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PUBLIC INVESTMEKT TOR PRIVATE ENTERPRISE
A STUNV OF THE PALE OF PARASTATALS AS AN ACTOR AID INDICATCR
NF SOCTAL CHANCE IN KEMVA

F.C. OKUTHE-OYUCT

ABSTRACT

Public enterrrise is a common feature of many economies
throughout the Viorld It is a formula that has been apnlied in
both Socialist and Canitalist States and is pervasive in Africa.

The study of the pheunomenon in Africa reveals that rublic Enter-
prise is not only an instrument of economic policy, it also has set
social and rolitical goals. The case of African Countries seems
that after the euphoria of political indenendence, the exipencies of
economic independence called for increased State intervention.

In Kenya thi- intervention has been motivated by a desire to promote
nrivate (indipenous mainly and to a lesser extent, other) enterprise.
The consecuences have lLeen the permetuation and amnrlification of social
and rerional dismarities that were alreadv in existence or incinient at
independence.

The maper is divided into two main narts. The First part deals
with the theoretical and historical origins of State enterprise, as
well as the definition of the concept. The second nart deals with
the results - economic and social of this.type of intecrvention in
Kenya.
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INTRODUCTION

Public Tntermrize seems to nlay a decisive role in the develorment
strateny of several African countries. *orever, and this is of no mean
importance, the rroliferation of th-~ nhenomenon leads to think that there
is a general belief that the nromotion of economic srowth is too important

to be left in the hands of the orivate sector.

The promction cf econcmic mrosress seems to have surpassed the
competence of the classic bureaucratic machinery. The concrete resnonse to
this problematic has been the establishment of public enternrises, autonomous
or semi-autonomous units with the mandate to onerate (at least most of
them) like commercial orsanisations serving the interests of the nation
as expressed by the political leadershin. Under these circumstances,
the frowins interest that the public enterprise factor arouses amongst

researchers cannot be overestimated.

It is in this cbntext that one laments dver the lack of indepth
research on public enterprise in Africa given the partial nature of the

studies carried out until recently.

In fact the jurists have for a lonrtime exercised a kind of
monopoly ( de facto") in this field, reducing the public enternrise to a
mere juridical instrument of publjc authorities in the ecconomy. Thus
they have dwelt mostly on the institutional and lepal structures adonted
by different states: ‘.tablissement public , "soci‘et'e d'ctat

soci'et'e natiorale, 're'gie" etc. in nuhlic law coun'tries,l public

s

corporation, limited liability company etc. in comion law countries.

1, See mainly Les Societies D'Lconomice Mixte Dans 3
navs en voie de Development® A Partir de L'Exemple Maleache. Paris:
Librarie fenerale de Droit et de Jurisprudence 197¢, and Dutheil de la
Pochere J. L'Etat et le Develomment en Cote D'Ivoire. Paris: Pedone, 1974.

N

. Tor exemple XATENDFE J, et al. (editors) ~ The Law of Rusiness
Organizations in Fast and Central Africa. Majrobi/Kampala/Uar-es-—Salaam-
Fast African Literature Bureau, 1976 FPIEDMAMN, N.0., GARNER J.F. (eds).
Government Internrises: A Comparative Studv. New Vork: Cambridre University
Yrees, 192705, =
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Since the jurist is alwavs Tascinated by the frame and the
structure, the purely legalistic annroach has tended to limit the
scope of study to a mere descrintion of lecral and institutional
disnositions. This anproach is certainlv insufficient for two reasons.
First, the con“usion of leral texts and the reality can lead to erroneous
conclusions: the ideal and the concrete are not always the same. Secondly,
and more important, lepal dispositions constitute part of a whole ideclogical

framework that incarnate the wishes of the nolitical class.

Fven the npurcly econcmic appreoach, despite its stimulating aspects,
still is, in my opinion, insufficient. Such a study does not indicate the
political and social stake of public enternrises. Defining for examrle, the
public enternrise nhenomenon simplv as 'a stage in the attempt to modernise
the economy"3 does not tell us the chiectives, the goals and the interests

of the actors in this "modernization’ exercise.

More recent studies menifest a certain evolution in nosing the
real problem* Why the omnipresence of public enternrise cn a Continent
so rich in conflictine idenlogies. The question that one should ask is

whether it is a fashion,or model on & conjunctural imperative.

It is in trying to answer this cuestion that we realise that
public enternrise is nnt only a juridical entity or just an economic
unit but that its very existence is intricatelv linked to the socio-
economic environmert. Tt must thus be treated as part of an ensemble.
As recent works show, the study of the rublic enternrise provideds a
unique and privileced onpovrtunitv to observe the array of nelitical
and economic choices that confront the npolitical leadershin.  Te really
gderstand the public enternrise nhenomencn in ?frica today, the

followinr questions must he answered Vhv, Fow and What.
{ 9

3. “ee TARCT, F. L'Untcrprisc Publique  Instrument de 1'Trtervention
Fconominue de 1 -'tat. en Cots D'Ivoire. !mnublished Ph.D. thesis, Faculty
of 'conomic fciences, (miversityv of Bordeaux 1, 1376, n. 1.

L, GAUTRON, J.C , ~URER, B, "les I'mtrenriscs Fublicue et semi-tuhlioues
au Senepal and CCMNSTANTIN, F. COULOM, C. "Tntrenrises nublicues et
chanrement politicue au Mali  in Institut P'Etudes Politicues de Bordeau:,
Centre, D'Afriaue '~irc, Les Pntaorrrises Publiques en "frirue Noire, Tore T
Paris, Pedone 1979, o
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The "‘Ihy" corresponds to the reasons influencine the establishment
of public enterrrise (i.e. state intervention) and alsoc answers the
question of when. The reriod factor is important in that it rives us a
historical merspective enabling us to establish an objective analvsis of
the problematic The time of the estal!lishment or restructing of nublic
enternrise nrovides us with an insieht into the underlying structural

factors (economic, sccial or nnlitical) influencing such a move.

The 'how” nart of the tiple --cuestion asks the following: now
that the enterprise has been estahlished, what institutional arrangements

have been made to ensure its e*ficient fulfilment of laid down objectives?

The final nart, the "What corresponds to an ampraisal of not only
the statutory objectives per se, (i.e. efficiency analysis) but also the
overall conseaucnces of the role that the public enterprise has played in
the economic and social transformation of the society. We ask as to
whether, public enterprise activities have cortributed in reducing or
entrenching social or regional disparities. In the case of Kenya we
find that public enterprise, far from contributing to social iustice,
has on the contrary entrenched the social and regional inaqualities that

were incipient at the time of political inderendence.

In conclusion we find that the African State, through public
enterorise, is nlaying a historic role, in creating social classes who

in the past were responsible themselves in mouldine the state.

I OBSERVATION
From the onset, the orninresence, whatever the political regime,
of public enternrise seems obvious. As Professor LAVPOFT observes in

his introduction to the studies on Senesal, Mali and Madarascar:

"he analvsie (made) by the authors of various studies indicate
that global ideological ontions Ao not nlay a determining role in the
creation of public enterprise, nor in their rode of orpanization... .
Although he rightly observes that there ave certainly differences that
aprear depending on the historical reriod under consideration (especially

1n the cases of “ali and Madapascar) these are less important when considering

various other countries.

IRid, Prefacn, IV,



This remark is marticularlv consistent when we take the examnles
ot Kenya and Tanzania. ihe two Sitates have hoth adopted the public
enternrise system (in most cases with sirilar internal structures),
althourh they have onnosite political objectives  For Tanzania, the
creation of a socialist =conomy is through public enterprise, whereas
for Kenya the same means serve the exact opnosite and nublic enterprise
as we shall sce, is used o nromote nrivate enterprise. The use of
similar instruments in such cases leads us to the fundamental auestions

as to why the state intervenes in the economv.

Ct. TI. THRORLTICAL REASONS FOR STATE ENTERPRISH

Many theories hove heen arvanced to explain the reasons behind
State intrrvention in the economy.6 This interventionism has a double
characteristic: on the one hand it takes the indirect form i.e. nlanning,
whilst on the other, it is by way of direct narticination, throush public
enternrise. It if this latter form of marticipation that constitutes

the ohkiect of this study.

In many 'Third world™ countries, and specially in Africa today,

the role played bv the post-celonial State in the economic affairs has
drastically increrased as a result of exigencies imrosed by a new reality.

It is in this resnect that nul lic enterrrise has hecome a fundamental
element in the pursuit of different economic policies. Some scholars even
consider muklic entororise Aas an indisrensable instrument for economic
develorment. As Professor Hanson has rermarked, Whatever jts ultimate
nerspectives, anv country asoiring for economic develcoment has no
alternative but to use public enterrrise on a larese scale at least for

taking off".7

But whv, one may ask, should rublic enterprise be a stimulant
for the economic develonment cf 1lms=e countries? The answer to this ouestion
is two fold. The first {s “or reasons of practicality: public enterprise
turns out to be the most i ractical means to unidertake certain puhlic
ventures. Secondly, and probably more important, ths cereation or read-

justment of nublic enternrise has beer motivated for reasons consistent

R, See mainlv CAREV-JONPS(Y.S.) et al. Politics, Public Tnterprrise and
the Industrial Pevelowraent Arencv. Londen: Crocer Heolm 1974, nn, 7-30 Fe=
also L'HORITAL (¥*.7.) Pourcuei Les Fntre-mrises Fubiicues? Faris- Pressec
miversitaires De France, 1-€7, n €7. - B

7. HANSON A.H. Tublic Trter-rise anc D-velonment. London: Poutlen-
and Kegan Paul, 19C5 r, 7R Urderlirned by us.
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with the cemmanding heights" theorv of Estateenterprise oririns. Under this
theorv,Estate enternrises are z=stablished vrimariiy to gain State (or
national control) over koy economic sectcrs thought vital for national .
develonment and sov:reionty. It is in this resnect that the ‘indigenization
of the economy' (or economic natioralism) factor emerges. These are the

two basic reasons bebind nublic entermrise in Africa today.

T Practical Reasons for Public I'nterprise

A. Instrument of Decentralisation.

Public enterprise is generally considered -wore efficient than a
ministerial dermartment because it pessesses legal nersonalitv independent
from the Estate. Moreover, its affairs are manared by an independent board
though the latter is designated b the gpoverrment to whom it is responsible
through (the narent) inistrv., Such a unit can be useful when a government
department is lacking efficiency. This is probably the reason behind the
creation of the Matioral Irrication Board in 1965 in Kenya when the
Ministry of Agriculture could not efficiently marase irrigation projects.
Thus public enterprisc can be seen to be A remedy to hureaucracy. In this
rasnect one can evoke the existence of pessimism vegarding the immrovement
of civil service bureaucrscy ard,inversely, the nreponderance of the
antimistdc . conviction that nublic entermrise constitnte a solution to

0
comnlex administrative oHroklems.
Another imnmoriant facto» emanates From the weakness of local

authorities, resulting in the creation of »nublic enterprise to provide

social and cultural services (housins, libraries, hospitals etc.)

B. Tnstrument of International Cooneration.

Public enternrisc is also an instrument of international
cooneration. Here it is first of all an important means of promoting
trade with certrallyv planned economies (Socialist States), which often
prefer bilateral dealinrs, This tvpe of arrangement is easier for State
enterprise to execute than it would he for a nrivate concern, since the

latter's Aecisions are alwavs dictated by nurelv commercial considerations.

BRADLEY, J., McBUSIAN, S. "Puhlic Cornorations in Fast Africa’, in
FRIFDMARY ~. ) GAPNF, J.S (eds), Ccvernment “nterprise A Comnarative Study,
Fow York felumbja University Press, 1620 p. 268-279,

<o




ID3/4° 390

Tn other aspects, agrecments with certain countries may result
in the fornation o” public enierprise; to facilitate certain project
unaertings. 3 typical cxample in Lhe casc of Teava is the Yevelopment
Tinimce Corporation of ¥enya, (7.7 %.7.) : financial institubtion sreated

by the Dubtch, Terman, Tritish and Yeayun governments.

Tinally, and still in the coatext of international coopcration,
the creation of purlic onterprise may he necessary to facilitate the
excecution of repgional dovelopment projects. 'ere we can cite the examples
of the ¥West Africon Nevelopment 7.ink for West Africa and @ast ifrican

Development Bank for Mast ifrica.

"le can cee “rom the abova ohscrvations, that public enterprise
has emanated from the practical nacassities to facilitate the application
for diverse projects initiated by the state. Jevertheless, the nrolife-
ration of the phenomenon in ifrica todr his rcached such proportions that
oac is Torced to wender vhether this is due only to practical necessitiss.
It~is here that the palliative aspcet of nuhlic enterprisc cmerges: in
other words the 3tate intervenes ia those uwreas of thes sconomy where
nriviate capital ig r.luctanl to invest “ro recasons of »rofit or for lack

~

ol canital.

This tyne o inte-vention, apwi from the mobilising rolc it
plavs in terms of economic rescurces, r.irlects the wish to create a
national base to the estrovertoed cconomic structires, mostly dominated
by Torcien interests. This is mainly because t.d%ing in terms of
canital, tho indisgenous rosources jn these countries are very limited.
So tho real nature of public onterprise in ifrica todavy ippears to bHe that

of w1 instrument of cconomic nationalism.

TT. Puhlic ‘nterprise and fconoiniz ‘Twionalism,
. in Tdeolosv of Docolonisation?

s Profescor FAUMON observes vegarding the proliferation of
public enternrise in “unconhone countries { State eaterprises in ali,
Jational cnterpri.e in “uinea, “arketing Noaras and lizxed caterorises in
7aire, Tvorv Toact, rauritaniiy, Cion. o), this tvpe ¢? intervention is

each time linked to the desired ~oal o7 cisurine the basis of i1 certain ccenomic-
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indenen-ence to a frariie political nower. "In 211 case s’ he conti

w

&

U
'vie find it s a zcrs2 of ontieralication In the mclitical (and not in th
S

lzgal) serse, the wish tn corcentrats the nover in t.e hands of the State -

-

c¥ its venresentet:vas or its constiluents. n other twerds, the

anlarecemert of tha erlrne menl of tie rublic sector is @ comronernt of the
idenloor of dnacolorisation. both = bhrezk uith the ancient order and
criemnt to cstablic™, 17 not *he ecuality of the prevailin~ ipterests

(rublin =ma mpivated, a+ 35t & durarle imnoss ihility of recclernisation

(e

n the tatare.

What ®rofessor GAUTPTL says is that the cenurality of the

pheror~non rakes it an ideclorical variabie i-dencindent fror the

idaclorically adorted coryuu, acdonted and diffuced hy ths melitical
Y i 2 y

authorities, 13 comrulzery m2eting moint of the ~deolories -

decolonisat

on and devalonpnent®.

This apalvsis pnlies to all A%»icon Ctotos, - it the Iveny
Coast which practices on avir-me ccopomic liberziism whern ! none of +the
ideclogical reasons whiab normallwy motivete tha an stiom of on imnovtant
industraal -ublic sactur c-.n he aited, or Tanzanis which mractic
the most doctrinaire ATric-n cocialism on *he Cantirer®, Jo+h Countrie-~
have immortant ~ublic scetapz despite 'iaratizallv omposed ralit ezl

aoctrincs

This meaps that *he oubliz entevnrise “ormule #ranscends troditional
wlenlopical barriersz. T ideolncical euestiop culy ecom~ in when it is a
auestion of what tyme oF centrol one wishes to cxart on vhe acononv. As
Nvsrare mute dt, "the guestisn i® not ybather nations ~ontrol. their sconom,
but how. The real ideolorical choime iz hetween cortrol b nrivate

v

national enterorise o» contvol by State or Collective Tastitutior .

In the cesn of Tarzaris, the nost-f»uaha int.rveption 1s heen meant
tc 1. 3t »ather than -nlapee he nrivate patiorai initistive. On *the other
Pnd, eirflar action by the State in botl Yomye -nd the Tvory Const hae meant

Lo T Ler Latrerpisoe Publ oues. Acreur o+ Indicatour du

S nTertpt socinl v Mavue Prypeaien O atndes nolitioues A fpj enines, No 158
Teko 1973, Paris, n. -

9

10 Lad.
1. This,
PHTHTIL Qe 1a por LT

1t 1la Deveiooment Deonomicue en Cote

volre . Voris: Pacore, 107¢ . n

TIERITT I Twag dne 4 d Tneinls 1 ) i 3.
- : cialem Topdon, dew York, Napivobi:
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- the nolitical “iscourse accomnanyins this action and which may
reflect the lonf-term strategies Aand nolitical ohjectives of the ruling
It is with these factors in mind we can fully comnrehend the

reasens for State intervention in Kerya.

B. The Kenvan Case  "4fricanisation” or Economic
Nationalism without Nationalisatien.

The circumstances under which Kenya obtained her political
independence have'been analysed by historians: the particularlv brutal
colonial oprres=ion resulted in the dramatict¢Mau-Mau uprisine.of the
early fifties which made the colonial settler authorities hand over
State nower earlier than they had expacted. Thus in 1963 the new African
government .inherited an economic and social structure which corresponded
neither to the needs nor to the asnirations of the African majority.
Industrial production was criented towards rthe fabrication .of consumen
products for a privileged minority constituted mainly of foreigners of

Fritish oririn.

In the acricultural sector the nroblem was more pressing given
the origins of the neasant revolt. The land question was the most acute
political nroblem. Tte production of cash crops was restricted onlv to
the Luronean settlers till the eve of independence. Besides, the land
distribution was far from fair: in 1962 some 2000 settlers were occupying
26 million hectares of the best farwland, whilst - the 7 million or so

"

. N . L
Africans were forced to share 8: million hectares.

The commercial, financial and bhanking sectnrs reflected the same
tendency, i.e. foreien domination The ~frizan nopulation had no access
to credit facilities and was practically excludeé from the hipgh echelons of

both nublic and private sectors.

Faced with this situation, the new administration had two ontions:

either it mairtained the existine canitalistic structures and only giving

See CAUTPOMH, J.C., art. cit. p. U5,

FOPRESTEP, M Kanpva Today. Social Prevequisites for Economic DNevelonment.
The Hapue® ‘*outon and 197 n. 58,
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them the 'African Look or opt for an ecoromic and social revolution
by nationalising the land ard immortant industries. In one case or
another, it was still /frican nationalism that would orevail. It is in
this context that we should recall the economic volicy nursued by Kenya

sinceindenendence, especiallv refarding State participation.

1) Rejection of Hationaljzation

In the general elections of May, 1363 it was KANU that won with
i13 programme of "Afprican Socialism."” 1In its electoral manifesto, the
triumphant party unequivocally rejected any measure of nationalisation:
“( ..) Following our desire to create a Socialist state, we believe to largme
extent on nublic control of the economy in the national interest. There

. s . . . — .18
are many ways of particination without nublic appropriation.

Jomo Kenvatta, then prime Minister, emphasised a year later that
nationalisation would not help in DPOMOtingthe eximencies of (African)
soc1ali:m.19 The anti-nationalisation stance was even incarnated in
the Republican Constitutien, in article 75. This safeguards private
property aesiinst any exnrorrviation, excent in exceptional circumstances

N
where the law suarantees nrompt and comnlete compensation.

The philosonhical hlue-nriprt of the roverrmentis economic and

social policy is the famous Sessional Pamer No. 1C of 1965 African

focialism and its Applicatior to Plamnnine in Kenya. This document

resumes succintly the government's attitude to the role of the State

in the economv. After vejecting nationalisation ner se, it says that the
povernment would take measures to eliminate classes that were created

en racial bhases’ . To implement this, the document mentioned four
objectives- assistance ir the form of canital to the Africar entrenreneurs:
expansion of services in all sectors of the econcmy, thé creation of

mixed enterrrises and the Kenvinisation (i e. Africanisation) of the Public
sector. Besides, the Pullic sector was geinr to develop faster than anvy

-

other sectors to become the bhirpest source of emmloyment for the Africans.

18. KANU Manifesto- What a KAKU fovernment Gffers You. Nairobi, n. 22
Undelirned hy us.

19.° Cast ffrican Jeournal, Nairobi Vol 1, No. 7 Nov, 19B4, n, 17

20. Sec The Constitution of XKenva Mairobhi: Covernment Printer,
1969, n. 36-38.
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It is in this context that we should analvse the origins and the role of

putlic enterprise in Kenya.

2) Origins of Public nterprise in Kenva.

Futlic enterprise in Kenva dates from the cclonial era, with the
establishkment of various Comrodity Boards followine the 192¢ crisis.
Por examnle, the Imperial Orcenance of March 1931 created the Land and
Aegricultural Bank, which was to constitute a major scurce of credit for
the Colonial Settlers. Rerulatorv Boards were to follow urtil almost all
agricultural Commodity procuction and merketing were controll bv various
Boards, especially after the Second World War. It was durine this time that
public enternrise of the industrial and commercial twpe apreared (K.M.C -
Kenva “eat Commission in 1350 and the Industrial Development Cornoration

I.D.C. in 1954).

At the time of indenendence, there was alreadv in existence an
important rublic sector. It should be emrhasised though, that all this
interventicr durinsg the colonial era was in the interests of the settler
minority. After independence, therefore, the rriority was to reverse
the terdencv, and, as we have alreadv seen, the aim of the State in the
Dogt—colonial era was to integrate the African into the canitalist
nroduction nrocess. Various beards were to he 'Africanised’ and nolicy
chanres imnlemented so as to serve the Africans. Where necessarv, new
institutions were to be created as nart of the integrative stratesv.

This rartly explains the proliferation of nublic enterprises. An

important factor that we sghould add is that nolitical continrencies

bave also nlayed an important part in this process, and the avolution

of the nolitical structures has largely influenced the pattern of State
intervention. Here we can outline three stages of transformation: the
first phase is the neriod that immediately followed indenendence, i.c. 1963-
1966 the second one is the period during which the country had a lepalised
opposition partv (196€-1969) the third one is during the last decade when

the reqime has krown some ideclosical homogeneity.

i) 1°£3-1966 Primacy of the Agricultural Sector.

This wae a transitional perind after independence, and the priority
For the new autherities was the immediate satisfaction of nationalist
aspirations of the 4frican masses. For the majority of the African morulation
zomnosad of more than 90% peasarts, the mnast immediate preoccunatjon was the

land questior the repartiticr o€ land @and the orpanisation of agricultural
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production, whether commercial or subsistance.

The verv existence of several Regulatorv and Commodity Bodrds in
the Agricultural sector meant that the Colerial State tightlv controlled
apricultural production. Discriminatory legislation excluded the Africans
from cash-crop farming and trey moreover had no access to the €fertile lands
of the highlands. Tt was therefore not surnrising that there were no
Africans sitting on various Boards. After independence these were the
firet tarrets of the policy of "A“ricanisation'- this was done either by
nutting Africans in these boards or non-Africans who were favourahle to

the African interests.

At the same time the government either created new institutions
or reorganised others to implement the new nolicy. The aim of the newlv-
formed settlcment Fund Trustees was to facilitate the setting of landless
Africans, and the role of the Arricultural Finance Cormoration (restructured
from land Agricultural Bank) was to give credit facilities to thcse
Africans wishine to procure farms from the settlers. Althoush there was
no consensus amonrst the political leadership ds to what economic nolicy
to adont, the onposing FACTOPS within KAYIDl acreed on one point: the
urgency of the Africanizatiorn of the puhblic sector and the cconomy at

laree.

ii) 1266-1970: Assault on the Commercial Secter

The creation of a potertiallv strong onnosition party in 1966
(“enya PTeople s t'nion or K.P.1,) was a manifestation of a growing
disenchantment with government rolicy. The new party crystallised the
decention of those who believed that the africanisation nrocess was too
slow on one hand, and als» those who Ffelt that the prevailing economic
nolicy would not only recreate in a new context, but reinforce the
inegalitarian socio-eccnomic structure or the colonial past. In other
words, the foreign priviledged class would only be replaced (or rejoined)
by 1 new indirFenous one. The reaction of the government was to hastily
accelerate africanisation in new sectore, narticularly in the services and
sm21ll scale industry. This rove was intended not only to limit +he spread
of discontent, but was also to serve in widenine the base of the political
clientele of the regime given theat similar efforts in small-scale

agriculture seemed to be bearing “ruit.
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The year 1567 w._s the turning neint in this new policv. A new
series of laws were passed tc facilitate its aoolication. In the
cormercial sector +the Trade lLicencine 4ot of 1987 restricts non-citizens
(in theory *ut non-Africans in practice) to onlv certain areas and to
deal in specific ;*_oods.?2 This forced thousands of Pritish nationals
(mainly of Asian extraction) to sell out their business. It is at this
Jjuncture that the Incustrial Develobment Corporation was restructed and
becare the Industrial -nd Cermercial Develonment Corporation, (I.C.D.C.)
thereby introducine a new loan scheme to heln the nationals acquire
business. The I.C.D C. througsh its subsidiarv, the Kenya National Trading
Zerporation (the K N.T.C.) embarked on wholesale trading, soon acquiring
mononoly in certain basic cormodities (Supar, Sal+t, Cement, maize meal etc).

This measure was certainly intended to ensure a steady sunplv of onods te

the new African merchants.

In the transport sector the Transnort Licencing Act (Amendment) of
1968 created the Transnort Licencing Poard, a nublic body that was to further

the Keryanization of the trade.

(iii) 1°70-1977 The Fmergence of the Public Financial Sector
and Yider Particination in the “anufacturing Sector.

In 1970, the banking sector was still more than 80% foreign controlled
(Barclays, "rindlays, Standard).?3 These banks had very few Africans amongst
their clients, given their conditions for loan disbursement. So the State
decided to create its own banks alongside the existing ones to serve the
indigenous ponulation. In this exercise it bousbt the National and
Grindlay (which became the Kenva Commercial Bank), created the Cornorative

Bank of Kenva and the Mational Bank of Kenya.

In the insurauce sector, the State took over the mononoly of the
reassurance business through the law that created the State Reinsurance
Corporation in 1922. In genernl jnsurance, the Statc participation has
been minimal- we can cite onlv two State owned insurance grouns: Kenya

National Assurance and Minet 7.C.D.C.

See Government »f ¥enya, Trade Licencing Act of 1967 Cap 4937)
Mairobi: Covernrent Printer, 1967,

See JOPCENSE™ J, "™uultinational Corporations and the Indieenisation
the Kenyan Fccenomy" in VINSTPAND, C. ed., "Multinational Firms in Africa,
Upnsala: S.1.A.S., 1975,
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In the manufacturing sector, the decade of the 70's has witnessed
the multinlication of Ctate participation in various ventures. This has
been done mainly throueh the I C.D.C. which has consequently become the
major State holding commany. As we shall observe later on in the naner,
this Corporation has not only created its own subsidiarv companies, bhut
has acted as the intermedi~rv in the accuisition by the State of shares in

various ventures, both nztional and foreirn.

iv) Sirce 1974+ The appearance of the Repional Development Corporation

The year 1974 saw the emereence of the Public enterprise intended
for rural develorment, with the voting by Parliament of the Tana River
Develomment Authority Act. The T.R.D.A. has been given the mandate to
promote the develomment of the Tana Piver Basin. Two similar institutions
have recently been estabiished. Tn October 1978 President Moi announced
the creation of the Lake Rasin Develonment Authority to coordinate the
develonment projects arcund Lake Victoria Basin. In January the following
year, the Kerio Valley Develonpment Authorityv was formed with the intention
of e¥nloiting the cccnomic notential of this region to the north west of
the Rift Valley. We can conclude that the birth of this tyne of
institution underlines the preoccunation of the political leadership in
developing the rural are~s whose notential, both in human and economic

terms, have for lenoe been neplected.

The nresoine roveals the diversity of hoth the origins and the role
of public enterrrise in Kenva. Such a diversity necessarilv implies the
adonticn of appropriate institutional arransements if the nublic enterprise
has to fulfill its functions This is the obiject of the second chapter of

this paper.

CHAPTER IT WHAT IS MURLIC ENTTRPRISE?

Understandine th~ develonment of Tublic Enterorise in an under-
develorment economv supnoses, richt from the cnset, the exact anprehension
of the motion of this verv twme of entermrise. If generally bv 'public
erterprise’ one means any enternrise belensing wholly on nartiaily to the

-

nublic authorities, its lepal identification is a problematic.

defore we look at the institutional framework oFf nublic enternrice
we must define the concept: if public enternrise is an eaccnomic instrument

of State intervention, it is above all a structure by which the State
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nnsitively particinates in aporonriating, running or controlling industries

and services.

Since the legal systems of the colonial pewers have influenced
those of their former cclonies, it is not suprising that lesal codes and
texts in these narticular counries are mestly of metronolitan insniratior.
Public enterprise is nc excention., As FUBRICULNY recalls, it is the
metropolitan comnany law that was annlicable during tho colonial times
rerardine commercial fransactions, <ince customary law had no nrovisions
for limited liability ccmpanies etc. and those wishing to form industrial
or commercial commanies were thus otliged to submit to the laws of the

colonising power.

In snite of the acneralisation of colonial lepacy, some countries

have made certain innovations in this resnect, especiallv as repards
25 . .
oreganic disnmositions and methods of State control The most imnortant

factor in these countriss has been the svstematic state intervention,
which has resulted in the exnansion of the nublic and semi-public sector.
This nanciculation of the ~uhlic sector is characterised mainly by the
creation ex-nikilo of commanies whelly owned by the State (which is a
new phenomenon), or increased shareholdine (both majority and minority)
in orivate firms. Ore is thus led to ask what puhlic enternrise in
Africa is today: whether the concent still covers the same notion as
in the countries of oripins. For reasons of eompariscn, a comparative
people of French and Enelish Laws in this matter will demonstarate the
way in which different structures can penerate similar institutions.
From the internal vievmoint we shall observe how axisting notions are
used in confrentine new needs and in the process these notions are

mocifiad or cven transformed.

1. The Notion of Publjc Enterorise 1in French Law.

In the French leg2l system, the concept of nublic enterprise is
not juridical in itsel)f. It nevertheless evokes the notion of public

service. This is what IF LAUBADCRE refers to when he declarcs that

SURRTCI™T, M Les Seciete’s a'Weomomic Miwte damg lss Pays. en Vnie
el e — o .
! ibraipi. Cenerale

3
de Na2'vilonmont 32 Parvic e L 'Tuernle Yaleache .
du Proit ~t d- Jurisorud. ce, 1270, n.

B

I sood examle is the SRMLCAL. Fee for insztance, CAUTRON, J.0. et al.
Les Entreprises Publiques au Senags:l" in C.E.A Y, Bnardeaux. Les Entrenrise
Publiaques en *friaue Hoire on. cit.., ». 31 et sec
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20

economic interventionism ''constitutes in itself a public service’ . In

this manner, he furthe» exnlains, mublic enternrise is integrated in the
e . . . . . . . 27
juridicnl reality of "interventionist public institurion’ .

According to MARTII PANRETITE, if the term public enternrise”
prebably has no rigovous juridical content, it defines the “appearance,
fairly recent but very common, of the intervention by the State in the
exercisine of econnmic activify.ze Prg Fessor DRAGD, whilst asreeing with
this approach, states further that nublic enterprise is that enterprise
whnse capital helong in whole or in majerity to the State,29 It nroceeds
to enumerate what he considers as the three elements identifying such an
entcrnriser the holding bv the public authorities of capital in such an
enterprise - the submission of such an enterprise to nrivate law and lastly

the relative dependence »f the enterprise vis-vis the public authorities.”

This definition is rather ambiruous, because although the degree of

public participation is cualified, it is not quantified. SOBRICIUEY, thoush

not quantifving his dafinition, is at least clearer in his descrintion.
According to him, the notion of nublic enterprise relates “to all the
enterprises whose manzagenent is dorinated by the stote hv exercising

on (them) a variable derprea of Aauthority, whilst they remain subject to a
maximum regime of 1lismment on the working rules and methods of the

private (enterorisc) For certain scholarz, the notion covers tThree

26. DI LAURADFRE, A, Tr-oite’ Tlementiire de Nreit Administratif Paris
Libraric feneralce de Troit et de Jurisnudence, 1966. vol. 3, n. U8l.

27. Ihid.

23. MARTIM-PANNETIER, A, Flements_d'fnalyse Corparative des
Ltablissements Publics en Droit 2Anclais et en Droit Pranfais. Paris

Libraric Cenerale de DIOIT et de Jurispundence, 1966, n. 1A,

29. DRAGCT, N. "Public FEnternrises ir "ronce , in FRITDMAN? RARNER, eds,

op.cit., n. 107,
30. Ibid.

31.  SOPRICUFT, M. on. cit. n. 24,
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principal cate~cries opublic industrial ard commercial institutions

( etablissements'"), r~tional commaries (societe's nationales) and certain
rixed en’ter‘bm:se_s.";2 MARTIN -PAINTTIIR on the other ban<, distinpsuistes
public erternrise from industrial and commercial nublic irstitution
(etakblissement nublic industriel et corrercial’ ), thouch thev hoth belens

to what she terms as = '"sublic economic institution ( otablissement nublic
econoricua"), which she gualifies as a moral person created bv nublic
authcrity but is object to a mixed (internal) system, ‘‘exercisins an economic
activity in the reneral interest .33 This she contrasts to the nuklic
adrinistrative institutien “establissemert public adizinistrati<) which,
thousrh is a moral nerscn created by mublic authority, is suhiect to the
reou~ of nublic law while ensurine the mana~ement of a npublic service without

nrofit motivation in an optic of decentralization.

Enelish law or an English-insnired leral svstem not heing dichotomised
and as systematic as the Trerch nne, does not offer such a sirnlified
anproach. This is whera such terms s 'Parastatal and Publie Cornorations

emerre vhen one talks of public entermrise in such a cortest.

II. "he Notion of Parastatal in Kenva.

The term "Parastatal” is one of the innovations that have heen
hatched in the "Third Worid" countries vhose leoal. systers are of Dritish
insniration. The term is not lepalistic in itsel®., hut is a concent meculiar
to these countries and express 1 srecif’c historical ‘avelopmant. Althouch
the de€inition is not standardised the exnression rererally covers any
orranism Aistinct frow administrative departments (central or local) but is

answerable to tublic authoritr.

Tt is in Tanzania that a statutery definition wis first attemnted,
with the creation of the Pzrmanent Committee on Parastatal Orranisations
way back ip 19€7. This Committee wace charced, inter-alia, with the studying
of salaries and terms of rarvice of the nersonnel of 1hese organisatiens

wi b 1 . : s - e r . . .
ith the view of alisning them with those of the Civil Servicz. To suide

t

he Cormittee in its task, a marastatal Oroanisation was defined as -an
irstitution, organisation or asencv which is whollv or mainlv Financed or

owned and contrclled by the goverrment. The criterion of such nublic

. Sfee mainlv L'HEFITAT, H,F., on.cit. n. B4 et saq.

23, MARTIM-PANMRTIER, A, on. cit. n. 24
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enterprises (Sic) wouid be ownership hv rovernmert of 50 per cent or
more of the canital shares, or other Fforms of aovernmental narticipation
and effective influence in all the mair asmects of management of the

. . 30
enternrise .

This definition beins inadeauate (the 50% equityv shares is not
sufficient to contrn] »n enternrise), it was the creation of the Tanzania
Lesral Corporation in 1972 which resulted in a more rigorous definition of
tie concent. The role of thke Leral Corncration was to render legal services
to Parastatals. In the Act institution the Corporation a Parastatal was

defined thus

(a) *» bedy cormorate established by or under anv written

law other than

i) A Company incorporated under the Commanies Ordinance .

iil) A body cornorate established by or under any Act of

the Communitv.

iii) A Local Authority.

(h) Anv Componv reristered under the Companies Ordinance, not
less than 50 ner cent of the issue share canital of which
is owned by the fovernment, a Local Authority or any
narastital orcarization or where the cormany is limited
bv euarantee a comnany has underitaken to contribute in
tha event to the commany being wound urn is not less than
50 ner cent of the aeprecate amount which all members
have undzrtaken to contribute and reference in this
~aragraph to a rarastatal orranisation includes reference

to “pv such commanv.

(c) Any bodv of persens whether corncrate or jincormorate,

which is designated Ly the Minister hy Motice in the

Cazette” to be a marastatal onrpanisation for the nurnose
q
of this Order.” ¥
ay, See JAMES R.W | LUNGUNV: - §, UOrmnisational “elationshin and Contr»

of Parastatals in Tanzania in KATFNDD, JT.W. et.al. on.cit., n. 103,

5. Ibid. ». 10b4.

(]
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This comnrehensive definition bv the Tanzania povernment apparently
did not serve 2s ~n examnle to its Kenvan counterpart, when President Moi
announced the creatior of the Parastatals Advisory Committee in December 1979.
The Presidential dirzsctive did not define a Marastatal, as in the case of
Tanzania. In the absence of a statutory (or official) definitinn of a
Parastal in Xenya, we can however claim there exists an official or an
implicit one. The official norenclature of nublic and semi-nublic
organisation as established by the Central Bureau of Statistics pives an
insight into this oroblematic. This document lists these in three
catepories: Parastatal Rodies: Firms with Majority Control by Public Sector:

Firms with Minoritvy Share-~holdirgy by Public Sector.

This 'definiticn" differs drastically From the Tanzania case - it
sugFrests that onlv a firm or an organisation centrolled entirelv by the
state can he regarded as a Parastatal, thus excluding all the firms in
which the state holds majoritv shares. In which case the Kenyan concention
of a “Parastatal is very close to what the French term an FEstablissement
public ', which can be divided into three catepories: administrative, corporate
or nrofessional, and interventionist bndies.% This ig illustrated by
the fact that inspite of the absence of any dichotomy nrivate/nublic law
in Kenya, one finds under the denomination of Parastatal diverse
organisations as the Universitv of Nairohi, the Teachers' Service
Ccmmission ard the Industrial and Commercial Development Cerporation

(administrative, nrofessional and interventionis* bodies resnectively).

Since the obiject of our study is nublic enternrise meaning
commercial or industrial ventures in which the State or its representatives
has some stake, we cannot include such institutions as the University of
Nairobi or the Teachers' Service Commissicen. This means that nublic
enterprise is part of the Parastatal Structure and is composed of bhoth
public corporatinns 2nd rixed enternrises. It is the latter that interest
us since they have some incidence on the economic and social transformations

that constitute the object of this studv.
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PART II: Public Enternrise- An Agent of Economic and
Social Change in Kenya.

Public Fnterprisc in the Kenyan Economy

Tnsnite of an economic policy favouring the primzey of private
enterprise, the State, throush the nublic sectnr, nlays an imnortant
role in the accumulation nrocess and the social transformaticns that

follow. The nuhlic sector is in fact commosad of thrze elerents:

Central sovernment
Local authorities

Public enternrises.

Due to the fact that the Kenvan State is highly centralised,
the public sector contribution to the G.D.P. is mainly through central
government which has realised a stroneer prowth since independence- whereas
in 1964 it contributed 12.9% of the 0.D.P., this proportion attained

19.2% in 197€ (Sce Table 1).

1964 1972 1975 1976 1977
Central Government 70.9 ? 151.13 11n.04 139.811
Local Autherijties 11.1 ? 18.52 21.°3 225.30

Last African Community 2.5 4.9 2.8 - -
Public Mnternrises (Parastatals) .7 331 40,12 173.75 190.24
Total Public Sector 79.6 198.8 269.58 305.72  355.12

TOTAL C.D.P, 330.1 h47.36 1073.93 1262.9 1620.2

% G.ND.P. 24,1 363 26.2 2u,2 21.9

Table 1¢ Tvolution and Tenartition of Publi.c_.?ectclr
Contribution to the G,D.P. (1964-1277)

This nrocression wes duc te the increase in covernment services{ for
axarplefhe nart of sducation alrmost doubled betw:en 1962 and 1976, from
3.4% to 6.1% of G.D,F.). This mrorression was due mainly to the increasc
in gsovernment services (for examnle, the »art of education almost doubled
between 1964 and 1976 frew 2.4% to £.1% of GD.P.). During the same neri-

the contriktution bv the narastatals roeistered a decline: from 12.2% in
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dropped to 10% in 1976, proving that interms of value added the parastatal

sector produced negative results.

In terms of canital formation on the other hand, the part of the
public sector has registered a steady srowth: from 25% in 1964, it reached
42% in 1976. The narastatal sector contribution also increased steadily
during the same period, from 15.2%, It must be emphasised, however, that
the greater nart of this increase was due to the transfer of the assets
of the defunct Fast African Community (namely Railways, Posts and Tele-
comrunications etc...). Therefore the public sectcr, thoush largely
eclipsed by the nrivate sector, mobilises a considerable prooortion of
the country's economic rescurces, with the parastatals spearheading
public investment. According to the current Development Plan, for example,
out of 463.8 million shillings earmarked for industrial development by
the nublic sector, 384.6 million (or 87%) wnuld be handled by public
enterprise.37 This investment would be carried out either through credit
to entrepreneurs (both national and foreipn) or in the form of equity
participation. It is with this strategy in mind that we are now going to
look at the balance sheet of public enternrise activity in Kenya since

independence.

In the evaluation of performance of any enterprise, it is normally
the term "efficiency" that is emploved. But then, what is efficiency, It
is a legitimate ouestion to ask given the array of objectives commonly
established for state-owned firms in less developed countries. For
private enterprise, the criterion for efficiency is normallv the profiteatning
capacity. For public enterprise,this kind of evaluation can not be the only
yard-stick. What is difficult, however, it to determine which other criteria
should be taken into account, how each of these criteria should be evaluated

and how they can be weighed apainst each other.

It is clear that the appreciation of nublic enterprise performance
depends ingo facto on the chosen criterion. There is therefore a
controversory as to the relative importance that should be accorded to
allocative (or economic) efficiency and national or social efficiency and
as how to reconcile the two concepts. More by ommission than by commission,

the accounting system which produces data from which performance evaluation

See Covernment of Kenya' Tevelonment Plan 1973~1982 XNairobi: Government
Printer 1979, n. 345,
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can be made is largely dependent on the concent of commercial profitability.
On the other hand, if the evaluation of national profitabilitv" by cost/
benefit analysis is undertaken it usually concerns new nrojects rather
than existing ones Aand narticular cases than a systematic one.38 As a

U.MN. VWorking Croun observed, 'in far too many development nlans, the
potential contribution of public enterprises has been presented as an
almost automatic nroduct of the magnitude of the capital invested in them,
on the basis of ever--simplified calculations of rates hetween canital and

output '.

Our objective is not to go into the details of the commercial
performance of each nublic enternrise. Rather we shall dwell on the
overall ampraisal of public enterprise activity in relation to its basic
nhilosonhical raison d'etre in Kenya. Being an instrument of economic
nationalism, public enterprise has been used to promote private African
enterprise: this has certainly had some irmact on the social and

political scenery in the country.

CH. 1. ™ublic Enterprise and Social Change in the Agricultural Sector.

In Kenva the Parastatals in the asricultural sector have mostly
been resgulatorv, marketing, managerial and financial. The majority of
them have played two (at least) roles at the same tire, esnecially in
repulatine and marketing major acricultural nroduce. On the eve of
indenendence, the most pressing nolitical vrohblem was the land auestion.
Agrarian reform was the ultirate answer to a hynothetical nreasant
uprising similar to that of "Mau-Mau', and in this objective the
parastatals were to nlay a key role. Those already in existence had to
be restructured or ovahauled in response to new demands, and new ones
had to he created to cffectively imnlement new nolicies regarding

resettlement and cash croo production (coffee, tea, n~vrethrum, susar etc.).

The Swynnerton plan of 195% was aimed at liberalising land tenure
and cash cron nroduction in the former White Hipshlands to allow the
African population to narticimate in this industrv  This measure was
obviously designed to act as a political safety valve in creating a

38. See Renort of a U.N. Forking “roun: ‘easures for Imrroving the
Performance of Puhlic Fnternrise in Develoning Countries ~"Vol. 1 ST/TAQ/¥/ -
in KATENDE, J. et.al ob.cit.oo. 1139-1142,

39. Ibid n. 11kO.
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srivilered class of African peasants who would in turn collaborate with
the colonial regime in thwarting the nationalist thrust. The land reform
(i.e. land reristration) and the new asricultural policv were therefore
the two major elements of this new nolicy. The recognition of individual
land tenureship was going to facilitate loan acquisition (through the
title deed) and farm development bv the nrivilered few Africans. These
measures were well under implementation when independence came in 1963.
By 1962, for example, some 3000 farms covering almost a million hectares

had been allocated at a cost of 7 million pounds sterlmgr.u

The impact in terms of revenue for the new commodity producers was
tremendous- it is estimated that their income rocketed from a negligible

"
sum to more than 14 million pounds that year. 1

These operations of ‘resettlement’ were to continue after
independence, this time under the ausnices of a Parastatal, the Settlement
Fund Trustees. The first phase was under the anpellation "One Million Acre
Scheme' which was stopped in 1972 when it was realised that not only were

the new owners experiencing difficulties in lecan remayments, but also
productivity lansed. At that time, 429,129 hectares was bccunied by

4,177 families,L+2 with the size of the heldings ranging from 4.5ha. to .
32 hectares.ue As C. Leys has remarked, in spite of the relative dron

in productivityv, these families attained a level of subsistance much

higher than the national averarre.mL A new scheme was thereafter introduced
called "Shirika” underwhich the former Iuronean-owned farms would not be
subdivided but accuired intact, with the Settlement Fund Trustees

providing the manacement services. By 1976, 12,000 neonle (out of the
anticinated 17,000) had acquired 105 farms-averaging 1035 hectares each-at

q
a cost of 126 million shillin;’s.LJr

4n, See McWilliam, M. "The Managed Economy: Agricultural Change,
Develobment and I'inance , in Low, D.A. Smith, A., eds., History of Fast
Africa. Oxford: Clarendon Press, 1976. Vol. III, p. 26u4.

4i. Ibid,

42, See Statistical Abstract 1976, Mairobi* Ministry of Finance and
Planning, Covernment Printer, n. 11F.

43, Pigures calculated from ibid.

b4, Leys, C. Underdevelonment in Kenva: The Political Economy of
Yeo Colonialism. London: Heinemann 1975 pp. 75-76.

45, Statistical Abstract 1976, n. 196 Table 81 (b).
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Vith an active prograrme of vulrarisation, the state has
accelerated the narticipation of the Natienals. in the nroduction of
tea, coffee and nyrethrum, the nrincipal exnort commodities of the

country.

I. K.T.D.A. and the Tea Incustry.

The Kenya Tea Develonment Authoritv is nrobablv the Parastatal
that has contributed most in the transforration of the rural landscare
by transfering the bulk of tea nroducticen into the hands o the small-
scale nroducer from the hig estates since indenendence., In 1963, for
example, the small-holder sector accounted for only 17% of the acreapge
under tea. By 1976 this proportion had risen to 63% desnrite a lower
nroductivity ratp.uB As table 2 indicates, this tendency is geared to
continue, with a tarreted 67% in 1983 (according to the current Development
Plan). Whilst the acreage of big estate will have expanded by a smaller

margin (8,500 hectares, i e. an increase of 50%) the small-holder sector

will have expanded by 48,000 hectares, an increase of more than 1400%157‘
'
1963 1973 1976 1983
i (Proijected)
Bip Fstate . 17,821 24,000 - 25,500 26,500
“mall-holder 3,527 32,000 L4 ,000 52,000
% 16 .4 57.1 62,9 66.2
TOTAL 21,448 56,000 70,000 © 78,500

Table No. 2: Evolution of tvnes of tea nlantations, 1963-1833
{in hectares)

In terms of income, X.T.D.A naid these growers a total of 402.8
million shillings for the rreen tea delivered to its various factories in
1979.1”3 Anart from processinc tea from the small-holders, the K.T.D.A.
offers technical and financial assistance to its clients, and provides

the necessary infrastructural and 1 pistical sunport.

ne, The small-holders nroduced onlv 53% of the 62000 tornes in 1276,

U7, The averare size of these Farms is quite small: 0.3 hectares in
1979, with the number of small-holders standing at 126169, -

4Q, Ry then the K.T.D A. bad 25 tea factaries cempared to 12 in 1972,
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This trarsformation tas taken place to the detriment of a multi-
national comnany, Brooke Bond Limited, which had enjoyed the monopoly

of tultivation, nrocessine and marketine of tea since 1938,

II. Coffee end Pyrethrum Industries

The transfer of the coffee industrv into the hands of the indigenous
population has followed a similar trend as that of tea. Tn 1976 56,000
hectares out of the 26,400 ha. (i.e. 6f?) that were under coffee belonsed
to the small-holder sector (esmecially coomeratives) ruq This is another
growing sector, because bv 1983 between 33,000 and 35,000 more hectares will
be added (accordine to the current Nevelopment Plan) to this narticular
sector. Here, it is the Coffee Board which is responsible for the
transformation, since it is the one responsihle for issuine licences

to farmers and controls the marketins.

Coffee has been one of the most lucrative crons for the small-
holder. In 1978, 57% of the 92,325 tones neoduced nationally came from
this sector, earning the cooperatives some 12.08 billion shillings. It
is estimated that the same year the small-holder earned ar average of
27,400 shillings?o

Pyrethrum is another cash cren whose nroduction has been
nationalised - through the irtervention of a nmarastatal (i.e. Pyrethrum
Marketine 3oard). TFrom an insignificant nronortion at indenendence, the
small-scale sector produced £8% of the 176 tones that the country nroduced

coqs 51
in 1976, earnrine them some €8 million shillings.
IITI. Irrigation Settlements

Besides the vulgurisation of the ahove commodities, another
Parastatatal, the Mational Irrisaticn Board (N.I.B.) has been active in
improving the revemue of a number of families in rural areas. This
Parastatal has been mainly active around Lake Victoria Basin and around

upper Tana.

43, The rest helonged to the estates, the majority of mimech are now owned
by - indigenous neonle (nearly 74% in 1978/79). See Goffes Roard of
Kenya, Annual Peport 1979, Mairobi.

50, Compared to 33,760 shillinps to previous year. See Nation Fconomic
Report 1980, Mairobi Mation Fewsnmaners Ltd.

51. See the Statistical Abstract 1978.




The pumber of persons settled in these schemes is hardlv impressive
althoush the figure has doubled since the creation of the N.I.”. in 1967,
from 23u2 to 4650 in 1978, with the irrirated area following the same pattern,
from 3,873 hectares +o °,5.5% ta. Althourh the cost of these onerations is
not known (duc to lack of data), irrigation does not szem to benefit a wide
number of peasants as one would exnact. Ffettling only 2,308 families in
ten years (i.e. an average of 230 ner vear) is not a good indicator of
worthwhile investment both economically and socially, more so when the

birth rate stande at more than 3.A% per annum.

Nonetheless, the level of income of these families is much higher
than the national average for rural households. In 1978, thev earned an
averape of 7,860 shilJ.ingsSQ. a figure four times the national average.
As the 197:/75 rovernment rural survev revealed, 41% of rural households
had an annual income (including subsistance) of less than 2,000 shillings
per year and 22% of these had 1,000 shillings or less per vear. =~ This
study not only revealed the extént of rural noverty, but also that of regional
disparities. Thus the majority of the families in the latter category
(i.e. those earnine less than 1,00N shillings ner snrum) were to be Found
in westerr Kenva (MNyanza and Yestern provinces, with 25% and 32%
reenectively). This imbalance can be attributed to the fact that these
refgions participate least in the nroduction of exnortable cash-crops
(see *able 3). As 1able 2 indicates, it is Fasterr and Central "rovinces
that account for the largest acreare in terms of expert cash-cron
nroduction over 50% for nyrethrum, more than 55% for coffee and over
80% for tea. It is therefore logical *to conclude that other factors
notwithstanding (ecolesical and climatic variations, for examnle), the

reforrs carried out bv the narastatals involved in the export commodity

oroduction have contributed to regicnal imbalance.

It is not only <mal’-holders who have benefited from the activities
of marastatals in tbhe agricultural sector: the State has also encourased
other modes of amnrooriation in the form of large farrs or estates. In
this sector, two narastatals have heen most active: the Amricultural

Develonment Cornoration (#.D.C.) 2nd the *sricultural Finance Corporation.

52. Calculated from the Statistical Abstract 1978, table 101,

53. See Tevelonment Pl-n 1979-£3 on.cit, n. 146-1u47,
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PROVINCE Ponulation Pyrethrum ¢ Coffee Tea
Central 2,283,881 9.0 32.1 37.3
Coast 561,695 - - -
Fastern 2,280,277 1.4 49.0 11.0
Nvanza 2,541,692 9.5 9.7 5.4
Pift Vallev 674,285 0.9 0.1 3.5
estern 1,893,3u8 - 1.1 1.8
TOTAL 10,341,174 22.4 92.0 59.0

Table No. 3: Distribution of small-farms bv commodity (in ,000's acres)

and by Province and Ponulation (vastoral zones excluded).

Source: Statistical fbstract 1978, table 192 and 112

A.D.C., A.F.C. and Latifindia Africana

The Apricultural Develorment Corporation was created in 1965 with the
objective of securing the transfer of larse farms intact to the Nationals.
This was done either by resale or by leasing the farms that the state had
bought from the settlers Tn 1971, the A.D.C. started concentrating mainly
on State farms, which are mostly esperimental, specialisine in mixed farming
and seedling nroduction. Bv 1978, A.D.C. had bought a total of 98 farms,

nut of which 72 had beecn sold to the Nationals.

The conditions for the acouisition of farm seriously limited the
number of candidates. the aspirant had to be in a solid financial peosition
(sunrorted by a bankers letter), and prove his/her competence through a
recommendation from the district agricultural officer and answer certain
technical questions if a manaser were to be emnloved to run the farm.
Obviously these conditions favoured only those who alrecady were in
possession of capital or whose political affiliations facilitated access
tc capital. This is bow businessmen, politicians and civil servants have
become farmers in Kenya. Througsh A.D.C. and A.F.C., these peonle managed
to acquire more than 6% milljon hectares hetween 1964 and 1970. With the
system favouring those who already have, and since there is no statutory
limit to the size of individual holdings, the average size of these farms

have not changed much with time- whereas they averaped 880 hectares in



1968, they averaged, ten vears later, 810 hectares.”

The A.F.C. is a statutery body established under the Agricultural
Credit Act (Cap. 223 Lows of Kenya) in 1963, and took over and combined
the credit functions of the two Roards of Agriculture then serving the
European and African areas as separate entities. Inder the Agricultural
Finance Cornoratjon Act (No. 1 of 1969) the cornoration was reconstituted
with wider mowers and 2lzo took over the functions, assets and liahilities
of the Land and Arricultural Bank of Kenya. Under the new Act, A.F.C. provides
both mortgare and development credit to larre as well as small-scale farmers.

A F.C. is by far the largest sinele agricultural credit orpanisation in .

7]

Kenva, with ascets in excess of 620 million shillings and a loan portfolio

of 590 million shilling{s.‘rS From 1973 to 1979, the total loan approvals
amounted to 1,500 million shillings, about 20% of which was for small
scale farmers and 34% to larpge scale ones. ~ The credit nolicy favourable
to those already rossessing capital, and with a ceiling of 25,000
shillings loan to the small-scale farmer, one cannot say that A.F.C. is
promoting social equity. In fact, the whole exercise of acauisition of
landed rronerty from the former Lurorenn settlers has underlined and
accentuated the disparities in 1land ownershin as well as rural .nauperism
as we have just seen. State intervention has not onlv promoted social
clivares in the agricultural sector, the industrial and cormercial

sectors have similarly heen affected by the nolicy of “Africanisation,”

thourh not as successfully.

CH, II. "ublic Frterprise in the Nommercial and Tndustrial Sectors,

e have already seen that the nrincinle behind state participatior
in the Kenyan cconmomy is that of "National Control without nationalisation
in the 1lnral sense. Thas means that in both the commercia) and industrial
secters the arowed rele of the State has been to nrowmote private (African)
enternrise. However, this task has not been without contradictions: State
firms have often found themselvrs comnetine with African firms thus
defeatine the verv purrose of their existence, and one wonders whether
cquity marticipation by nublic sector in Multinational commanies enhances
national control or entrenches foreien domination. These are the two

factors that we have te take into account when dealine with the parastatals

in both the commercinl end industrial sectors.

~o.

s, See Statistical Abstract 1977, n. 112. dote that 75% of farms in
Kenva cover less than ? hectares, with 32°% less than zne hectare, and that
90% of the nonulation live in rural areas.

85, 1379 figures. See A.F.C. brochure (undated).
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I, Parastatals and the Commercial Sector.

After the initial onslaurht on the foreign domination of the
agricultural sector, the next target was obviously the commercial one.
Here the nredominance of the Asian community was net and since the
majority till clung to their British nationalitv, their case was
relatively easier to deal with, as was demonstrated by the vassing of
the Trade Licencins Act of 1967, which forbids non-citizens from trading
in rural areas and certain zones of big cities and restricts them to

certain commodities.

Yhat was soon realised, however, was that the Africans had no capital,
either to start business, or to take over from those affected bv the new law.
The credit system still functioned on racist lines, with the banking sector
sti1ll under foreigm monopoly.57 It was at this juncture that the State
created new financial institutions, and reorganised existins ones to
facilitate access to credit by the Nationals. Thus the Kenya Commercial
Bank soon anneared, followed by the Mational Fank of Kenya, whilst the
Industrial Development Corporation was restructured to become Industrial
and Commercial Development Cornoration. These three institutions were to
become the corner-stone of the new nolicy, with the I.C.D.C. snearheading
the promotion of small enterprise and commercial ventures. I.C.D.C. was
also to become the instrument of povernment equity investment in joint
ventures, most of which are of foreign oripgin. I.C.D.C.'s involvement in
commercial activities is twofold: on the one hand it runs its own
commercial enterprises (Kenya National Tradins Corporation and KENATCO,

for erample), whilst on the other hand it has been runnins a loan scheme
for small-scale businessmen (’ small loan scheme ). Of the former, K.N.T.C.
has been engaged in wholesale business and KENATCO has been

involved in transport, both longs haulare and passanger,

A K.¥.T.C. and Trade.

Kenya National Trading Cornoration was established in 1965, as a

wholly-owned subsidiary of the I.C.D.C. K.M.T.C. is a wholesale company, °
and its incention was part of the strategv to africanise both wholesale
ané retail trade. By initially dealinf in basic consumer commodities

as a mononolv, the State not only wanted to ensure the regular availa-

57. In 1967, four years after indevendence, the government established

that of all the loans and credit accorded by the commercial banks in the
country, only 2.6% went to African businessmen and firms. See Central Bank

of Kenva Annual Renort June 1973, and JOPFENSEN, J. Multinational Corporations
and the Indigenisation of Kenyan Fconory™, in WIDSTRAND, C., (ed). Multi-
national Firms in Africa. Unpsala‘ Scandinavian Institute of African Studies,

1975.
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bility of these coods, it also acted as' the ma‘or sunplier to the new
African traders, ensuring their viability in this highlv commetitive
sector. The Trading Act of 1967 come as a reinforcement to this policy,

enlarging the clientele of the W.N T.f.

The Corroration has greatly exranded since its incention*® starting
with 35 distributing arsents in 1965, it had more than 3,000 in 1978, with
a record turnover of 1.5 billion shillings in 1977 of which 11 million was
in the form of nrofit. A+ the same time the Cornoration had established
depots in at least 30 district headouarters (out of a total of 4l), having

started with onlv Najrobi, Mombasa and Kisumu.

The efforts to africanise trade (both wholesale and retail) have
not been as successful in larre arpglomerations as in the rural areas.
Shops that were "taken over" by Africans have mysteriouslv sone back to
their oririnal owners or kin (the Biashara Street shops in Nairobi are the
classic examnle): anparently the African owners have leased them or sole
their licences to these people for commissions etc. To thwart this
practice in wholesale trade, the X.NM T.C. has introduced a system of

cornulsory yearlv renewal of licence for its arents.

Althourh the K.F.T.C, as a State Training Cornoration should have
been involved in import/export risht from the earlv days, it did not
contemplate this until 1R77. One would have expected the Cornmoration to
particinate in this sector is two ways: first to promote trade with
Socialist States, since these countries would rather deal with State
agencies whose activities are not basicallv motivated by nrivate profit
or gain. Secondlvr, the K.7.T.C should have been helpine the Africans

break the rononoly of this trade by Asian merchants.

RefFardins trade with the Sccialist countries, this seems to be the
last of the »rrorities of the povernment since the fipures sneak for
therselves: in 1973 for examnple, out of a total 295.7 million pounds (K)
worth of exmorts, only 6.9 million nounds worth went to those countries.
The import fimires were aven more telling - £5.3 million as opnosed to
£661.1 million of global ir:.orts As for the African penetration of the
import/exnort market, this has not been nossible for two major reasons:
supnlv contacts ovarseas and Bank credit facilities. Thesc we=kresses
have been identified by the K.M.T.C. and time will tell whether anv sericuys
efforts have been undertaxen by the State Cornoraticn to rectifr them as in

the case with wholesale tr=ade.
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3. KENATCO AND TRANSPCRT INDUSTRY

Keratco is one of the verv rare Farastatals that o~erate in a sector
in direct comretiticn with the Nationals (the other we can easily single
out is the Kenva Meat Commission K.M.C ), though historically this is
explicable. The comnanv was originally a co-omerative (¥enva National
Transvort Co-operative Society Limited) that was founded bv a groun of
owner - anerated taxi nroprietors who decided to venture into the transnort
industry in the early 60's. Ry 1966, the commany was confrented with
problens-after exreriencing considerable evnansion - due to lack of
essential back-un services, technical know-how, financial advice and
competent management and was faced with licuidation by its creditors.

After apmealing to the Head of State, the rovernment intervened to save the
society, and throurh the I.C.D.C took over Kenatco with the Co-operative
society retaining a token share. By 1981, the societv had been liquidated

and its share bought out by the I.C.D.C.

The taking over of Xenatco in the late sixties coincided with the
revised law on transport (Transport Licensine Act, 19G8), whose enactment
meant africanisation of the road transmort industry, hitherto dominated
by Asian and Furopean firms. Lons distance nassenger transport (by buses)
that the new company had inherited from the Co-opmerative had to be abandoned
due to fierce competition from nrivate firms. So Kenatco concentrated on

long haulace and taxi operatioms.

In recent vears the companv has heen exneriencing nroblems, which
have reflected on its financial nerformance. The origins of these nroblems
are twofold' first, its haulage business is directly linked to the peo-
politics of the resion, since the trucks have been operating as far as
Zambia, Rwanda, Burundi, eastern 7Zaire and southern Sudan. The closure of
the Tanzanian border in 1377 adversely affected Kenatco's performance, as
the bulk of its business was with Zam*hia.s8 This forced the comnany to
concentrate on the northerm route {(i.e. Uranda, Rwanda etec). which was
already well served by private hauliers. So the regional political

stability is a condition for Kenatco s commercial viability.

Another source of problems is the fact that Kenatco's taxis operate
in a hiphly comnetitive market and is nrone to the same problems as any
State enternrise that does not enjoy monopoly in its sector. Attemnts to
mononolise the transmortation of delerates to the I.M.F. conference in 1973
met with fierce onnositicn from private taxi onerators and the rovernment
was forced to give up idea. More recently, in April 1980, orivate taxi
operators in Mombasa forced the governmment to let them operate from Mombasa

airport which had been exclusively served bv Kenatco.



W

2 - INS/¥P 390

From what we have discussed above, it seems that a State enterprise
that operates in a competitive sector which is already well africanised”
defeats the whcle nurpose ©Of its existance of generating resources for

the State, it becomes instead a liabilitv and a burden to rate pavers.

The nroblem of competition is not onlv confined to the State
enternrise and African enterprise. The latter have been facing stiff
competition from orivate Kenvan (but non-African) and non-Kenyan firms ..
have the State backing (through various Parastatals) a policy that at most
can be described as ambivalent. Although the State has been backing
indigenous industrialists and businessmen through financial and technical
assistance, its involvemznt in ventures with foreign firms (esnecially the
so-called Multinationals) has been the object of criticism from various

quarters.

II. Parastatals and Indigineous Enternrise

In this section, we shall consider the role of the Parastatals
involved in the major industries of the country, i.e. construction
and manufacturing. In the building and construction industry, the
National Construction Corporation (l.C.C.)} is supposed to aid upcoming -
« frican constructors, whilst in the manufacturing it is the I.C.D.C. and
its affiliates that have been allocated the task of promoting indigenous

enterprise.

A. N.C. nnd the Construction Industry.

Tn 1972, the I.LO. made the following remark on the construction

industry in Kenya-

‘The structure of this industry shows the familiar three-tier
pattern of the Kenyan economy, with a few larse Eurovean contractors
dominating the larce civil enginecerinr projects, and large non-residential
building contracts to a lesser extent: the Asian firms mainlv with an annual
turnover between £10,000 and f400,000, mostlv in buildirg: and the African
contractors spanning the wnole range from the two largest, emoloying
700- 800 workers at the moment, down to the one-man self-erployed artisan.

In spite of the commendable efforts by the National Construction Cormoration,
the participation of Africans in housine and construction activities

59
remains very linited"

59. Fmnloyment, Incomes and Zauality: a Strat:sy for Increasing Productive
Employment in Kenya. International Labour Office: Ceneva 1972, p, 137.
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This observation is still true ten vears later. /s the Chairman
of the National Association of African Constructors recently remarked, "“more
than vu= of contracts in the huildine industrv co to non-Kenvans"so LE we
assume this nercentapgs to ke in value terms, then the amount involved is
considerable, taking into consideration the share of buildine industry in

capital formation (25% in 1977, i.e. 1.9 billion shillings ocut of 7.8 billion)

The task of correcting this discrenancv has been confined to the
M.C.C., which rrovides financi@l and technical 1ssistance to the indigenous
enteroreneurs. The Corporation wAas created in 1967 when it appeared that
the Hationals were experiencing nroblems resulting from lack of canital and
credit facilities for the accuisition of materials, equinment and transnort.
At first a limited liabilitv commanv, its statutes were transformed bv an
Act of Parliarment in September 1972 and it become a Public Cornoration under

the Ministry of Vorks.

By 1979, out of 850 African constructors who had heen registered with
the Corporatien since its incentjion, 450 were still active. This means that
these comnanies had been winding un a* the rate of about fortv per vyear.

This rate of hankruntcy has trans€ormed the N.C.C. into a veritable financial
burden for the State. By June 19792, the N.C.C. had accumrulated losses unto
30.6 million shillinrs out of the 57.A million the eovernment had pumped

into its coffers since 1967 62 Tn 1978-79, the rovernment accorded the
Cornoration some .75 million shillings to keep it afloat, nroof that the

state still believed in the irnortance of its mission.

In fact, without State supmort, African ent.rprise in this vital
industry would have virtually collarsed. Anart from the technical and
financial support throush the N.C.C., the rcovernment had directed that
constructions carried out by its various denartments whose estimated costs
did not pass a certain amount were automatically accorded to African
constructors. Orieinally limited to 270,000 shillings, this cejling was

e . . . . . 63
raised to 4 million shillines bv a Presidential directive in 1980.

650. .See The Standard, May 19, 1980. By 'non-Kenvans we assume he means
non-Africans’.

61. The Statistical Abstract 1378, n. u49.

62. This included 6 3 million shillinfs of bad debts. See the YWeekly

Review, June 123, 1980

3. Ibid.
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This decision, and the fact the 450 enternrises sumnorted by the N.C.C.
were in 1979 enraged in projects valued at 17 million shillings (i.e. an
average of .2 million per proiect) is nrcof that african enterprise can
develcp if actively sumported by the State. In terms of employment, the
450 firms had a lahour force of some 4,000 people the same year., If the
building industry 1accounted for 31,000 emnloved (1977 fisures), the African
enterprises emnloyed more than their share in the national share of profits

(12% v. 6%).

B. I.C D.C.: Tor African enternrise or Multinationals?

Tt is throursh the small loans scheme that the I.C.D.C. has been
promotine small-scale enternrise (both commercial and industrial). Under
this scheme short-term loans (5-8 years) are available to businessmen,
with the sum varvine from 10,000 to 750,000 shillings maximum. TIn 1976,
ten years after the sceme started, these credits accounted for the majority
(53%) of the net assets of the 1.0.N.C. DPv then, the latter had accorded
more than 300 loans (70% of which were comrmercial) totalisinc some=22u4.7
million shillings. By 1273, the trend had altered considerably- this sum
totalised 252.4 million a~ainst net assets of 583.7 million (i.e. 40%).
The rest were in the Form nf shares in various comnanies, the bulk of which

are multinational.

The workings ofF the small loans scheme and its weasknesses
have been adequAately anal_vsecl.GL‘L Between 1967 and 1976, verv few
cnternrises were initiated ex nilile, mnst of them having been hougsht from
expatriates. Besides, the new ones were relatively simple. For example
out . of a samnle of 237 I.C.D.C. assisted nroijects, Mwaniki discovered
that the ratio acauired enternrise/new enter~rise varied from 0-11 for

posho mills to 6:0 for printinge works.ﬁS After the I.C.D.C. had

Al See mainly MWANIKI, N., Public Policy and Poljticel Development.
The Impact of the Imnlementation of the Africanisation Policy thouph T.C.D.C.'s

Small Industrial Loans Scheme 1961-1072 1.~.8 Horking Paver Yo. 205, 1977

65. Ibid. »o. 33.
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identifical the sources of hed merformance of the up-coming entrepreneurs,

the Cornmoration initiated a new tyne of scheme under the Kenya Industrial
Estates (K.I.E.) rrosramme. The X.TI.E. can be described

as the embryo of the indigenous amall and middle scale industry.

The nolicy of the K.I.Z. has been to create small nrocduction units
into in ‘mini~industrial zones" in variocus centres throushout the Republic.
These units are divided inte three categories, devpending on their location:
in big towns thev are called Industrial Estates. in smaller towns they are
known as Rural Tndustrial Developrent Centres (R.I.D.C ), whilst Ffor the

rural areas are nroposed Industrial Prorotion Areas (I.P.A.).

0f all these structures, it is the industriallstates that constitute
the most complex units: a K.I.E. industrial estate commrises of an
administrative bleek , industrial nremises mlus a technical assistance
centre. The R.I D.C. would normallv consist of an administrative block and
wor¥shoos, but much simpler than a K.T.E., i.e. it would enrare in

furniture making, metalwork, woodwork etc. for training craftmen.

The credit nolicy of K.I.F. is simple  for nrojects involving
less than 3 million shillings the orpanization orovides a maximum of
85% of canital, whereas for those costing more than 3 million shillings
it provides 80% of the capital. The machines and equipment are usually

100% financad.

As table YNo. 4 indicates, K.I.E. invested more than A3 million
shillings in various projects between 1967 and 1973. The nattern of
these investments shews that the towns had » lion's share, with Najrobi

itself claiming more than 50% of total investments, although it accounted

for onlv 28% of the proijects.
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previous ten years, sperding 240.8 million shillings ir

five years.66

Like most development agencies, the K.I.E. is a
great lisbility to the 3tate. To balance its recurrent
experiditure, the governuent is constantly obliged to subsidise
the crganisation. In 1977, the expenditure was four times
greater than income (12.1 million shillings against 3.1 million),
ani 1978 balance sheets shows the same tendency: 14.% million

R . . . . . 67
shillings foe cxpenditurc against 5.3 million income.

The greatest obstacle to the advancement of the
indigenous entreprcneus is the already existing enterprise which
more often than not is controlled by non-citizen. In fact it
seems paradoxical for the State to use the same organisation
(I1.C.D.C.) to firarce indigenous enterprise and at the same time

acquire shares in foreign firms.

C. Joint Ventures: Tartner or App:ndix of Foreign

capital®

By 1973, the amount of share-capital in private
companies had surpassed that invested in the form of small
industrial loarc to the lational entrepreneurs. The greatest
part of there shares (241.23 million ghillings or 73% was in
the firms the I.2.D.C. had minority share participation

(5ee Table Nc.5).

Type of Participetion No.of Firms Share Capital Dividends in
(in millions millions (1978)

of Sh)
Minority 46 241.3 24.6
Majority 10 80.1 7.%
Wholly ovned subsidiary 6 9.9 1.0
TOTAL 62 331.3 23.1
€6, K.I.E. Limited. Arrual Report 1977-78,n.4
67. Ibid, p.?0. To improve its efficiecncy, the K.I.E. was

transfeormed early 1278 into a “inancial institution '"to promote
small industries throughout the Republic!'". At the samc time it
hecanc autonemous from the 1.0.D.C,
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Table No. 6: The Patterrn of ".C.D.C. Participation ir

Multinational Firms in 13978,

"....) the fureign investor rarely engages in a
joint project by missionary virtue. (de does this) because the
courtry in which he wishes to invest exerts sufiicient pressure
on him ( to do so) or because he believes that this asrcociation
will procure him an advantage he would never have obtained

(or quickly obtained) if he had chosen ar investment in a wholly

. 6
owned subsidiary'. 8

In the case of tihe I.C.D.C., &s Leys observed, when it
wanted to venture into sectors i1t was not experienced in or on
the other hand, vhen foreigr investors vere confident of
profitability under the cover of the existing Foreign Investments
Froteciion Atc) (of 1367), they preferred to forgo State
participatior. According to Lecys, it seems that in the majority
of the 2cases it was the foreign investor who requested State
participation and not the other way round.

|

As tables 5 and 6 shows, the greater part of I.C.D.Cs
dividends scem to emanate from the Multinational subsidiaries.
Although this could be perceived as a source of finance by the
I.C.D.C. (and the goverrment), lack of effeoctive control-bcth
at firancial and managerial levels - make it 'difficult to offset
this with the possible losses the country incurs duc to the
siphoning of money through such loophole¢s as overinvoicing,,

payment of fictitions or dubious managerial and consultancy

fces etce.

in the case of the Industrial Development Bank (I.D.B.)
an 1.C.D.C. subdiary, the Ntate even prohibits it from taking
more than 50% equity, although it isg through the I.D.B. that the
government makes the heavicst joint venture investments. TIor
example the bark invests only in projects involving at least

one million shillings and cannot lend icss then 4 million

68. BECUIN, J.P. Les Enterprises conjointes International
Dans les pavs en voie de Developmaent., Geneva: Institut
Universitaire de Hautcs Etudes Internationales, 1972,p.79. -

69. LEYS, C. op.cit., p. 133
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Shillings.7o Besides, it is through this bank that the state
receives the bulk of multilateral aid to provide industrialists
with their foreign cxchange r‘equiremer\.ts.71 By the end of
1978, i.e. five years after its inception, the bank hed
invested a total of 419.4 million shillings in %9 projects.
Out of this amount, 331.7%million (79%) was in the form of
credlt, the remainder in the form of equity in 3% companies

. , . . 72
including multinational firms.

The question that arises is how to reconcile the
apparent contradiction between the policy of promoting local
enterprise and at the same timc actively and pesitively aiding
foreign enterprise. Certain scholars see in this an element
in the perpetuation of neov-colonial domination.73 and the
"bourgeoisie" that would cmanate from this policy would be an
ally to international capital. What the protagonists of this
detcrministic ard unific view of the Kenyan '"hourgeoisie'" tend
to ipnore is the socio-political dynamism that is characteristic
of the Kenyan society in rccent yeers. First of all, not
all the indigenous entrepreneurs reogard kindly the economic
policv favourina State participation in foreign firms. As
Jorgensern's study revealed as carly as 197574 whilst some
wishcd for a more active State participation (at management
level) in these firms, others were hostile because these firms

compceted with their own. The more prosperous oneg wanted the

70. See Industrial Development Bank Limited. Annual Report

and Accounts 1973. I.D.B. is & limited liability company
crecated by the governmint and the T.C.D.C. in 1973, and is a
purely development hank (i.¢. does not invest ir purely
commercinl, agricultural »nd recal estatc activities).

71. By December 1978, such debts accounted to 133.2million
shillings (or 323 of the company's assets), out of which 91million
were owed to the World Bonk alcne. Tbid. In 1980 the bank
received a further loan of 30 million dollars for the period
1980-1983.

72. These were (cnuitvy % and value in shillings): Booth
Manufacturing Africa (28.7%, 3 million); Associated Vehicle
Assemblers (Lonrho ard Inchcape, 27.1% 2.6 million); Metal Box
Company (5.1%, 2 milliors.)

73. LEYS C., op.cit. Nowrojee, P. "Public Enterprisec in
Kenyva'", in GEAI, Y.ed. Law in thec Felitical Economv of Public
Ernterprise: Africar Fecrspectives Upp SALA S.I.A.S., 1977

on

See JORCENSEN, J.Act Cit,pp.162-16



w
T ot
o
o~
D

-
@
n
]

Althowh the corerrmant tried to bLake measurcs to
promot. participetio: by tha Naticrals ir ferciar-cwred firms,
thiz had en’y bheen dope by half-measures.  Tor examplo the
Tranciort Licercing Beard threatencd (in the early 70's) not

to review licences for these firmes whion did not sell a2t least

(]

.

of their neminsl zapical to citizers, ar operatior ithat
revealed the fundsamental weakness of the indigenous pecple:
l1rek of liquadity. This "nweans that the lior's share in those
trancactions wvert to citizons of norn=-Africen origin, mostly
Asiars., T It is with thiy oviob em “n miprd that the I.C.D.C.
created - subsidiary, the 7.0.D.70. Trvestmont Compary Limited,

D

with che sole e2ian off acquiring shores is existirg industries

.

for its share-holders, espccially on the Nairobi stosk murket.

Th companry hos expac-ded corssderably since its

formztiorn in 1957. Stariine with & nomirsl capitel 2 million
shillinge, this reactcd 4 millior in 1974, sy 1978 this share
capital had nrigen ty ™0 mil ion chillicrgs, and ite lact
ommismion 1973 wes cversubsarined.  Althouth the Tompeny is
erpardiry. *he 7.0.D.7's shore i& decreccing progressively,
having droppod feom 720 to 10% bDetween 1974 and 1978, Doring
the weme perioda, Ilrvoeutmonts quadrupled, Trem 15,07 miolion
shilliras ¢ olmost 70 million, in 21 companic:. ProTits

from those L oveginer.e followed wne game Lrond, from % aillior
chillires in 1974 to §.9 million in 1375, The number of share~
holders aucncnted considerah'ly ir recapt ycars, vrom 3,000 to

14,000 hatueer 1974 and 1378,

-

the e¥mecsior o coreoin indidoenous or terprisze is

por

oror T that with colid S“tote backine thoe local erd
con alze brea the nonopoly of foreisn (o muliinatiors

1
A uvn el axomple acre Lo the Tiger siiee Compory Liet has

cxncricnecd corsidorable developmerni, initiated in 1370

an
a K 1.7, susaried preject, the comzary hos hed to quit ¥, 0,0,
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nroamises te ioin other Tirme ir Nairebi's industrial area, and
actually cmpicys more than 200 peoplie, producinrg mere than
100,000 shocs anrually (19576 Tipurce). and carncd 16.8 million
shiillings on 1378. This exnmersion hes Deen to the detriment

of the Bata Commany. T

The forcgoing Adcminstrates the inportance o7 the
corrtrol of Etaztce apparcius, the stoke being tne control of the
deczcision cenbre raogarding economic polizy. This partly explains
vhnt seeng to boe »ematnel Tacticona” strueile ir Kenva politics,
The actore reprczenl various rcocial strata thot have emerzed
as ¢ regult of the cconomic polizyv entrenched by the fessional
eper o, 10 of 196%,

Ir the abzence of a2 multi-party system where these
strata would be pelitically reprasented end ideolopically
Tdentificd, various plntforme of political exnression heve
cnaned.  Thegz range “orm vocal populists {("dissidents®), whose
themee (foir distripution of property etz) can be said to
eche the ngpiration:: of the masscs=, throucrh ethni.zally-bhesod
ascociations whose intoerests did rot precludn Statce zontrol
(Cena, for ex~mple), to coalitions and opcerly opuozerd to ony
chenpes in the cconomic policy, thorclore opposced to the Tirst
two. Hence the seceminoly perpetnel Tacticorol struggles in the

rulling party, {AN,

COYUid 10d: "ML ST T4& AL CLASS DR 1I0N-

T have obscerve! that rnubliz o ternrise is the direct
product of the Stote anil it is tncerefore inmperirrt So conclude
on Lhis, tc mnd.estand the hirtorical zonms.oaquonrces o State
partiscipation in the ccorcny in arrice in gereral ond in Kenya

artisul~riy.,

75, 3

ceoar agpect of thoe story ir SYAINSC 1, *fhe se
ional douraceiric i Wopva in 1 ALTLEL Yo,

=

t.
April 1977, Lorder,n.a9.71.
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The importance of the State is underlined by two
factcors., TFirst of all, if it is truc that the State always
interveres ir tne eccnery, thc question that arises with the
puxlic enterprise ir to understand why ani pbow the State
utilises <iis particular mode of intervention. In the case
o” Kenya ( and other Africar couidtries), the urnderlying factor

is to create & national base Tor development.

In the secord place the State is neither an abstraction
por a neutral entity: 1t is a politiceo-cconomic apparatus
controlled and maripulated by certain socioc-economic groups.

Ir this marner public entcrprise cean be utiliscd to promote

the intercets of those groups that dominate the State apparatus.
and to consolidate capitalism. Ir the "Third Jorld" countries

in particular, the State can find itsel? influencing the formation

of social classcs ond interest grouns.

Various studies hav:. emerged on class interest and the
manipulation of public enterprise in Africa. In hig study of
the Tanzaria situation, Shivii claims thal public enterprise
was conceived irn order Lo break tne eoconomic pover of the
Asians and other groups, and then used hy the local '"bourgeoisic"
to impose themsclves en other rocial rmroups (patty bourgeoisie,

workere ard pecasants).

In their stuly on the role of the State in the Ivory
Coast TKONIKOFF and S3ICAL hove introduced the concept of "Rclay

State" ("L'Etat Rclait)’® The fact that the (Tvorian) State

77. ghivji,i. Class Strugmle in Tanzaris, Dar-cs-Salaam,
London: Tanzania Fublishing House, Heinemann, 197%. This thesis
is reductionist and questicnable for two reascons: Tirst, public
ernterprisc (establigshed for ideological rcasons after the

Arusha Jcclaraticn) has been used by burcauc:rets to promote its
interests and privileges. - Secordly, commerncicl and industrial
immigrant groups ip Tanzania vere far lesc important than was
the case in Xenva.

73. INONIKOVF, M, 3ECAL,S. 'L.Etzt Relais': Un VModele
de Development fdes Societcs Feripheriques? Le cas de La cote
d' Tveire'", ir Revue Tizrs Monde, Vol. XIX No.76, Cct-Dec.1978.
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irtends to retrocede puhlic e¢nterprises to the Nationals gives
the African State a historic mission of developing social

classes.

"The State is only conceived as 2 'relay autherity"
havinge to transmit these furctions to a social stratus: which
courld be called "Notiornal Bourgeoisie", whose creation would

79
be (the Auty) of this very State'.

In the case of Kenya, we have scen the part pleycd oy
the public enterprise in promoting rural commercial and
industrial "bourgeoisieg". Public Enterprise, as State

instrument, is playing a decisive role ir this historical proces

YIbid", p. 701,
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