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PARARSTATALS IM KEMYA:

Analysis of Their Condition and Methods for an Improved
Performance

i Y4

Hans G. Klaus

RESEARCE PROPNSAT,

Parastatals are involved in almcst every sector of the Kenvan econoiny.
It is the purpose of this nroject to analyse their role, structure
and performance in terms of their notential contribhuticon to economic
development.

It is intended to find criteria which helr - within the context of
specific situations = to define quidelines for copal settina and
performance and for initiating and implementing necessarv improve=
ments to enahle government institutions and the management of
Parastatals to achieve more efficient decision makina, nlanning and
control.
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GENERAIL BACKCGROUMD

The entrepreneurial activities of covernment have heen under
discussion since the era of industrialisation. Thev increased rapiclv when

the so-called leissez-faire rrincinle was given un in favour of an imrortant

covernment role in social ard econamic policies. The earliest twnes of mublic
enternrises owned hv the state were statal monoroliss and statal manufacturing
factories in France. These activities were esneciallv nerformed to serve a

fiscal policy, that is, to sunnlement income from taxation and duties in order

to halance the government hudget.

The last century hrought increasing government narticivation in almost
every sector of society, the cost of which couvld onlv bhe met hry
increasing exnenses from the statal hudaget. This, still existing tendency, has

emphasised the impertance of revenue earning from public enterprises. But
in addition, there has heecn a realization that the a2conamv will not onerate

amropriately viithout state influence throudh an economic nolicy.

In order to mwaintain the overall functioning of the econcuwr, the
governments have bad to nrovide and keep up cametition or control important
natural resources, which micht he overexploited bv a few individuals, in
contrary to the interest of the nublic and without long-term nlanning.
Governnents have taken over resnonsibilitv o enhance and rnrotect the economy
of their comtries so as to ixorove the incore situatiorn or the morulation.,

This has meant alsc providing the infrastructure as a hasic condition for
econamic activitv which includes not oniv road construction hat also utilities
and contamication structure of a countrv. In cases where hich canital investwent
ard country-wide long-texrm nrojects with no individual return on-investment and
profit in the short run is demanded, private enteroris=s could not he appropriate.
In pursmit or this development the /mdus)crlecsaf mining, nost and teleco
mmunications, nower, railwavs, alrwavs and shinwing are totallv or at least

in most caces public nroperty and are kent from private interest.

In general, it dewerds or the specific cconcmic set up (that is
nationalization of everv rroductive ecuipment on one hand, or free nrivate

E
L

industry on the other hand) and circumstances of a countrv whether additional
industries are nationalized, hesides the above mentioned Fev industries, which

are vital for the econanic existence and develommant.

Rut within this framework nationalization way he favourede if orivate
industries are unable to maintain campetition and equalitv of econcnic
orportunities, and to crganize their ~wm affairs: if there is no functioning

of a pluralistic society with well orcanized qroup interests on each leval
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of the decision process; and if there is a high denendence on
international markets and foreian economies. “Inder these
circumstances the state as an entrepreneur mav get involved in

almost every industrv.

Often the role of the state is limited to control and the
regulation of industrial activities like distribution, storage ana
finance of productszs and services (e.¢. agriculture) without
establishing its own statal nroduction. In these activities,
particularly observed in developing countries, the state acts as
entrepreneur and sometimes finances and renresents interests of
the country in case of world price fluctuations. Therefore the
role and nilot-function of the state in business affairs to contribute
to the development of the countrv on a micro-economic level

through puhlic owned enterprises should not bhe underestimated.

These activities of the state should he distincuished from
the original kevy industries, hecause thev normally don't nerform
productive ohjectives although in manv cases production is controlled
and tutored by government institutions which are allowed to estaklish
productive subsidaries or which mav join wrivate enterprises in
joint ventures. FEven in this case the state acte in the reole of
representative cof Puhlic interest in order to supnort, stabilize ox
initiate the nationai economv and to use foreign canital for this

purnose.

All of the husiness activities of the state including the kev
industries are mainlyv performed through separate orcanized insti-
tutions, so called Parastatals which do not bhelonc to the regular
administration or civil service although thers are some well known
exXceptions. Parastatals varv vervy much in respect o their relations
to the government and the civil service. This mav range from an
almost complete mersonnel and organizational intecration to a high

managerial autonomy hased on legal and administrative regulations.

The state, Parastatals themselves and the puhlic, especially
private industrv, mev ohserve Parastatals nerformance under ocuite
different viewnocints., Whereas government focuses on Parastatals as
a powerful instrument to fulfil economic rolicies, the Parastatals
management has to zucceed in managing large investrments, vital nublic
utilities and pretty larce mart of wage emplovment under governiment
control and nrivate criticism as well. This leads to the »nrohlem of

the role of nublic enternrises in the economv and the nrohliem of
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measuring of their nerformance and efficiencv which are annlicable

to their specific situation.

50 Governments often prefer having the Parastatals acting more
closely with the economic policv guidelirse . bHut manacenient of
Parastatals may insist on a certain amount ¢f autonomv for efficient

enterprises on the other hand cuestion

o
g
N

decision making. Priv

privileges and statal support and nowar,

The government, management of Parastatals, and the public are
interested in such criteria to measure, justifv and control
Parastatals performance, hacause they car not he evaluated only in
terms of risks, prices and markest reactions. Therefore it is a
permanent obligation of scientific research, to analvse performance
and conditions of Parastatals under different aspects and chancing
environment and to use modern research methods in orxder to contribute
to recommendations and improvements of efficiencv in this fielad

of the economy.

PARASTATALEL IN KuMYA

Since independencs, Parastatals (7)) have nlaved an important
role in development. There are now more than 115 Parastatals of
various kinds contributing more than 1l0% of the CGross Domestic
Product (GDP) (1376) and emploving ahout the same numbher of emwnlovees
as the entire public service sector., (teachers are not included)
(PABLE 1) Furthermore, according to the Review of Statutory
Boards (1979n.22), Parastatals handle ahout half of the countries
exports and require large amounts of foreign exchange for the

importation of equipment and machinery.

Originally, Parastatals were established mainlv in the
agricultural sector. Wow thev can also he found in all other
economic sectors althoucgh their role in agriculture is still
dominant.. In Fenva different tvpes of Parastatals can he distingui-

shed according to their function in the econowy (Tig.l).
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l. 5Statutory roards

More than 1€ in nunmber, these Poards differ in function
and field of activitv. Reculatory Roards are confined to control
rroduction, marketing and distrihution cof different crops and

products through licensing ard regulating measures. So they ave mainls

Y

astablished in the agricultural sector. PTesides ypromotion and
protection they are also involved in traininge and advisino a
specific industrv. Some of them are also exrected to do research
work. hAnother tvpoe of Statutorv Roard, the commercial Roards, have
been established to nrotect consumers and mroducers acainst nrice
fluctuations of crons and provide alsco additional services for

them such as storage, transportation and handlina. Sometimes thevy
have mononoly to handle all exports and jimrorts as well as domestic
trade. Thev often perform functions of Reaculaterv Roards for their

industry.

Another tvpe of Statutorv Poard ia involved in coordinating
and promotina develorment of particular industries or areas of Kenva
(Developental Roards). The ohijective of Finance PRoards is to nromote
small scale farmina and nrivate African entasrprises by granting short-
term credits and loans with reasonahle conditiins. Sone of thase
Statutory Roards are also called Authorities or are even estahlishead

as cornorations, mainly in the field of develonmental activities.

2. Corporations and Comnanies. These are »nroducinc enternrises

owned hv the government or where the dgovernment has an imnortant
financial influenca. There are more than 30 nuhlic enterprises in

Kenva which are involved in almost everv hranch of the economv.

3. Co-operatives. These are mainlv found in the acricultural

sector, and the government has a major impmact on these cooneratives
through the Commissioner for Co-onerative Develorment., Thev deal with
acricultural nroduce ithich includes "anv produce or article rroduced
or ohtained hv the work or industry of memhers of a registered

societv or marketed hv a co-orerative society whether the ~roduce

of agriculture, animal hushandry, forestrv, fisheries, handcrafts or

otherwvise.” (The Co-orerative Societies 2ct, 1972).

%0, Parastatals in ¥enva are orgarized as Statutorv Roards,
Corporations (state—-ocwned enteronrises or joint-ventures), and

o

Co-oneratives. Their function differs from merely regulatorv to
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TABLE la. PARASTATATLS

COMPARED TC PUBLIC SERVICE AND NATIONAL ECONOMY OF KENYA

Monetary Economy 1969 1976 1977

Entcerprises and

Non-prcfit-institution
Parastatals Publ. Total Ec. Parastatals Publ. Service Total Ec. Parastatals Publ. Service Total Ec.
Service Service

Gross Dcmestic Prod.

factor cost L3,9 128.1 449,93 104,04 126.81 u75,86 117.43 145,95 516. 18
ka million 9.7% 28.5% 100,0% 21.9% 26.8% 100.0% 22.7% 28.2% 100.0%
flage Employment n.a. 237.6 627.2 161.60 356,39 857,53 170.G0 376.35 802.89
(Number ) 37.9% 100.0% 18.8% 41.6% 100.0% 18.8% 41.7% 100.0%
Carital Formation 8,27 31.4y 95,46 n.a. 122.50 291.99 n.a. 157.04 388.69
¥£ million 8.7% 32.,9% 100.0% 41,9% 100,0% 40.4% 100.0%
Ezrnings 24,0 71.90 154,40 20,10 196.26 379.61 96.20 221.38 431,43

(K£ million)
15.5% 46,.6% 100.0% 23.7% 51.7% 100.0% 22.3% 51.3% 100.0%

Source: Republic of Kenya: Statistical Abstracts 1970, 1978.
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TARIE 1b, FP2RASTATALSES
COPARED TO PURLIC SERVICE 2NN NRTTIONAL ZCCHC:Y OF XEMYA (1977)

Honotary | “ross Domestic
BEconomy Parastatals Puhlizc Sector Product (Total)

Acriculture 2.42 4,24 232,40
Mining &

Quarrving C.R4 Q.64 £,5G4
tanufacturing 27.63 29.22 2NE5 ., 38
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finance, develooment and promotion and pubhlic utilities. Thev are
either responsible for particular crops, nroducts, services,
industries or specific areas of Kenva., Thair field of activitv is
mainly estahlished in agriculture and deals with develorment and main-
tanance of infrastructure and moroe commearcial fields asgs well., Para-
statals in Kenva se=mw to bhe one instrument of covernment-amonda

others z to initiate and assist indigenious commercial enternriceg,

to get /o;eéggﬂ exchange and credit for develoning the countrv, to
implement develomment plans and nrojects, to secure basic nublic needs
by requlating or producing and to compensate lack of competition.

and to set up exemplary industries,

Government wants to encourace the arowth of an indigenious
private industry hut also reserves some areas for direct or indirect
State narticination cn socio-economic or mwnlitical reasons according

to the following guidelines:

- State participation in critical areas of cconomic activity,

~ nerformance of certain oneration on quasi-commercial lines,

- minimization of dependence on nrivate foreion sector and
nromotion of an indigenious commercial enternrise, and

- contribution to accelerated and halanced economic crowth,
with marticular reference to rural develonment. (Renort of

the Commigsion of Tneouirv, 127¢ w19,

Although Parastatals plav an immortant rola in Xenva economy
the country cgoals are to estahklisgh a mixed economic svstem where
private and nublic entorprises have their place and are oven requested

to coorerate.

From time to time cuestion raises as to whether Parastatals
nlay their nart in the economv as efficientlv as could he expected
given their economic capacitv. Parvastatals were under consideration
in 1971 in connection with the official renort of the commission
of inquiry, which was mainly related to the »ukhlic service structurs,
and again were recently under nrohc hv a ¢overnment astahlished

committce (Review of .Statutorv Roards, 1279).,
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The principle criticism made in this renort wa= related to
the role oi government and the quality of manayement ard manacement
procedures. Nlso investment and accountahility of Tarastatals
were stated as inefficient, qualitv of gnvernment rerresentation
and supervicion not sufficient, and there was also a lack of clear
guidelines, coordination and information ahout government invest-
ments. The management of Parastetals was also criticised as often
not aualified enough which affected rnrocedures of arpointment
(and vice versa), investment control and nroiject evaluations.

There was also a lack of bhudgetary control and more mere hookkeeninc

than effective financial management.

Various Paracstatals moved awav from their oricinal functions
and there is a danger of over-noliticizing and distrxibution through
the estabhlishement of too manv Parastatals. Legislative inconsisten-
cies and lack of uniformityv and coordination leads - according to
the committee to a dublication of roles among agovernment institutions,

hetween government and Parastatals and among Parastatals as well.

S50 the findings of the committees (those in 1979 are in a
rvemarkable way zsimilar to those of 1771) confirm in some deqgree
that "since the war the range of aovernment econoric instrurents
has g¢greatly refined, hut the role of public enternrises has tended
to remain confused and unsatisfactorv” {€harks, 1962 v, 2%5). 2An
inter-African Public Administration Seminar listed some other

factors affecting the efficiency of -Parastatals as follows:"®

. Lack of a clearly defined purpose and snecific ohjectives:

Conflicting ohiectives-

Unsuitahle budgeting and accounting svstem;

Lack of Planning:

62 B NV S I S

. Lack of mwmarket regearch:

5. Inadecuate testing, evaluation, selection and utilization of
machinery and ecuipment:

7. Unsatisfactory structure, size, memhers and functions of Rocard

of directors:

1. These factors were discussed at the Twelfth Inter-African
Public Administration Seminar in Ihaadan, Miceria and were renorted
by TIan Mayo-Smith on an International Conference on Improvina
Performance in the Public Fntermrises, held in Arusha, Tanzania
1975).
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., Lack of cualified mannower, inadequate ranmower nlanning and
staff davelonmment proorammes:

%. Inadeduate use of modern meanagement svstems and methods:

10. Intrusion of nolitical pressure:

11. High overhead costs and lack of cost consciousnesa:

12, Insufficient capitalization:

13. Tribhalism and Fthnicitvs

14, Rriherv ard corruption:

15.¥aphazard Africanisation proarammes: and

16. The lack of adecuate data and management information svstemrs,

It is interesting that most of the ahove mentioned factors
were also revealed hy the committees established bhv the Kenvan

government.

All these f£indings of lack of »erformance of Parastatals
must not lead to the assumntion “that all nolicies outside the
public firms are perfect and that only the nublic corncrations are
open to doubt. Thic viewnoint has causad a cood deal of mis-
understanding of the real role and effects of this nubliclv owned

industries (Sherhard 1965, n. 42).

THE PESDARCH PRORLEM

The aim of the oroject is to develon recommendations (in-
clu dng implementation) for the improvement of the internal nezr-
formance of Paragtatals in Xenva and their relationshin to the
economic environment s0 that their effectiveness as an economic
instrurment to influence and accelerate national economic development

will be increased.

In nursuit of this aim the major focus of the research
will be an explanation of how to design and develon the various
husiness functions, information cathering systemz, manacement
structures and education programms for improved nlanning, control
and overall functioning of Parastatals and their external relation-
ship as well., The research will take into account the above
mentioned =»itfalls of FParastatals verformance and also their problems,

restrictions and privileges. The recommendations of the recent
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. . . 1
Ndegwa~Report will be a valuable hases for thie research nroiject 7)
as well as the findingz of recearch in the ceneral field of

nationalization an (¢

'u’l

tate owned enterurise:n recarding develoned
countries, e.g. Fritain. and develoning countries ac well.z)
The nroblem of measurewent of efficiency in the situation of &
developing country from the rerspective under which this reseavch
proiect will he neriormed is real since there is little overall

. . )
review of Xenva's Farastatals. )

Functions and levels will he considered in addition to the
investigation of the level of internal nerformance, the deares of
autononiv, the orcanizational asvects, the financial marcin and the
effects of relationships with customers, suppliers, comnetitors
and government inatitutions of different tvnes. The relations of
Tarastatals with other orivate enternrises, international agencies,
voluntary orgarizations, nonular institutions and with institutions
in foreign countries mav also e relevant. The intecration of
Parastatals within the recdional environment is also an importsnt

aspects of this research.

Thig cormiktte

1. e cores ahout with recommendaticns closelv re-
lated to the stated lacks
agnac

of perf{orranace, focuzed on the Following

regulations for anpointhert rrocednran and remuraration of
Lroad rerbers and management of Parastaetals,

~ reculations for finrancial manacement and bucetarv control,
recommendations for joh descrintions for ranacement and the
Ingrectorats of Statutorv Roards.

-~ procedures for the management of covernment investments,

d

- conditions nf estahlishine new Parastatals,
- racommendations on rerformance of some " snecific Parastals.
For detailed information see: Renvhlic of Wenva< Review
of Statutorv moards. Report and Recoruerdatione of the
Commiittee anpointed v Pis Txc. the President, Wairchi,
Mav 1979,
2. Rradley, A.,%W. and MchAuslan, J,7,..%.: Puhlic Corporatiocans in

Fast Africas Abpamson, Robhert: *wehavioural Science 2Anplication

in the Management of Public Fnternrises-An Tast African Case Study:
Perforrance Imnrovement in Public Cornorations -~ A Case ftudv bv
Bast African Ajirways Corroration. (Frisdmann, ".C. 1270),

3. There iz a remarkable excepntion, hut confined to the agri-
cultural sectox TeT. Mldincton: The Monitorinc of Performance in

Agricultural 1ar%pt~ and its Control: and T.J., Aldinoton: Pricing
and competition in Agricultural Markets in Xenva,
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Consecuently the research work will bhe based on the following

asovects-

1. What are the guidelinez of Parastatals, their obiectives,
tasks and environments? FHow far do written statement
corresnond, if there are anv with realitv? (analvsis of
ohjectives).

2, hat are the vroblems of Parastatals, what are the reasons
behind and how can they be classified? (»nroblem analysie)

3, What are the inadecuacies of Parastatals, and how far do

they contribute to decreased efficiencv? (analysis of

inefficiency)
4, low can productivity of Parastatals bhe measured and influenced?
5. Which recommendations, hesides those of the *ideawa-Revort,

can contribute to an improved performance?

6. flow can an efficient net of relationship hetween Parastatals
and tlieir environment (government, competitors, suwnliers,
consumers, a.s.f.) contribute to efficiencv?

7. How can the management of Parastatale be enabled to imnlewent
organizational changes and other innovations, and what can
he the part of government institutions in this respect?
(Pesign of measures and nroarams, Decicn of strategies for

implementation) .

In summarv, it is the main purmnose of this nroject to
establish a framework of information and guidance to assist decision
makers; planners and controllers of government institutions concerned
with Parastatals and for the hoards and the executive management

as well.

Fecause of the fact that the croun of Parastatals in Kenya
is a heterogenious one and rather large in numbher, investigations
will nrobably either have to be limited to one or a few specific
groups or to aspects which can be analvsed only on a more ceneral
level. Tt is seen as an advantage in research not to confine analysis
on specific asnects in a very earlv nhase of research hecause other-
wise a lot of comparison and transferability mav be lost. Important
criteria for confining recommendations and implementation work may
he the type of industry (e.g. aariculture or non-agriculture), present
efficiency of rerfocrmance or function of Farastatal (merely market-

ing or regulatory or productive).
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DESIGN OF THE PROJECT AND RESEARCH METHODS

The necessary information about Parastatals in Kenya
will be gathered and evaluated within a pilot-study. This study
is also carried out to design a general framework of the structure
and performance of Parastatals in Kenya and forms the bases for
further research and research priorities on Parastatals. The work
on the pilot-study will definitely reveal the type of Parastatal
which will be taken under detailed investigation and on which the

findings of the research project will be focused.

According to the guidelines as a result of the pilot-study,
several case-studies on Parastatals which have been identified as
appropriate, will be performed. So the general survey of the situa-
tion and perspectives of Parastatals in Kenya will be supplemented
by the results of the case-studies, focused on the level of indivi-~

dual Parastatal bodies.

The experiences of both project-phases will lead to a
manual of implementation strategies to assist the implementation
of the project findings. The implementation process in one or two

exemplary Parastatals will be monitored and reported.

The success of this research phase will highly depend on
whether it will be possible to interest and to involve decision
makers in all phases of the project, so that they are able to
identify themselves with or at least can interpret and explain
the results of the project. No doubt, the experience of this
implementation phase of the project will be extremely valuable
to further research in this area and it may increase the probability
of implementation of future research in the field of economic and

business administration in Kenya.

Information about Parastatals will be gathered from
national and international literature, special reports about
Parastatals, the reports and documents collected by the Ndegwa
Commission, if accessible, and the report of the commission itself.
Information which can not be collected from documents and from

statistical sources will be gathered through questionpagires mailed



IDS/WP 370

13

to Parastatals. But this is only intended if a reasonable
response to the mailing action can be expected and if the inter-
views undertaken prove to be less comprehensive so that additional
information is needed. Alot of necessary information can only

be gathered through interviews because the problems are sophis-
ticated and need discussion awud clarification between the researcher
and the responsible manager of the Parastatal or government
institution. Therefore a representative number of interviews will
be arranged and undertaken with different levels of Parastatals
management as well as government officials. To get a broad feed-
back from these two groups, the research results will be presented

at two workshops at different phases of the project (Figure 3).

Conclusion

The purpose of the described approach is to identify
problems of internal performance of public enterprises in the
specific Kenyan context. Objectives, tasks and organisation of
selected enterprises will be analysed related to the role of
public or government owned enterprises within the mixed economy

in Kenya.

In this connection the approach is focussed on the
functions and behaviour of the management who has a major impact
on the performance and development of public enterprises through
its decision making and leadership style. It is stated that
knowledge of public enterprises managerial and environmental problems
will provide the necessary basis for an improved management system
for procedures and decision making and for an adequate revision
and development of the organisational structure and its elements.
This will, hopefully, enable the public enterprise participate
more efficiently in the process of economic development of the
country and will help to solve the actual problems and inadequa-

cles.
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