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MEMORANDUM AND RECOMMENDATION OF THE MANAGING DIRECTOR
TO THE PRESIDENT OF THE INTERNATIONAL DEVELOPMENT ASSOCIATION

(THE ASSOCIATION ACTING AS ADMINISTRATOR OF THE INTERIM TRUST FUND)
TO THE REPUBLIC OF KENYA

FOR AN EARLY CHILDHOOD DEVELOPMENT PROJECT

I submit for your approval the following memorandum and recommendation on a
proposed interim fund credit to the Republic of Kenya for SDR 19.3 million, the
equivalent of US$ 27.8 million on standard IDA terms with a maturity of 40 years to help
finance an Early Childhood Development Project.

1. Country and Sector Background. Early childhood development (ECD) is
crucial for human capital formation and for enhancing the educability of children. There
is an increasing body of scientific literature pointing to the importance of the first few
years of life from the point of view of human physical, mental and social development.
Appropriate physical and mental development of children in the pre-school years lead to
timely school enrollment and improved progress and performance in school. A number
of experimental studies on early childhood development have confirmed child
vulnerability to adverse environmental circumstances during the pre-school years and
more important from an applied perspective, have shown that deficits in intellectual
development that accompany poverty and malnutrition can be prevented or compensated
through ECD interventions that provide improved diets, learning experiences and health
surveillance.

2. Investments in early childhood development programs worldwide have grown
since the 1 970s for a number of reasons. First, the increasing participation of women in
the labor force, and changes in family structures and childrearing practices have created
new demands for child care. Secondly, steady improvements in the survival of children
have led governments to invest in laying the foundation for human capital formation by
improving the health, nutrition and learning potential of those who survive beyond the
first year of life. Thirdly, governments have recognized that early childhood
interventions are particularly useful as a preventive investment for groups at high risk of
educational failure.

3. All of the above reasons apply in the case of Kenya. The demand for child care
has increased as a result of increasing numbers of nuclear families with working/single-
parents, most of whom are poor. Results from the Kenya Poverty Assessment (1995)
indicate that a third of rural households are female-headed. These households, and those
in plantation areas and urban slum settings, are least likely to have access to quality child
care. While the Kenyan child's chances of survival have improved dramatically since the
1960s, child quality indicators such as levels of educability, morbidity and nutritional
status show that much remains to be done. Improvements in these indicators seem to
have stalled and in some cases reversed in the last decade. These indicators are
considerably worse for children from poor households, who are less likely to attend
school and more likely to be malnourished than the average Kenyan child. Of the 6
million children in Kenya under the age of six, about half are from families below the
poverty line.
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4. The demand for early childhood development services in Kenya has resulted in
the establishment of a large network of child development centers, mostly in rural areas,
by parents of children who do not have access to privately owned "nursery schools".
About 20,000 centers covering approximately 1 million children (mostly in the age group
3-6) have been set up. The community has been the most important partner in the
development of the centers, taking responsibility for the provision of physical facilities,
payment of salaries, organization of feeding programs, and provision of learning and
playing materials. Some communities receive financial and supervisory support from
NGOs and local governments. In the 1 970s, GOK stepped in to provide training support
and supervision for the centers. In 1984, the National Center for Early Childhood
Education (NACECE) was established at the Kenya Institute of Education. NACECE
was made responsible for the training of trainers, curriculum development, research and
coordination. District Centers (DICECE) were responsible for the training of teachers at
the district level, inspection, community mobilization and the evaluation of local
programs.

5. Despite some significant gains in enrollment and community initiative there is
wide variation in the type and quality of services provided by these centers. The child
development centers were recently evaluated by government and the key issues were
identified as follows: (1) poor access to services, particularly for the lowest income
groups; (2) wide variation in the level of physical facilities, trained personnel, supporting
services and activities by center; (3) lack of a policy or services for 0-3 year olds although
children in this age group are increasingly using these centers, and much developmental
damage occurs during that period; (4) low public awareness regarding the importance of
early childhood development; (5) caregiver wages vary widely and payments are
irregular; (6) monitoring and supervision are inadequate; (7) there are no linkages
between pre-schools and primary schools; and (8) levels of funding are too low to allow
efficiency and effectiveness of program implementation. The ability and willingness of
communities to finance and manage their pre-schools was identified as the critical factor
affecting quality and sustainability. Teacher qualifications, motivation and supervision
were other important factors.

6. Up until now, parents and communities have mainly been responsible for
developing, operating and managing child development centers, and the government and
donors have provided support for teacher training, curriculum and materials development,
community mobilization and monitoring. Present GOK policy does not address the issue
of financial support to communities or households that cannot afford to pay for child
development services. This is significant because households are contributing US$ 10
per child yearly on average for child care. Studies of childcare costs in Kenya estimate
that a minimum adequate package of child development services will cost US$ 14 per
child per year. GOK expenditure, (based on center enrollment of 1 million children)
works out to only US$ 0.50 per child. Corresponding GOK investments at the primary,
secondary and university levels are US$ 17, US$ 168 and US$ 418 for households and
US$ 38, US$ 107 and US$ 1,400 for GOK (Kenya PER, 1994). The policy does not
cover children from 0-3, a crucial phase for early child development. Nor is there a
policy for linkages between pre-school and primary education or between pre-school
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education and other social services such as health and nutrition. A revised policy that
covers these issues has been articulated by GOK as part of the development of the
project.

7. Project Rationale. The Government of Kenya has recently adopted a sub-sector
policy reform to strengthen the present early childhood development centers, improve
their quality and expand access to those segments of society currently unable to have
early child development services. Human resources development is the cornerstone of
IDA' s social sector strategy and ECD provides the foundation for human resources
development. Available evidence suggests that such investments yield substantial
benefits particularly for children in deprived environments. Current levels of investment
in ECD by poor families in Kenya and by GOK are inadequate to provide the required
minimum package of ECD services. The project will increase the effectiveness and
efficiency of existing ECD services in Kenya and will extend access to such services for
targeted areas and poor households. Without the project, the expansion of ECD services
in Kenya would be slower, many of those needing ECD services would not have access to
them and the impact of such services would be less than that with the quality
improvements that will result from the project.

8. Project Objectives. The development objective of the project is to improve the
quality and educability of children in poor Kenyan households. The project seeks to
achieve the following impact:

* Improved child cognitive and psycho-social development.
* Improved child health and nutrition.
* Increased school entry/enrollment at the appropriate age.
* Reduced repetition and dropout rates in lower primary school.

Process objectives are:

= Improved quality of ECD services.
* Increased access and participation of the poor.
* Improved family capacity for child care.
* Increased community capacity to organize, manage and finance ECD activities.

9. Monitorable indicators will include: a) child profile at entry to primary school
including cognitive skills, average age at entry, heights, weights and immunization status;
b) child development services access rates for poor households; and c) primary school
dropout rates in the early grades and repetition rates. These and other indicators will be
tracked as part of a monitoring and evaluation component.

10. Project Description. The project's core features include a program for improved
teacher performance combined with community capacity building and institutional
strengthening of the Ministry of Education in the area of early childhood development.
The project will also pilot a number of intervention packages intended to improve the
quality and sustainability of ECD. Pilot packages include: (a) increasing participation in
ECD by poor children and communities through financial support including grants; (b)
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improving the health and nutrition status of pre-school children including those under 3
years of age; and (c) smoothing the transition from pre-school to primary school.

11. The project would comprise the following core components: (a) Improved
Teacher Performance Component (US$ 5.0 million) which would provide initial,
orientation and refresher training for teachers and mechanisms for their support; and (b)
The Community Capacity Building and Mobilization Component (US$ 3.5 million) which
would improve parenting skills, strengthen the management of ECD services and develop
the communities' capacity to mobilize and manage local resources as well as monitor
their utilization. The pilot components would include: (a) Community Grants (US$ 5.0
million) to assist community managed ECD centers that are constrained by low levels of
funding to meet the costs of pre-school teacher salaries, school materials, health and
nutrition services, to subsidize fees for the poorest children and improve school facilities;
(b) Health and Nutrition Services (US$ 4.5 million) which would develop a replicable
model emphasizing prevention and promotion to optimize the health and nutrition status
of pre-school children at the community level; (c) Pre-school to Primary School
Transition Pilot (US$ 0.8 million) in those primary schools which have pre-schools
attached which would seek to provide continuity in the curriculum and teaching
methodologies between pre-school and primary schools; and (d) Institutional
strengthening (US$ 9.7 million) to improve management capacity at central and district
levels. A regular monitoring system as well as a mid-term and final evaluation will be set
up to evaluate the impact of ECD services and to assess the differential effects of diverse
ECD packages and delivery systems on child outcomes.

12. Project Implementation. A Project Implementation Manual (PIM) had been
prepared to guide the project execution. The project will receive overall policy and
strategic direction from an intersectoral ECD Project Implementation Committee chaired
by the Permanent Secretary, Ministry of Education (MOE). The Committee will meet at
least once a quarter to discuss and approve work plans and budgets, review project
progress and impact and discuss policy issues arising from the implementation of the
project. The pre-school section in the MOE will be strengthened, and the head who will
be named project coordinator, will: (a) be the Secretary of the ECD Committee; (b)
facilitate project coordination and implementation and monitor project progress; and (c)
handle IDA's administrative requirements.

13. NACECE will be responsible for implementing the core components of Improved
Teacher Performance and Community Mobilization and Capacity Building. NGOs will
assist in the implementation of the Community Grants and Health and Nutrition Pilots.
Two implementation models will be tested under the pilot components. In the first
model, NGOs will be selected at the national level to implement the pilots in selected
districts subject to the approval of the ECD Project Implementation Committee. The
selected NGOs will support other community based organizations in grassroots project
implementation. In the second model, GOK will implement the pilot components with
collaborating agencies including NGOs at the district level through the District ECD
Implementation Committees and DICECEs. The transition pilot will be implemented by
the MOE Inspectorate with KIE.
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14. Communities themselves would continue to have principal responsibility for
managing ECD centers. The management capacity of pre-school committees would be
strengthened, parenting education would be provided and communities mobilized for
greater participation and involvement in ECD services.

15. Project Sustainability. Capacity building at the community level for the
development and management of ECD centers is expected to enhance the sustainability of
the project. Sustainability will be influenced also by the development of an appropriate
model, affordable in the long term. Households which are already meeting the bulk of
the financing requirements, can be expected to continue and increase investment as a
result of the project's mobilization and education effort. If the project is successful in
meeting its objectives, then the savings accruing to households and the primary school
system should be a strong incentive for increasing both private and public funding for
ECD. From the point of view of Government funding, GOK draft letter of policy intent
makes a commitment to increasing resources for ECD programs. In GOK budgetary
terms this would imply increasing the share of funding for this sector from less than 1%
to about 2% of the education budget. Given MOE recognition that the foundation of the
education system is being under-funded, this is a realistic option. By the end of the
project period, initial investment costs funded by IDA, such as training the backlog of
untrained teachers, will no longer be required. The bulk of on-going recurrent costs (US$
10-12 million per year) will continue to be met by communities and households. GOK's
annual contribution will increase to about US$ 1.5 million to meet increased cost of
monitoring and expanding successful pilots.

16. Lessons Learned from Previous Bank/IDA Involvement. IDA has supported a
number of child development projects in Latin America and Asia, although this is the first
IDA supported ECD project in Africa. Experience has demonstrated that the ability and
will of communities to manage and finance their pre-schools are perhaps the most critical
factors affecting the quality and sustainability of community owned pre-schools.
Communities need to be made aware of the importance and benefits of ECD services and
be willing and able to finance them. Other lessons learned include the importance of: (a)
worker selection, workload, training and supervision; (b) community and family
involvement; (c) integrated inputs meeting a child's health, nutrition and education needs;
and (d) flexible, non-formal and culturally appropriate approaches. These lessons have
influenced the selection of project components, and are incorporated in the design of
curriculum and the project implementation manual.

17. Rationale for Bank/IDA Involvement. IDA can fill the resource gap to increase
GOK investment in this crucial sub-sector and use its vast experience in ECD in Latin
America and Asia to help maximize the returns to the investment. In the last decade,
donors such as the Bernard van Leer and Aga Khan Foundations have helped GOK
develop an innovative and effective model for delivering community based ECD services
in Kenya. The development of such a large network of fully community owned pre-
schools is unique. IDA involvement can help improve the quality and sustainability of
these pre-schools. It can help replicate and expand successful approaches and to pilot
innovations. IDA's involvement also provided significant impact in the sub-sector policy
to strengthen ECD programs' management in the Ministry of Education. The project will
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help implement one of the recommendations of the Kenya Poverty Assessment by
developing human resources in poor households. The project is consistent with the
Kenya Country Assistance Strategy (discussed by the Executive Directors on January 30,
1996) that recommends investment in human resources development and targeted
interventions for vulnerable groups.

18. Agreed Actions. (1) During project preparation, an on-going policy dialogue was
initiated with GOK on issues such as shifting resources into early child development,
reaching out to children before their entry into formal schools or pre-schools, funding
community owned pre-schools directly and enlisting the help of NGOs for community
capacity building and supervisory support. The Letter of Sector Policy and the project
document prepared by GOK demonstrate commitment to the implementation of these
changes. (2) During negotiations, assurances were obtained that: (a) the project would
be implemented in accordance with the Project Implementation Manual; (b) selected
NGOs would be used for the implementation of the pilots and NGOs would be contracted
as necessary for the implementation of district level plans; (c) annually a joint review of
project implementation would be completed by IDA and GOK and an Annual Work Plan
and Budget would be prepared and sent to IDA for approval; (d) GOK and IDA will
conduct a mid-term review of project implementation and impact. (3) Before Board
Presentation it will be ensured that: (a) a final Project Implementation Manual,
satisfactory to IDA, has been submitted; (b) key vacant positions in NACECE and the
Pre-school Unit of the MOE have been filled; (c) the National ECD Project
Implementation Committee has been constituted; and (d) overdue audits for the
Universities Investment Project (Cr. 2309-KE) have been received. (4) Conditions for
Credit Effectiveness are that: (a) appropriate budget provisions have been made for the
project; (b) an adequate financial management and accounting system for the project has
been established; and (c) at least two NGOs have been selected at the national level and
memorandum of understanding signed.

19. Poverty Category. Several studies have shown that children from low-income
families have developmental scores that are significantly lower than those for children
from middle or high income households and that such deficits can be prevented or
compensated through ECD interventions. The project would increase access and improve
the quality of ECD services available to children from poor families. The most backward
districts, based on a composite index of income, child health and nutrition and school
enrollment, have been selected for implementation of the pilots.

20. Environmental Aspects. The environmental category is C. The project will
have no adverse environmental impact. The health and nutrition component will improve
the health conditions of the children in the pre-school centers.

21. Program Objective Categories. The project is targeted to poor communities and
poor households and will help build the foundation for the development of the human
resources of the poor.

22. Participatory Approach. Local participation in project design and capacity to
implement the project were ensured by the following: (1) a client consultation study
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prepared as part of the preparation process covering about 550 small group interviews in
four different types of settings (pastoralist, settled agricultural, plantation and urban slum)
with parents, grandparents, siblings, pre-school teachers, leaders and caregivers; (2) a
nationwide sample survey of ECD centers; (3) the project preparation group constituted
by GOK; (4) interaction with the Aga Khan and van Leer Foundations, the two most
important donors to ECD in Kenya, including their participation in missions. The IDA
project preparation team met extensively with NGOs involved in ECD in Kenya,
collectively and individually. A workshop was held in July 1995 to discuss the findings
of a number of project preparation studies prepared with the assistance of a Japanese
PHRD grant with the stakeholders - the Government, NGOs, representatives of
communities and donors. During implementation the project will use participatory
methods in community capacity building to sensitize parents to ECD.

23. Project Benefits. The project will bring about quality improvements in existing
ECD services via teacher training, community mobilization and pilot interventions in
about 20,000 centers benefiting 1 million children. Community support grants will
empower communities to plan and implement ECD activities. An additional 5,000 new
centers will be opened, covering 200,000 children. The project is expected to (a) reduce
grade repetition and improve completion rates in primary school; (b) improve lifetime
earnings of beneficiaries; (c) improve child health and nutrition; (d) release mothers' time
for economic activities; (d) release girls' time from child care; and (e) increase earnings
of teachers trained under the project. In 1993, the financial loss to Kenyans on account
of grade repetition by 700,000 primary school repeaters alone was about US$ 35 million
based on estimates of average primary school expenditure by government and households
together of US$ 55 per child year (Kenya PER, 1994). The project is expected to
generate a combined fiscal cost savings to the Government and financial savings to
households of about US$ 7.5 million per year by the fifth year of the project based on
improved performance in primary school alone. Improving the management capacity of
communities, enhancing women's earning capacity and enabling elder siblings (usually
girls) to attend school are additional benefits that are difficult to quantify. A benefit-cost
analysis quantifying only benefits (a) and (b) above gave an economic rate of return of
33%. The rate of return with only (a) quantified was 26%. The pilot interventions are
intended to test the relative cost-effectiveness of different interventions such as health and
nutrition services and community grants.

24. Project Risks. As an innovative pilot project testing the feasibility of
mechanisms such as the transfer of grants directly to communities, the project has
substantial risks. Poor community oversight resulting in community elite capturing
project benefits or the misappropriation of funds is a risk. IDA involvement could result
in the bureaucratization of a flexible system for the provision of child development
services. The tendency to see child care centers as pre-primary schools and parental
pressure to teach the 3 R's could result in an extension downward of a rote learning
system that does not serve the holistic developmental interests of young children.
Further, the tendency to prescribe teacher certification and pay scales that ignore the
realities of the market could hurt the normal expansion of pre-school services. The
project is intended to increase the total investment in young children in Kenya. There is a



-8-

risk that the project will replace or reduce other current sources of investment. To reduce
these risks, the project will involve reputable NGOs with community development
experience in Kenya to assist in the implementation of the pilot components. It will
promote a non-formal approach to early child development and apply market principles in
respect of teacher certification and pay. Grants will be transferred to communities on a
matching basis to encourage continued community contribution and there will be
considerable investment in capacity building for the major stakeholders - viz. parents of
pre-school children.

25. Recommendation. I am satisfied that the proposed Interim Fund Credit would
comply with Resolution No. 184, adopted by the Board of Governors of the Association
on June 26, 1996, establishing the Interim Trust Fund and I recommend that the President
approve it.

Gautam Kaji
Managing Director

Washington, D.C.
March 10, 1997
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ESTIMATED PROJECT COSTS AND FINANCING

Table 1 Project Cost Summary (US$ thousands)

Local Foreign Total % Foreign % Total
Exchange Base Cost

A. Core Service Delivery Support
1. Improved Teacher Training
2. Community Capacity Building 4,812 120 4,932 2% 17%

and Mobilization 2,976 602 3,578 17% 12%

B. Pilot Components
1. Health and Nutrition 2,999 1,483 4,482 33% 16%
2. Community Grants 5,000 0 5,000 0% 18%
3. Transition to Primary Schools 809 0 809 0% 3%

C. Project Management
1. Institutional Strengthening 6,809 1,928 8,737 22% 30%
2. Monitoring and Evaluation 838 178 1,016 18% 4%

Total Baseline Cost 24,243 4,311 28,555 15% 100%

Physical Contingencies 1,212 216 1,428 5%

Price Contingencies 4,364 776 5,140 18%

Total Project Cost 29,819 5,303 35,122 123%

Table 2 Financing Plan (US$ millions)

Foreign Costs Local Costs Total %

IDA 4.8 23.0 27.8 79

Government of Kenya 5.3 5.3 15

Donors 0.5 1.5 2.0 6

Total 5.3 29.8 35.1
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PROJECT COSTS AND BENEFITS

(1996 US$ millions)

Present Value of Flows Fiscal Impact
Economic Analysis

Taxes Subsidies
Benefits

Total Benefits from: 115.22 6.83
Fiscal Savings from Lower Primary
School Repetition, Household Savings
from Lower Primary School Repetition
Govt. Fiscal Savings from Lower Drop-
Outs in Grades 1 and 2
Incremental Income

Costs

Total Project cost: 20.85 25.56
(Including: Teachers' Training, Community
Capacity Building, Health and Nutrition,
Community Financing, and M&E)

Net Present Value 94.37
Internal Rate of Return 32.8%
Overall Risk: Probability that NPV <0 minimal

Main Assumptions:

Discount Rate: 12%

Real Exchange Rate Constant 1995 prices

Taxes would be generated from incremental lifetime earnings of beneficiaries.

Nature of Benefits

Government fiscal savings from lower drop-out and repetition rates at the primary level.
Household savings from lower drop-out and repetition rates at the primary level.

Incremental lifetime earnings for beneficiaries.

Not quantified: Incremental lifetime earnings from better nutrition.
Incremental earnings of mothers released for economic activities.
Increased schooling participation of girls.

Switching Values

Reduction in repetition/drop-out would have to be 50% lower for NPV to be negative.

Reducing incremental lifetime earnings to zero will not make NPV negative.
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Kenya: Early Child Development Project

KEY PERFORMANCE INDICATORS

Performance Indicator Planned Actual %
(specified annually in the AWPB) Difference

Input Indicators
Percent of funds disbursed to components:

(a) Teacher Training
(b) Community Capacity Building
(c) Health & Nutrition Pilot
(d) Community Matching Grants

Process Indicators
Project processing time, by component
Overhead costs as percentage of total project costs
Number of new ECD centers opened
Avg. amount of matching-grant contributions raised by
communities for preschools
Number of supervisory visits by DICECE & Inspectorate
& local authority staff to ECD centers

Output Indicators
Enrollment rate in ECD/home based centers
(% of all children aged 3-6 yrs), by gender
Enrollment rate in ECD centers, by gender, for children
belonging to poorest income quintile
Number of preschool teachers trained
Avg. attendance rate for children in ECD centers (%)
Proportion of children aged 0-3 and 3-6 yrs covered by:
(a) dewormning campaigns
(b) Vitamin A supplementation
(c) giowth-monitoring campaigns
Number of preschool parents' committees formed
Annual number of meetings held by preschool parents'
committees
Avg. presence/attendance rate for ECD teachers
& workers (%)
Avg. weekly contact hours in ECD centers (hours)

Output Indicators
% of ECD centers constructed out of permanent materials
Avg. ratio of pupils to books and other learning materials
% of parents who say they are involved in
preschool activities
% of ECD centers having a school/center plan

Outcome Indicators
Letter and word recognition among children 3-6 yrs
Weight and height for age of children aged 0-3 & 3-6 yrs
Modal age at entry into primary school
Gross primary enrollment rate
Repetition & drop-out rates in Standards l-IV
(primary school)
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PROCUREMENT METHODS AND DISBURSEMENTS

Table 1 Summary of Proposed Procurement Arrangements
(US$ thousands)

ICB NCB Other NIF Total
Project Element

A. Goods

Vehicles 1,747 1,747

(1,660) (1,660)
Equipment 1,254 627 208 2,089

(1,129) (564) (187) (1,880)
Pharmaceuticals 1,325 1,325

(1,193) (1,193)
Learning Materials 1,301 3,904 5,205

(1,170) (3,513) (4,683)
B. Consultancy

Technical Assistance 2,007 1,230 3,237

(2,007) (2,007)
Training 6,878 6,878

(6,878) (6,878)

C. Miscellaneous

Community Grants 3,690 1,285 4,975

(3,690) (3,690)
Recurrent Expenditures 9,666 9,666

(5,809) (5,809)
Total 5,627 4,531 22,449 2,515 35,122
IDA-financed (5,152) (4,077) (18,571) (27,800)
Notes:
1. Figures in parentheses are respective amounts financed by IDA credit.
2. Total project cost include duties, taxes, and contingencies.
3. NIF (not IDA-financed) components include procurement by other donors.

Table 2 Estimated IDA Disbursement Schedule
(US$ millions)

FY97 FY98 FY99 FY00 FY01 FY02 FY03

Annual 0.8 2.2 4.4 7.1 6.0 5.4 1.9
Cumulative 0.8 3.0 7.4 14.5 20.5 25.9 27.8
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Table 3: Allocation and Disbursement of IDA Credit
(US$ millions)

Category of Expenditure Proposed IDA Allocation % of Expenditures

I. Goods 9.5 100% of foreign and
80% of local expenditures

2. Technical Assistance 2.0 100%
3. Training 6.9 100%
4. Community Grants 3.7 100%
5. Recurrent Costs 3.3 90% of expenditures

incurred prior to July 1997
and 60% thereafter.

6. Refunding of Project
Preparation Advance 1.0

7. Unallocated 1.4
Total 27.8
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TIMETABLE OF KEY PROJECT PROCESSING EVENTS

Time taken to prepare project 30 months (November 1994
to April 1997)

Prepared by Government with IDA assistance l
First IDA Mission November 1994
Appraisal Mission Departure February 12, 1996
Negotiations May 1996
Planned Date of Effectiveness July 1997
Relevant ICR None

An IDA appraisal mission visited Kenya in February 1996. This mission was led by Jayshree Balachander (nutrition
management specialist), and included Marito Garcia (human resource economist) who assumed task management in
July 1996, James Kamunge (educator based at the World Bank Resident Mission) James Green (nutrition adviser),
Anil Deolalikar (economist), Kaori Miyamoto (operations analyst), Colin Lyle (accounting specialist), and Fred
Kranz (procurement specialist). The World Bank resident mission staff assisted the appraisal mission including:
Richard Anson (senior operations officer); Nyambura Githagui (NGO specialist); John Nyaga (audit and accounts
specialist); Mbuba Mbungu (procurement); and Peninah Nyakweba (administrative support). The lead adviser was
Jacques van der Gaag (HDD), and peer reviewers were Xavier Coll (LA 1HR). F. Reza and V. Saldanha provided
administrative support and assisted in the processing and production of this document. Ruth Kagia is the technical
manager, Harold Wackman is the country director and Kenichi Ohashi is the country program coordinator.
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STATUS OF BANK GROUP OPERATIONS IN KENYA
A. STATEMENT OF BANK LOANS AND IDA CREDITS

(as of December 31, 1996)

----(US$ Million) -----
(Less Cancellations)

Credit No. Year Purpose Bank IDA Undisbursed

Fifty-four (54) loans and seventy one (71) credits 985.87 1643.14 0.19

closed, of which SAL, SECAL or Program Loan/Credit: (60.90) (999.41)

Cr.20600 1990 Third Nairobi Water Supply 64.80 16.93

Cr.20620 1990 Coffee Improvement II 46.80 13.49

Cr.21 110 1990 Population IV 35.00 27.99
Cr.21980 1991 Forestry Development 19.90 7.55

Cr.21990 1991 National Agric. Ext. II 24.90 17.36
Cr.23090 1992 Universities Investment 55.00 39.38
Cr.23100 1992 Health Rehabilitation 31.00 21.12
Cr.23330 1992 Mombasa and Coastal Water II 43.20 18.23

Cr.23340 1992 Wildlife Services 60.50 17.10
Cr.24400 1993 Parastatal Reform TA 23.32 16.32
Cr.24450 1993 Agric. Sect. Mgmt. II 19.40 10.79
Cr.24600 1993 Emergency Drought Recovery 20.00 4.79
Cr25960 1994 Micro & Small Enterprise 21.83 20.80
Cr.26710 1995 Institutional Development 25.35 20.67
Cr.26860 1995 Sexually Transmitted Infections 40.00 37.15
Cr.27970 1996 Arid Lands 22.00 20.68
Cr.28110 1996 Urban Transport 115.00 108.03

Cr.28120 a/ 1996 Nairobi Mombasa Road 50.00 48.81
Cr.28840 b/ 1996 SAC I 90.00 44.36
Cr.28842 b/c/ 1996 SAC I 26.60 26.56
Cr.29070 a/ 1997 Lake Victoria Env. 12.8 12.27

Total 985.87 2490.54 551.08

of which repaid 777.19 670

Total held by Bank & IDA 208.68 2423.47
Amount sold 11.74
of which repaid 11.74

Total undisbursed 551.27

a/ Not yet effective.
b/ Indicates SAL/SECAL Loans and Credits.
c/ Not yet signed.
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KENYA
B. STATEMENT OF IFC'S

COMMITTED AND DISBURSED PORTFOLIO

As of 12/31/96
(US$ millions)

Committed Disbursed
----------------------IFC---------------------- ----------------------IFC----------------------

FY Company Loan Equity Quasi Partic Loan Equity Quasi Partic
Approval

1970 Panafrican 0.00 2.31 0.00 0.00 0.00 2.31 0.00 0.00
1972 TPS (Kenya) 0.00 .04 0.00 0.00 0.00 .04 0.00 0.00
1974 Panafrican 0.00 1.59 0.00 0.00 0.00 1.59 0.00 0.00
1976 RIVATEX 0.00 0.00 2.06 .39 0.00 0.00 2.06 .39
1977 Panafrican 0.00 .61 0.00 0.00 0.00 .61 0.00 0.00
1979 Panafrican 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1980 DBK 0.00 1.31 0.00 0.00 0.00 1.31 0.00 0.00
1981 Panafrican 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1982 Diamond Trust 0.00 .80 0.00 0.00 0.00 .80 0.00 0.00
1982 IPS(K) 0.00 .55 0.00 0.00 0.00 .55 0.00 0.00
1983 DBK 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1983 LIK 0.00 .60 0.00 0.00 0.00 .60 0.00 0.00
1985 EBP 5.19 0.00 0.00 0.00 5.19 0.00 0.00 0.00
1986 IPS(K)-Allpack 0.00 .36 0.00 0.00 0.00 .36 0.00 0.00
1986 IPS(K)-AL 0.00 .62 0.00 0.00 0.00 0.00 0.00 0.00
1986 IPS(K)-Frigoken 0.00 .06 0.00 0.00 0.00 .06 0.00 0.00
1986 IPS(K)-Novaskins 0.00 .14 0.00 0.00 0.00 .14 0.00 0.00
1986 IPS(K)-Prem Food 0.00 .11 0.00 0.00 0.00 .11 0.00 0.00
1988 Panafrican 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1989 Panafrican 3.21 0.00 0.00 0.00 3.21 0.00 0.00 0.00
1991 AEF Malaa .53 0.00 0.00 0.00 .53 0.00 0.00 0.00
1991 LIK 0.00 .03 0.00 0.00 0.00 .03 0.00 0.00
1992 AEF Future Hotel .39 0.00 0.00 0.00 .39 0.00 0.00 0.00
1994 AEF Aura .09 0.00 0.00 0.00 .09 0.00 0.00 0.00
1994 AEF Capital Fish .65 0.00 0.00 0.00 .65 0.00 0.00 0.00
1994 AEF Mosi .20 0.00 0.00 0.00 .20 0.00 0.00 0.00
1994 EARC 0.00 1.10 0.00 0.00 0.00 .80 0.00 0.00
1994 Intl Hotels-Ken 6.00 0.00 0.00 0.00 3.60 0.00 0.00 0.00
1994 Panafrican 13.93 0.00 0.00 0.00 13.93 0.00 0.00 0.00
1995 AEF Bawan Roses .50 0.00 0.00 0.00 .50 0.00 0.00 0.00
1995 AEF Kihingo Rose .46 0.00 0.00 0.00 .46 0.00 0.00 0.00
1995 AEF Vegpro .83 0.00 0.00 0.00 .83 0.00 0.00 0.00
1995 Magadi Soda Co. 9.00 0.00 0.00 0.00 .40 0.00 0.00 0.00
1996 AEF Jacaranda .50 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1996 Panafrican 15.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
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KENYA
B. STATEMENT OF IFC'S

COMMITTED AND DISBURSED PORTFOLIO (CONTINUED)

As of 12/31/96
(US$ millions)

Committed Disbursed
----------------------IFC---------------------- ----------------------IFC----------------

FY Company Loan Equity Quasi Partic Loan Equity Quasi Partic
Approval

Pending Commitments

1997 * AEF CERES .93 0.00 0.00 0.00
1996 *AEF EQUITEA .31 .12 0.00 0.00
1996 * AEF K-REP 0.00 1.00 0.00 0.00

BANK
1996 * AEF RAFIKI .40 0.00 0.00 0.00

EXPOR
1996 * AEF WAKATE .43 0.00 .43 0.00

CENTR
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KENYA - IMPLEMENTATION ISSUES

1. As of December 31, 1996, there were 20 ongoing operations in the Kenya
portfolio representing total commitments, excluding cancellations of US$ 847.4 million.
The portfolio includes a Structural Adjustment Credit (SAC) for US$ 116.6 million
equivalent, of which $26.6 million is IDA Reflows, and two projects which were
approved and are expected to become effective shortly. Undisbursed amounts totaled
$551.1 million or 65 percent of commitments. Kenya's disbursement performance has
shown steady improvement over the past few years, with the disbursement ratio rising
from 15.4 percent in FY94, to 16.3 percent in FY95, and 19.2 percent in FY96.
However, the level of disbursements during the first half of FY97 has been considerably
lower than anticipated. In this regard, a joint Bank/GOK Country Portfolio Performance
Review (CPPR), scheduled for March 1997, will make project-specific recommendations
in an effort to accelerate disbursements, improve project performance, and help meet PIP
targets over the next few months, as well as address key portfolio implementation
constraints over the medium term.

2. During the second half of FY96, Bank staff carried out a comprehensive review of
the Kenya investment portfolio, which resulted in a Portfolio Improvement Program
(PIP) for FY97. Two positive themes emerged from this review: (i) the content of the
ongoing portfolio is generally consistent with the framework and objectives of the CAS;
and (ii) there has been overall improvement in the Kenya portfolio, especially during
FY96. As of the end of December 1996, 5 of the 20 operations (25 percent) were rated
"unsatisfactory" compared with 21.7 percent for FY96, 33.3 percent for FY95 and 38.5
percent for FY94. Despite these improvements, various indicators show that many
projects are "at risk" and need close monitoring and sustained improvements.

3. Considerable progress has been made during the past two years in laying the
foundation for aggressively addressing a number of generic implementation problems that
had adversely affected the portfolio. As GOK commitment and ownership remain critical
to timely and efficient project implementation, the August 1994 CPPR, organized with
the active involvement of GOK, effectively initiated an ongoing process in which the
GOK and Bank staffjointly address implementation bottlenecks.

4. To improve portfolio management, a multi-sectoral Operations Unit (OU) was
established in the Resident Mission in mid-95. This created capacity for day-to-day
dialogue with the GOK as well as hands-on implementation assistance and capacity
building. The OU and the MOF now meet monthly to review the status of overall project
implementation, and agree on steps to address project-specific implementation problems.
The recent posting of the Bank's Country Director to the Resident Mission is expected to
further strengthen the close operational dialogue with implementation agencies, and Bank
responsiveness to implementation issues.

5. As indicated above, as of end-December 1996, five projects were rated
"unsatisfactory". These are discussed below.
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Cr. 2110-KE (Fourth Population): About six years old, with a disbursement lag of 70
percent, this project has experienced implementation problems for some years. The
project is currently scheduled to close by end-June 1997. A recent review mission
worked out an action plan to help ensure improved implementation and disbursement
performance. MOH's recent engagement of a procurement agent (now on board) is
facilitating this process, especially as the major implementation barrier has been serious
procurement problems in the MOH. GOK plans to request an extension of the closing
date based on the strategic needs in Kenya's population sub-sector, and the emerging
financing gap in Kenya's contraceptives requirements. IDA's decision will be contingent
upon MOH carrying out the agreed action plan.

Cr. 2199-KE (Second National Agricultural Extension): Six years old, with a
disbursement lag of 68 percent, disbursements under the credit were suspended from May
1996 until November 1996 for non-compliance with audit covenants. This project is not
expected to be completed by its closing date of March 31, 1998. Based on a recent
review mission, the Bank and GOK have agreed on an action plan to improve project
implementation performance and disbursements. The key actions include: improved
financial control in the MOALDM; clear management arrangements and responsibilities;
and timely flow of funds to ensure adequate field-level mobility, supervision and training.
Implementation progress during the current year will form the basis for proceeding with
the project beyond end FY97.

Cr. 2440-KE (Parastatal Reform and Privatization TA): About four years old, with a
disbursement lag of 70 percent. Originally intended as the engine for parastatal reform
and privatization, the project's objectives and policy/implementation timetable have not
been achieved. However, with the policy agenda for parastatal reform and privatization
clearly defined under the Policy Framework Policy for 1996/98 and the SAC, this project
is now being formally restructured to support the reform implementation program. More
recently, implementation has improved, primarily due to GOK's commitment to
implement the SAC, and improved project management arrangements (within GOK and
the Bank). While the disbursement lag is high, recently there has been a significant
increase in financial commitments (about US$ 12 million, or nearly 50 percent of the
IDA Credit). Therefore, it is anticipated that both implementation performance and
disbursements will show visible improvements ihn the coming months.

Cr. 2310-KE (Health Rehabilitation): This project is five years old and has a
disbursement lag of 65 percent. Extensive delay in initiating the civil works for
rehabilitation of Kenyatta National Hospital (accounts for approximately 70 percent of
credit proceeds) is the primary reason for the disbursement lag. This work finally began
in mid- 1995, and is scheduled for completion by early 1997, while rehabilitation of the
14 clinics of the Nairobi City Council is expected to be completed by credit closure.
Since GOK is making progress toward preparing a Health Sector Reform Program, and
given the unused funds in the current project, GOK plans to request that IDA considers an
extension to support strategic activities under the project. A recent supervision mission
defined (with MOH) an action plan which will provide the basis for determining whether
implementation progress justifies such an extension.
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Cr. 2309-KE (Universities Investment): About five years old and originally scheduled
to close at end 1996, expenditures under this project are mostly for staff development and
procurement of highly specialized equipment. Staff development has proceeded as
intended. However, due to flawed application of procurement procedures during the
early years of the project, equipment procurement had to be re-tendered and the first 14
equipment contracts were awarded only in the second half of 1995, resulting in a
disbursement lag of 64 percent. The disbursement schedule has since been formally
revised. The remaining Phase 1 and Phase 2 equipment tenders are to be advertised and
awarded in 1996/97, and past procurement problems are not expected to recur. In late
1996, IDA approved partial reallocation of this credit to support the financing of items
originally covered by the Education VI Project. A one year extension of the closing date
was approved; subject to implementation performance, IDA may consider GOK's
intention to request another extension of the closing date.

6. There are five ongoing projects that are classified as "slow disbursing" operations
(with disbursement lags of 50 percent or more). Currently, there are no projects approved
by the Board more than one year ago, which have not yet been declared effective.

Cr. 2671-KE (Institutional Development and Civil Service Reform): This project is
about two years old, and has a disbursement lag of 70 percent. Implementation has been
impeded by the lack of a high powered civil service reform champion and delays in
initiation of project activities. Of the various components, only the Voluntary Early
Retirement exercise is being implemented as envisaged. Little progress has been
achieved in the ministerial rationalization, although there is recent progress for two key
Ministries (MOH and MOALDM). In early 1997 there is a multi-donor mid-term review
of the project, which is expected to result in agreed actions to achieve both development
objectives and improved implementation/disbursement performance.

Cr. 2596-KE (Micro and Small Enterprise Training and Technology): This project is
about 3 years old and has a disbursement lag of 67 percent. Following the July 1996
mission, implementation performance was upgraded to "satisfactory" reflecting improved
performance in project management and in the initiation of the voucher training scheme
(the project's main component). Various design and implementation issues will be
reviewed in early 1997, to ensure that the project becomes a more effective vehicle for
improving the policy and institutional environment for the small enterprise sector.
Improved disbursements are expected during the remainder of the year.

Cr. 2686-KE (Sexually Transmitted Infections): This project is about 2 years old and
has a disbursement lag of 74 percent. This is attributable to an over optimistic
disbursement profile for the first two years of project implementation; delays in
establishing a funding mechanism acceptable to the GOK for disbursing credit proceeds
to the participating NGOs and municipalities; inadequate budget provision in FY97; and
delays in submitting withdrawal applications. Recently, there have been visible
improvements in project implementation, especially involving district and NGO
participation. Notwithstanding the budgetary shortfalls in the current fiscal year, it is
expected that the Treasury will approve MOH's request to proceed with major
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procurement of project items, and thereby improve implementation and disbursement
performance.

Cr. 2797-KE (Arid Lands and Resource Management Project): This project was
approved in late 1996, and only became effective recently which is the main reason for
the 83 percent disbursement lag. Project start-up activities are now proceeding well, and
it is anticipated that disbursements will improve during the current fiscal year.

Cr. 2811-KE (Urban Transport Project): This project was approved in January 1996
and became effective in June 1996. However, because of the delay in Board presentation
and subsequent effectiveness, a review of the original list of roads identified for
maintenance at appraisal in July 1994, became necessary. Procurement activities were
therefore delayed which resulted in a 55 percent disbursement lag. A revised work plan
is expected to be submitted shortly.
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Kenya at a glance
Sub-

POVERTY and SOCIAL Saharan Low-
Kenya Africa Income Development diamond

Populatlon mid-1995 (millIons) 26.7 589 3,188
GNP per capita 1995 (USS) 260 490 460 Life expectancy
GNP 1995 (billions USS) 7.0 289 1,466

Average annual growth, 1990-96 T
Population (X) 2.7 2.8 1.8 GNP Gross
Labor force (X) 3.4 2.8 1.9 per primary

Most recent estimate (latest year available since 1989) capita enrollment

Poverty: headcount Index (% of population) 37
Urban populaton (% of total population) 28 31 29
Life expectancy at birth (years) 58 52 63
Infant mortality (per 1, 000 live Nirths) 58 92 58 Access to safe water
Child malnutrItIon (% of children under 5) 23 .. 38
Access to saWe water (16 of population) 49 47 75
Illiteracy (1 of population age 15+) 22 43 34
Gross primary enrollment (X of school-age population) 91 71 105 Kenya

Male 92 77 112 Low-income group
Female 91 64 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 1986 1994 1995
Economic ratloe

GOP (billions USS) 3.3 6.1 6.9 7.3
Gross domestic investment/GDP 18.1 26.0 20.9 22.9
Exports of goods and non-factor services/GDP 29.8 25.3 38.6 37.0 Openness of economy
Gross domestic savIngs/GDP 13.5 24.9 23.7 21.7
Gross national savings/GDP 9.2 22.6 20.4 18.7

Current aecount balance/GDP -8.6 -7.0 -0.4 -4.6
Interest payments/GDP 1.4 2.7 4.3 3.6 Savings Investment
Total debt/GDP 39.6 68.1 106.0 101.5
Total debt service/exports 14.9 39.2 33.3 29.4
Present value of debtGOP .. .. 75.1 -
Present value of debtexports .. 193.3 Indebtedness

197544 1985-95 1994 1995 1996-04
(average annual growth) Kenya
GDP 4.8 3.3 3.9 5.0 5.3
GNPpercapta 1.1 0.1 3.1 3.7 2.9 Low-ncomegroup
Exports of goods and nfs 0.3 5.1 -1.3 7.5 3.5

STRUCTURE of the ECONOMY
1978 1985 1994 1998

(% of GDP) Growth ratee of output and Investment(%
Agriculture 34.2 32.5 29.1 .. 20
Industry 20.2 19.1 17.4 ..

Manufacturing 12.0 11.7 10.5 ..
Services 45.6 48.4 53,5

Private consumption 68.2 57.6 61.5 61.6 -20
General govemment consumption 18.3 17.5 14.7 16.8 GDI --- GDP
Imports of goods and non-factor services 34.5 26.4 35.7 38.2

197644 1986-96 1994 1995
(average annual grwth) Growth rates of exports and imports (%)
Agriculture 3.8 1.7 3.1 .. 40
Industry 4.8 3.5 2.0

Manufacturing 6.3 4.3 1.9 20
Services 6.0 4.3 3.3

Private consumption 3.3 3.6 10.3 0.7 0
General govemment consumption 4.3 5.5 8.6 10.3 9D 94 9f
Gross domestic Investment 1.8 0.4 18.7 10.9 -20
Imports of goods and non-factor services -3.7 4.7 30.3 5.3 Expors Imports
Gross national product 5.0 3.0 5.8 6.4

Note: 1995 data are preliminary estimates. Figures in italics are for years other than those specified.
The diamonds show tour key Indicators in the country (in bold) compared with is income-group average. If data are missing, the diamond will
be incomplete.
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PRICES and GOVERNMENT FINANCE
o1975 1985 1994 1995 Inflation I%)

Domestic prices
(% change) 60 T
Consumer prices 19.1 10.7 28.8 1.7 4_
Implicit GDP deflator 11.3 8.2 15.7 0.9

Government finance al 1975 1985 1994 1995 -_ _
(% of GDP)
Current revenue .. 21.6 29.2 31.7 90 91 92 93 94 95
Current budget balance .. -0.8 -1.0 5.2 - GDPdef. -Q-C-CPI
Overall surplusldeficit .. -7.5 -8.0 -2.6

TRADE
1975 1985 1994 1995 Export and Import levels (mill. US$)

(millions USS)
Total exports (fob) . 940 1,482 1,783 3.000 _

Fuel 118 65 73
Coffee . 281 233 302
Manurfactures 117 159 184 2,0

Total imports (cif) 1,486 2044 28606
Food .. 112 180 205 boo
Fuel and energy .. 461 3312 329
Capital goods 340 503 578

Export price index (1987=100) 90 122 : 89 90 9 92 93 94 95
Import price index (1987=100) .. 81 77 | LExports 0 Imports
Terms oftrade (1987=100) .. I111 157 .

BALANCE of PAYMENTS
1975 1985 1994 1995

(millions USS) Current account balance to GDP ratio (%)
Exports of goods and non-factor services 955 1,552 2,645 2,954 5
Imports of goods and non-factor services 1,131 1,850 2,448 3,053
Resource balance -176 -297 197 -99 1
Net factor income -93 -213 -374 -365 9
Net current transers -13 81 148 128 5

Current account balance,
before official transfers -281 -429 -30 -336 . t

Financing iems (net) 244 397 134 203
Changes in net reserves 38 33 -104 133 -15|

Memo: 1_1
Reserves including gold (mill. USS) 173 417 625 453
Conversion rate (loca/USP) 7.3 16.4 56.1 51.0

EXTERNAL DEBT and RESOURCE FLOWS
1975 1985 1994 1995 8 I

(millions USS) Composition of total debt, 1995 (mill. USS)
Total debt outstanding and disbursed 1,290 4,178 7,273 7,413 A

IBRD 106 751 501 435 G A
IDA 81 408 1,789 1,977 625

F
Totaldebtservice 151 621 888 836 1026

IBRD 6 85 155 144 /
IDA 1 5 21 24 / \1977

Composition of net resource flows
Official grants 31 195 311 330
Official creditors 87 135 66 398 C
Private creditors 33 8 -276 -233 379
Foreign direct investment 17 18 4 22 | E
Portfolio equity 0 0 0 0 2571 400

World Bank program
Commitments 219 6 64 65 A -IBRD E - Bilateral
Disbursements 51 113 97 159 B-JDA 0- Other mublaleral F - Private
Principalrepayments 1 35 114 109 C-IMF G-Short-term
Netflows so 77 -17 50
Interest payments 6 55 62 58
Net transfers 44 22 -79 -8

International Economics Department 8/20/96
a. Govemment finance fiscal year (July to June); overall surplus/deficit on commitment basis, excluding grants.
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