 33% to 56% between 1970 and 2014, which is
26% higher than the regional average in Latin America and
South Asia.?* As a country, Kenya appears to be falling
behind its regional neighbours in this area. While other
members of the East African Community (EAC) have made
progress in reducing the size of their slum populations

in recent years, the number of Kenyans living in informal
setflements has increased (see Figure 5).%° Indeed, as
informal setlements expand, low-income earners are
being forced to live further away from their place of work,
increasing fransport costs and congestion.2

Alongside affordable housing, other critical gaps in

urban infrastructure include formal sanitation and waste
disposal.” In Kenya, the rate of urban sprawl has
overwhelmed the capacity of local authorities: only 30% of
city inhabitants have access fo a private water connection.

While the challenges facing Kenya's cities appear
daunting, President Kenyatta's Big Four agenda indicates
increased government focus in recent years. In a bid

to address the urban housing crisis, the government
launched the Kenya Mortgage Refinance Company

in 2019, an ambitious financial institution which aims to
provide long-term loans to primary mortgage lenders. In
addition, Macquarie’'s Green Investment Group and the
UK government announced a partnership in early 2020,
which plans to invest up to £30 million in an affordable
housing fund in Kenya.?® The commitment will facilitate
the construction of up to 10,000 energy- and water-
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efficient homes in the country. In an exciting development,
domestic sfart-ups are showing promise as they innovate
in response fo widening infrastructure gaps. For example,
Sanergy franchises high quality sanitation units across
Nairobi’s informal setflements, delivering an affordable,
clean, and safe alternative to sewers. Dr. Kennedy
Odede, Co-Founder of Shining Hope for Communities,
an NGO focused on addressing poverty in Kenya's
informal seftlements, praised such initiatives but advocated
for more engagement with local communities, since
“encouraging involvement in planning and driving the
development of inifiatives” will help to sustain and enhance
the implementation of national-level policies. However,
addressing massive gaps in infrastructure and affordable
housing at a rate that keeps pace with accelerating
urbanisation will require much more concerted and
coordinated effort from the centre of government.
Similarly, the process of devolution and the gradual
improvement of transport links are relieving pressure on
Kenya's three primary cities (Nairobi, Mombasa and
Kisumu) and enabling the expansion of secondary towns
(e.g. Nakuru, Eldoret and Machakos) and tertiary towns
(e.g. Lodwar and Marsabit Town).?” With the potential to
draw in investment and regionally rebalance growth in
Kenya, these ‘anchor’ cities could strengthen the ranks of
the country’s middle-class, provided their development is
adequately promoted. As Mohammed Nyaoga, Board
Chairman of the Central Bank of Kenya, made clear, “it
is important for the government fo support the creation of
peripheral poles of growth through devolution” %



Looking to the future, Nyaoga advocated for a holistic
approach to urban development, recognising the need

to actively manage the speed of the process and support
the majority of Kenyans who will continue to live outside
cities: "policies on important matters like population,
infrastructure, job creation and economic improvement in
rural areas — fo stem levels of urban migration - are going
fo become fundamentally important”.*

Raising agricultural productivity in particular will need fo
be part of the solution, as the majority of Kenyans living in
rural areas work in low productivity subsistence agriculture.
Many, especially younger people, choose to leave as
they prefer uncertain economic prospects in the city over a
high likelihood of remaining in poverty. Without progress in
tackling soil degradation and worsening productivity, the
rate of urbanisation will continue to increase and for many
indicafors it appears to already be af an unsustainable
level. As a result, the African Institute for Development
Policy and the University of Southampton believe that
investing in rural agriculture provides “perhaps the best

opportunity to harness the demographic dividend” *?

THE GROWTH
OF NAIROBI'S
INFORMAL
SETTLEMENTS
IS A CAUSE FOR
CONCERN.

Aerial view of Nairobi, showing modern housing developments alongside an informal settlement
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Owing to a lack of formal jobs, most
Kenyans are turning to the informal sector
as their source of livelihood. However,
there are important counter-trends that will
become significant in the medium-term.

The informal sector dominates the
Kenyan economy and is growing.

In Kenya, the informal sector overshadows the formal
sector.®® According to the Kenya National Bureau of
Statistics (KNBS), the informal sector accounted for 83%
of the country’s overall employment in 2019. Indeed, the
dominance of the informal sector vis-a-vis the formal sector
appears to be growing: in 2018, some 762,000 informal
jobs were created, while just 78,400 formal posts were
opened. According fo analysis conducted by the Insfitute
of Economic Affairs in Kenya, this is a long-standing

trend, with the share of informal employment remaining

stubbornly high in recent years (see Figure 6).3* According
to a study of youth employment in Kenya, undertaken

by the British Counclil, the size of the informal sector

has swelled as a consequence of a stagnating formal
economy.® In an inferview for this report, Brian Kiai, Senior
Investment Professional at Cranemere Africa, highlighted
this phenomenon, observing that “private sector investment
and credit growth have shrunk and companies are laying
off staff to manage their wage bill against lacklustre or
declining top lines”.* In support of this view, the World
Bank found that “the three-year average contribution to
GDP growth from private investment decreased from 2.7%
in 2017 to 0.7% in 2018".%

A motorcycle salesman fransporting goods
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Formal and Informal Employment in Kenya (in 1,000s), 2015-2019
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The informal sector - or the ‘gig economy’ - has two
facets: online and offline.*® Enabled by digital technology,
online gig workers now supply driver and rider services;
personal and household services; delivery services;
professional services; and hospitality and medical care.
This makes only a small part of the informal economy
though, employing 36,573 workers and generating

$109 million annually to the Kenyan economy in 2019, as
compared to 5+ million Kenyans contributing $19.6 billion
from the offline informal sector.** More typically, offline gig
workers support sectors like agriculture, manufacturing and
construction on a seasonal, part-fime or casual basis, with
engagements typically lasting 90 days. While the informal
sector is providing young people in particular with flexible
economic opportunities, incomes are relatively insecure
and the oversupply of workers is inspiring o race fo the
bottom’ on prices and wages.*°

The dominance of the informal sector in Kenya is limiting the
country's potential for productivity gains and sustainable
growth. Indeed, statistics show labour productivity is

only increasing in formal sectors, which continue fo

2017 2018 2019

@ Informal Sector

employ relatively few workers. While mining, utilities,
financial services and education account for only 7% of
employment, they are the country’s four most productive
sectors.”! As currently structured, the informal economy is
unlikely to serve as a platform for economic transformation,
since insecure gig workers are typically not in a position to
save capifal or make the necessary long-term investments.*2
Most activities in Kenya's informal sector remain small-
scale and - according to David Ndii, Managing Director
of Africa Economics - effectively "keep people in a

permanent mode of struggle”

Moreover, since the informal sector offen operates outside
the purview of tax authorities, the government is fiscally
constrained as it seeks fo invest in infrastructure and public
services and thereby support the development of the
formal sector.** The situation is delicate: some semi-formal
firms have retreated to the informal sector in recent years
in response to government atfempts to tax their activities
(such as the infroduction of a single business permit for
semi-formal acfivities and a proposed tax on small online

transactions).*
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While there is a lack of reliable data regarding youth
employment in Kenya, it is widely acknowledged that

— of the 500,000 to 800,000 people entering the job
markef each year - a significant proportion are unable

to find work.#” The youth unemployment rate varies by
geography: it is estimated at around 35%-60% in urban
areas and around 20%-25% in rural areas (where young
people tend to be ‘underemployed!, relying on low-

paid and low-skilled, part-time and/or seasonal jobs in
agriculture) 8 Despite strong growth rates in Kenya, youth
unemployment appears to be on the rise: by 2016, the rate
was 42% higher than in 2000, which puts the country af
odds with the rest of the continent, where the rate declined
9% on average.*” As the UNDP put it, “The unemployment

problem in Kenya is to a large degree a youth problem” >

Since the working-age population is set to grow by an
additional 5+ million people between 2015 and 2025,
David Okwemba, former Managing Editor East Africa

at the BBC, believes the couniry requires an average
growth rate of “10% per annum” to keep pace.® Based

on inferviews conducted for this report and available
literature, there are certain technological, political and
economic forces which may help the country in its pursuit of
productivity and employment gains.
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Increasingly, technology firms are responding to the
dysfunctional employment dynamics in Kenya by
professionalising and scaling activities in the informal economy.
The likes of Lynk — a digital platform for fradespeople — were
esfablished in a bid o correct structural issues facing informal
workers, such as a lack of collective bargaining power and a
'race to the bottom’ on wages, induced by an oversupply of
labour. According to a report by Mercy Corps, technology
platforms are already helping to secure the employment
prospects of workers in the informal sector, who report that their
livelihoods and incomes have improved “as a result of access

to frequent and decent jobs” %2

Showing signs of sustainability, technology firms are proving
capable of adapting to the market reality in Kenya. While
Lynk originally adopted a hands-off approach, facilitating
connections between approved informal craftspeople

and clients, the firm soon realised how challenging it was

to ensure the quality of workmanship. In response, Lynk
graduated to what the CEO Adam Grunewald described as
a "micro-franchising” model, whereby informal workers are
now offered a far more extensive suite of business support
services, such as technical fraining, production standards,
advice on custfomer management and market research.

Moreover, technology start-ups with a focus on young
people are starting fo generate considerable inferest.
Seeking to hamess East Africa’s 'youth bulge” and the
growing availability of digital technology, firms such as Heva
Fund (a finance and support facility for creative industries in
the region) are looking to diversify and deepen their portfolio.
According fo Managing Pariner George Gachara, “East
Alrica has effectively made a digital leap, with the surge in
the availability of smartphones. This creates an upswing in the
consumption of creative indusfries content. We are looking to
build a pipeline of dynamic start-ups that are focused on the
urban middle class and can scale up through the region”

While the potential of technology to stimulate growth and
employment is generating excitement, there remains a long
way to go for its realisation. Thus far, the positive impact of
digital platforms has been confined to fransport and domestic
services, as corporations and SMEs in the wider economy

— especially within professional services — remain wary

of engaging gig workers, owing primarily to perceptions
around quality.>* In addition, the benefits of online gig work
have accrued predominantly fo urban males, indicating that
greater affenfion must be paid fo issues of gender inclusion.
This includes addressing connectivity gaps in rural areas and
social barriers that limit female acquisition of digital skills and
participation in the gig economy.> Lastly, digital platforms are
only going to have a widespread impact on inclusive growth
and job creafion if they improve productivity in sectors with the
potential to employ large numbers of people.



IT specialists sit at computers in an innovation centre for technology companies

While it is too early to assess the impact of the 2010
consfitution and devolution on the jobs market, the greater
distribution of political and economic power in Kenya is
expected fo result in more employment opportunities over
the next 10+ years. Indeed, Abraham Muthogo, CEO of
Miradi Capital, was particularly hopeful regarding the
potential of devolution, stating that “Kenya will experience
a migration back to counties once the system settles [and]
resources are deployed to the counties by the central
government. The opportunities created will make counties
attractive to Kenyans in urban and rural centres”. >

A survey conducted by the British Council revealed that an
increasing number of Kenya's educated and middle-class
young people prefer self-employment.*” Anne Eriksson,

a former senior partner at PwC, supported this finding,
offering her view that "young people with the right mind-
set don't wait fo be employed, they get going and either
remain sell-employed or wait for organisations to come
and buy proven skills. | see more of that and hopefully
Kenya will rival the likes of India where innovation is the
order of the day”.*® In Nairobi, the supporting infrastructure
is taking shape: in recent years, many serviced offices

and co-working spaces have been established to aid
young professionals as they set up ventures outside the
traditional corporate sector. Carol Githinji, Founder of
Lattice Community (a shared office facility targeting young
and low-income workers), suggested that the firm’s flexible
model was a response “to the demands of micro and small

enterprises”.>’
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Snapshot: Is Kenya's education system fit for the future of work?

Although Kenya's education system is of a higher standard than those of its regional neighbours, youth remain
relatively ill-equipped when entering the workforce.®® Indeed, according to The African Institute for Development
Policy and the University of Southampton (2018), the economy’s growing demand for well-irained workers is

not being mef, as “secondary school and university curricula are not aligned to the needs of the labour market
and do not emphasise transferrable skills”.¢" While the country has made significant progress in primary school
enrolment (now 82%), enrolment for secondary school and tertiary education remains at just 58% and 12%
respectively.®2 Owing to the rapid pace of enrolment growth in recent years, there are concerns this has led to

a decline in education quality, with formal employers continuing to complain of a lack of relevant competencies
(in areas such as creativity, organisation, interpersonal relationships, planning, coordination and decision-

making).®®

Given the country’s projected demographic growth, issues in the education system are becoming increasingly
urgent, with schooling demand set to rise dramatically. Indeed, according to UN estimates, demand for
secondary school tuition may jump from 4.3 million to 7.3 million over the same period. To accommodate this
influx of pupils, the state will need to invest heavily in school infrastructure as well as maintaining and improving
on the quality of teaching.®*

In order o ensure that the cohorts of fomorrow are in a position to productively contribute to the economy, the
education system will need to align with emerging market needs. In support of this claim, the World Bank (2019)
highlighted how digital transformation in Kenya is conditional on the strengthening and funding of public-private
“initiatives aimed at building a digifally-savvy workforce”. These inifiatives include “basic digital literacy for all
citizens, reform of the formal education system and [the infroductfion of] alternative learing methods to bridge
the skills gap”.®

School girls in class in Western Kenya

In part, this may require a change in emphasis — away from increasing access to formal education towards
improving the country’s vocational training offer. In an inferview for this report, Adam Grunewald, CEO of Lynk,
highlighted the need for greater public-private collaboration in this area, outlining how the digital platform he set
up had to effectively assume responsibility regarding “vocational training, standard and price setting, and act as
an agency to which disappointing service delivery can be reported”.






PART B:
IMPACT OF COVID-19 ON SOCIETY AND
FUTURE OF WORK IN KENYA

COVID-19 and its fallout poses a major threat to
livelihoods across Africa.

According to early analysis conducted by McKinsey, the
jobs and incomes of 150 million people (i.e. a third of the
continent’s workforce| are at risk of being lost, with formal
and informal workers in refail, wholesale, manufacturing,
construction and hospitality set to be the worst affected.®
As a consequence of the pandemic, the Institute of Security
Studies estimated that an additional 14 million Africans
would become extremely poor in 2020 and that 38-70
million more people than previously forecast will live in
extreme poverty by 2030.%

In Kenya, the external economic shock combined with a
strict domestic lockdown led to mass job losses. According
to a survey of 127 businesses across 17 sectors conducted
by the Kenya Private Sector Alliance in April 2020, 81%
of firms claimed COVID-19 impacted their operations and
54% reported redundancies (with smaller firms and those
working in agriculture, tourism, construction, security and
the arts more likely to have let staff go).%® By June 2020,
media outlefs were reporting that the pandemic had
rendered at least 1 million people in Kenya unemployed,
plunging the country info a jobs crisis.*” As a knock-on
effect of this development, the Central Bank of Kenya
believes 65% of borrowers are likely to default on their
loans in 2020.7° In addition, a survey by the Kenya
National Bureau of Stafistics found 70% of households
are struggling to pay rent”! As a result, large numbers of
people are opting fo move in fogether or shift from city
cenfres to safellite fowns in search of affordable housing.

According to a survey of 2,500 people in Kenya, Nigerig,
Cote D'Ivoire, Mozambique and South Africa conducted
by GeoPoll, COVID-19 may enirench pre-existing
socioeconomic inequalities, as the informal sector and
those eaming low incomes have been disproportionately
affected.”? Indeed, individuals relying on informal activities
- such as street sellers and agricultural labourers - are
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facing higher degrees of uncertainty and have reported
more significant losses of income, with 42% of informal
workers forced to pay their expenses via loans or credit. In
a survey of Nairobi's low-income neighbourhoods during
lockdown, the vast majority of respondents reported a
reduction in income (95%) and almost a third stated they
had experienced hunger, highlighting the fragility of many
urban livelihoods.”



According to African Arguments, some 8,000 people
were evicted from informal setilements in the capital amid
the pandemic, bringing fo the fore longstanding concerns
regarding land ownership and affordable housing in the
city.” Moreover, in addition to suffering greater economic
hardship in the short-term, the poorer members of society
in Kenya are likely to be particularly disadvantaged by
the closure of schools and cancellation of the school year,
which will have long-term implications for inequality in the
country.”” Poorer and more rural students have struggled
fo maintain their education via remote learning, while the
World Food Programme estimates 1.8 million children
have been missing out on meals they would have been
served af school.”®

In response to COVID-19 and its immediate impact

on the economy, the government instituted an array of
fiscal policies in March 2020, such as offering 100%
income tax relief for persons earning below KSH 24K
per month; reducing the fop band tax rate for individuals
and corporations (from 30% to 25%); easing the turnover
tax rate for SMEs (from 3% to 1%); and slashing VAT
across the board (16% to 14%). While this initial stimulus
was sizeable, the World Bank (2020b) was quick to
point out the regressive nature of the measures, which
mainly targefed the formal economy and benefited
salaried workers.”” Indeed, one newspaper editorial

outlined how the tax breaks were likely to exacerbate
inequality in Kenya, as the maijority of workers — operafing
hand-to-mouth in the informal sector — were effectively

A health worker disinfects a market in Nairobi

excluded from support.”® To a degree, GeoPoll’s survey
— which includes respondents from Kenya — confirms that
governments across Africa have struggled to reach large
swathes of the population with aid: out of 2,500 people,
only 17% claimed to have received any sort of assistance
during the crisis, with government support lagging behind
support from friends and family.””

InJune 2020, the government in Kenya turned ifs affention
to the plight of the country’s youth. Even before the crisis,
youth unemployment was a major issue, with some 39% of
young people (i.e. 5.3 million / 13.8 million) out of work
in 2019.8 Following the outbreak of COVID-19, the Kenya
National Bureau of Stafisfics believes some 771,439
young people were laid off (as of June 2020), indicative
of the particularly precarious position the youth occupies
in the country’s economy.?’ The government's KSH 10
billion Kazi Mtaani programme aims to remedy this state of
affairs, providing a daily stipend (KSH 455) to 270,000
young people and encouraging engagement with
community development projects. While the intervention
has had a broadly positive impact, administrative aspects
have undermined the programme in certain instances,

with protfests erupting in Kiambu and across the Rift Valley
over delayed and reduced payments. A short-term fix, the
programme has also been criticised for lacking a well-
defined roadmap. Over the long-term, it remains unclear
how the government intends to economically (re)integrate
Kenya's fastest-growing demographic group.
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PART C:
CONCLUSION

The pace of urbanisation needs to slow to enable
infrastructure and housing investments to catch up.
Agricultural fransformation is key to managing the pace of
change, with digital technologies as a key enabler.

Abraham Muthogo, CEO of Miradi Capital, believes
agriculture — the "backbone” of the country’s economy

— could be a significant source of quality employment

if the sector is effectively modernised: "[At the moment]
there are not enough employment opportunities to go
around [in rural areas], resulting in underemployment and
unemployment. The only way out of this is to grow value
chains around agriculture”. Agriculture, which accounts for
56% of employment, continues to suffer from an ‘image’

problem and is typically associated with poor pay and
hard livelihoods.®

A few technology-driven agribusinesses appear

set to disrupt the status quo, reducing the number of
intermediaries in value chains and empowering producers
and consumers alike. Domestic start-ups like iProcure,
Twiga Foods, InspiraFarms, Digifarms and Apollo

Agriculture are supporting the country’s emergence as a

Workers harvest roses for export to the European market
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regional hub of innovation in agricultural and input markets
and could help raise the productivity and incomes of rural

farmers; enhance the country’s food security; and slow the
pace of urbanisation.

Technological innovation is primarily an enabler, however,
and will not solve the challenge of raising agricultural
productivity in Kenya on its own. To do this, it requires
concerted effort on the part of government, the private
sector and development partners with emphasis placed
on improving diminishing soil fertility, making strategic
investments in agro-processing, as well as developing
more effective systems to provide advice and relevant
inputs o farmers. The secfor also requires more finance

to flow info relatively small-scale agriculture to upgrade
production systems, tackle issues of poor soil health and
enable irrigation. The government’s current roadmap, the
Agricultural Sector Growth and Transformation Strategy
outlines a coherent blueprint for action, but will require
significant financial investment and political mobilisation in
order for ifs vision fo come to fruition.




o

Workers at a tiles manufacturing company in Kajiado County

There is a need to focus on sectors that will kickstart
widespread growth and create millions of jobs in the
future.

There is a clear need to focus on driving rapid growth in
secfors that could generate widespread jobs af scale. The
million-dollar question is: where are these jobs going o
come from? In Kenya, formal employment in manufacturing
— the traditional engine of industrialisation and economic
transformation — has been limited by various barriers,

such as the high cost of power and labour, as well as a
credit-constrained private sector. Global frends such as
digitalised production and automation may also represent
headwinds to Kenya's further integration info global value
chains. Given the size of the secfor and the dominance

of the local beverages industry within it, Kenya has been
somewhat insulated from the impact of greater automation
in advanced economies to date, but this could change in
the coming decades as the window of opportunity to build
internationally competitive industries begins to close.8

In the medium-term, the region may benefit from being
considered a responsible investment destination, due fo
relatively strong labour protections, an area of increased
importance as large textile buyers are under increased
pressure for fransparency in their supply chains.

There is a growing chorus of voices that have suggested
that taking @ more continental and regional approach

to expanding Kenya's manufacturing base might be an
alternative fo further international infegration, leveraging
the country's existing industrial base to foke advantage of
the impending African Continental Free Trade Agreement
(AFCFTA). Commentators at Brookings, for example,
have argued that a greater focus on building Regional
Value Chains (RVCs) for exported commodities would
offer opportunities to accelerate diversification, adapt to
economic shocks, as well as mitigate the climate impacts
of industry.8> However, for the majority of manufacturing
sectors, rapid growth will likely still require substantial
inward investments focused on large-scale international
export markefs.

Lastly, transformative growth in any sector requires
concerted government action and, as with other
developing countries, the pandemic may have opened

a window of opportunity for Kenya to pursue a more
targeted approach to sector development. According

fo commentators af the Tony Blair Insfitute for Global
Change, this should involve the use of what they term
‘smart” industrial policy that, as opposed to import
substitution, focused on export-oriented, market-based
strategies that channel resources to employment infensive,
growth-enhancing industries such as agro-processing, light
manufacturing, technology services, and tourism
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Technology
Taking advantage of the tech revolution

PART A: UNDERLYING TRENDS

Set to scale at a rapid pace, technology firms in Kenya are helping serve
previously unmet needs.

Commercial investiment is now pouring info Nairobi, as the so-called “Silicon Savannah”. In particular, the
capital’s fintech firms are flourishing.

Agtech is an exciting sector which may approach commercial sustainability soon - owing to increasing product

maturity and the digital literacy of younger farmers.

Enabling greater financial inclusion and new business models, mobile
money will continue to play a transformative role in the Kenyan economy.

Mobile money is now a significant force in the Kenyan economy, with the potential to drive financial inclusion
and development.

However, while mobile money is formalising loan practices in Kenya, there is an emerging trend of individuals
facing digital debt stress, illusirating the need for greater regulation of the market.

In a bid to increase efficiency and transparency, more and more government services are being delivered online.

PART B: IMPACT OF COVID-19 ON TECHNOLOGY IN KENYA

COVID-19 has inspired the expansion of e-commerce; highlighted the
importance of mobile money; and prompted technology-enabled health
and social welfare interventions.

PART C: CONCLUSION

What might a greater emphasis on technology mean for economic
transformation?

Aglech will be a challenging nut to crack, but there are promising signs of rapid innovation, with export-oriented
sectors leading the way.

Policy currently lags behind technological innovation, hindering the acceleration of progress.
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PART A:
UNDERLYING TRENDS

Set to scale at a rapid pace, technology
firms in Kenya are helping serve previously

unmet needs.

Commercial investment is now pouring
into Nairobi as the so-called “Silicon
Savannah”. In particular, the capital’s
fintech firms are flourishing.

Over the last decade, Kenya's information and
communications technology (ICT) sector has flourished.
Indeed, the sector has recorded annual growth of 10.8%
since 2016 and has - according to the World Bank
(2019¢) - become “an important source of economic
dynamism and job creation”, delivering “significant

spill-over benefits across nearly every sector.”’

Today, Kenya is home to one of sub-Saharan Africa’s most
advanced technology ecosystems and boasts the region's
"most prominent fintech success stories”, according to
Ernst and Young.? A number of factors have inspired
Nairobi’s establishment as a technology hub, including:

* Kenya's early and comprehensive adoption of mobile
technology which, according to Patrick Ndeda, Director
of JamboPay, “paved the way for the country’s finfech
revolufion.”

* The widespread use of mobile money, enabled
primarily by Safaricom’s M-PESA platform, which

catalysed innovation in pay-as-you-go services.

* The country’s relatively good internet coverage in urban
areas, well-educated population and diverse economy.
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In recent years, investment in Kenya's fintech firms has
increased dramatically, with impact and angel investors
gradually giving way to venture capital and foreign direct
investment (FDI) as the sector matures. From 2010 to 2017
firms in the country raised $204 million, some 98.5% of all
fintech investment in East Africa.* According to the GSMA,
fintech investment across Africa nearly quadrupled in
2018, with Kenya, South Africa and Nigeria enjoying

the lion’s share.

Nairobi-based early-stage fintech firms are being
infernationally recognised for their cutting-edge
technology and innovation. In June 2018, BitPesa (a digital
foreign exchange and payments platform) and CarePay
(a digital payments platform specifically for healthcare)
were the only African firms included in the World Economic
Forum’s “Technology Pioneers Cohort” in 2018.°

Looking to the future, Ernst and Young reach an optimistic
conclusion regarding fintech in Kenya, suggesting the
sector is attracting “a steady rise of international invesfors”
as well as generating “interest amongst international
technology players [who are] keen to invest in accelerator
programs led by VISA, Microsoft and Barclays."”

While the rapid development of the fintech sector has been
impressive, the World Bank sounds a note of caution with
regard fo Kenya's “digital revolution”, arguing that “much
more remains to be done” in order for the country to stay
ahead and reap transformational rewards. With an eye
on Kenya's fast-growing working-age population, they
conclude that the “impressive performance in churning

out innovative (...) start-up (...) digital ventures needs to be
matched with a higher {...) rate of graduation to growth
stage. [This will] generate the enterprises that will have a
big impact on overall economic growth and job creation.”



There are signs that Kenya's agtech sector is graduating
from its start-up phase to a growth phase. Since agriculture
accounts for ¢. 25% of Kenya's GDP and employs two-
thirds of the population, agtech has the potential to deliver
fransformational growth and impact. While the sector
originally focused on increasing farm productivity by
sharing price data and best practices via digital platforms,
agtech firms now offer a suite of services to smallholders
which include linking them with local markets.

Eline Blaauboer, @ Managing Partner at Safaricom

Spark Venture Fund, is particularly confident about the
commercial viability of business-to-business agtech
start-ups (i.e. those addressing supply chain issues and
lending and insurance for farmers). In an interview for this
report, Blaauboer highlighted how “viable businesses with
attractive financial models” are now hamessing the support
of large corporates.”® For example, in October 2019
Twiga Foods raised $30 million in a funding round led

by US investment bank Goldman Sachs."

At present, agtech firms are facing challenges as they
attempt to scale: a recent review of agtech in Kenya
suggests just 42% of registered farmers and pastoralists
use digital solutions “with any frequency.””? However,
Russell Southwood, CEO of Balancing Act (a research
and consultancy firm focused on technology in Africal,
indicated in an interview for this report that demand is
sef to rise over the short- and medium-term as products
mature and behaviours change.

Increasing product maturity

When discussing the maturation of agtech in Kenya,
Southwood referred to M-PESA's journey, highlighting

the length of time it took for the leading mobile payments
firm to become financially viable and develop a
comprehensive set of services. He believes the agtech
secfor is only now starting to deliver products capable

of meeting market demands. Kikonde Mwatela, COO

of Twiga Foods (a platform that links farmers to formal
markets), effectively supported Southwood's argument

as he outlined how the firm is evolving to suit customer
preferences: “smallholder farmers prefer an in-person
service and farmers are willing fo pay for that - but not [for
something] intangible. Therefore, there is more traction if
[our] service is linked to product acquisition ~ for example
offering farmers a service that provides traceability for

fertiliser sales."™

A sector assessment in 2018 /19 found agtech services
are becoming more diverse and firms are reaching
commercial sustainability, as they meet market demands
regarding linkages, access to finance, supply chain
management and farming insights.”* Exciting firms in this
space in Kenya include:

iProcure — the largest agricultural supply chain platform
in Africa. The firm provides procurement and last mile
distribution services, as well as information management
systems and data-driven stock management tools.

DigiFarm - an off-shoot of Safaricom, this is an
agribusiness solution tailored for smallholder farmers.
The firm provides farmers with access to finance, quality
inputs at a discount and information on different crops
and livestock.

Apollo Agriculture - a firm using agronomic machine
learning, remote sensing and mobile phones to
efficiently deliver finance, farm products and tailored
advice to smallholders

Farmers Pride — an app that connects farmers with
reputable agricultural suppliers in rural Kenya. The
app allows farmers to submit product feedback to
manufacturers.

Behaviour change

According to Southwood, demand for the first generation
of agtech solutions was low owing to agriculture’s
demographic and financial makeup: “many smallholder
farmers are elderly and have limited basic as well as
digital literacy. [In addition], there are competing demands
on the limited funds of smallholders.” Although these
structural factors are unlikely to change in the short-term,
Southwood emphasised how “behaviours and atfitudes”
are shifting. Indeed, the use of agtech platforms is much
higher among younger farmers, suggesting product
demand will rise over time."

In the medium- and long-term, as agtech platforms

affect the lives of millions of Kenyans, analysts expect
three trends to emerge. Firstly, as income opportunities in
agriculture rise as a result of technological innovations,
the outflow of young people from agriculture and rural
areas may slow or even reverse.”® Secondly, as agri-SMEs
benefit from a more competitive supply chain and sector
structure, a growing number of domestic firms may make
inroads in regional or global export markets."” Finally,

as digitalisation drives business formalisation, revenue
generation from agriculture is expected to rise and have a
significant positive impact on Kenya's finances.'®
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Snapshot: How might Kenya transition from regional to global tech-hub?

According to the World Bank, the development dividend of a successful tech sector is significant: in sub-Saharan
Africa, digital transformation at a country-level is expected to increase growth by nearly 2% p.a. and reduce
poverty by 1% p.a. If digital transformation efforts are paired with human capital investment, the dividend could

be doubled.”

The realisation of Kenya's potential as a global tech-hub will rely on “very deliberate policy positions”,
according to Humphrey Wattanga, the Vice-Chair of Kenya's Commission on Revenue Allocation. Wattanga
believes “"there are many innovations happening [in Kenya] but they never cross the next step in scale — the
market has evolved as far as it can organically."?° looking to the future, policymakers will have to prioritise
the pursuit of a regional market and the attraction of commercial investment.

The pursuit of a regional market

The expanding footprint of Kenya's tech firms and the country’s emergence as a tech gateway fo East Africa
represent a major opportunity for the region. The World Bank estimates the implementation of a “single digital
market” in East Africa would “create an additional $1-2.6 billion (...) in GDP and (...) 1.6-4.5 million new jobs.”
The report suggests “the long-term prospects for Kenya's digital economy require a view outside its borders”,
owing to the potential “economies of scale and network effects.”? Launched in 2019, the Kenyan Digital
Blueprint represents a step in the right direction in this regard, outlining the government's commitment to fostering

digital links across Africa.

The attraction of commercial investment

According to the East Africa Venture Capital Association, about 70% of the investment in the region’s tech firms
between 2010 and 2017 was undertaken by impact investors interested partly in developmental outcomes.
However, as firms build their commercial frack records and the government establishes appropriate financial
vehicles, Kenya's domestic invesfors are expected to start providing risk capifal {alongside international capital

markets and multinational firms).#

In order to ensure tech firms are able to access finance and scale up, the public and private sector will have to
collaborate in the establishment of innovative financing methods. In this vein, Humphrey Wattanga stated that in
his role as a nominated advisor of the Nairobi Securities Exchange he is exploring an initiative with the Cabinet
Secretary for ICT regarding “special purpose acquisition vehicles. [These vehicles] would provide an avenue
for external investors fo invest in promising local innovations. Around 10 companies would be selected and we
would go through an initial public offering (IPO) within a controlled ecosystem. We would provide capital but
more importantly bring them fo market in a regulated environment and support them through our networks.”






Enabling greater financial inclusion and
new business models, mobile money will
continue to play a transformative role in

the Kenyan economy.

“Within sub-Saharan Africa, Kenya is the clear leader in mobile money adoption
and usage. Fintech is emerging as an engine of growth and a technological
enabler that fosters financial inclusion and economic development.”

Patrick Ndeda, Director of JamboPay

Mobile money is now a significant
force in the Kenyan economy, with the
potential to drive financial inclusion
and development.

Mobile money is driving financial inclusion in Kenya.

The FinAccess survey in 2019 — undertaken by FSD Kenya,
the Central Bank of Kenya and the Kenya National Bureau
of Stafisfics ~ found that 41% of the population had a

bank account [vs. 14% in 2006, the year before M-PESA
launched).?® Taking into account SACCOs, microfinance
institutions and other lenders, some 83% of Kenyans are
now considered to be financially included (vs. just 26.7%
in 20006). In particular, mobile money has led to the
formalisation of loan practices. Since 2012, the digital
credit market has expanded from one firm (M-Shwari) to
more than sixty. In November 2019, a study revealed over
six million people had received at least one digital loan
to meet day-fo-day needs or finance economic activities.*
Accelerating the frajectory of financial inclusion in Kenya,
mobile money has disrupted the country’s financial sector
and wider economy in fundamental ways. Indeed,
Safaricom infroduced M-PESA at a time when commercial
banks were rolling back their offer to low-income
customers, owing to concerns over profitability. Over

the last decade, technological innovation and intense
competition with digital platforms has resulted in traditional

54

banks re-engaging with the low-income population,
delivering a wider range of services.? In addition, firms
from a variety of sectors are now leveraging mobile money
to enhance the access to — and affordability of - their
goods and services. For example, M-KOPA has effectively
evolved from an off-grid solar company into a diversified
non-bank financial institution, selling equipment via

micro instalments.

Greater financial inclusion in Kenya is having a
developmental impact: while the IMF finds increased
access to credit facilities has “helped to smooth
consumption, reduce poverty and boost growth” in the
country, another piece of research specifies that mobile
money services have increased daily consumption for
194,000 households, thereby lifting them out of extreme
poverty.?® According to the authors of this latter study, “the
impacts, which are more pronounced for female-headed
households, appear to be driven by changes in financial
behaviour — in particular, increased financial resilience
and saving — and labour market outcomes, such as
occupational choice, especially for women, who moved
out of agriculture and into business.” Moreover, it is worth
noting the extent fo which mobile money is helping to
facilitate remittances from the country’s growing diaspora.
In part, the rise in remittances between 2014 and 2019
has been fuelled by growing competition among mobile
money providers, which has driven down fees (e.g. BitPesa
charges just 3% on fransactions) (see Figure 1).%
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While mobile money is formalising
loan practices in Kenya, there is an
emerging trend of individuals facing
digital debt stress, illustrating the need
for greater regulation of the market.

The growth of the mobile loan industry — which remains
largely self-regulated - has led to many individuals
borrowing at unsustainable levels. As Brian Kiai, Senior
Investment Professional at Cranemere Africa, observed
“there is a recent and increasing frend in the mass
populace for payments to be made in cash to avoid the
funds being automatically deducted from mobile money
accounts to which debt is linked.”? A report published by
FSD Kenya warned that “the absence of an overarching
credit legislation means that part of the credit market is
not regulated. To an extent, this has contributed to the
proliferation of non-bank digital lenders that leverage
the relative ease of publishing mobile applications to
provide instant digital loans. And when there are people
who find it easy to borrow, it means that they are likely to
easily fall info debt stress when checks and balances are

not in place.”??

To reap the economic benefits of a functioning loan system
and insure against unsustainable levels of personal debt,

Anzetse Were called for smart and responsive regulation:
“even as we drive innovation, it is important that we ensure

2014 2015 2016 2017 2018

consumers are not harmed.” Moves are now being made
in this direction, with a new bill being shepherded through
the legislature that seeks to allow the Central Bank of
Kenya to regulate digital lenders. According to Kevin
Mutiso, the chairman of the Digital Lenders Association

of Kenya, "it will bring sanity to the industry.”*°

"EVEN AS

WE DRIVE
INNOVATION,

IT IS IMPORTANT
THAT WE ENSURE
CONSUMERS ARE
NOT HARMED.

Anzetse Were, Senior Economist,
Financial Sector Deepening (FSD) Kenya
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In a bid to increase efficiency and

\/\/H | |_E TH E transparency, more and more

government services are being

U PTA KE O |: delivered online.
FE-GOVERNMENT The digitalisation of public services has advanced

¢ considerably since 2014, when a faskforce on digital
S E R\/ | C E S | N payments was formed. In May 2019, the government

. committed to developing an effective online portal,

- launching the Kenyan Digital Blueprint at the

K E N YA | S ST | L L Lr.orjsﬂorm Africa summit. The first pillar of this plan is
1 R E LAT | \/ E LY LOW// igital government.

The current administration has delivered a number of

L e initiatives, including: bsite:
ACCORDING  onine b of some 42 senios nown s “eCzen)

an open data platform that contains census data and

TO T H E \/\/O R |_ D govermnment reports; and one-stop shops (“Huduma”

. centres) for those who need tailored support to access
B A N K | ‘|’ |_| AS - online services.®' In 2016, the Kenya National Bureau of
/ . Stafistics conducted a survey of public insfitutions, finding
- 43% had implemented e-govemnment inifiatives and

| N C R EAS E D | N 21% could handle mobile phone payments.®
R E C E N T Y EA R S While the uptake of e-government services in Kenya is

- still "relatively low” according to the World Bank, it has
--------------------------------------------------------------------------------------------------------- . increased in recent years. The Kenya Revenue Authority’s

- M-Senvice offers a case in point: launched in 2014, the

mobile app went from handling 1411 payments (KSH

523 million) in its first year to 40,000 payments (KSH
?zm : = B - 714 million) in 2016.% Since 2015, the proportion of tax
- revenue submitted through the app has steadily increased,
which suggests trust in the service is slowly growing.

While Kenya boasts many success stories, the digitalisation
of some government services has been subject fo
examples of corruption. Although the Integrated Financial
Management Information System was intended to enhance
the traceability of government expenditure, the system

w““lm““cm’ el e e was open to manipulation, as illustrated by the scandal
{Sh o o o involving fake payments at the National Youth Service.®
WHY ECITIZEN? . R
oo Coeeres S CipCIap ! . Despite setbacks, the building blocks for e-government
Single Sign-on Canvenience . arein place and promise to increase accountability
One account ia 5l you nesd, & Sl usemame B Pay using mobse money, et Cards snd cnbe o )
e e bty oms and efficiency over time. To accelerate progress, a
Hotifications 3 Onling Services :
R pmaats PRt spknsontoron, sk o i © recent report by the Centre for Global Development
mppleation has progressed parmi in POF S from whenmeer you are. :

Policy recommends that the government refocuses its
policy implementation; improves coordination between

Get your account NOW

departments; and addresses connectivity challenges.*
The eCitizen online hub.
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PART B:
IMPACT OF COVID-19 ON
TECHNOLOGY IN KENYA

COVID-19 has inspired the expansion of
e-commerce; highlighted the importance of
mobile money; and prompted technology-
enabled health and social welfare interventions

While early estimates suggest funding for start-ups in Africa
would fall by 40% in 2020 as a result of COVID-19 and
the global economic downturn, the pandemic appears

to have accelerated the uptake of technology on the
continent and changed perceptions regarding its long-term
potential.”” As a result of social distancing requirements,
e-commerce, mobile payments and big data analysis have
played critical roles in enabling economies to function

and governments to respond.

The crisis has accelerated the market penetration of
e-commerce in Africa. As esfablished retailers closed
and city traffic disappeared following the inifial
outbreak, online markefplaces were effectively handed
an opportunity to prove their worth to house-bound
consumers. Jumia, Africa’s largest operator, reported
unprecedented interest from new potential sellers and
Sokowatch, a firm in East Africa digitally linking informal
kiosks with products, has boosted its sign-up rate and
claimed a larger share of stock in its pariner stores.*®
According to a report Africa Tech, “These changes are
here to stay, online shoppers plan to continue shopping
online. So traditional retailers have to change their
business models or risk becoming obsolete.”*

In addition to e-commerce, the personal and business use
of mobile money has been actively promoted over the
course of the crisis, given the safety concerns regarding
cash. In a move replicated across East Africa, the Central
Bank of Kenya waived fees on mobile money transfers
under KSH 1,000 in March 2020 to cushion vulnerable
households. As a result, the Central Bank estimates that
1.6 million additional customers have used the channel
(as of June 2020).4° Furthermore, in a bid to aid business
continuity, mobile money providers have flexed in
significant ways, increasing transaction and balance
limits for SMEs and establishing COVID-19-specific loan
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facilities.*! Indeed, as social distancing becomes part of
the fabric of life for the foreseeable future, e-commerce

and mobile money are likely to cement their increasingly
prominent position in economies across Africa.

As well as enabling economic exchange amid a supply
and demand shock, mobile technology has served to
strengthen health responses and - to some extent -
social safety nefs. For example, in collaboration

with the confinent’s major mobile networks, the UN
Economic Commission for Africa launched The Africa
Communications Information Platform in July 2020,

which aims to facilitate a two-way information exchange
between 600 million phone users and their governments.*?
Deploying big data analysis, the platform will yield
insights regarding the economic and health situation

on the continent fo enable policymakers to make more
informed decisions. For its part, Kenya's Ministry of Health
also intfroduced a web-based application to help trace
COVID-19 cases at a county-level, fraining dedicated
officials in the process.*

In an effort to support livelihoods in low-income, rural
areas, the government has also committed to rolling out
an electronic voucher scheme. Drawing on the World
Bank’s $1 billion pandemic-related loan package, the
scheme will leverage technology to enhance the targeting
of agricultural input subsidies.** Other social welfare
inferventions of note include organisations like Give
Directly transferring mobile money to support households
and Grassroots Economics launching a cryptocurrency
to supplement depleted incomes in Mukuru Kayaba, a
low-income neighbourhood in Nairobi.** Although such
schemes have been relatively small-scale during the
COVID-19 crisis, they serve to highlight the potential of
technology to fransform the delivery of socioeconomic
support in Kenya over the long-term.



N

Online shopping in Kenya is on the increase.

While there are several positive stories to tell about the
role of technology in Kenya's response to COVID-19, the
online economy’s fragility was laid bare by the initial shock
of the virus, as the country’s workforce of on-demand
drivers were left unemployed for a period of months and
65,000 listings on Airbnb were unused.*® Moreover,

as Reuters Institute's Digital News Report (2020) makes
clear, messaging platforms like WhatsApp — while vital in
terms of connecting communities - may have undermined
the public’s understanding of COVID-19 by amplifying
misinformation.*” Indeed, 76% of survey respondents in

Kenya were concerned that they were unable to determine

what is “fake news”.

E-COMMERCE,
MOBILE PAYMENTS
AND BIG DATA
ANALYSIS

HAVE PLAYED
CRITICAL ROLES

IN ENABLING
FCONOMIES

TO FUNCTION.



PART C:
CONCLUSION

What might a greater emphasis on technology
mean for economic transformation?

Policy currently lags behind
technological innovation, hindering
the acceleration of progress.

While the agtech ecosystem has been largely
commercially led, it requires government oversight. To date,
this has not yet been happening. Ewart Salins, General
Manager at Dry Associates Investment Bank, observed:
"the technology scene in Kenya could be vibrant with
multi-billion indigenous companies (...) but {...) there are
[policy] gaps regarding access to capital, intellectual
property, business literacy and the path to global markets.”.
In interviews with Dennis ltumbi (former Secretary of
Innovation, Digital and Diaspora Communication), Anzetse
Were (development economist at FSD Kenyal, Patrick
Ndeda and Humphrey Wattanga, a variety of these gaps
were identified, such as the legal framework governing
digital rights, taxation and the registration of innovations;
tax incentives; and the limited number of incubator
programmes and accelerators.

Lucy Kioko, Deputy Director of Production Services for
Gatsby Africa’s Kenya Commercial Forestry Programme
(KCFP) and former staff at Agrifin Accelerate, agreed
that there has been a lag in policy making, which she
argues has been driven in part due to the rapid nature of
change in the digiftal space. She notes that this was also
frue during the early days of M-PESA, when there was no
policy and regulation on digital money transfer in place,
including data and consumer protection, but the Central
Bank of Kenya was supportive. Regulation and policy had
to play catch up. As Jonas Tesfu, CEO and Co-founder of
Pangea Accelerator, put if, “If we want a more innovative
ecosystem and transformative change, we need to support
policy-makers in enabling it to occur.”*® This will require
closer linkages between technology operators and
regulators and the generation of a solid evidence base

to guide informed decision-making.
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"THE TECH
SCENE IN
KENYA COULD
BE VIBRANT WITH
MULTI-BILLION
INDIGENOUS
COMPANIES...”

Ewart Salins, General Manager, Dry Associates



A farmer using a tablet to help manage crops.

Agtech will be a challenging nut to
crack, but there are promising signs of
rapid innovation, with export-oriented
sectors leading the way.

As this chapter has highlighted, there are some promising
signs of innovation, with iProcure, DigiFarm and others
driving a host of digitally enabled solutions across
Kenya's agricultural landscape. As GSMA notes, Kenya
has more agtech enterprises and users than any other
Sub-Sahara African country with ... (o)ver 100 solutions
are in the market — 31% of operators on the continent.””
Nonetheless, the field is fairly nascent. As Lucy Kioko put it,
"Agtech is where fintech was ten years ago.”*° She argues
that farmers will need a host of enabling factors - such as
good roads, access to quality seed, extension services,
and effective logistics and transportation services — for
e-commerce platforms to really drive value for farmers
moving forward. This is happening in the fea secfor, where
digital payments and loans are being put info effect

with great success, where the secfor can leverage its
investments in essential primary factors first before ufilising
tech as an efficiency enabler. With a massive number of
new firms entering the market and only a few showing
signs of promise in terms of commercial sustainability,
impact and scale, there is likely need to greater market
consolidation in the near future.

Monetising these platforms in agriculture will not be easy,
but there is evidence of a positive trend. For example, in
the inputs market, iProcure has been able to utilise a retail
management system, offered to 700 agro-dealers for
free, as a means of gathering data on their stock flows

in order to reduce sfock-outs and keep its own supply
more efficient, and thus profitable. This type of upstream
technological innovation has benefits for farmers in that it
ultimately provides them with better access to the products
they are demanding. They have been able to benefit from
an acfive field force, highlighting that, inevitably, ‘boots
on the ground’ are needed in some form or other to reach
farmers with the full range of services that they need.

Ultimately, technology has a role to play and the ongoing
innovations in this space in Kenya will support more rapid
progress, but it will need concerted focus on the specific
challenges facing each value chain or sub-sector o see
full transformation of agriculture, given differences in output
markefs, issues of price fransparency, standards, advice,
as well as policy and regulatory barriers to growth.
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Finance
A pandemic amidst an imminent cebt crunch

PART A: UNDERLYING TRENDS

Owing to unproductive spending and a growing dependence on commerecial
loans, Kenya is facing a potential debt crisis.

Kenya's debt has been rising since 2013 and growing inferest costs are placing downward pressure on
government spending.

Kenya's rising debt level has been caused by — among other things — unproductive spending.

Over the long-term, certain factors may help avert a debt crisis, such as the attraction of private sector investment,
the discovery of oil and demands from youth for fiscal accountability.

PART B: IMPACT OF COVID-192 ON FINANCE IN KENYA

COVID-19 has placed further strain on Kenya's challenging financial
situation.

PART C: CONCLUSION
What might a deeper deficit mean for economic transformation?
Narrowing fiscal space may put political pressure on reform efforts already underway.

Kenya will need investment to boost private sector growth, alleviate fiscal pressure, and put the country on a
path to transformative growth.

Channeling appropriate finance requires a clear vision and prioritising strategic projects in the right sectors.
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PART A:
UNDERLYING TRENDS

Owing to unproductive spending and a
growing dependence on commercial loans,
Kenya is facing a potential debt crisis.

Kenya’s debt has been rising since
2013 and growing interest costs
are placing downward pressure
on government spending

Kenya's debt has been a growing cause of infernational
and local concern, rising from roughly 48% of GDP

in 2013/14 to 65% in March 2021 (see Figure 1).

In October 2018, the IMF adjusted Kenya's debt risk from
"low” to “moderate” and claimed the “higher level of
debt, together with rising reliance on non-concessional
borrowing, have raised fiscal vulnerabilities.”? They have
since adjusted this risk level from "moderate” to "high.”

The composition of Kenya's external debt has changed
significantly in recent years, with a growing share held

by commercial banks (see Figure 2). In part, this trend

has been friggered by Kenya's “lower middle-income”
classification in 2014, which curtailed the country’s access
to concessionary finance. It has also involved a trend
towards preference for syndicated loans, where the current
administration accessing nine such loans, as compared

fo one under previous president Mwai Kibaki. These have
been borrowed from Standard Bank, Standard Chartered
Bank, Citi Bank, Trade Development Bank (former PTA
Bank), Hong Kong & Shanghai Banking Corporation
(HSBC), and Qatar National Bank.?

Long-Term Trend in The Share of Kenya's Total Public Debt to GDP (1999-2018)
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Composition of Kenya's External Debt (2013-2018)
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According to the World Bank (2019), 46.4% of Kenya's
deficit has been financed by external borrowing, with the
currenf government fumning fo infernational capital markefs
and issuing three significant Eurobonds ($2 billion in 2014,
$2 billion in 2018 and $2.1 billion in 2019). This has left
Kenya vulnerable to shifts in international markets and
exchange rates: as of December 2018, 71.3% of external
public debt was denominated in US dollars.#

In addition, around 68% of Kenya's bilateral debt now
originates from China, most of which has been extended
on commercial — or near-commercial - terms.” The risks
posed by these commercial loans became apparent in
January 2020, following the end of a five-year grace
period on the credit provided by China's Exim Bank for the
Standard Gauge Railway (SGR). Debt service payments
rose 130% in 2019 /20, totalling KSH 71.5 billion (up
from KSH 31 billion in 2018 /2019).¢ Loan repayments for
the project are expected to increase to KSH 84.3 billion
in 2020/2021 and to KSH 111.4 billion in 2021 /227
Business Daily has reported that the original loan was
offered at an interest rate of 5.6%, which is around 3.6%
higher than the six-month average of the London Interbank
Offered Rate (LIBOR).®

June 16 June 18

June 17

@ Bilateral @ Muliilateral

Prior to the COVID-19 crisis, Kenya was approaching a
debt to GDP ratio of 60% and - according to economist
David Ndii - the county’s capacity to service this debt was
"approaching distress thresholds.”® Ndii outlines how the
interest cost of Kenya's debt "has nearly doubled in five
years.” In addition, foreign debt service costs measured
against export earnings have increased five-fold over the
same period (rising from 4% to 20% of export earnings).”°

The country’s obligation to service its debts is affecting the
government's ability fo spend on development, which in
turn is fuelling public concer. In February 2019, Joshua
Musimi, a Director at the Office of the Controller of
Budget, regarded the situation as “unsustainable” as the
2019/20 budget allocated KSH 1.1 frillion to servicing
debt, an equivalent of 61% of total projected tax collection
of Sh1.87 trillion, leaving just KSH 770 billion to recurrent
and development expenditure.”
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Expenditure, Revenue & Fiscal Deficit as % of GDP (2010-2017)
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Kenya's rising debt level has been
caused by — among other things —
unproductive spending

According to budgetary analysis conducted by the Institute
of Economic Affairs (2019a), government expenditure

has expanded from 22.3% of GDP in 2008 /09 to 27%

in 2017 /18. In recent years, spending has significantly
outstripped revenue collection (see Figure 3).

In Kenya, government expenditure is mostly dedicated

fo recurrent costs — such as the public sector wage bill -
rather than development projects.”? In an interview for this
report, Ewart Salins, General Manager at Dry Associates
Investment Bank, suggested a "bloated civil service |...)
at central and country level” plus “fiscal leakages” are
driving unproductive spending.

Analysis conducted by the World Bank (2019) supports
this view and the report arrives af the following
recommendation: “improving public wage bill
management is imperative [in order] to create the needed
fiscal space to fund public programmes.” As a percentage
of GDP, the country’s public wage bill is higher than
regional neighbours and every expenditure category —
including basic salary, employment allowances and
pension benefits — which have all risen between 2013/ 14
and 2017/18." According to the report, this growth has
been driven by a rise in the average wage per worker
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and an increase in overall headcount (especially af
county level following devolution, an issue we explore in
our chapter on politics). In a bid to control the wage bill,
reforms were infroduced in 2019, including the introduction
of three-year renewable contracts for new civil servants.”

In large part, the government has justified the country's
borrowing and spending on the basis that public investment
in large-scale infrastructure will facilitate long-term
economic growth, which will in turn finance debts.'® While
Kenya's GDP growth has maintained a strong frajectory in
recent years, many large-scale public projects have been
"politically-driven and of questionable economic viability”,
according to Mathias Muindi, a political risk analyst.” For
example, as previously illustrated, the Standard Gauge
Railway is often cited as an example of a large-scale
public project with inflated costs and debatable economic
returns. Financed by China, the first phase of the railway
line from Mombasa to Nairobi was estimated to cost $3.6
billion. However, in April 2019 China refused to provide

a further $3.7 billion to extend the line from Naivasha to
the border with Uganda. According to John Mutua, an
economist at the Institute of Economic Affairs in Kenya,
"China shied away from the extension because they had
questions about its commercial viability.”"® This indicates

a shift in the nature of Chinese financing on large-scale
infrastructure projects, from a flexible model to one that
takes a closer look af the long-ferm financial viability of
the projects it is funding.






Over the long-term, certain factors
may help avert a debt crisis, such

as the attraction of private sector
investment, the discovery of oil and
the demand for fiscal accountability.

While Kenya's economy has been growing at a rate of
5% in recent years, the confribution of private sector
investment remains small and in decline, falling from

1.3% of GDP in 2009-2013 to 0.3% in 2013-2017. There
is evidence fo suggest such investment has been crowded
out by increases in public sector borrowing. In a recent
opinion piece for The Elephant, David Ndii highlighted
this clearly with analysis into Kenya's commercial banking
sector. He noted that between 2013-2018, the contribution
of government securities to bank profits increased from
37% 1o 108%, while in 2017 the sector saw a 40% drop
in profits overall due to the imposition of an interest rate
cap in late 2016 (see chart below).” Ndii summed up the
situation nicely: “With so much money to spend liberally,
frading with the government becomes the most profitable
business, diverting other economic services away from,
and inflating the costs for the private sector.”

In an interview for this report, Kwame Owino, CEO of
the Institute of Economic Affairs in Kenya, highlighted the
vital role private sector investment must play in sustaining

growth and ensuring fiscal stability: “Kenya cannot develop
without foreign direct investment (FDI). [At the moment]
firms in Kenya are too focused on being brokers to
govermnment fo really enhance productivity. Ideally, Kenya
[requires] $5 to $10 billion a year but this is not currently

a realistic target.” According to the World Bank (2020),
FDI'in Kenya amounted to $1.6 billion in 2018. However,
recent developments suggest the government is making a
concerted effort fo support foreign investment in the private
sector. For example, in early 2020 the Kenya Investment
Agency proposed fo fast frack citizenship for credible
foreign investors.?°

Moreover, the repeal of the interest rate cap in November
2019 represents a positive signal for the country’s domestic
investors. Infroduced in 2016, the cap set a ceiling on

loan rates (4% above the Central Bank of Kenya's rate).
As noted, the cap exacerbated a long-term trend of weak
lending to the country’s private sector. Smaller banks

were hit hardest by the rule change and lending to SMEs
effectively collapsed due to the cap. Indeed, the IMF
indicated in 2018 that Kenya must substantially modify or
remove the interest rate cap in order for a standby facility
to be extended.?’ The recent repeal of the cap is expected
to inject confidence into commercial banks, widen credit
access for SMEs and boost private sector growth.?
However, it is worth watching if interest rates rise rapidly
as a result, putting a further squeeze on struggling SMEs. %

Figure 4

Kenya banking industry profits and government securities interest income trend, Ksh.b
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Workers walk past storage tanks at Tullow Qil's Ngamia 8 drilling site in Lokichar, Turkana County, Kenya

In support of a positive outlook, some commentators
argue Kenya's recent discovery of 600 million barrels of
oil in Turkana has the potential — over the long-term - to
strengthen growth and ease the debi situation. Fuelling
excitement over the sector’s potential, Kenya complefed

its first export of oil in August 2019, a cargo of 240,000
barrels dispatched from the port of Mombasa under the
Early Oil Pilot Scheme. While the delivery of meaningful
export volumes will take time, oil exports are expected fo
improve Kenya's foreign currency and fiscal position in
10+ years — provided the government does not extensively
borrow against future revenues.?* However, the economic
benefit will only serve a generation: while Kenya will

earn roughly KSH 6.4 frillion from the oil in Turkana

(c. KSH 280 billion p.a.), the reserves will be depleted

in 23 years.? Benefits also need to be considered in
conjunction with the government's efforts to mitigate against
climate change and a growing emphasis on divestment
from the sector, emerging trends we touch on in further
detail in the environment chapter of this report.

In Kenya, the consistent mismatch between public
spending and revenue collection indicates there is a
structural issue with the budget process. According to
Caesar Mwangji, a Director at ICEA Lion Group, a
change in frajectory will require public pressure and the
implementation of a longer-term political agenda: “we
need a government with a long-term outlook. At present,
policies and investments are made for five-year cycles.”

Highlighting the positive political role the country's
growing youth population may play, experts interviewed
for this report expressed optimism regarding the fiscal
situation. Indeed, greater public awareness and pressure
is expected fo result in fiscal policy decision-makers
addressing the various drivers of debt over the long-ferm.
Jared Kangwana, a former member of the East African
legislative Assembly, observed that “people will stand
firm until the leaders come to their senses.” In addition,
Kennedy Odede, Co-Founder of Shining Hope for
Communities, stated: “the debt position will be resolved
in the next 10-15 years. The solution is the youth who
demand accountability.”
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PART B:
IMPACT OF COVID-19 ON
FINANCE IN KENYA

COVID-19 has placed further strain on Kenya'’s
challenging financial situation.

The COVID-19 pandemic has significantly impacted
economies in Africa: at the start of the crisis the IMF
projected a 1.5% drop in the continent's GDP for 2020,
as lockdowns, border closures and logistical bottlenecks
stifled the exchange of goods and services.? The reduction
in economic activity across Africa is set fo have major
implications for government budgets: over the course of
2020, the UN Conference on Trade and Development
estimated public revenue on the continent would shrink
by 5%.?” Adopting a long-term perspective, the Institute
for Security Studies {2020) believes the size of Africa’s
economy in a decade might be between $349-$643
billion smaller than what was forecast prior to the
pandemic, with GDP per capita only recovering fo
pre-COVID-19 levels in 2024. While some economies
have recovered faster than this initial projection, the
long-term impacts of the pandemic on the continent
going forward remains to be seen.

In Kenya, the crisis emerged at a fime when - according
to Oxfam, Christian Aid and Global Justice Now (2020) -
the government was set to spend considerably more

on servicing ifs debts in 2020 ($2.7 billion) than on
public healthcare (c. $1.86 billion p.a. in recent years).
Unsurprisingly, COVID-19 has placed further strain on the
country's challenging financial situation: as of July 2020,
Kenya's debt surpassed KSH 6.6 trillion (up from KSH

¢ trillion in December 2019) and the Treasury believes
annual debt repayments will exceed KSH 1 frillion in
2021 /2022 (up from KSH 227.58 billion in 2013/ 14) .28
These developments and the likelihood of dampened
growth over a prolonged period have prompted credit
agencies like S&P Global Ratings and Moody's to
downgrade Kenya's outlook from stable to negative.?”
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In the wake of the COVID-19 outbreak, the government
is in this position owing fo a combination of...

* _increased public spending (e.g. as part of the
2020/21 budget, the government has instituted a
wide-ranging stimulus package worth KSH 53.7
billion, which will support - inter alia — digital skills
programmes, the health system, the tourism sector,
manufacturers, climate initiatives, agribusiness

and smallholders).°

..lost tax receipts (e.g. the Parliamentary Budget Office
estimates that the government’s COVID-19-related tax
measures — such as the 2% reduction of VAT and the
5% cut of the top band rate - cost the public purse KSH
122.2 billion over the course of April - June 2020)

while have a regressive impact on taxation overall.*'

..and extensive borrowing (e.g. the IMF and World

Bank have transferred loans of KSH 79.6 billion and
KSH 1077 billion respectively to bolster the budget

and augment the health response).*?

In a bid to alleviate the immediate financial pressure,
Kenya has largely focused on securing debt relief from

its largest creditor, China, rather than seeking multilateral
support.®® For example, Kenya has refused to sign up to
the G20 initiative regarding the temporary suspension of
payment obligations, citing concerns that the deal would
negatively impact the country’s credit rating and curtail

its access fo international capital markets.3* China initially
resisted the country’s bilateral advances, claiming an
agreement would dishonour G20 conditiondlities on debt
relief. However, in January 2021, Kenya received a $245
million debt referral from China, easing financial pressure
on the country slightly.*



While COVID-19 has severely weakened Kenya's already
strained public finances for the foreseeable future, aspects
of the financial situation have been more positive. For
example, the Central Bank of Kenya estimates that the
current account deficit will remain stable this year at 5.8%
of GDP3¢ According to the instfitution, the low cost of oll
will “more than offset” the negative impact on exports

and remittances (remittances - Kenya's leading foreign
exchange earner — may fall by 12% this year as the
diaspora struggle amid a global economic downturn).¥

Moreover, while the profits of commercial banks dropped
7.7% in the first quarter of 2020,/21 compared to the

first quarter of 2019/20, the sector was able to rapidly
restructure KSH 679.6 billion in personal and corporate
loans as the pandemic took hold. According to Khusoko
(2020), domestic banks have exhibited resilience in the
face of COVID-19, owing to relatively strong liquidity
buffers and effective monetary easing.

IN'ABID TO
ALLEVIATE THE
IMMEDIATE
FINANCIAL
PRESSURE, KENYA
HAS LARGELY
FOCUSED ON
SECURING DEBT
RELIEF FROM

ITS LARGEST
CREDITOR, CHINA

. $ BN
M & - A o

- e

Kenyan President Uhuru Kenyatta with Chinese President Xi Jinping
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PART C:
CONCLUSION

What might a deeper deficit mean for
economic transformation?

A farmer tends to his crops near Mount Elgon National Park, Kenya

Narrowing fiscal space may put
political pressure on reform efforts
already underway.

As this chapter will have made clear, the Government of
Kenya's financial position is precarious and deteriorating,
with an increasing proportion of government spending
going to debt repayment and payroll over development
spending on healthcare, infrastructure, and education.
Indeed, Nation has recently reported that the country will
need to lift its current KSH 9 trillion debt ceiling to KSH

12 trillion for FY 2021-2022.% As recently as September
2020, Business Daily had reported that it would take two
years fo hit this ceiling, indicating how quickly the situation
is evolving.#°

While the frend is undoubtedly a froubling one, narrowing

fiscal space may also be seen as a force for increased
political pressure on reform efforts in the short to medium
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term. For example, the World Bank was able to push
through the use of an electronic voucher system to better
target the country’s agricultural inputs subsidy programme
as a requirement for a $1 billion COVID-19 loan facility,
greatly reducing the scope for rent capture in the system.*!

Related, the National Cereals and Production Board
had its price-setting function for key commodities such as
maize, revoked in a bid o reduce instances of corruption
and cartel behaviour.*? More recently, there has been a
concerted reform drive in the coffee and tea sectors, with
a new Tea Board being established, and the digitalisation
of tea and coffee auctions.* These efforts all have clear
and explicit presidential backing. Going forward, this
trend is likely to continue as political pressure to block
reform is overridden by the financial imperative to

cuf unproductive spending. However, an important
countertrend fo watch is the unfolding of the Building
Bridges Initiative, which if successful, is likely to increase

the size and cost of government.**



Kenya will need investment to boost
private sector growth, alleviate fiscal
pressure, and put the country on a
path to transformative growth.

Dirk Willem te Velde, Head of the International Economic
Development Group at the Overseas Development Institute
(ODI), noted that, “If a government has the right vision
and good projects, then finance will come.”** To date,

this has not always been the case, with the SGR as a
prime example mentioned earlier in this paper. Antoinette
Tesha, Textiles & Apparel Director at Msingi East Africa,
noted: “We definitely need these large-scale infrasfructure
projects. However, the important thing is that we need

fo get the price right and ensure we are focusing on the
right projects.”

On the positive side, we can see some examples of
investments going into previously underserved areas.

For example, the World Bank recently announced $750
million to support the upgrade of 365 km of the Isiolo-
Mandera Regional Road Corridor, a major transport
roufe linking fo the country's northeast to the rest of the
country.“ The government is also turning fo alternative
financing models to pay for large-scale projects, such
as the Nairobi Expressway, which will connect Jomo
Kenyatta International Airport to the Nairobi-Nakuru
highway. This project is being financed by a private-public
parinership involving the offer of a 27-year lease to the
China Road and Bridge Corporation (CRBC), who will
cover their investment by operating a toll service until

the road is transferred info state ownership.*’

Channeling appropriate finance
requires a clear vision and prioritising
strategic projects in the right sectors.

Dirk Willem te Velde emphasised the importance

of sector targefing in Kenya's public financing agenda:
"If you're thinking through current crisis, and better
recovery, you need to think about diversification

and getting info more complex value chains. More
targeting is needed, and public financing has a role
to play here.” This means channelling scarce public
financing to projects targeting key sectors with the
potential to crowd in foreign investors and create
spill-over benefits for the wider economy.

Unfortunately, foreign direct investment in particular is sfill
being driven towards a smaller number of capital, rather
than employment intensive sectors. According to the IFC
this has been focused in ICT, real estate, banking, retailing,
power generation, oil exploration, and mining in recent
years.*® The type of financing required to drive inclusive
growth in Kenya, i.e. that which is channelled to businesses
with high-growth potential in secfors that can generate
mass employment like manufacturing and agricultural, is
often unavailable due to a risk profile that is unappealing
to commercial sources of finance.** Going forward,

Kenya will need to unlock patient capital in these sectors
fo ignite employment-infensive growth.

A frain at its platform on Nairobi Terminus just before departure to Mombasa.
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Trade

In an uncertain time, Kenya looks

closer to home for partners

PART A: UNDERLYING TRENDS

Kenya has the potential to benefit from a growing commitment to intra-
African trade.

While Kenya remains a key trading pariner in the East African Community (EAC) and wider continent, neighbours
(e.g. Rwanda & Ethiopia) are catching up fast. In part, this increased competition explains Kenya's recent decline
in export eamings from African frade.

Within the EAC, integration is being driven by the private sector and inhibited to some extent by a lack of
government support.

While the African Continental Free Trade Area (AfCFTA) could drive transformative growth in Kenya, significant
logistical and political challenges will need to be overcome.

Fueled in part by Brexit and an administration change in the US, Kenya's
trade relations with traditional partners are undergoing transition.

Until recently, Kenya was struggling to agree trading relations with EU & UK owing to infra-EAC fension.
This has been revitalised somewhat following new free trade agreements.

While the value of Kenya's exports to new partners like China is growing, the potential for scaling such trading
relationship may be limited by fierce global competition.

PART B: IMPACT OF COVID-19 ON TRADE IN KENYA

Following an initial shock, Kenya’s global exports have performed
surprisingly well amidst disruptions from COVID-19. However, imports
and regional trade have been significantly affected.

PART C: CONCLUSION

What might a post-COVID-19 trading order mean for economic
transformation?

Kenya needs to hamness its agricultural sector in order to drive export performance.

Harnessing opportunities in global value chains such as textiles & apparel may require further regional integration
moving forward.
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PART A:
UNDERLYING TRENDS

Kenya has the potential to benefit from a
growing commitment to intra-African trade.

While Kenya remains a key trading
partner in the East African Community
(EAC) and wider continent, neighbours
(e.g. Rwanda & Ethiopia) are catching
up. In part, this increased competition
explains Kenya’s recent decline in
export earnings from African trade.

Kenya is a key trading partner in Africa, particularly for

the landlocked countries of the East African Community.
Historically, Kenya has played a dominant role in the bloc,
accounting for c. 64% of the EAC's exports of apparel,
pharmaceuticals, leather and construction goods (e.g.
cement and glass) from 2007 to 2016." Trade within Africa
is critical for Kenya. According to the Kenya National

Bureau of Statistics (2019b), in 2018 intra-continental trade
accounted for the largest share of the county’s export
earnings (35.2% or KSH 216 billion), with intra-EAC trade
making up 59.7% of these eamings (or KSH 129 billion)
(see Figure 1).

Although Kenya remains responsible for a large share of
trade in East Africa and is the “regional [manufacturing]
leader” according to the International Finance
Corporation (IFC) (2019a), Kenya is starting to face a
challenge from regional competitors. In 2018, Kenya's
"fast growth” in regional exports was being outstripped by
the “exponential growth” of other increasingly competitive
economies in East Africa.? For example, in leather goods,
Kenya recorded 8% growth over a decade (2007 -2016),
while Rwanda and Ethiopia achieved rates of 133% and
46% respectively (see Figure 2 for further comparisons).

Total Exports by Destination in 2018

0.7% 0.5%

Of which “
China 1.8% 24.9%

10.4%

Source: Kenya National Bureau of Statistics (2019: 103 & 105)
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Regional export comparison, 2007-2016

a. Value ($ Million)

Kenya Apparel
Iron and steel
Plastics
Pharmaceuticals
Cement
Glass
Leather articles

Apparel

Iron and steel
Plastics
Pharmaceuticals
Cement

Glass

Leather articles

Uganda

Tanzania  Apparel
Iron and steel
Plastics
Pharmaceuticals
Cement
Glass
Leather articles

Apparel

Iron and steel
Plastics
Pharmaceuticals
Cement

Glass

Leather articles

Ethiopia

Apparel

Iron and steel
Plastics
Pharmaceuticals
Cement

Glass

Leather articles

Uganda

Source: IFC (2019: 85)

Within the EAC, integration is being
driven by the private sector and
inhibited to some extent by a lack
of government support.

In the EAC, integration has been driven by the private

sector, as Kenyan firms in particular have sought to establish
regional footprints. The EAC's founding treaty recognises the
private secfor as “the engine of economic growth” and the
Secretary General in 2015 — when announcing the institution
of a KSH 1.86 billion Private Sector Fund — emphasised
how “the private sector will (...) play an even more important
role in (...) integration {...) [and] economic growth.”®

b. 10-year CAGR (%)

255.28 3
197.28 1
149.92 3
103.00 8
94.00 -5
25.32 -9
2.38 8
2.49 4
107.69 4
22.20 11
8.68 28
78.81 13
8.30 -8
0.72 13
17.37 19
51.16 11
4701 -2
2.87 -4
22.25 6
42.63 51
0.83 -14
29.41 44
1.37 -3
1.41 14
1.06 12
4.36 91
0.07 -14
2.65 46
0.32 45
4.63 9
1.79 11
0.38 -5
271 23
0.68 54
0.28 133
250 20 0 20 40 60 80 100 120 140

While firms appear eager to expand and invest
regionally, government support for greater integration
within the EAC has been rhetorically strong and yet
lacking at the level of implementation. In recent years,
trade disputes have been commonplace. For example,
Kenya imposed a 25% duty on flour from Tanzania in
2018, claiming it was produced from imported wheat
and therefore did not qualify for duty free trade.*
Kenya has also blocked the import of Ugandan dairy
and sugar imports, with the former restrictions estimated
to have cost the Ugandan economy $480 million over
the course of 2020 and impacted the livelihoods of
100,000 dairy farmers.> Most recently, in early 2021,
Kenya blocked the import of maize from Tanzania

and Uganda, citing the presence of aflotoxins.®



A local market in Nairobi

The absence of government support for greater
integration has left the EAC institutionally weak, partly
reliant on donor funding and unable to effectively
mediate disputes between members (e.g. a Rwanda-
Uganda diplomatic tension in March 2019 led to the
closure of the mutual border for the rest of the year).”

In the short-term, greater government collaboration within
the EAC appears unlikely. Relations with South Sudan -
the bloc's newest member — are strained. During a debate
at the East African Legislative Assembly in October 2019,
the country was heavily crificised over ifs outstanding
membership fees (over $27 million). In addition, tensions
between Rwanda and Uganda may increase as the formal
process for screening the Democratic Republic of Congo's
(DRC) application for EAC membership gathers pace.

For a long time, the eastern DRC has been a proxy theatre
for regional political rivalries.

Politics aside, the DRC's application presents the EAC

with a significant opportunity, given the country’s market
size (80+ million people), geography and infrastructural
potential. As Jeremiah Owiti, a policy analyst based in
Nairobi, notes: “the DRC's membership [could open] a vast
trading and communication corridor right across the middle
of Africa, from the Indian Ocean to the Atlantic Ocean.””
Since his inauguration in January 2019, the DRC's President
Tshisekedi has visited several member sfates, submitting his
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county’s application in December 2019 following talks with
President Kagame of Rwanda, the EAC's until early 2021.°
If regional tensions are managed, approval appears likely
within the next few years.

In the long-term, there is great potential for deeper trade
relationships within the EAC, which Kenya is well-positioned
to benefit from. As Cyprian Nyamwamu, Director of

the Future of Kenya Foundation, stated in an interview

for this report: “African countries shall be our main trade
partners [in the future]: we have a comparative advantage
over other eastern and central African countries and |...)
infegration is underway in these regions.” The expansion

of regional frade may serve to boost the production

of processed and technology-driven goods in Kenya.
Kwame Owino, CEO of the Insfitute of Economic Affairs,
arficulated the opportunity: “Kenya [currently] has low
export sophistication and [the country’s] products are easily
replicable. [While this means] most Kenyan manufactured
goods are not competitive internationally, [they are] very
competitive in East and Central Africa.”

As businesses across the region - large and small -
expand cross-border frade and strengthen supply chains,
the private sector may rapidly establish a ground-level
economic reality that puts pressure on governments to
collaborate and fully deliver on the promise of the EAC
common market."



While the African Continental Free
Trade Area (AfCFTA) could drive
transformative growth in Kenyaq,
significant logistical and political
challenges will need to be overcome.

While intra-African trade is weaker than trade within other
world regions, the continent has become more integrated
over the past 20 years.” Africa is now Kenya's biggest
frade region, comprising 37% of Kenya's fotal exporfs.
Exports to Asia come second at 26%, while those fo
Western Europe come third af 23%.% This positive frend
has been driven by commodity prices and macroeconomic
reforms and is delivering clear economic benefits:

goods fraded regionally are more likely to be locally
manufactured and countries in Africa trade a more diverse
set of value-added products within the confinent than with
the rest of the world."

Receiving support from 54 of the continent’s 55 countries,
the African Continental Free Trade Area (AfCFTA) remains
a key initiative for the promotion of infra-African trade,

despite COVID-19 delaying ifs implementation in 2020.%

IN THE LONG-
TERM, THERE IS
GREAT POTENTIAL
FOR DEEPER TRADE
RELATIONSHIPS
WITHIN THE EAC.

The scope of the AICFTA is ambitious, extending beyond
traditional frade agreements to encompass frade in goods
and services, investment, intellectual property rights and
competition. According fo the UN Economic Commission
for Africa (2020), a fully realised AFCFTA would bring
together a market of 1.2 billion people and a combined
GDP of $2.5 trillion.

Greater continental trade may enable regional value
chains to scale and could result in higher levels of local
competition in processed goods. With reference to the
ACFTA, the IFC (2019) concluded Kenya was “one

of few" economies that is in a position to advance its
industrialisation goals, “tak[ing] advantage of [its] existing
industrial base and duty-free access to an enlarged
regional market.”" The IFC expects free trade on the
continent will enhance Kenya's GDP growth (by 2%)

and export growth (by 5.7%), while only resulting in a
relatively small loss of revenue (-0.3%)." Kenya's SME-led
agribusiness sector, chemicals and petroleum industry and
light manufacturing sector are expected to benefit the most.
As Abraham Muthogo, CEO of Miradi Capital, noted in
an interview for this report, the AfCFTA has the potential

to reshape Kenya's trading relations with the rest of the
world: “as Kenya (...) expands its pan-African trade, this

will reduce [its] reliance on markets that are net exporters
to Kenya (i.e. China, India, EU and UK)."

Infended to boost infra-African trade via the elimination
of tariffs on c. 90% of existing trade, the AICFTA's
implementation will be littered with practical and political
challenges. Kip Kittony, former Chairman of the Kenya
National Chamber of Commerce and Industry, pointed
out that “successfully implementing the AFCFTA will not be
a walk in the park. The heads of state have committed to
this but we need the bureaucrats to catch up with them.
Large and influential corporates keen to protect their
domestic markets have also fripped up trade integration
across the continent before.”

According to the IFC (2019), the AICFTA will only
effectively facilitate greater intra-continental trade

if the harmonisation of tariffs is accompanied with
"complimentary policies”. Indeed, both the IFC and

the International Monetary Fund (IMF) (2019) have
highlighted how non-fariff barriers are significant barriers
fo infra-African trade (these include limited regulatory
transparency; disparate sanitary and phytosanitary
regulations; a lack of accreditation and mutual recognition
procedures in areas such as quotas, subsidies, licenses
and rule of origin; poor trade logistics and infrastructure;
limited access to credit; and low human capital). Indeed,
the AFCFTA will not realise its full potential if these issues
are not addressed in step with its implementation.
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Snapshot: Manufacturing in Kenya — a long-term growth prospect?

Manufacturing constitutes a core pillar of President Kenyatta's “Big Four” development agenda, launched
in December 2017, Within East Africa, Kenya has a comparative advantage in manufacturing, owing to ifs
coastline, relatively good infrastructure, and well-educated population.

However, challenges in the operating environment are inhibiting Kenya's manufacturing potential. In particular,
Abraham Muthogo highlighted the country’s power costs and complicated tax, compliance and licensing
regime, which he believes threaten to “negate” Kenya's comparative advantage. Mohammed Nyaoga,
Board Chariman of the Central Bank of Kenya, agreed that the cost of power must be reduced if the “Big Four”
aspirations for are to be realised: “there are a lot of inefficiencies in our power companies. These inefficiencies
are costly and are transferred to end users.”

The cost of energy in Kenya is high in comparison to equivalent markets. According to a World Bank Enterprise
Survey, energy constitutes a “disproportionate amount of total operating expenses — in some cases over 50%." "
Power outages are common and affect up to Q0% of firms, resulting in productivity losses and additional

cost implications."?

In the short- to medium-term, there are signs the energy problem may be resolved. While Kenya's generation
capacity was c. 2.5GW in 2019, this may rise to 4GW by 2022 /23 upon the completion of new power
projects.?® Lower cost geothermal, solar and wind power are sef to increase their share within Kenya's energy
mix, as heavy fuel oil-fired power plants are gradually phased out (see Figure 3).?' This impending surge of
low-cost energy supply is being driven by an influx of private capital and global expertise, as independent
developers increasingly view Kenya as an aftractive investiment desfination.?? This expansion of renewable
power generation is expected to eventually translate into lower prices for industrial consumers (e.g. solar
developers have proposed tariffs of $8-9 ¢/kWh which may fall over time - this is considerably lower than
Kenya's current Feed in Tariff of $12 ¢ /kWh) .

Kenya's Electricity Generation by Technology in Terawatt-hours (TWh), 2010-2040

100

2010 2015 2020 2025 2030 2035 2040
® Codl @ Oil @ Back-up generators @ Gas ® Hydro
® Wind @ Solar PV @ Bioenergy @ Geothermal

Source: International Energy Agency (2020)
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An engineer working on site at a chemical manufaciuring plant

Alongside power costs, Kenya's poor road network constitutes another infrastructural challenge that has
impeded the competitiveness of its manufacturing sector.? Within Kenya's 160,886 km road network, just
14,000 km is paved which leaves many routes vulnerable to destruction or impassability during the rainy
seasons. The current network is sfretched, especially in urban areas. In Nairobi, the cost of traffic is estimated
at $580,000 per day. The government appears committed to fixing bottlenecks, successfully expanding
arterial roads in Nairobi as of early 2021. However, according to the Kenya Roads Board (2019), much
ore investment is required: the organisation believes Kenya should spend KSH 1 trillion over the next five
years to clear a backlog of required roads and maintenance work.

In the short-term, these issues in Kenya's operating environment risk the country losing frade opportunities,
as emerging markets with lower business costs exhibit stronger investment prospects.>

In the medium- to long-ferm, however, manufacturing in Kenya represents a growth opportunity, provided
infrastructural issues are addressed. While an automation-driven trend of “re-shoring” may impede industrial
expansion in Kenya, Anzetse Were, a development economist at FSD Kenya, thinks Kenya is well placed to
establish green manufacturing as a unique selling point. Additionally, manufacturing interest from countries such
as China can be tapped info: “[this] present(s) a significant manufacturing opportunity for Kenya to explore,
[since] 30% of Chinese private secfor investment in Africa is in manufacturing” The IFC (2019) also highlighted
this future trading opportunity for Kenya, emphasising how “Indian and Chinese manufacturers are looking o
diversify, given their rising domestic production costs. Factory wages are around $500 a month along China's

coastal rim (and $250 in the interior), whereas monthly salaries in the same sub-sector in Kenya are only
$120-$150 a month."
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Fueled in part by Brexit and an administration
change inthe US, Kenya’s trade relations with
traditional partners are undergoing transition.

Until recently, Kenya was struggling
to agree trading relations with the

EU & UK owing to intra-EAC tension.
This has been revitalised somewhat
following new free trade agreements.

Kenya is a key trading partner in Africa, particularly for
Kenya's trade relationship with the EU is going through

a transition, fuelled by Brexit as well as re-adjusiments
following the conclusion of a Kenya-EU free trade
agreement, which Kenya ratified in 2016.% This relationship
is slightly complicated by the reluctance of other EAC
member states (Uganda, Tanzania and Burundi) to rafify
the agreement. The other aspect of transition regards Brexit
and the likely contraction of Kenya's exports to the UK,

as the Netherlands becomes the central hub for entry and
re-export of Kenyan exports to the rest of the European
Union. As demand for Kenyan fresh produce such as
avocados grows in the Netherlands, there have been

calls for the introduction of marks of origin to identify Kenya
as the original source country as a means fo increase
export value add.?®

Kenya's frade ties with the US are similarly enfering into a
period of tense negotiation and uncertainty. The African
Growth and Opportunity Act (AGOA), which removed
US import tariffs on 6,400 products, is set to expire in
2025. Kenya is one of only a handful of countries that has
benefited from duty free apparel exports: over the course
of six years, Kenya nearly doubled ifs exports to the US,
rising from $225 million in 2010 to $389 million in 2016.%
However, former President Trump's preference for bilateral
frade agreements have complicated Kenya's renegotiation
of AGOA rights.*® If Kenya lost its AGOA status, one
might expect a sharp drop in Kenya's exports aimed af
US consumers and a decline in manufacturing investment
from Asia, which aims to take advantage of Kenya's tariff-
free access to the US. Trade with the United States has,
however, been on an upward trend, with Kenyan exports
having grown from USD 40 billion in 2015 to USD 67
billion in 2020.%
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Kenya's various trade challenges with the EU and US
may result in reduced trade with these traditional partners
over the medium-term, as the country pivots in favour of
deepening relations with emerging markets. In an inferview
for this report, Benson Ndeta, Chairman of Savanna
Cement, broadly supported this assessment: “[Kenya's]
trade with Europe will decline with its share eaten by

the BRICs.” In addition, greater infra-African frade may
serve to weaken Kenya's trade ties with the West.
However, there may be a limit on how quickly Kenya
can develop ifs frading relationships with emerging
markets, given how the couniry's exports to advanced
markets like the EU — for example — meet strict standards
and command premium prices.

While the value of Kenya's exports to
new partners like China is growing,
the potential for scaling such trading
relationship may be limited by fierce
global competition.

In recent years, frade between Kenya and Asia has

been on the rise (see Figures 4 & 5). As Figure 4 reveals,
Kenya's export trade with Asia is close fo rivalling the value
of frade the country conducts on the continent, which has
stagnated in recent years. In terms of Kenya's imports, Asia
has become a pivotal partner, accounting for 46.2% of the
total in 2018 (with China responsible for almost half of this) %2

Several observers interviewed for this report expect trade
relations with emerging markets in Asia o continue growing
over the medium- and long-term. However, while Kenya
may have an opportunity to grow ifs exports fo Asia, the
pofential — in terms of scale and value - is expected fo be
smaller than the potential associated with an expansion

of infra-African frade.*® This is particularly frue for industrial
exports to China, which are predominantly in low-value
mineral exports such as titanium ore.* Further frade with
China may be limited as competitive, low-income and low-
wage economies in Asia like Cambodia, Myanmar and
Vietnam continue to rapidly industrialise and capitalise on
their proximity fo Chinese markets.*



Value of Exports from Kenya By Region in USD, 2016-2018
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Value of Imports to Kenya By Region in USD, 2016-2018
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PART B:
IMPACT OF COVID-19
ON TRADE IN KENYA

Following an initial shock, Kenya’s global
exports have performed surprisingly

well amidst disruptions from COVID-19.
However, imports and regional trade have
been significantly affected.

Across Africa, COVID-19 has severely disrupted
international and regional frade. According to early
estimates made by the African Union, exports and imports
were expected fo drop 35% year-on-year in 2020, which
represents a potential loss of $270 billion.*¢ In particular,
the impact has been devastating for sectors like tourism,
with arrivals falling by around 75% and 8 million jobs lost
by July 2020.%” In addition to paralysing supply chains
and repressing demand, the pandemic and the associated
containment measures have temporarily derailed the
continent’s integration plans, with the launch of the
AFCFTA postponed from July 2020 to January 2021.%

Following the World Health Organisation's pandemic
declaration in March 2020, Kenya experienced a major
trade shock, recording a KSH 21.3 billion loss of exports
in April 2020.% During this initial period, the suspension
of infernational flights and the collapse of market demand
severely affected Kenya's ability to export apparel to the
US and horticultural products to the EU {which typically
takes 80% of such exports).* Indeed, in the run up to
Mother's Day in the UK (22 March 2020), direct orders
for flowers from Kenya were down some 50% and sales
on the auction in Holland were 70% below their typical
level ' However, as analysis by Brookings reveals, certain
supply chains appear fo have been relafively unaffected
by COVID-19, with the volume of fruit exported surpassing
the previous season and Kenya's tea indusfry posting
record exports in April 2020 (just under 58,000 tons).*?

THE IMPACT

HAS BEEN
DEVASTATING
FOR SECTORS LIKE
TOURISM, WITH
ARRIVALS FALLING
BY AROUND /5%
AND 8 MILLION
JOBS LOST BY
JULY 2020.

91



Total exports, imports and trade balance in Kenya, January 2019 — May 2020 (million KSH)
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Source: Mold, Andrew & Mveyange, Anthony (2020) The impact of the COVID-19 crisis on frade:

Recent evidence from East Africa (p. 4)

Given the pessimism surrounding global frade in the wake
of COVID-19, it is surprising fo note Kenya's strong export
performance over the course of FY 2020,/21, with exports
rising 9% in May 2020 (thereby surpassing exports in May
2019). Brookings concludes that these results were mainly
driven by the robust tea, and recovering horticulture,
industries.*® Indeed, Kenya's trade balance has actually
improved over the course of the crisis, bolstered by the
steep fall in oil prices and a dramatic slowdown of
domestic imports (down 25% year-on-year March -
May 2020) (see Figure 6).

On the one hand, the drop of imports could represent an
opportunity for Kenya's domestic manufacturers, who have
faced sfiff competition from China’s low-cost consumer
goods in recent years. Suffering first from the pandemic,
China’s global exports declined by 13.3% during the

first three months of 2020, with a 13.5% fall in industrial
production over January and February.** While McKinsey
has estimated Africa’s manufacturing output would contract
by at least 10% in 2020 owing to supply chain disruption
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and depressed demand, countries infent on industrialising
could take advantage of reduced trade pressure from
China.*® In Kenya, there have been a series of positive
developments in this regard, as factories quickly pivoted
to making facemasks*; the government prioritised the
textiles and garment sector in ifs stimulus packages®’;
and - according to the Kenya Association of
Manufacturers - the public and private sector started to
buy more locally produced goods.*® This resilience has
been attributed, in part, to the effectiveness of actions
taken by the national government to keep the transport
corridors functioning throughout the crisis.*?

Despite this positive frends, the sharp decline in certain
imports — such as machinery and other capital goods,
which fell by 50% between November 2019 and May
2020 - is a cause for concern.*® Without such investment
and access to technology, the country may be constrained
over the medium- and long-term as it tries to upgrade

and diversify ifs export basket.



KENYA'S
FARNINGS FROM
GOODS SOLD
TO RWANDA,
TANZANIA

AND UGANDA
DROPPED 38.5%
YEAR-ON-YEAR
INAPRIL 2020.

L

A woman handpicks beautiful flowers from a flower farm greenhouse for export — Naivasha, Kenya

Moreover, while Kenya may have weathered COVID-19
fairly well from the perspective of global trade, the regional
frade situation has been unambiguously negative, with the
country experiencing a sustained fall in exports fo the EAC.
Reeling from the combined impact of curfews, lockdowns
and logisfical bottlenecks (cross-border queues of lorries
stretched 35KM in some places)®, Kenya's earnings from
goods sold to Rwanda, Tanzania and Uganda dropped
38.5% year-on-year in April 2020.%? In line with Regional
Development Cabinet Secretary Adan Mohamed's
projection for the year®*, the EAC's Director General of
Customs & Trade Kenneth Bagamuhunda confirmed intra-
regional frade dropped by 30-40% over Q1 2020,/21 >
This worrying trend will disproportionately affect Kenya,
given the country's leadership role within the EAC and
relatively limited lockdown measures put in place in
neighbouring Tanzania.

While post-pandemic trade in East Africa was initially
plagued by familiar border disputes and a lack of
coordination at the level of Heads of State, intra-EAC
trade was eventually eased as Kenya and Tanzania
compromised on the testing of lorry drivers and the bloc
committed to develop a Regional Electronic Cargo and
Driver Tracking System. Rolled out in September 2020,
the digital platform should reduce fransit times as member
states are able fo view the test results of lorry drivers in
real-time, thereby removing the need for multiple tests
during international frips.®
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PART C:
CONCLUSION

What might a post-COVID-19 trading order
mean for economic transformation?

Kenya needs to harness its agricultural
sector in order to drive export
performance.

Agribusiness is a secfor which has significant regional and
global export potential for Kenya, given how closely the
country's manufacturing sector is linked to its agricultural
economy (c. 40% of manufacturing output relates to food
and beverages). According to research from the African
Growth and Policy Modelling Consortium, Kenya was
the continent’s 4th biggest contributor to intra-African
agricultural trade throughout 2016-2018 (6.2%), up from
its 5th place spot throughout 2005-2007 (5.3.%).%° The
recent surge of investment in agri-tech start-ups in Kenya
reflects a growing excitement regarding the commercial
opportunity in this sector.”” Indeed, since Kenya's exports
are majorly supported by small firms (relafive to other
emerging markets), technology could overcome barriers
fo frade and enable the country’s SMEs to reach regional
and global markets with greater volumes. Examples of
tech start-ups innovating in agribusiness include:

* Agrikore, a digital payment, contracting and
markefplace platform launched in June 2019
which connects smallholders in Kenya with
large commercial customers

* InspiraFarms, a firm developing a modular cold
chain storage solution which will enable Kenya's
SMEs to store perishables more effectively

However, taking advantage of these opportunities

will require addressing maijor inefficiencies in primary
agricultural production of key commodities, where inpufs
usage remain low compared to the continental average,
while yields have stagnated and cost of production
continues fo rise. This has meant a growing trade deficit in
maize, wheat and rice — with imports coming from regional
neighbours such as Uganda and Tanzania, as well as
major rice exporters such as India and Pakistan. Gatsby
Alfrica’s Kenya Country Director, Sam Kareithi, noted
"Kenya doesn't currently have a comparative advantage
in production but we do in agro-processing. This is why it
is a key component of Kenya's Agricultural Sector Growth
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and Transformation Strategy.” Mandeep Shah, Business
Development & Innovation Manager for Msingi East
Africa, went further, “We have seen a huge and growing
export market for cut and processed fruit and veg. These
are incredibly efficient and can get from farm to an
M&S in the UK in 48 hours. This highlights the potential
for other commodities.”

Livestock, for example, could become a major export
earner for Kenya. The country is endowed with the second
largest stock of livestock in Africa and, according to Abdi
Wario — Head of Programmes at Kenya Markets Trust,
could add 10% to the country’s GDP if it reached its latent
potential. He continued, "Exporting meat could be huge
for Kenya. Namibia is a smaller country and has been
able to recently access US markets after making substantial
investment in the livestock sector over the last twenty

years. If Kenya invests in livestock traceability, revamps its
finishing and fattening enterprises and creates a conducive
enabling environment, it can regain its lost glory in the
meat export market.”

THE QUESTION
|S: WHICH VALUE
CHAINS WILL
REMAIN LONG
VS WHICH HAVE
SHORTENED DUE
10O COVID-19¢

Dirk Willem te Velde
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Harnessing opportunities in global
value chains such as textiles &
apparel may require further regional
integration moving forward.

COVID-19 has exposed maijor challenges in global value
chains, particularly textiles and apparel. According to

Dirk Willem te Velde, Head of the International Economic
Development Group at the Overseas Development Insfitute
(ODI), "“COVID-19 exposed which value chains were
resilient and which were not. Bangladesh and Ethiopia, for
example, had big problems in their textiles and garments
sectors, with huge challenges for workers in factories.”
Likewise, a protfectionist presidency in the US has called
info question the future of trade agreements like AGOA.
This has put pressure on countries like Kenya to reflect on
how they can leverage regional fies.

"From a sector perspective,” noted Antoinette Tesha —
Textiles & Apparel Director at Msingi, “Kenya is heavily
dependent on other sources of raw materials. Even when
Kenya is thinking about its own direction, it can't do it
alone. This is the time to think more regionally in order to
accelerate growth and increase the competitiveness of
the secfor.” Msingi colleague Mandeep Shah, continued:

A Kenyan catile herd. livestock has the potential to be a major export industry for the country.

- - D R R Y, R

"A lot of brands are trying to diversify from Asian countries
and are looking to the next frontier, which is Africa.

Thus, there’s a push from brands on regional integration.”
Dirk Willem te Velde cautioned that there's a need to think
strategically about when regional value chains make
sense and where it is befter to think about accessing higher
value export markets in places like Europe and the US.

As he noted, “The question is: which value chains will
remain long vs which have shortened due to COVID-192"
What is clear is that resilience building within value chains
is imporfant and rising on the agenda, which may imply
shorter and more diversified value chains, as well as a
rising emphasis on issues such as worker and environmental
profections. Antoinette Tesha argued, “There's a powerful
message about not just thinking about the value chain as

is af present rather more focus should be on where the
industry will be 10 years down the line.”

In summary, Kenya is well-positioned to take advantage
of regional frade opportunities, particularly due to its

more developed industrial and agro-processing base, but
regional markets continue to face challenges related to
politics, governance, security and infrastructure. Kenya will
need to establish competitive, export-oriented sectors that
can supply a diversified range of markets over the long-run
to ensure resilient growth and employment at scale.
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Environment

A changing climate moves environment

up the national agenda

PART A: UNDERLYING TRENDS

Compounding human-induced land degradation, climate change is set to
harm agricultural production and exacerbate conflicts over natural resources.

Kenya's climate has become more volatile in recent years and this frend appears setf to continue, as temperatures
rise and extreme weather events become more frequent.

The country’s land is becoming less productive - af a time of rapid population growth and urbanisation. By 2040,
food consumption is expected to outrun production by 20 million metric tonnes.

There are growing tensions over land and water.

Owing to increasing public pressure, efforts to mitigate climate change and
conserve land will intensify.

Signalling a commitment to change, the government has enacted important environmental legislation in recent
years, such as the plastic bag ban in 2017 and the National Climate Change Action Plan 2018-2022.

Stronger and more concerted action is necessary, but there are reasons to be optimistic that change is possible
in the short-term (due to grassroots activism), medium-term (due to the use of climate-smart tech) and long-term
(due to greater regional & global collaboration).

PART B: IMPACT OF COVID-19 ON ENVIRONMENT IN KENYA

Emerging amid extreme climate events, COVID-19 has stressed Kenya's
food system.

PART C: CONCLUSION
What might climate change mean for economic transformation?

Export-oriented sectors are leading the way in driving higher environmental standards, but could benefit from further
government commitment to a green agenda.

Concerted focus on the water secfor is needed, and in particular a shiff towards widespread irrigation schemes o
protect the agriculture from climate volatility.

The transformation of Kenya's agricultural sector will nonetheless need more than irrigation.

101



PART A:
UNDERLYING TRENDS

Compounding human-induced land
degradation, climate change is set to harm
agricultural production and exacerbate
conflicts over natural resources.

Kenya's climate has become more
volatile in recent years and this

trend appears set to continue, as
temperatures rise and extreme
weather events become more frequent.

Since Kenya's economy is largely agrarian, climate change
and land degradation are issues set to have a significant
and negative impact on inclusive growth.! Changing
temperatures and poor land management practices are
resulting in widespread soil erosion and nutrient loss,
desertification, biodiversity loss, and water scarcity.

Kenya is highly prone to drought: only 20% of the country’s
territory experiences high and regular rainfall while the
remaining 80% is arid or semi-arid (i.e. receives rainfall

of 200 to 500 mm per year).? However, while periodic
droughts and flooding have long been a part of Kenya's
climate system, the frequency of exireme weather events is
on the rise.® Recent events include the widespread flooding in
October 2019, which affected more than 100 000 people,
and a drought emergency in February 2017, which affected
23 out of Kenya's 47 counties and doubled the number of
food insecure people (from 1.3 million to 2.7 million).*

The increasingly unpredictable climate in Kenya is
impacting food production. According to a study by

the UN's Food and Agriculture Organisation (2020),
the overall cereal output in East Africa in 2019 dropped
by 8.2% from the previous year as a result of weak
precipitation, with Kenya recording the largest loss of
yield at -19%.% Indeed, droughts in Kenya have inspired
a 99% reduction in maize production in coastal areas
compared to the long-term average.® Since a significant
share of Kenya’s GDP and workforce rely on agriculture,
reductions in farm output have a substantial impact af a
macroeconomic and household level”
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The climate in Kenya is expected to become more exireme:
The World Bank projects the mean annual temperature
will rise 1.8°C-2.8°C by 2050.8 Meanwhile, over the
same period, mean annual precipitation is sef to rise by
674 mm, with increases in rainfall most pronounced in
October, November and December (when rainfall will
rise from -3 mm to +49 mm per month). In the long-term,
the weather will be more variable from year to year,

with fluctuations in monthly femperature jumping from
around 1°C (2020-2030) to over 3°C (2080-2090)
(see Figure 1). This is likely to lead to a higher prevalence
of both flash flooding and drought.

The country’s land is becoming

less productive — at a time of rapid
population growth and urbanisation.
By 2040, food consumption is
expected to outrun production by

20 million metric tonnes.

While climate change is hastening land degradation

in Kenya, the situation has been exacerbated by
unsusfainable agricultural practices (e.g. overgrazing,
repeated acidic fertiliser use, bush burning and charcoal
manufacture) and urbanisation taking place without
adequate investment in infrastructure (e.g. drainage).? Over
decades, the net result has been a reduction in fertile land
and a loss of agricultural productivity across Kenya, with
the situation set to worsen in the years to come (see Figure
2). Indeed, in a 2019 study looking at soil acidity across
the country, Kenya Markets Trust found land degradation in
the 80s and 90s resulted in agricultural productivity losses
of some 40% in recent years.'® Using more recent datq,

the World Bank (2019a) found that “Kenya's agriculture
total factor productivity growth over 2006-2015 lagged
Rwanda, Ethiopia and Tanzania and was well below
levels affained by countries in South Asia and East Asia."



Projected Change in Monthly Temperature in Kenya, 2020-2030 (Top) and 2080-2090 (Bottom)
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In Kenya, soil conservation is a major issue with clear
implications for food security. An assessment of soil acidity
underfaken by Kenya Markets Trust found that “as a result of
acidity, farmers experience low crop response to fertilisers
and hence low crop yields (...) Maize yields grown in
these acidic areas has been documented to be as low as
one fon per hectare, way below the potential of six tons
per hectare.” Indeed, the Ministry of Agriculture estimates
that around half of the smallholders in wesfern Kenya may
be farming soils with a pH below 5.5 (for many crops the
optimum soil pH is 5.5 to 6.5)." The causes are a lack

of crop rotation and the repeated application of DAP or
urea fertilisers.

A study by the International Food Policy Research

Institute (IFPRI) calculated the macroeconomic cost of
environmental degradation in Kenya.” The report finds
that the annual cost of land degradation was $1.3 billion
between 2001 and 2009. The IFPRI breaks down the
economic loss, revealing how rangeland degradation
costs $80 million a year (in lost milk and meat production)
and how nutrient deficient soils cost $270 million a year
(in lost wheat, maize and rice yields). These sums are much
greater than previous estimates: in 2010, the IMF believed
the annual cost of land degradation was just 3% of the
country’s GDP ($390 million).™ This indicates that the
trend is worsening.
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Observed & Projected Shrinking of Productive Crop Areas in Kenya, 1960-2039
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The environment is presenting challenges af a time when 5
food demand is sef to dramatically increase, in line with
Kenya's rapid demographic growth and urbanisation S | N C E T H E
(the population is expected to double by 2050, with 29 :

million additional people living in cities)." According to the ] Q QO S ) FQ Q D

UN's Food and Agriculture Organisation (FAQ) {2019a), :

d dforli k lik le and chicken i ise b

oo 755 mpeemey o mreamesdrence. | CONSUMPTION
Since the 1990s, food consumption has outpaced H AS O U —l— PAC E D

production in Kenya and the supply gap remains a

pressing issue (see Figure 3 for a view of the food deficit P R O D U C —|_ | O N
in 2018,/19). While 11% of Kenya's current food needs
are covered by imports, this could rise to 25% by 2040,
when annual consumption is projected to outrun production | N |< E N YA A N D
by nearly 20 million metric tonnes.'® The supply deficit :

is resulting in a volatile market for food staples: in 2017, T H E S U P P |_Y GA P

maize prices fluctuated by more than 45%." This volatility

is sef to continue, leaving Kenyans vulnerable to price R E I\/\ A | N S A

hikes and placing pressure on the country’s reserves of

foreign exchange. PRESSING ISSUE.

Given the likely continuation of rapid population growth
and if rapid urbanisation is left unmanaged, these structural

forces risk increasing pressure on land that is already
stressed, which may lead to greater food insecurity
and conflict.'®
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The Food Supply Deficit for Key Staples in Kenya, 2019

Note: Figures do not include informal trade
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There are growing tensions over
land and water.

According to an arficle published by Reuters, population
growth and land degradation in Kenya have fuelled
infense competition over resources in recent years. In
addition, climate change is set to worsen communal
fensions, as erratic weather patterns undermine agricultural
livelihoods. Indeed, as rural communities seek to sustain
themselves and meet the country’s food needs, croplands
are being expanded, taking in previously marginal areas,
pastureland, forests and steep slopes. As grazing areas
and water holes disappear, pastoralists are adapting their
roufes, venturing info semi-arid areas and forests. Driven
by the growing scarcity of resources, these new patterns
of behaviour are generating friction between communities
in rural areas.

Ngai Mutuoboro, Chairman of Atiriri Bururi ma Chuka
(a conservation group), provides the example of the
Chuka and Tharaka, groups who peacefully shared the
Naka River until a decade ago. Owing to increasingly
unpredictable rainfall in the area, Chuka farmers have
been unable to use the river for small-scale irrigation and
have come info conflict with Tharaka pasforalists, who in
fimes of drought have ventured further upstream in search
of water for their livestock.

@ Consumption
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As a further example, a report by the UN Environment
Programme (2019) found tensions in the Tana Delta were
rising, as villages “bear the brunt of the delta’s advancing
degradation” and are “caught between deforestation,
increasing drought and pastoralists desperate to feed
their cattle.” In 2012, 286 people died in resource-
related clashes between farmers and pastoralists. A local
villager summarises the deteriorating situation as follows:
"when | was younger, we had a full month of rain and the
pastoralists moved away. Now [the rain] lasts a week and
everyone leaves their cattle here [...) The villagers collect
dry wood, but the loggers take living trees. And where
there are no trees, the sudden rain sweeps everything
away.” While violent conflict over land in Kenya has not
reached the same scale or intensity as elsewhere in the
Horn of Africa, this trend is of growing concem.
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Snapshot: Might reforestation address the issue of water scarcity in Kenya?

Most of Kenya's water supply originates from five water towers: the Mau forest complex, the Aberdare range,
Mount Kenya, Mount Elgon and the Cherengani Hills. These are the largest montane forests and form the upper
cafchments of the country’s main rivers.

Over the past 25 years, the destruction of forests has been extensive, owing to the establishment of setflements
without due process, illegal logging and unsustainable grazing. According to a government taskforce set up

fo investigate forest management and logging, the country's forest cover has been shrinking af a rate of 5,000
hectares per year.?* While the constitution stipulates Kenya must maintain a minimum forest cover of 10%,
coverage fell to 7.4% in 2019.2° Importantly, closed canopy forest cover — which is essential for water resources
— was just 2% in 2018, a proportion far below the continental average (9.3%) and world average (21.4%).2°
With implications for key agricultural sectors (including tea and maize), deforestation is diminishing water
availability in the country and affecting the rural economy, with 62 million cubic meters of water and $19 million
lost each year.?” According to an impact report from Kenya's water regulator WASREB, “If the business-as-usual
approach is maintained in the way water resources are managed, Kenyans will face a 30% gap between
available freshwater supply and demand by the year 2030.28"

Recently, the government has made a concerted effort to reclaim water catchment areas and reverse
deforestation, recognising how the loss of forest cover has the potential to derail the country’s development.
In response to the taskforce's findings and recommendations, the government set out a “National Strategy”
in 2019, clarifying how the country will achieve and sustain 10%+ free cover by 2022.% In addition, the
government has committed fo restoring 5.1 million hectares of degraded and deforested land by 2030 as
part of Kenya's confribution to the African Forest and Landscape Restoration Initiafive (a continental project
designed fo inspire the restoration of 100 million hectares of land).*

In the short-term, the government’s ambitions in forestry may be limited by a lack of finance and planting
material. Indeed, the government has estimated that realising 10% tree coverage will cost around $430 million
and rely on a mixture of public and private resources, much of which is yet to materialise.®' In addition, the
govermnment is yet fo esfablish a sustainable supply of high-quality free seedlings (c. 1.8 billion are required

fo meet the re-forestation target).*?

However, in the long-term, growing public pressure is expected to drive regeneration inifiatives forward.
According to Kaluki Paul Mutuku, a regional coordinator for Youth4Nature, “2019 [saw] the rise of a global

youth movement for climate action on a scale never seen before and this movement has spread to Africa.
n33

The scale, energy and momentum of this movement creates new opportunities that simply didn't exist before.

A mountain waterfall in Aberdares National Park, Kenya



Owing to increasing public pressure, efforts
to mitigate climate change and conserve

land will intensify.

Signalling a commitment to change,
the government has enacted important
environmental legislation in recent
years, such as the plastic bag ban

in 2017 and the National Climate
Change Action Plan 2018-2022.

The current administration has instituted a number of climate
change and sustainable agriculture policies, including the
National Climate Change Action Plan 2018-2022 and,
in 2020, an updated Individually Determined National
Contribution (INDC) that proposes even more ambitious
cufs on the greenhouse gases.* Broadly speaking, this
set of regulations aims to prevent land degradation and
address food insecurity by mitigating the effects of climate
change and incentivising sustainable growth. While the
implementation of these policies has been plagued by
challenges (e.g. weak inter-ministerial coordination and
competition between central government and counties),
there have been a few notable success stories.

IN 2019, THE
GOVERNMENT
REPORTED THAT
80% OF THE
POPULATION
HAVE STOPPED
USING PLASTIC
BAGS.

For example, 2017’s plastic bag ban made the
manufacture, sale and use of plastic carrier bags illegal.
The use of a bag can resultin a $500 fine or jail time,
anyone found producing, importing or selling plastic
bags can be fined up to $40,000 or face a four-year
prison sentence.* Following the launch of the policy,
the government acted nimbly, temporarily outlawing the
manufacture of environmentally damaging polypropylene
bags, which increased as a result of the ban. In 2019,
the government reported that 80% of the population
have stopped using plastic bags.®®

Other inifiatives are expected to deliver benefits over
time. As Abraham Muthogo, CEO of Miradi Capital,
highlighted, “Kenya has recently put in measures o
address climate change that will bear fruits in the medium
to long-term, including the reclamation of water towers, a
logging ban and aggressive reforestation.” Mohammed
Nyaoga, Board Chairman at the Central Bank of Kenya,
took heart from the incremental progress being realised by
social activists across the country: “I think we will gef the
country green again. | say this because the grassroots are
mobilising. For example, communities living along the new
road in Nairobi from ABC Place towards Kitisuru sought
permission from the Kenya National Highways Authority
fo plant frees along the road. This was not driven by
government, just individuals deciding to act.”

Despite these optimisfic assessments, the implementation
of necessary environmental reforms in politically sensitive
areas will prove challenging. The matter of increasing land
tenure security in Kenya, which is “pivotal” for the adoption
of soil and water conservation measures, according to the
UN Convention to Combat Desertification (2019), offers
a case in point. While the government has aftempted

"to establish a firm legal framework for regularising tenure
security in informal setflements” and has embarked on
large multi donor-funded programmes, the issue is unlikely
to be fully resolved even in the medium- and long-term,
owing fo its complexity and political dimension.¥”
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Windmills at the Ngong Hills wind farm in Ngong, Kenya
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Stronger and more concerted action
is necessary, but there are reasons to
be optimistic that change is possible
in the short-term (due to grassroots
activism), medium-term (due to

the use of climate-smart tech) and
long-term (due to greater regional

& global collaboration)

"THE CORRECT
POLICIES FOR
CLIMATE CHANGE
HAVE TO BE
DRIVEN BY THE
POPULATION
MAKING

THE RIGHT
DEMANDS OF
GOVERNMENT.”

Kennedy Odede, Co-founder of
Shining Hope for Communities

Short-term (1-2 years)

The growith of grassroots activism: Gauri Vidyarth, a
Financial Advisor at VFS International, felt hopeful about
the successful delivery of an environmentally friendly
agenda owing to the support of young people: “the plastic
bag ban shows when we get serious about an agenda,

we can deliver on it.%8"

The expansion of renewable energy: Kennedy Odede
reflected that “in the village they use charcoal because

it's affordable — we need to offer alternative affordable green
solutions.”*? Increasingly, sfart-ups are frying fo tackle the use
of environmentally damaging fuel (e.g. KOKO Networks -
launched in early 2019 - is now widely distributing ethanol
as a comparatively clean and safe alternative for home
cooking)“® Kenya's energy sector is emerging as a global
leader in terms of transitioning from non-renewable to
renewable energy sources.*' With the launch of Africa’s
largest wind power farm in 2019 (the 310 MW Lake
Turkana Wind Power Project) and new geothermal,
hydropower and solar plants coming online soon, Kenya

is expected to reach its ambitious goal of generating 100%
of its power from renewable sources in the medium-term.

Medium-term (5 years)

The implementation of a long-term masterplan: Abraham
Muthogo, CEO of Miradi Capital, reflected on the need
for “an environmental masterplan that runs for the next 10
years minimum with an annual review.”> Owing to public
pressure and the pace of climate change, the country
may adopt an all-encompassing and long-term approach
over the medium-ferm.

The widespread adoption of climate-smart technology:
Benson Ndeta, Chairman of Savannah Cement, was
uncompromising as he asserted “the country must invest
heavily in technology and innovation that will address
water and food availability.”** While climate-smart
technologies are starting to affract investment, George
Nyabuga, a Professor at the University of Nairobi, claimed
the process needs fo be accelerated. Development finance
institutions are likely to turbo-charge the process in the
medium-term, by taking actions like the discontinuation of
investment in all non-clean and non-renewable business
models.* As an early signal of this emerging frend, the
African Development Bank announced it will no longer
finance coal projects in Africa at the end of 2019.4

Long-term (10+ years)

A greater emphasis on regional and global collaboration:
Adopting the long view and appreciating the scale of the
challenge, Jared Kangwana, a former member of the East
Alrica Legislative Assembly, outlined how "containing the
ramifications and advance of climate change will require
coordinated global effort - we cannot succeed on our

own as a single nafion or even as a region.”*°
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Snapshot: off-grid renewable energy is set to scale in Kenya and
represents a strong growth opportunity

Kenya's off-grid energy sector boasts an increasingly diverse set of products, ranging from solar lamps to
energy systems capable of powering a small clinic and mini-grids that connect several hundred households.
The sector is growing quickly: over the past decade, the use of products such as solar lanterns has risen from
2% of households to around 18%, enabling millions of people traditionally left off the grid to light their homes
without the use of expensive and hazardous kerosene.*” According to a World Economic Forum report,

this strong growth is set to continue.*®

In a recent development, large corporations have started to invest in off-grid energy, illustrating how the
sector is increasingly viewed as having high development impact and commercial viability. In September
2019, the French utility firm ENGIE announced the acquisition of Mobisol, an off-grid provider with a
footprint in Kenya, Tanzania and Rwanda.*’ Indeed, ENGIE already owns a solar home systems unif —
Fenix International — which has a presence in six other markets in Africa, including Uganda. As large
corporations continue to enter the sector, this will facilitate economies of scale, network effects and the
attraction of financial, technical and human resources, which the World Bank (2019b) believes will be
crifical if Kenya is fo undergo a digital transformation.*°

However, while recent investments indicate the commercial potential of off-grid energy, it remains unclear
whether or not the target demographic is able to pay for electricity. Anjali Saini, renewable energy consultant
and former adviser to the renewable energy window of the African Enterprise Challenge Fund, emphasised
how a strict focus on “the bottom of the pyramid” will not be a viable business strategy for some time

(unless it is subsidised in some form), especially if cost of capital remains relatively high.'

It is worth noting how firms are innovating and evolving their business models in response to this market reality.
For example, the pay-as-you-go off-grid energy platform M-KOPA has started to diversify its offer, selling solar-
powered appliances like fridges alongside its core solar home solutions. For Saini, this strategic pivot fowards
SMEs would be more effective in conjunction with economic development packages: “linking electricity access
to local business is a potential driver [of demand] as it [establishes] a tangible link between electricity access
and income potential. However, the scale of that demand may in some cases still not be commercially viable
without economic development packages.” The potential market is significant: a survey conducted by M-KOPA
in collaboration with the UK's CDC found 73% of respondents would use a fridge in their business, recognising
how the appliance would free up time for income-generating activities.*?

Over the next five years, this young and dynamic sector will adopt a ‘test and learn” approach, as firms
defermine the most sustainable product mix, last mile distribution model and way of managing non-payment
risk. This will involve collaboration with the public sector, especially on regulatory issues surrounding consumer
protection. In addition, as part of this evolution process, firms are sef to start exploring how to link off-grid
energy solutions with the local economy (e.g. cold storage facilities for the fishing industry).>

Over the next five fo fen years, successful market players — buoyed by the right enabling environment and
boasting a mature set of products — will drive the demand necessary to realise scale. Firms like M-KOPA are
expected to become diversified non-bank financial institutions with multi-channel customer relationships and
a broad portfolio of products, generating demand among those groups traditionally excluded from the
formal banking system.>*
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Simple solar panels to harvest sunlight for electricity on the shores of Lake Victoria, Kenya
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PART B:
IMPACT OF COVID-19 ON
ENVIRONMENT IN KENYA

Emerging amid extreme climate events,
COVID-19 has stressed Kenya’s food system.

There is an emerging consensus that zoonoses such as
COVID-19 will become more common as human activity
continues to destroy the natural environment, forcing
societies and animals to compete over increasingly scarce
resources. While the Global Carbon Project estimated
that global emissions would fall by 4-7% year-on-year

in 2020, owing to movement restrictions, there appears

to be litfle reason to believe the pandemic will serve as a
watershed moment for climate action.* Indeed, in a report
published mid-pandemic, the International Monetary
Fund emphasised the crifical need for Africa to “adapt” to
climate change, which may cost some $30-$50 billion
over the next decade (i.e. 2-3% of the continent's GDP).*

Across East Africa, the COVID-19 crisis coincided

with extreme climate events and threatened o cause
widespread food insecurity. As pandemic-related
measures upended livelihoods and disrupted supply
chains, the World Food Programme calculated the number
of food insecure people in the region could increase by
34-43 million.>” In Kenya, efforts to contain the outbreak
of COVID-19 and aid communities were frustrated by
extreme rainfall in March and April, which affected
233,000 people across 75% of the country’s counties.>®
A product of a changing climate, the severe weather
caused the Nzoia river fo burst its banks (rendering
40,000 people homeless); resulted in fatal mudslides in
West Pokot and Elgeyo Marakwet; and increased Lake
Victoria's water level by two metres, impacting families

in Kisumu (a situation last witnessed in the early 60s).

In addition to COVID-19 and extensive flooding, the
region was offected by a dramatic upsurge of desert
locusts in early 2020 — the worst experienced in Ethiopia
and Somalia for 25 years and in Kenya for 70 years.>

A significant threat to food security, even a modest swarm
of desert locusts — c. 40 million - can consume as much
vegetation as 35,000 people in a single day. Owing

to the heavy rainfall and breakdown of pesticide supply
chains amidst the pandemic, desert locusts enjoyed perfect
breeding conditions and - according to Oxfam - placed
millions of people in the region af risk of increased hunger
and poverty.?® Indeed, it is thought up to 70 000 hectares

of pastureland in Kenya was lost to the pest (as of June
2020).°

Since two-thirds of the countries in Africa are net importers
of food, observers were quick to conclude that restrictions
on global production and trade would lead to acute
shortages on the continent.?? In Kenya, a country with

a long-standing food supply deficit, the outlook inifially
looked bleak: in May 2020, maize stocks dropped by
25%%% and there were significant year-on-year price
hikes for items such as onions, tomatoes and beans.®*
However, according to an editorial in Business Daily, the
government effectively averted a serious food crisis by
establishing a technology-enabled “War Room” for food
security, which included decision-makers from across the
public and private sectors and facilitated the real-time
monitoring of stocks and prices.® In addition, Kenya
received vital support from multilateral institutions: while the
country’s farming communities benefitted from the African
Development Bank’s $7 billion continental package for
agriculture, the World Bank advanced KSH 4.59 billion to
support Kenya's fight against the desert locust invasion.®®
Drawing a line under the initial phase of the pandemic, the
UN's Food and Agriculture Organisation (FAQ) classed
the food security situation in Kenya as “stable” in August
2020, recognising how the government had maintained
access fo international supply chains and successfully
enabled domestic farming to continue.”” However, the
FAO remains concerned that Kenya's ability to feed itself
in future will be challenged by population growth and the
increasing frequency of exireme climate events.

In a promising move, the government has committed to
using some of the World Bank’s $1 billion pandemic-
related loan to set up an electronic voucher system for
agricultural inputs, with the aim of enhancing the targefing
of subsidies and thereby supporting low-income rural
communities.®® To ensure farmers adequately conserve
the land and raise yields in the near future, such stimulus
appears critical: a survey of 334 agro-dealers by Mercy
Corps suggests 93% of such firms have been affected

by the pandemic, as cash-strapped consumers spend
31-50% less per store visit.%?
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PART C:
CONCLUSION

What might climate change mean for
economic transformation?

Export_orieni'ed sectors are quding the Kenyo has enacted a strong guiding po|icy in the
. .. . . ¢ Climate Change Act, with plans for a climate fund and
way in driving higher environmental o A, .
; . acoordinating mechanism chaired by the President.
standards, but could benefit from i Asnoted, Kenya has also signalled a commitment to
further government commitment to i enhancing its commitments to reduce its carbon output

by submitting a revised INDC to the UNFCCC. The new
INDC significantly raises Kenya's financial needs to fulfil
its targets and thus we are likely to see more concerted
efforts in the government fundraising efforts for

climate action. To date, however, data is currently

a green agenda.

While the local market does not pay a premium for or
require much in the way of environmental standards,
sectors with a large share of produce going to export
markets, especially in Europe and the US are being
driven increasingly to meet high environmental standards.
These include cut flowers, horticulture, textiles, tea and

extremely limited, hindering the monitoring of progress.
Understanding the efficacy of adaptation practices

across Kenya's agricultural sectors could be a first start at
understanding the scale of the challenge and any progress
being made. As Edward Mungai, Executive Director of
the Kenya Climate Innovation Centre (KCIC), noted,

"We have strong plans in place, but these need to be
guided towards the evidence of what's working when
being implemented.”

coffee, which face industry pressures on land stewardship
and deforestation concerns. Given Kenya's legislation,
government capability, and the existing scale of these
sectors compared to ifs regional competitors, developing
mechanisms fo raise, adopt and monitor environmental
standards could be a major factor in helping Kenya to
maintain or grow its exports in these sectors, paving

the way for wider change.

A farmer practices agroforestry to be climate change resilient
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A drip irrigation system in an agricultural training centre, Kenya

Concerted focus on the water sector
is needed, and in particular a shift
towards widespread irrigation
schemes to protect agriculture from
climate volatility.

Water is going to be a massive issue for Kenya within the
next 10 years, with dependence on rainfall a particular
problem. This will have major economic consequences.
According to one estimate from the World Health
Organisation, if Kenya could decouple its economy from
rainfall variability it would increase annual GDP growth by
2.4.%7° Irrigation seems to be an area that could benefit
from greater focus, as we have seen the recent failure of
large-scale schemes, such as Galana, as well as limited
access fo small-scale irrigation. Progress is being made
on urban and rural water services, with concerted efforts
by government and various stakeholders to improve
household water access. For example, access to water
increased from 39% to 60% between 2006 and 2020
as a result of insfitutional reforms and sector improvements.
However, further efforts need to be put into irrigation
schemes in particular, especially those with the potential
to scale amongst rurally dispersed smallholder farmers.
As Edward Mungai put it, “We are seeing positive
developments, but we need to find a few copy-paste
models of irrigation schemes that can be scaled up.”
Without substantial progress in this area, any efforts to
tackle soil degradation and try to raise productivity may
well be rendered ineffective by climate change.

The transformation of Kenya’s
agricultural sector will nonetheless
need more than irrigation.

While irrigation will be crucial to Kenya's ability to mitigate
the increasing climate risks of droughts, which will enable
growth of the agriculture sector, much greater efforts

are also needed to secure effective knowledge and
access to quality inputs, services and technologies. The
use of agricultural lime, crop and soil specific fertilisers,
conservation farming techniques, as well as improved
seeds and other inputs will be critical factors in intensifying
land use and raising productivity in a susfainable

manner. Similarly for livestock and aquaculture, effective
environmental management of rangelands and water
resources is going fo be critical to preserve conditions for
fish farming and pastoralism. This is a challenging agenda,
with substantial systemic and cultural constraints. Stronger,
more coordinated efforfs are needed to secure sustainable
and fransformative change.
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