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Abstract: This paper seeks to measure and explain changes in incomes, inequality, and poverty
in Kenya. It starts from a very long-term perspective covering the last century, but then focuses
on a more detailed analysis of the recent period for which data from household surveys are
available. We seek to provide consistent estimates of what has happened to national income,
inequality and poverty over time, and to explain why they evolved in the way they did. We relate
changes in inequality and poverty to changes in factor endowments and changes in economic
and employment structures. We also provide some policy conclusions.
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1 Introduction

This study aims to provide consistent estimates of what has happened to national income,
inequality and poverty in Kenya over time, and to explain why they evolved in the way they did.
The primary focus of our analysis is on the most recent period for which we have comprehensive
household survey data, but first we review (in Section 2) the evidence on long-term changes in
inequality and poverty in Kenya. In Section 3 we discuss the problems of measuring income
changes, particularly with regard to national accounts estimates. We present evidence on changes
in incomes, employment, and economic structure in Section 4, and on poverty and inequality in
Section 5. In Section 6 we discuss policy challenges and in Section 7 we conclude.

2 The evolution of Kenyan incomes, inequality and poverty during the twentieth
century

One can distinguish (at least) four types of determinants of change in the structure of production
and incomes. These are, first, changes in the factor endowments of the economy. The key to
growth of better-paid jobs is capital deepening, which will occur if there is a high rate of investment
in people and machinery. Second, there are the effects of changes in the prices of goods and
services. It should be noted here that the domestic prices of tradeable commodities are largely
exogenous, but they are also affected by government interventions. Third, technical progress is
very important for growth and leads to higher factor rewards. Finally, there may be changes in the
level of distortions or government policies that affect factor prices and thus incomes.

During the twentieth century there were dramatic changes in the structure of Kenya’s economy
and in the sectorial allocation of labour. Kenya started out with almost the whole of its labour
force in agriculture and related activities; but a century later more than half of the labour force is
in formal or informal non-agricultural activities. There has been an even more drastic shift in the
structure of output. The share of agriculture in gross domestic product (GDP) has fallen from
above three-quarters to about a quarter. This structural transformation has driven the changes in
incomes, income distribution, and poverty.

2.1 The period up to the First World War

Until the arrival of the British colonialists at the end of the nineteenth century, the Kenyan inland
was little integrated with the outside world, while there were long-distance trading activities along
the coast. The inland households were pastoralists, settled farmers, small craftsmen, or traders, but
generally there was limited specialization. Individuals had generally enough access to land to ensure
a standard of living roughly comparable to that of the other members of the community; regional
differences in welfare levels that are so conspicuous today did not exist then.

With the completion of the railway in 1901, the inland was opened up to trade and settlement. The
railway construction was undertaken by Indian workers, and about 6,500 remained in the country.
The majority set up small commercial stores, while some took up intermediate-level positions in
private industry or the public sector. A rapid increase in the numbers of Asians and Europeans
followed in the colony. By 1914 there had already been a considerable expansion of formal wage
employment in Kenya (Bigsten 1984). Practically all of this employment was male. Another
category of workers was engaged in settler agriculture either as squatters or as contract labour.
Finally, a class of African traders and businessmen emerged. This group was engaged in stock
trading, maize milling, butchering, the selling of food and drink, and some small-scale retail trade
(Kitching 1980).



Despite increased male African involvement outside agriculture, the period before and during the
First World War also saw an expansion of cash crop production on African farms and an increase
in the cultivated area. The increasing differentiation in agricultural activities started to increase
income inequality.

2.2 The inter-war period

By the First World War, pass laws had been introduced, and in the highlands the Africans could
only work as contract or resident labour; else they were repatriated to rural areas. The measures
were instituted to increase the supply of African labour, since the Europeans were unwilling to pay
competitive wages. By restricting the scope for development on the African farms, the supply price
of labour was reduced, and through various forms of coercion and through hut and poll taxes the
Africans were made to work for still less. Asians were not allowed to own land, and Africans were
not allowed to grow a number of cash crops.

By the mid-1920s, a three-class society had been established along racial lines,

with whites monopolising export crop agriculture, the higher administrative posts and
the professions; the Asians trade, commerce and the middle reaches of the
bureaucracy; and the Africans left with unskilled wage employment, smallholder
farming, petty trade at the village level and the lower level clerical posts in the
administration. (Collier and Lal 1986: 38)

Still, African cash crop agriculture expanded in spite of the restrictions imposed by the
government, and there was a growing internal market for food crops.

Like other countries in the world, Kenya was hit hard by the Depression of 1929. Since most of
the produce of the settlers went on export, the effect was profound. Several estates went bankrupt,
although many were saved by loans from the colonial government. The squatters could
supplement their income by production on their own plots, but their standard of living deteriorated
for a few years. The level of employment fell to its lowest in 1932. When the effects of the
Depression receded, employment started to increase again from about 1938. The economic decline
during the Depression meant that the major market for African food crops was curtailed, but
African agriculture acreage still expanded during the 1930s. The process of commercialization of
African agriculture continued and it accelerated during the Second World War. The labour
movements also gained in importance (Bigsten 1984).

Inequality among African smallholders increased, and the major differentiating factor was access
to land. Those who had large landholdings in areas where cash crops could be produced improved
their relative position. Rural-urban differences in living standards emerged; a rural elite was buying
up land for commercial farming (Kitching 1980), and an African trade and business class was
established. The most rapidly changing regions in the country were the former Central and Nyanza
provinces. During the Second World War agriculturalists as well as traders made considerable
profits. Obviously, Europeans and Asians still dominated commerce and industry, but African
businessmen and traders were making noticeable progress.

2.3 The post-war period 1945-63

After the Second World War, wage employment was quite extensive, but much of it was still of a
temporary nature. Labour migration was very common, and African wage employment increased
rapidly between 1950 and 1955. Then African agricultural wage employment stagnated, and
non-agricultural employment even declined until Independence. This decline was more severe in



the private than in the public sector. Collier and Lal (19806) argue that the decline was due to rapid
increases in real wages, among other things due to government efforts to increase minimum wages,
and there was also a lack of state support for African businesses.

In agriculture there was a rapid increase in employment during the first half of the 1950s. This
reflected an increase in labour demand due to rising producer prices and switches to new crops
such as tea and pyrethrum. During the second half of the decade the government changed its
policy towards African small farmers, who were now allowed to grow coffee. This should have
been reflected in a higher supply price of labour, but this was more than offset by rising demand
for labour, so employment continued to increase. During the period 1960-67, however,
employment in modern agriculture fell. One reason for this was the breaking up of some estates,
which reduced demand for agricultural wage labour.

During the 1940s there was a considerable gap between agricultural and non-agricultural wages,
but this was to some extent offset by higher costs of living and fewer opportunities in urban areas
for supplementing wage incomes with farm incomes. The gap increased rapidly during the 1950s.
Real wages in agriculture rose rapidly in the 1960s due to increasing commercialization of
agriculture, but during the same period non-agricultural real wages increased even faster. Thus,
during the 1950s and 1960s the gap between agricultural and non-agricultural wages increased
dramatically.

2.4 The first post-Independence period, 1963-76

The coming of Independence in Kenya in 1963 implied a change in the interracial distribution of
both political power and incomes. The income structure change was limited, but employment was
no longer as systematically racially segregated. Although average income in the post-Independence
period was still the highest for Europeans and the lowest for Africans, with the Asians in between,
the overlap increased.

With the coming of Independence there was a great need for qualified manpower in the public
sector. To satisfy this need the public sector increased its relative wages dramatically. Between
1963 and 1965 public sector real wages increased by 48 per cent, while they increased by a mere 6
per cent in the private sector (Collier and Lal 1986). In 1968 wages by skill were higher in the
public sector than in the private sector, although private sector wages also started to increase
rapidly from 1966. Another factor that continued to be of importance for income distribution
during the first years of Independence was the increase in minimum wages.

During the first decade after Independence many smallholders experienced marked
improvements, but there were significant differences among them. However, there remained a
hard-core group of rural poor consisting of smallholders (a) with little land or with land of low
potential; (b) with inadequate access to off-farm income or urban markets; or (c) who were
reluctant to innovate. There were also landless workers and pastoralists with little or no education.

2.5 Economic inequality and poverty, 1914-76

There were large changes in national income accounts and national statistics in the mid-1970s; in
particular, the racial breakdown of employment statistics was abandoned. Therefore we are forced
to break the historical account of the Kenyan economy in 1976, and show how the income
distribution in the country evolved between 1914 and 1976 (see Bigsten 1986, for a detailed



presentation of the approach.)! The estimated growth rate for Kenya for the whole period, 1914
to 1976, was a respectable 5 per cent per year. This may be an overestimation, since the data for
the pre-war period are very shaky. However, for the period between 1946 and 1976, for which the
database is better, the recorded growth rate is even higher at 6.6 per cent per year (compared to
3.7 per cent per year for the 1914-46 period). It therefore seems fairly safe to conclude that income
growth in Kenya was quite high during the first half of the twentieth century.

During this period the structure of incomes by source changed significantly (Figure 1). We see that
smallholder agriculture declined in importance until 1950, but then its share in incomes remained
practically constant. The shares of wage earnings and operating surplus stayed around the level of
1960 until 1976. Structural change was thus not as dramatic in the 1960s and 1970s as it had been
previously.

Figure 1: Incomes by source (%)
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Source: Based on Bigsten (1986) data.

The income shares of different income groups depend on the number of people engaged in
different activities and their income levels. The incomes of African businessmen and own account
workers grew very rapidly from Independence. Agricultural wage employees had a very uneven
increase in their wages, while the wage rates of African private employees increased rapidly from
the Second World War until 1970, but then they declined. There was a similar pattern for public
employees, although their wages jumped immediately after Independence and their real wages were
more resistant during the 1970s.

! The basic principle was to start from the national income estimate and then to disaggregate this by income groups
by sector and race. After estimating the number of persons in each group, one estimated the average income of each
group within which the income distribution was assumed to be lognormal. Information from available sources was
then used to estimate the variance of incomes in each group. It was used here to distribute income receivers around
the mean income. Once this is done one could count the number of income receivers in each category with an annual
income in a certain range. The Gini coefficients could then be derived for each group and any aggregation of groups.
We should note that the Gini tends to become significantly higher by this approach than when estimated from
household budget surveys. One reason is that capital income is more clearly accounted for and survey estimates use
consumption instead of income, and the former tends to be more equally distributed.
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The gap between African and Asian per capita incomes declined slowly until Independence, but
then it increased to the same level as in the beginning of the period studied. The racial income
gaps remained very large, although the relative European incomes were much higher in the colonial
period. The level of the African per capita incomes increased with the most rapid increase during
the 1950s and 1960s. During the period 1970-76 the economic situation deteriorated and African
per capita incomes declined. Still, the overall effect of these changed factor returns and in particular
changes in the relative sizes of the three groups meant that the African share of incomes increased
(see Figure 2). It has certainly continued to do so after 1976, but we have no data to analyse this
breakdown beyond this time.

Figure 2: Percentage distribution of income by race
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Source: Based on Bigsten (1986) data.

Opverall inequality according to these estimates increased until 1950, then fluctuated and finally
declined slightly during the 1970s. Between 1950 and 1955 the Gini coefficient declined from 0.70
to 0.63, while the variance within the 13 income categories changed very little. The reason for the
decline in inequality was that smallholder incomes increased at a higher rate than those of other
groups. During the period 1955-60 overall inequality increased strongly again, while inequality both
in the modern and the traditional sector changed very little. This was largely due to the fact that
traditional (mainly smallholder agriculture) incomes fell to 17 per cent of modern incomes.
Between 1960 and 1964 the modern-traditional gap again decreased and so did the Gini coefficient.
The same pattern repeats itself for the whole period up to 1976. When the modern-traditional gap
increases the Gini coefficient goes up and vice versa, although there was a steady increase in the
Gini for the traditional sector and a decrease for the modern sector. Overall inequality increased
between 1964 and 1971 and then fell between 1971 and 1976.

Looking at the sectors, we find a long-term increase in inequality in the traditional (largely
agricultural) sector. This is consistent with increased diversification. When we consider the modern
sector the opposite pattern emerges. Here inequality declined. This is consistent with the view of
increasing integration and homogenization of the modern sector. The fact that we do not measure
income by households here does, however, create a problem. Since many households have
incomes from a variety of sources, the distribution over families might look somewhat different.
The trends over time should, nevertheless, be reasonably well captured.



Opverall inequality in Kenya thus increased until about 1950 and then stagnated at a high level. The
result is similar, whether we use the modern versus traditional income gap or the Gini coefficient
as our measure of inequality. The level of the African per capita incomes was increasing with the
most rapid increase during the 1950s and 1960s. During the 1970s the economic situation
deteriorated and in the last period African per capita incomes actually declined.

Figure 3: Gini coefficients, 1914-76
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Source: Based on Bigsten (1986) data.

We can also look at the evolution of poverty. The regions with the highest poverty rates at the
time are still the poorest today, suggesting that poverty can persist in a region or country for
centuries. Figure 4 shows Sen’s Poverty Index for Kenya over the period 1914-76. This index is
essentially the headcount ratio weighted by two parameters, (a) the Gini for the poor and (b) the
normalized poverty gap. We see that the income poverty rates as measured by Sen’s Poverty Index
are initially very high, but from 1950 income poverty declined for a short period before rising again
and remaining nearly constant during the first decade of Independence.

Bigsten (19806) argues that the sectorial inequality in incomes is a good proxy for inequality in the
overall distribution of income among workers or individuals. This conclusion is confirmed by the
correlation coefficient between the sectorial inequality and the Gini, which is as high as 0.70.
Accordingly, the Gini is strongly negatively correlated with the narrowing of the income gap
between rural (traditional) and urban (modern) sectors. As this gap increases, that is, as the low,
rural incomes increase faster than the urban incomes (see Bigsten 1986), the Gini coefficient falls
significantly.



Figure 4: Income poverty in Kenya (Sen’s Index), 1914-76
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2.6 Factor incomes 1964-2000

During the first years after Independence Kenya grew quite fast, but from the early 1970s, the
country experienced increasing macroeconomic imbalances, which were not addressed effectively.
In the beginning of the 1980s, the government embarked on a series of structural adjustment
programmes. By 1993-94 it had achieved extensive trade liberalization, and the country became an
open economy according to the criteria set up by Sachs and Warner (1995).

Bigsten and Durevall (2006, 2008) evaluated the role of endowments (capital, K; labour, L; and
land, T) and openness for the evolution of relative factor prices from Independence until 2000.
Their estimates of factor endowment ratios, K/, T/I., and K/T, are shown in Figure 5. The K/L
ratio is very important for the pattern of specialization, the factor price outcomes, and incomes.
We see that the ratio increased until 1982, but that the trend then was reversed. The capital-land
ratio grew and the land-labour ratio declined continuously.

Labour supply growth outstripped formal sector job creation and the use of minimum wages to
push up real formal sector wages became increasingly ineffective, and private sector real wages fell.
The period from 1968 onwards can be characterized as one of competition as far as the labour
market is concerned, although various labour market controls remained until the 1990s. Trade-
unions were allowed to seck full compensation for price increases from 1994, and the relaxation
of wage guidelines made it possible for firms and employees to negotiate wages on the basis of
productivity considerations rather than cost of living indices (Ikiara and Ndung’u 1997). It also
became easier to shed labour.



Figure 5: Relative factor endowments in Kenya, 1964-2000
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Source: Bigsten and Durevall (2008). Figure reproduced with permission of Journal of Development Studies.

The evolution of real wages is shown in Figure 6 alongside estimates for returns to capital and
land. Real wages are measured as labour earnings, including allowances, of employees in the private
sector divided by the GDP deflator. Real wages increased by about 25 per cent from the mid-
1960s until the beginning of the 1970s. This was followed by a slow decline until 1995, when real
wages started to increase rapidly. The growth of private sector real earnings between 1994 and
2000 was 65 per cent. This may have been due to the lifting of labour market controls (IMF 2003).
Real returns to land have increased sharply since Independence. Returns to capital declined
continuously from 1964 to the mid-1970s; in total, a reduction of 50 per cent. Since 1975 it has
fluctuated slightly.

The main empirical regularity for the period 1965-2000 is that factor price movements were driven
by changes in factor endowments, while in this regard the removal of trade restrictions had a
limited effect. Consequently, changes in income inequality have been strongly influenced by the
long-term process of structural change, while changes in international economic policy have had
only small effects. The rapid increase in real wages that started in the mid-1990s and lasted into
the next decade could have been driven by labour policy reforms.



Figure 6: Indexes of real returns to factors in Kenya, 1964-2000
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3 Measurement challenges

One of the challenges encountered when trying to measure growth and income distribution in
African economies is that the data are weak and inconsistent. The first challenge for our more
detailed analysis of recent development is to get measures of the growth of total income or GDP.

Kenya’s GDP is measured from both the production side and the expenditure side, and the
accounts show some discrepancy (expenditure figures are typically up to 5 per cent larger). The
Kenya National Bureau of Statistics (KINBS) relies mostly on the production approach. To get
income shares, the KNBS measures labour incomes and then deducts these from GDP to get
operating surplus, which includes capital and rental incomes.

There are two GDP time series (with different base years) that cover parts of the relevant time
period. The first series is based on 1982 prices, while the other series is based on 2001 prices.
KNBS also switched from the 1969 system of national accounts (SNA) to SNA 1993, which
implied some definitional changes. KNBS re-estimated GDP back to 1996 using the 2001 weights.
There are considerable differences between the two series both in terms of levels and growth rates.

The 2001 rebasing used information from the Household Budget Survey (HBS) of 1997
extensively. New rebased series should be better than the old ones, and they typically increase the
level of GDP. We note that the rebasing in 2001 GDP estimates increased very significantly (at
most 50 per cent for 2001; Muchiri and Audi n.d.), because of changes in definitions and methods,
changes in data sources, and improved coverage. For example, output of construction is
considerably higher in the new series, which also means that fixed capital formation becomes
larger.



The estimating procedures are still of variable quality. For agriculture, the estimates are not based
on KNBS surveys but on data from the Ministry of Agriculture, which relies on information from
extension officers. Their estimates may be biased upwards, since the officers may over-report to
show that they meet targets. Manufacturing production is estimated on the basis of proxies for the
main economic activities. KNBS also considers the extent of development of complementary
activities in doing its computations. Mining in particular is hard to estimate, since much of it is
informal. KNBS relies on information from the Ministry of Mines. Similarly, construction activity
estimates are weak. The informal sector estimates are based on a benchmark from 1999, when an
informal sector base year survey was undertaken by the KNBS. This estimate is then increased on
the basis of different indicators and weights, with public sector activities obviously being better
covered, since data for them are much more easily available.

There is an overlap between the two GDP series for seven years, making it possible to compare
growth rates for six years. In Table 1 we show growth rates of GDP and the two components of
agriculture and manufacturing. We see that there are considerable differences in the aggregate
growth estimates between the two series. The new series gives higher GDP growth rates for all
years except the first and the last. The average growth rates over the six years are 1.3 per cent and
1.9 per cent, respectively. Comparing growth rates in agriculture and manufacturing we see that
the differences for individual years are even larger.

So why are the differences so large between the old and the new series? One reason is that the
relative weights of the different sectors have changed. The share of manufacturing fell drastically
with the new prices. For 2001 it fell from 13 per cent of GDP to 9.6 per cent of GDP. This kind
of change can explain why the aggregate growth rates can be quite different when we have different
sectorial developments. It is harder to understand how the sectorial growth rates can vary as
dramatically as they do.

Table 1: Growth rates (%) for 1997-2002 using 1982 and 2001 prices
1997 1998 1999 2000 2001 2002 Average

At 1982 prices

Agricultural growth 1.0 15 1.2 21 1.3 0.7 0.6
Manufacturing growth 1.9 1.4 10 -14 0.8 0.5 0.7
GDP growth 24 1.8 14 -02 1.2 1.1 1.3

At 2001 prices

Agricultural growth -3.2 8.4 64 -12 105 -3.0 3.0
Manufacturing growth 0 -18 41 1.0 1.6 0.1 -0.5
GDP growth 0.3 3.4 21 0.5 45 0.6 1.9

Source: KNBS data.
4  The evolution of GDP, factor proportions and employment, 1994-2012

As noted, we have contradictory growth estimates depending on whether we use the old GDP
series (1982 base) or the newer series (2001 base). Table 2 shows how the two series differ in terms
of GDP growth rates and investment shares (GFCF). The columns for capital formation are
included because differences in capital formation estimates underlie differences in the GDP
estimates, but also because investment rates are of interest when we are trying to explain growth
variations. Still, these data are what we have from the national accounts, and they are the basis on
which we choose our estimates of per capita income growth. The new series is supposedly the
better one, so we rely on this as much as possible. The last column gives our preferred estimates
of per capita income growth. After a long period of virtual stagnation, the Kenyan economy went
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through a strong growth phase 2003-07, as the rate of economic growth accelerated up to 7 per
cent. During the same period, total factor productivity in manufacturing increased by as much as
20 per cent (World Bank 2007). Aggregate capital formation increased to 19 per cent of GDP in
2000, and to over 20 per cent in 2010. This is high by Kenyan standards, but pales in comparison
with that of its Asian competitors. Manufacturing growth followed more or less the same pattern
as GDP, which meant that its share of GDP remained at slightly below 10 per cent of GDP. There
has not been any take-off for manufacturing production in Kenya.

Our main concern is to understand what has happened to the incomes of individuals and
households. We see that per capita income growth was weak and fluctuating between 1994 and
2002. Incomes fell in 2000, which was a drought year, and in 2002, which was an election year.
Then growth stabilized, but we note a drop in 2008, because of the civil conflict following the
December 2007 disputed election. Per capita incomes were virtually stagnant between 1994 and
1997, but between 1997 and 2006 there was a modest 4.8 per cent increase. Then there was the
setback after the 2007 elections, but then growth picked up again.

We have compared the growth of GDP per capita from the national accounts, with the evolution
of mean consumption spending according to household surveys. Between 1994 and 2005/06 GDP
per capita grew by 3 per cent, while mean consumption (per adult equivalent) fell by 1.2 per cent.
The two sets of estimates are fairly close, and we may note that there was approximately a four per
cent increase in the share of GDP going to investment over the period. So we think we can say
that the aggregate GDP estimates square well with the aggregate household estimates.

Table 2: GDP growth in new and old series 1994-2012

GDP growth ~ GDP growth GFCF % of GFCF % of Per capita Per capita  ‘Best’

(new series)  (old series) (%) GDP GDP income income estimates
(%) current current growth growth of per

prices prices (new (old capita

(new (old series)  series) series) income

series) growth
1994 3.0 18.9 0.1 0.1
1995 4.8 214 1.9 1.9
1996 4.6 16.0 19.8 0.5 0.5
1997 0.3 2.4 15.5 17.6 -2.6 -0.6 -2.6
1998 3.4 1.8 15.6 16.4 0.5 -0.6 0.5
1999 2.1 1.4 15.5 15.2 -0.8 -0.8 -0.8
2000 0.5 -0.2 16.8 14.6 -2.4 -2.9 -2.4
2001 4.5 1.2 18.2 12.8 1.6 -0.8 1.6
2002 0.6 1.1 17.4 12.9 -2.3 -1.1 -2.3
2003 2.9 15.8 12.5 0.0 0.0
2004 5.1 16.3 2.0 2.0
2005 5.8 18.7 2.9 2.9
2006 6.4 19.1 35 35
2007 7.0 19.4 4.0 4.0
2008 15 19.4 -1.0 -1.0
2009 2.7 19.6 0.1 0.1
2010 5.8 20.3 3.7 3.7
2011 4.4 20.0 1.6 1.6
2012 4.6 20.4 1.7 1.7

Source: Republic of Kenya Statistical Abstract (annual), Republic of Kenya Economic Survey (annual).
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Factor quantity series are of interest to us, since we know (Bigsten and Durevall 2008) that changes
in factor abundance has been a crucial determinant of the pattern of specialization and factor prices
(and thus inequality and poverty). The most noteworthy development is that labour force growth
has outpaced the growth of capital from the 1980s onwards. The country has not been able to
pursue a strategy that has led to capital deepening. This has had great implications for how the
reallocation of labour in the economy has evolved. The labour pressure on land in agriculture
increases, continuously pushing labour off the land. This labour could have been absorbed by
capital-intensive agriculture or capital-intensive (formal) non-agriculture if capital had been
accumulated at a sufficiently rapid rate. But since this has not happened, labour has had to move
into activities that use little capital, that is, the informal sector and various forms of low-
productivity self-employment. It is clear that it is mainly changes in factor endowments that drive
strucutural change in the Kenyan economy.

To illustrate changes in factor endowments during the period under study we have extended the
K/L, K/T and L/T estimates of Bigsten and Dutevall (2006) to 2011 (Figure 7). Since the
investment rate continued until 2004 at about the same rate as 1994-2000 we assume that the
capital stock continued to grow at 1.7 per cent per year until 2004. We assume that the upward
shift of the investment rate by 2 per cent of GDP from 2005 led to an increase of the capital stock
by 2.2 per cent per year until 2011. The labour force growth estimates are taken from World
Development Indicators (over 3 per cent growth annually), while the estimate of agirultural land
is kept constant (possibly some new land came under cultivation, but this would not change our
estimates substantially).

Figure 7: Factor proportions, 1994-2011
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Note: K = capital; L = labour; T = land.
Source: Own estimates.

The capital/labour ratio has continued to shrink in the new millennium, meaning that it has been
impossible for the formal sector to absorb a major part of the labour that enters the labour market.
At the same time, the labour/land ratio is on the increase. The majority of labour market entrants
have moved into the informal sector, which consequently has exploded in numbers. Part of the
reported increase in the informal sector growth is certainly due to improved data coverage, but it
is clear that the vast majority of labour outside agriculture is in the informal rather than the formal
sectof.

The government has had the ambition to try to attract more foreign direct investment (FDI), but
so far it has not been very successful (less than 1 per cent of GDP). The oil and water discoveries
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in northern Kenya might change this. So far, there has been FDI in relation to telecom
privatization and investments in railways, whereas not much has happened in manufacturing.

Kenya’s share of world exports had fallen from 0.085 per cent in 1980 to 0.035 per cent by the
year 2000; thus Kenya became increasingly marginalized in the world market during this period.
Over the same period, its share of world GDP fell from 0.066 per cent to 0.040 per cent. However,
Kenya’s share of world exports has increased since 2000. There has been some diversification in
terms of export destinations, but there has not been any significant diversification of Kenyan
exports in terms of products.

One important determinant of overall inequality is the factor income distribution. We have noted
that the KINBS constructs estimates of labour income and GDP, where the income to capital and
land is computed as the difference between the two. What we can check about factor distribution
is thus whether the reported labour share has changed over time. In Table 3 we show the series
from 1976 (when the initial story with the old data design ended). We see that there have been
some changes over time, but there is no trend. The series starts at a 40 per cent share and ends
there as well. This is a lower share than in richer countries, but if smallholder agriculture incomes
are excluded the share should be at least 50 per cent. We can conclude that there is no long-term
trend in the distribution of income between capital (and land) and labour.

Table 3: Labour income share in GDP, 1976-2012

Remuneration/total factor income

2000 45.9
1976 39.8 2001 46.9
1980 40.9 2002 48.3
1985 42.1 2003 41.6
1990 42.1 2004 37.2
1992 41.0 2005 41.5
1993 39.6 2006 42.4
1994 43.1 2007 42.1
1995 45.5 2008 38.6
1996 43.5 2009 39.6
1997 42.1 2010 42.3
1998 43.5 2011 40.0
1999 45.1 2012 39.6

Source: Republic of Kenya Economic Survey (ES) (annual until 2013).

The stability of the factorial distribution should contribute to keeping the overall distribution
stable, but inequality can of course still increase if the distribution within the categories becomes
more uneven. We have no information about the distribution of capital incomes, but we have
some data on labour incomes. The Kenyan labour force has changed structure over recent decades.
There has been a strong decline in the proportion of employees with no education and an increase
in the proportion with primary education (Bigsten and Wambugu 2010). This reflects the near
universal primary education in the country. Wages differ very much by levels of education (Bigsten
1984; Knight and Sabot 1990; S6derbom et al. 2000).

Table 4 shows the growth rates of formal and informal employment for 1994-2012. We see that
very many of the new jobs were in the informal sector. This means that the share of formal
employment has fallen to about a fifth of total employment outside smallholder agriculture. This
is a really dramatic change in the employment structure, and it confirms the picture of a process
of structural change that pushes labour out of agriculture into informal sector employment. There
are no solid data indicating the trend in the unemployment rate, but the measured rate of open
unemployment is nearly constant. In Kenya, as in other African countries, the unemployment rate
is relatively small because the majority of the population must work to survive. The main labour
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market problem in Kenya is not open unemployment but rather a large number of working poor—
subsisting in the informal sector and smallholder agriculture.

Table 4 also shows the evolution of real earnings in the formal sector since 1994. What we see
here is a remarkable growth of earnings during the period that is the focus of our study, followed
by dramatic declines from 2008 onwards. The start of this drop coincided with the civil strife of
2007/08, but it continues until the end of our data period in 2012.

There are no systematic income data for the informal sector. The little data we have are from
surveys for 1998/99 and 2005/06. Looking at the evolution of formal and informal median
earnings it seems as if the gap between the two sectors has been fairly constant (Table 5). We do
not have any clear picture as to why real wages in the formal sector suddenly started to fall from
2008 onwards. And we are unsure as to how this affected the gap between non-agriculture and
agriculture, but there could well have been some urban-rural convergence. As we have noted this
would typically be associated with a decline in the overall Gini coefficient.

Table 4: Growth of formal and informal employment and real earnings of formal labour, 1994-2012

Real average Formal Informal
earnings growth(%) employment employment
growth (%) growth (%)
1994 8.3 2.0 11.9
1995 19.8 3.4 25.0
1996 11.7 4.0 18.0
1997 8.5 1.8 13.0
1998 11.2 1.1 12.2
1999 8.0 0.6 11.5
2000 4.7 0.4 11.0
2001 8.7 -1.1 7.7
2002 12.7 1.3 10.0
2003 -2.7 1.5 8.6
2004 9.9 2.1 8.0
2005 24 29 6.7
2006 13 2.8 6.6
2007 4.5 2.6 6.1
2008 -10.2 1.8 53
2009 -4.7 2.8 7.9
2010 -0.4 29 7.6
2011 -8.1 3.4 6.3
2012 -4.8 3.1 6.0

Source: Republic of Kenya Economic Survey (annual until ES 2013).
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Table 5: Labour earnings in the formal and informal sectors (KSH per month), 1998/99-2005/06

Integrated Labour Force Kenya Integrated Household

Survey (1998/99) Budget Survey (2005/06)
Sector Mean Median Mean Median
Formal 8152.868 6105 22813.12 8000

(6212.182) (4651.783) (10263.88) (3599.231)
Informal 5147.414 2800 15402.75 4000

(3922.138) (2133.497) (6929.872) (1799.645)
Total 6208.897 3000 19696.76 6000

(4730.949)  (2285.888)  (8871.796)  (2699.468)

Note: Real earnings in parentheses - deflated using Consumer Price Index (CPI) (1994 prices).

Source: Republic of Kenya (2003a, 2008a).

5 The evolution of poverty and inequality, 1980s-2000s

In this section, we look at changes in poverty and inequality over time. In line with the historical
overview presented in the first part of the paper, we start with some evidence on trends in poverty
in the country up to 1976 (Bigsten 1986). The inequality evidence is omitted because it fits better
in Section 2 where it is reported. We analyse the evolution of inequality and poverty over the past
two decades using a variety of datasets and methods. The aim is to provide evidence on changes
in level and distribution of household welfare over a period for which nationally representative
data sets are available (Republic of Kenya 1996, 1998a, 2007). Income and non-income indicators
of welfare are also examined.

5.1 Monetary measures

Tables 6-12 show recent trends in and patterns of poverty and inequality in Kenya from the 1980s
using a variety of methods and data sets (Mukui 1994; Republic of Kenya 1996, 1998a, 2007).

We see in Table 6 that national poverty has fluctuated, but the poverty levels in 2005 are similar
to those for 1992. The Kenya economy was on a recovery path in 2005 after the poor performance
it recorded in the 1990s, and poverty declined between 1997 and 2005/06. The tegion with the
lowest poverty rates is Central, which got an eatly start in development as we pointed out in our
historical review. We may also note that the capital city, Nairobi, has the lowest poverty rate in the
country despite its large in-migration.

Table 6: Absolute poverty measures (%) for Kenya 1994-2005

Region Head- Poverty  Severity Head- Poverty  Severity Head- Poverty  Severity
count gap of count gap of count gap of
ratio 1994 poverty  ratio 1997 poverty  ratio 2005/06  poverty
1994 1994 1997 1997 2005/06 2005/06
National 40.25 14.93 10.0 52.32 18.74 9.2 45.9 16.3 8.1
Urban
poverty
Overall 28.95 9.69 4.63 49.20 15.67 6.86 33.7 11.7 5.5
Nairobi 25.90 8.80 4.14 50.24 14.07 5.47 21.3 6.9 3.1
Mombasa 33.14 9.46 4.21 38.32 14.29 6.96 37.6 8.7 2.9
Kisumu 47.75 16.38 7.83 63.73 23.09 11.42 43.4 12.4 4.6
Nakuru 30.01 8.86 3.31 40.58 10.58 3.84 50.2 18.3 8.4
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Other 28.73
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areas

Rural
poverty
Overall 46.75

Central 31.93
Coast 55.63
Eastern 57.75
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17.8
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Source: KNBS (2007); Republic of Kenya, Economic Survey (various years); Republic of Kenya (2000).

Still, the recovery up until 2005/06 was accompanied by rising inequality. We have computed
income inequality (Gini coefficient) using per adult equivalent expenditures in the data and
organized around region (province) and atea (rural/urban) (Table 7). Inequality increased between
1994 and 2005/06, and was highest in Nairobi (which at the same time had the lowest poverty

rate). The national Gini coefficient increased from 0.428 in 1994 to 0.516 in 2005.

There are noticeable differences in income inequality within regions. Overall inequality was higher
in the urban areas, and the urban-rural gap in inequality increased between the two periods. In
most cases, income inequality rose between 1994 and 2005. The poverty profiles for 1994 and
2005 indicate that poverty in Kenya is primarily a rural phenomenon.

Table 7: Regional welfare inequality (Gini coefficient) in Kenya, 1994-2005

Region/Area 1994 2005
Nairobi 0.526 0.581
Central rural 0.330 0.350
Central urban 0.350 0.390
Coast rural 0.417 0.355
Coast urban 0.339 0.390
Eastern rural 0.428 0.387
Eastern urban 0.396 0.422
North eastern rural 0.420 0.371
North eastern urban 0.411 0.368
Nyanza rural 0.385 0.359
Nyanza urban 0.380 0.374
Rift Valley rural 0.394 0.407
Rift Valley urban 0.343 0.431
Western rural 0.398 0.350
Western urban No data 0.382
National 0.428 0.516
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Total rural 0.395 0.385
Total urban 0.426 0.497

Source: Authors’ computations from household survey data (Republic of Kenya 1996, 2007).

A special model was developed for this UNU-WIDER project, which would make it possible to
adjust the poverty lines to account for relative price changes. We were able to get the required
price data for 2005/006, and to run the full programme for this year. It is reassuring to find that the
national poverty rate for 2005 estimated with the new toolkit (47 per cent), was not substantially
different from the estimate (46 per cent) obtained with the official constant bundle, despite notable
regional variations in the two sets of estimates. Relative price changes do not seem to be of first-
order importance for the estimates of poverty change during this period.

5.2 Non-monetary poverty measures

Despite the improved growth performance in Africa for the last decade, poverty is still a major
problem on the continent. The most common metric of poverty is some threshold level of income
or consumption expenditure. However, poverty is multidimensional and goes beyond the
conventional single index metrics, which ignore many wider aspects of poverty. Empirical studies
have shown that using the monetary approach alone may be deceptive and needs to be
complemented with the non-monetary measures. Poverty is associated not only with insufficient
income or consumption but also with insufficient health, nutrition, and literacy, and with deficient
social relations, insecurity, and low self-esteem and powerlessness (Hulme et al. 2001). In order to
capture the multidimensional nature of poverty, we will consider some key non-monetary
indicators of well-being such as education, health, or nutrition metrics.

The main objective of this section is to analyse the trends of the non-monetary indicators of
poverty in Kenya using data from the various Demographic Health Surveys (DHS). We use DHS
for 1989, 1993, 1998, 2003, and 2008 and other sources as necessary. The non-monetary indicators
of welfare we use include measures of health, education environment and nutrition.

The indicators for health poverty presented in Table 8 include neonatal mortality, post-neonatal
mortality, infant mortality, child mortality, under-five mortality and maternal mortality.

Table 8: Health poverty

Year and welfare indicators 1989 1993 1998 2003 2008
Neonatal mortality (per 1,000 births) 28.2 25.7 25 35 31
Post-neonatal mortality (per 1,000 births) 35.2 35.9 34 32 21
Infant mortality rate (per 1,000 live births) 62 63 71 75 59
Chllq mortallty rate (per 1,000 children 36.7 281 37 29 23
surviving to 12 months of age)

Under-five mortality (per 1,000 live births) 113 96.1 112 115 74
Maternal mortality ratio (per 100,000 births) 365 423 590 414 488
Life expectancy at birth in years 60 57 51 a7 55

Vaccination coverage (% of children 12-23
months fully vaccinated)—proxy for accessto 44 79 65 57 77
medical services

Source: Republic of Kenya (1989, 1993, 1998b, 2003a, 2008a).

Health status in Kenya has been improving since 1989. In particular, all forms of mortality have
declined since the 1980s. However, the trend in life expectancy is irregular, perhaps due to effects
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of HIV/AIDS, the timing of anti-retroviral treatments and access to water and sanitation over the
period analysed (State of World Population 2011). Access to medical services as proxied by the
vaccination coverage improved from 44 per cent in 1989 to 79 per cent in 1993 then declined to
57 per cent in 2003. Between 2003 and 2008, it improved by 20 percentage points indicating that
Kenya is on a good track to universal health care coverage. In general, the year 2003 saw bad
performance in many of the indicators such as infant mortality rates, and life expectancy due to
extreme weather conditions, including drought, landslides and floods that were widespread in that
year, leading to food deficits in most parts of the country (Republic of Kenya 2004).

Table 9: Percentage of people without access to improved drinking water

Year and welfare indicators 1989 1994 2000 2002 2004 2005 2008

Access to safe/improved 55 47 51 38 39 44 41
drinking water (% not using any

improved source of drinking

water )

Source: Constructed from www.worldwater.org/data.html.

Table 9 indicates that the fraction of people without access to safe drinking water in Kenya
decreased from about 55 per cent in late 1980s and stabilized in 2002 and has remained more or
less constant between 2004 and 2008. The general trend in access to water is not clear and this is
probably due to unreliable data. However, the emerging picture is that there is a slight
improvement in the access to safe drinking water in the country. As can be seen from Tables 9
and 10, data on mortality, life expectancy, and access to clean water do not yield the same trend in
non-income poverty profiles. Thus, there is a need to combine these metrics in the measurement
of population welfare.

The main nutritional indicators in Kenya and elsewhere are child anthropometrics. They include
height-for-age stunting (percentage of children under five years classified as malnourished);
weight-for-height wasting (percentage of children under five years classified as malnourished);
weight-for-age underweight (percentage of children under five years classified as malnourished);
children stunted (percentage overall); and children underweight (percentage overall). These are
standard indices of physical growth that describe the nutritional status of children. Children falling
below the cut-off point of minus two standard deviations (-2 SD) from the median of the reference
population are classified as stunted (Republic of Kenya 2008). Table 10 shows the nutritional status
of children under five for the DHS surveys.

Table 10: Percentage of children under five years classified as malnourished, 1993-2008

Year and welfare indicators 1993 1998 2003 2008

Height-for-age stunting 32.7 35.3 30.3 29.6
Weight-for-height stunting 5.9 6.0 5.6 5.8
Weight-for-age underweight 22.3 21.2 19.9 20.3
Children stunted (% overall) 31.2 30.9 30.1 29.8
Children underweight (% overall) 23.3 215 20.1 195

Source: Republic of Kenya (1989, 1993, 1998b, 2003a, 2008a).

The nutritional status of children under five has improved somewhat since the early 1990s. The
height-for-age stunting declined from 32.7 per cent in 1993 to 29.6 per cent in 2008. The weight-
for-height stunting has more or less remained constant during this period, while weight-for-age
underweight declined from 22.3 per cent in 1993 to 20.3 per cent in 2008. This is a sign of
improvement in nutritional status in the country.

18



Education level is a key measure of non-income poverty. School enrolment rate, dropout rates and
literacy rates are good indicators of non-income poverty. School enrolment rates tend to be higher
in rich households and lower in income-poor households. However, this enrolment-income
gradient does not always hold. Tables 11 and 12 show enrolment and literacy rates for the period
2000 to 2009.

Table 11: Indicators of access to education

Year and welfare indicators 2000 2002 2004 2006 2009
Primary gross enrolment (%) 95.20 91.46 107.05 105.38 113.27
Primary net enrolment (%) 65.08 61.72 73.53 75.13 82.78
(S(’,/eo;:ondary gross enrolment 39.20 40.81 46.94 49.85 60.17
Secondary net enrolment (%) 33.23 34.51 38.97 42.07 50.03
Tertiary gross enrolment (%) 2.75 2.82 2.92 2.06 4.03

Source: UNESCO (2010).

The school enrolment rates for both primary and secondary schools improved between 2000 and
2009. Primary gross enrolment has been on the rise since the year 2000. However, between 2004
and 2009, the gross enrolment rate increased due to the introduction of free primary education.
The net primary enrolment has also increased steadily in the last decade with the lowest being
recorded in 2002, while the peak was in 2009. Both gross and net secondary enrolments have
increased since the year 2000. This can be attributed to the subsidized secondary school education
that was commenced in the year 2008.

Table 12: Literacy rates
Year/Indicators 1995 2003 2008 2009 2010

Literacy rate (% of population aged 15 78.1 85.1 86.5 87.1 87.4
and above who can read and write)

Source: www.worldbank.org.

Table 12 shows that the literacy rates have been improving for the last 15 years or so. The
proportion of people who can read and write was 78.1 per cent in 1995 but steadied at an average
of about 86 per cent between 2003 and 2010.

Opverall, we would say that the social indicators show a moderate positive trend, which is consistent
with the moderate increase in incomes and the reduced poverty rates after 1997.

5.3 Looking forward

We have now presented different measures of the level and distribution of the standard of living
in Kenya for the period 1900-2012. The different data and methods used to generate different
economic measures for Kenya have yielded a consistent story. Over the past century, low growth,
limited transformation of the economy, high inequality, and poverty have been the dominant
features of the Kenyan economy. What can be expected of the economy over the next 100 years?
What policies can be pursued over that time horizon to accelerate growth, reduce poverty, improve
equity and transform the economy’s informal and agrarian activities into high-productivity
manufacturing enterprises?
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6 Policy challenges

The main aim of current Kenyan economic policy is to reduce poverty. The success in this
endeavour will depend on growth and changes in income distribution. The quality of economic
and political governance is probably the main determinant of the extent to which Kenya will be
able to create an inclusive growth process that would increase the incomes of the poor. Important
governance indicators are democratic accountability, control of corruption, law and order, and
policies towards private investment. To develop, any country needs a stable political system, rule
of law, and peace.

One aspect of development that is important for income distribution is regional integration or the
lack thereof. The Kenyan economy is characterized by large regional differences in welfare (Bigsten
1980) and in the case of Kenya this is also politically problematic since it more or less also reflects
ethnic differences across regions. And a lot of the politics in Kenya is therefore played along ethnic
lines, with detrimental effects on equity and economic efficiency. The regional inequality in Kenya
is caused by agro-climatic conditions, weak institutional and infrastructural developments,
fragmented domestic markets, and ethnic politics. Income inequality arising out of regional
differences makes a substantial contribution to overall inequality.

To reduce inequality and poverty Kenya must continue the transformation of its economy from a
dual economy to a more integrated and modern economy. This requires a continued shift of labour
from agriculture into preferably well-paying formal sector jobs. In recent decades the investment
rate has been too low to increase the amount of capital per worker. This has meant that the number
of jobs in the formal and relatively capital-intensive sector has stagnated, while the labour force
increase has had to be absorbed by the informal sector. This is where many of the new entrants to
the labour market end up, and the income level is often modest. Still, this sector is probably an
indispensable part of the process of structural transformation and the shift in the labour force out
of agriculture. And the pace of this shift is crucially important for the sustained growth of the
Kenyan economy and for the eventual integration of different sectors and thereby a more even
distribution of income.

What does all this imply for policy-making? First, on the macro level there is a need to bring about
a shift to a policy that is credible to domestic as well as foreign investors. Formal firms have been
confronted with all kinds of problems in dealing with the governments such as regulatory red tape,
corruption, and lack of security. Thus, part of a policy to bring about a shift of firms to the formal
sector is to clean up the way the government deals with formal sector firms to reduce the incentives
for firms to take shelter in the informal sector.

To bring about informal sector growth and absorption into the formal sector the government
needs to design its general policies so that they are relevant also for informal firms, and design
specific programmes targeting informal firms. The skill levels and policy environment of informal
firms need to be improved to make it possible for them to graduate to the formal sector.

7 Concluding remarks

The paper has analysed incomes, poverty and inequality in Kenya over a period long enough to
permit identification of key determinants of these welfare indicators. In contrast to previous
studies in this area that have relied on single data sources and methods, the paper has used multiple
datasets and different methods to assess the development process in Kenya over a period of 100
years. We find that irrespective of the data type and measurement method, poverty and inequality
in Kenya are high, and have been persistently high for a long time. Moreover, and importantly, the

20



structure of the economy has not changed enough to make a real dent in poverty levels. At the
turn of the 20th century, Kenya remained an agrarian economy, with a large and rapidly expanding
informal sector. The capital/labour ratio is still declining, and the manufacturing sector is small
and stagnant, which is why few good jobs are being created for the rapidly increasing labour force.
The main labour market problem is that of the working poor, rather than that of the openly
unemployed. Thus, there is a need to implement short-run policies to increase labour incomes in
agriculture and the informal sector. However, high growth and poverty reduction can only be
achieved through productivity-enhancing transformation of the economy.
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