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g ECONOEICS OF KENYANIZATION

INTRODUCLION
The Kenya Government following up its April 1.67

white Paper on "Kenvanization of the Private Sector" with

the Immigration and Trade Licensing Acts of 1967, has
decided to give high priority to accelerating the rate of
Kenyanization of private coumerce and industry. Both the
detailed conception and the method of execution of these
policies raise imporbtant econom.c issuesg and have far-
reaching conseguencesg for the level of activity and the
rate of growth of the Kenya economy. In 1ts statements
of policy and 2lso in Ministerial statements to the Press,
Govern.ent has freguently alluded to these issues. As
professional economists working in Kenya we feel that 1t
woald be helpful if we offer our comments on the economic
choices involved.

Before proceeding to a detailed discussion of the
recent measures to accelerate Kenyanization, we set out a
few general principles which in our view ought to guide
government policy in this field.

a) Achievement of growth targets

The Kenyanization White Paper stated that "This policy
will not be allowed to ilmpailr the overriding objective of
reaching the developiaent targets set out in the Development
Plan". In preparing this paper we have paid special attention
to this aspect of the government vnolicy. It must be stressed
that these targets already take into account other objectives
such as the need for accelerated Kenyanization, and are
therefore not necessarily the highest attainable targets.

b) Maximising competition awmong citizens.

While we accept that rapid Kenyanization now and in the
coming years may regulre some restriction on competition
between citizens and non-citizens, we see no reason why the
Governwent should not follow a policy of giving maximum OpPpP-
ortunity-to and encouraging maximum competition awong citizens
theuselves. This implies, awong other things, that licensing
should not be used to confer monopoly powers and benefits
on a select group of citizen traders and businessmen. To the
extent that licenses are necessary for statistical purposes,
these should be obtainable by citizens without any restriction
and with the same ease as radio licenses. The allocation of
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credit by public institutions should also be governed by
competitive principles, and all citizens should have equal
opportunities of access to the jobs that are being created
for them. This will ensure the most sroductive allocation
of scarce domestic resources.

These remarks need to be gualified to take account of
the special problems of Kenyan businessmen of African origin.
In order to offset the effects of the uiany disadvantages
suffered by African businessmen in the past, it will be
necessary to give them preferential treatment over other
citizens for some time to come. e recomuend that this
assistance should take the positive form of increasing the
competitiveness of African businessmen by such means as
training, subsidised rents, access to public and private
credit on easy terms, and the provision of commercial and
industrial extension services, rather than the negative one
0of ex:lusion from competition of non-african citizens by

licensing or administrative fiat.

¢) Minimising corruption, arbitrariness and uncertainty

Many people will be directly and indirectly affected
b
I

be administered impartially and efficiently. If experience in

the new legislation on work permits and trading licences.

o <

is therefore of great lmportance that these policies should

other countries is any guide, the system of work permits and
trade licences is likely to provide new opportunities and
strong temptations for a wide variety of corruprt practices.
It is important in +the interest of efficiency, eguity and
public morality that possibilities of the abuse of adminis-
trative powsr should be minimised. Some of the steps that
night be taken to this end include:-—

(1) The detailed articalation of the criteria to be
followed in Kenyanising jobs and business in the
private sector (some of which are listed below);

(ii) a clear and precise categorisation of jobs for the
purposes of determining whether work-perwits should
be automatically granted, and for what periods;

(iii) the formulation of objective criteria for placing
individuals (and businesses) in each such category;

(iv) the widest possible publication of these criteria
and categories.

In general the more detailed and specific is the

articulation of policy and the more generally known its
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contents are, the les. is the scope for corrupt practices, and

for the arvitrary use of administrative gower.

We are not competent to make recommendstions on the
detailed arrangeuments needed to ensure both justice to the
individual and the execution of the policy ia the manner
and spirit intended by the Governuent. The important point
is that whatever body is charged with Tthe function of hearing
appeals should be independent, be of a judicial or guasi-
judicial nature in its composition and functioning, should
sit in public, and should be prepared to call and to consider
expert evidence. Its task would be greatly eased 1if the
primgry licensing authorities were obliged to state in writing
the grounds on which they declined to issue or renew a licence

or work-vermit.

d) Periodic evaluation of Kenyanization policies

There should be provision for feedback of information
on the success of the system and for the correction of
mistakes. A periodic evaluation of Kenyanization policies
will increase their efficiency by providing additional
flexibility.

Fart A: Kenyanization of wage aand salaried employment.

For purposes of this paper, we way divide non-

citizen manpower into the following four categories:
i. Occupationsnormally reguiring a university degree

or its eguivalent,  held wostly.by Europeans;

ii. Skilled occupations reguiring completed secondary
education, subsequent vocational training and
experience, neld in roughly egqual numbers by
Zuropeans and Asians;

1ii. Skilled occupations reguiring literacy, some
vocational training, motivation and exnerience
and often =z certain amount of capital and/or
access to credit. Such jobs are held largely
by Asians.

iv. Semi-skilled jobs resuiring liwmited experience

and training for their adeouate performance.

The scope for ilumediate Kenyanization without loss of
potential growth is greatest in category (iv), and to a

lesser extent in (iii). These jobs reguire relatively little
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education, experience and training for thelr adequate
performance. The economic costs of re-lacing non-citizens

by Kenyans in these categories are likely to be relatively
low. On tne other hand, the nuwbers of highly skilled persons
required by tvhe growth of the kenya economy will .e subs-
tantially in excess of the domestic supply for some years

to come. For skill-groups (i) and (ii), the experience of
other countries would suggest that deumsnd (given current

wage- and salary-rates) will grow at about the sawe rate as
Gross Domestic Froduct, i.e. at about 7% p.a. (For skill
group (iii) the rate of increase is likely to be less, perhaps
on the order of 5 or 6% per annum.) This implies an increase
of 40% over 5 years in the reguired stock of the two biggest
manpower groups, and a 100% increase over ten years. To these
must be added the replacement of natural wastage through

death and retirewment, amounting to about 1l% of the relevant
labour force over five years or to 23/, over ten years
(assuming a natural rate of wastage of 2% p.a.). To the
extent that the economy grows at a slower rate, the reguirement
of skilled wanpower will be correspondingly reduced.

These figures suggest that to fill the new Jjobs that
will be creuted by tThe process of development and those wade
vacant by demogravhic wastage the educational system must
rreduce an output of skililed Kenyans egual to about half the
present highly sxilled labor force within the next fiwe years,
and an output equal o one and a guarter tiues the present
skilled labour force within a decade. It also implies
t h a % t h. e stock of educated Kenyans must rise

fold over the next decade. Only if this rate of production

is exceeded will accelerated Kenyanizaticon be possible without

prejudicing the prospect of reaching the Plan targets for
growth. The number of non-citizens to be replaced is still
(in 1968) large: the number of Zuropeans and Asians in the
labour force (incl. the self-employed) is probably of the
order of 65,000 of whom about 50,000 are likely to be non-
cltizens.

The orders of magnitude guoted in the previous paragrarphs
are only crude approximations, and projections of future
demand could easily be wrong by as much as 25, either way,
even 1f economic growth proceeds as planned. They also imrly
that e graduate straight out of University (say) is ready
to assume immediately any high level post which is within his
ultimate reach. <+his is clearly not the case, since experience
1s aa important comwonent of effective ;ob performance.
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The linistry of Economic Planning and Development
estimated last year that so far as University-level skills
were concerned, Kenya would only be able to produce enough
manpower to fill growth-needs and natural replacements,
leaving nothing over for the accelerated replacement of
non-citizens before 1975. These figures did not allow for
the fact that a provcrtion of growth created jobs (top
managewcent and technical personnel of new industrial enter-
prises) is likely to be taken by expatriates at least for
a few years, and that a corresponding number of Kenyans
should therefore be available for replacement purposes.
This is likely to be a swmall figure, unlikely to exceed

6-700 persons over the decade.

At the lower skill levels the situation will undoubtedly
be . easier, and the rapid expansion of secondary education
should create some of the preconditions for accelerated
Kenyanization within the next five years., Here the poblems
are likely to arise less from the numerical inadequacy of
educational output than from the insufficiency of on-and off

the-job vocational trasining and experience.

The purpose of these rewarks 1s not the negative one
of pointing out that the Kenya economy will continue to need
the services of non-citizens for a good many more years, but
to stress the cost of diverting Kenyans from new, growth-
created jobs into '"replacement jobs'" where they can make no
net addition to che national product. The diversion of each
such Kenyan will on the average mean sacrificing about
£K 5,000 worth of potential output*. TFerhaps even more
significantly, as each high-level person (ewployer or senior
ewployee) on the average creates jobs for ten others besides
himself, each high-level job not filled as a result of
diverting a qualified Kenyan to replacement also means about
ten additional unskilled or semi-skilled workers being deprived

0f the chance of earning,wage income.

*¥*This is derived by dividing the monetary gross domestic
product by the number of highly skilled persons in the
economy. ‘rhe implicit assumption made here is that skilled
manpower is vhe operative constraint in the economy, and that
its marginal product does not differ significantly from 1ts
average product.



It may be objected at this point that the ravid
Kenyanization of the Vivil Service has not resulted in a
reduction of measured output or a reduction of Governuwent
employment. This is because the Government budget and
number of establishment posts are fixed relatively indepen-
dently of the efficiency of Governwent. On the other hand,
it is coummonly agreed that there will be a problem of
"re-ifricanization" of the Uivil Service to replace less
gualified personnel with more gualified ones as thelr supply
increases. In the case of che private sector, where numbers
of jobs are Jdetvermined by wmarket dewand for output, and where
inefficiency can easily result in high costs and samaller
amounts of output being demanded, the result of "premature"
Kenyanization will be less output and employuent as set out

above.

We wust sress that our conclusion that the cost of
accelerated Kenyanization will be foregone growth rests on the
somewhat inadecguate aind out-of-date manvower information
at our disposal. This indicates that those with a C.3.C. or
betver are still in a seller's market and have no difficulty
in finding remunerative employment. we shall certainly have
to recalculate when the long-awaited 1867 lanpower Survey
inforumation becomes available. It shoild also be noted that
we have but limited Ffalth in wanvower forecasts, even for so
short a period as five years. “The ti.ue to accelerate Kenya-
nization is not so much when the lanpower Survey projects
suprly beginning to overtake dewand, but when the labour
market is beginning to show signs that such a state of affairs

1s approaching.

If the Government causes significant labour statistics
to be collected and analysed, the signals for being able to
accelerate Kenyanization without sacrificing (much) growth
will be

i. taat well educated Kenyans are being recruited

into jobs for which lower educational gualifications
used to be the 'norm';

il. that for any given educational level of new labour
market entrants the average salary offered is falling;

iii. that the time-gap between leaving school and finding
raid employient is lengthening;

iv. that there is a marked slow-down in the rate of
advancemen®t of skilled personnel compared to the

previous year's average;
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v. that the turnover rate of junior personnel in both

the public and private sectors falls significantly;
and, finally,

vi. that uneuwployment of educated Kenyans is beginning

to appear.

#hen the above indicators are observed, that will be

the time to put the pressure on accelerated Kenyanization

without the risk of a major slow-down 1n the rate of growth

of output and employument.

Recommendations:

1)

2)

3)

4)

5)

That occupations for which expatriates are reguired
be carefully defined in terms as specific as possible.
That in all occupations where
(a) the labor market indicates signs of present shortage
(easy job placewents, rising salaries, rapid promotion)
and
(b) the lMannower Survey anticipates that this shortage
will continue for several woOre years,
work permits should be granted automatically to individuals
with the requisite gualifications for a yperiod of f_ve years.
That these permits be extendable every two years, for up to
5 mvre years depending upon the degree of shortage projected.
fhis will perwit firms and individuals to plan ahead and
reduce the inefficilencies inherent in a situation where
pernits can be renewed only near the expiry date.
That the bond for each non-Citizen employee be dispensed
with. This payment reduces the private secior's ability
and willingness ©to 1nvest, and results in higher prices,
to the detriment of the competitive strength of the Kenya
economy whkich has already suffered as the result of
Britain's devaluation.
The presumed purpose of charging fees for work perwmits is
to meet the expenses of administering the work permit
system. If the revenue from fees exceeds these expenses
consideration sho 1d be given to lowering these fees,
especially for low paying jobs.

That work permits be issued in respect of individuals,

and do not specify which firwm the individual will work

for. This will help to easure

(a) that individual workers with scarce skills go to the
firms which need them most, and

(b) will reduce opportunities for facouritism to particular
firms.
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6) That when the end of the shortage of a particular skill
is in sight the issue of new permits for that occupation
be reduced.

7) That the government not fix targets for Kenyanization of
personnel on an individual firw basis. Tying firms to
precise dates would have the undesirable effect of tying
a firm to a particular set of trainees. If some trainees
prove unsuitable for the posts for which they are being
trained while others leave the firm for some more congenial
jobs, the firm will be unable to meet its target without

courting coumuwercial disaster.

Training and Utilization of Local Skilled HManpower.

The success of the Kenyanization policies will depend
most cruciaily on the appropriate training and utilization
of local skilled manypower. Clearly one of the areas in which
a large proportion of the non-citizen population 1s employed
is in skilled occupations in such activities as the building
trades, repair services, wachine operators etc. These
activities are also those most likely to be severely disrupted
by the current exodus of non-citizens. While these occupations
need consideraple skill and Judgement, their requirements in
respect of formal education are low, ranging between K.TP.E.
and two to three years of Secondary education. Uonsidering the
dramatic transformation which the “rmy education authorities
of a number of countries (notably, within our knowledge, Canada,
Britain, and the United States) were able to bring about in the
level of such skills starting with functionally illiterate
dwellers of slums and backward rural arec.s, we believe that
at least comparable transformations could be brought about in

the economic potentisl of unemployed and underemployed Africans
using similar wethods. M—is—essentiet—Sthet—sueh—ean—attenps

. . e o
o L RUITITC e

Properly organised and conceived training prograumes
are expensive and often elaborate affairs. In industries
where the typical firm is large, the number of firms is
swall, and /enjoy a messure of protection from foreign compe-
tition (e.g. breweries or the manufacture of cigarettes), a
firm can mount an ambitious training prograime without having
to worry greatly that it will lose sales if it passes on

training costs to the consuwer, or having to fear that it will
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lose trained staff to a competitor who did not have to incur
similar expenses*. On the other hand, in industries where

the number of firms is large, the typicel firm is small and
comretition is keen, few individual firms would dare to incur
substantial training cost (even if they have the financial
resources for doing so) unless they know that their competitors
are doing likewise. In any case, such courses may have a
minicum efficient scale which wake them tco large and costly
for any individual firm to cowmtemplate.

We recommend,; therefore, that che Government shoald

enter into discussion with the private sector, on an industry-
by-industry basis,

(a) to evaluate the sucsess or otherwise of existing
training schemes, preferably on £ cost-benefit bacis,
with a view to improving future performance in
this field;

(b) to discuse for each industry or skill-group whether
training programmes are wmost aovnropriately mounted
within each firm, within some firms acting as
training institutions for the wi:ole industry; within
institutions of vocational education in Kenya, in
EBast Africa or abroad;

(c) to agree on appropriate methods of financing such
courses which service several firms with a view to
incorporating such agreement into appropriate legis-
lation. In general we favour T e idea of a training-
levy on each firm to be disbursed by an industry wide
organisation, but we suspect that in the case of
some industries Governwent assistance is likely to

se necessary.

In general, we believe that such programs shouid be run
under the control of each industry, with an avpropriately
strengthened inspectorate of the Ilinistry of Education to
approve syllabuses and to see to it that appropriate standards
are nmaintained.

¥ But it is difficult to conceive of managerial level training
which is so specific that other industries will not make use
it. A good example is that of the ba ks, which have spent
£200,000 on training 1,300 ewployees in the last 3 years.
Of these, 60% have gone to other sectors of the economy,
thus significantly raising the cost to the banks of training
their ewmployees.
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An egually important but largely neglected subject
concerns the utilization and promotion of the already
available skilled manpower. Three aspects of this gusestiocn
are worth investigaving:

\

(a) that Kenya citizens, though willingly engaged Dby
firms in junior professional, managerial and
executive yositions, are not being given the chances
to acquire the knowledge, experience and judgement
to fit them for prcomotion to more senior posts,
and that firwms are "hoarding" capable Kenyans
whom they are not putting to good use;

(b) that, although Kenya citizens in junior managerial
positions are, in fact, acquiring the skills and
aptitudes needed for promotion, they are, never-
theless, consistently being vassed over in favour
of non-citizens;

(c) that although Kenya citizens are being both hired
and promoted, many of them are holding shadow-gosts

with no real powers and reswmnonsibilities.

it these/ggalni%act commonly occur, they are a serious
barrier to effective Kenyanization of high level posts, and
are wasteful of scarce resources. We, Therefore, recommend
that the government should attewpt to ascertain the existence
and extent of the prevalence of such practices in the private
sector. *“ome evidence on (a) and (b) can be obtained from
(1) a comparison of the status and salary ¢f Kenya citizens
employed by commercial and indastrial firms covered in both
the 1964 and the 1967 uwanpower surveys, (ii) a study of the
guality and volume of training facilities provided by the
firms, both locally and overseas. The prevalence of window-
dressing (c) could again be ascertained by studying the
work-schedules of Kenyan and non-citizen staff and by investi-
gating whether these schedules were changed at the time Kenyans
were promoted to the relevant Jjobs.

Assistance for hardshin cases

lMany of the non-citizens rendered jobless by Kenyaniza-
tion policies will velong to low-income groups and will suffer
considerable hardships. We recommend that the government
should take the initiative in inviting the interested Common-
wealth governnents, private agencies, Tirms and individuals
to contribute to a fund to assist needy persons with emigration
and settlement in their new homes.



- 1L -

Part B: The Africanization of Business

The objectives and policy of Government with respect
to Africanization cf Business ownership were clearly set
forth in the Development Plan 1966-1970. They could generally

be charactverized as promoting the entry of Africans into

business rather than excluding non-africans from it. The
one
recent adoption of the Trade Licensing Act has adde@/more tool

for carrying out that policy. Since licensing inherently
contains greater potential for rapid change than the previous
togls of credit and vTraining; 1t i1s imnortant that this
potential be used eifcctively and efficiently. Our discussion
below sevs out the considerations which should be borne in
mind if whe policy of accelerated Kenyanization of business

igs to be achieved with a mini.um of disruption of the economy

ana loss of output.

1. As pointed out earlier, while 1t i1s desirable in the
interests of Kenyanization that citizens be protected to some
extent against non-citizens 1n business, 1t i1s also important
that domestic producers and consumers not be deprived of the
benefits of comretition. Yo that end, we repeat our recoumen-
daticn that citizens should have unrestricted access to

licenses.

2. It is essential that vovernament formulate and publicise
widely 1ts Africanization objectives. In the first instance,
1% 1s not necessary to set tinetables for the Africanization
of ownership of particular firms. But it is important that
the amount of =~fricanization reguired (measured in terus

of percentage of turnover handled, or assets owned, or firms
ovned by Africans in each industry), and the date by which this
amount will be achieved, be specified. Since expectations
about the next 25 - 5C years are important in determining

the amount and type of investuwent undertaken today in many
industries, the timing of the Africanization objectives amust
be made clear. The issues raised in the following varagraphs

should be considered in formulating Africanization objectives.

3. Industries and businesses differ in the amount and type
of skills reguired for success. In the case of skills which
reguire a technical competence (repair of wachinery, barbering,
construction) the skills are widely understood as are the
methods of training 2nd selecting likely trainees. In the

case of sgkills which consist of an intiwate understanding of o

b .



- 12 -

the wants of the customers (such as interior decorating,
professional hunting and other tourist industry occupations),
training is largelv on-the-job and selection of potentially
successful trainees and entrepreneurs is less amenable to
objective test. 1In Africanizing any type of business, it 1is
escgential that the types of skills reguired, the methods

bv which they may be acguired, and the cost of training in
teris of ioney and tiwe for that business be discovered.

In order to maxiwize the amount of Africanization which can
be accomplished for a given cost in terms of woney and loss
of output, we would recommend that emphasis be placed on
those sectors where training costs per businessman are lowesdt,

and where the business reguirements are best understood.

4. The capital cost of either buying out an existing
business or establishing a new one varies tremendously from
one sector to another. If the Africasnization objective 1is
forimmlased in terms of number of businesses owned by Africans,
a given capital fund will "buy" wore africanizgtion in an
industry of small firms than of large firis. Froyposels for
providing capital to swmall businessmen are articulated in

a later section. AT This point, we devote a few lines to
large scale business. OSince Africans currently lack capital,
the establishment of wmost new large-scale businesses will
reguire non-African, foreign, or Uovernuent investment.
However, the awmount of capital in the hands of Africans
should increase more rapidly than the rate of growth of the
economy, and in future Africans will wish to partake in the
ownership of such firws. Unless provision 1s made for this
at the beginning, it may be very difficult to accomplish
later. Basically, three courses of action are open.

a. Government ownership to enhsnce the share of the
public sector in coamerce and industry.

b. Government participation in ownership until prcspective
african shareholders have accuuulated the necessary
capital and desire to purchase the shares from
Governwent. This strategy i1s open to several
criticisms:

(1) It ties up Yovernwent funds which might otherwise
have been spent on assisting swall business and
performing other Government functions. %his cri-
ticism will be particularly serious if Government's
expenditure 1s serously constrained by the difficulty
of raising taxes or loans.

(ii) In cases where Government participation is not

necessary to get the project started, it reduces
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foreign exchange receilpts at the time the initial
foreign investiment is made. At the same time 1t
also reduces the eventual vayvients to service the
foreign investment. However, insofar as the
investment 1s optimal from the social point of
view, the national income gain frowm the investuent
will exceed the foreign exchange cost.

(1iii) Inevitably, some new projects will make losses.

In wost cases, 1t will be =osgsible to reduce or

even eliminate these losseg through protection

and licensing policies. If the Governwent is a
part—-cwner, the pressures for such protection will
be greater, even in cases where such protection

1s not justifiable on economic grounds.

In sofar as Governuent wishes to influence the
policy of a particular firm, it is often argued that
substantial government ownershiyp 1s necessary.
However, a reguest for one share and one governrent
appointed director will usually prove more than
adeguate for this purpose. Government wields so many
indirect controls over the actions ofevery firm

that the directors representing the owners will
rarely insist on majority decisions against the
officiel director's views.

c. A third sgtrategy would uve to reguire all new foreign
owned enterprises to becouwme public at some specified
date 1n the future, say in 20 to 50 years time and to
place specific proportions of their stock on the local
market on an agreed timetable (w ich could be modified
in the light of experience). This strategy could be
used to eansure that these coaganies becamne 100%
citizen-—owned 1if desired, .nd would have the great
virtue of imposing 10 drain on Government's scarce
developiment resources,

5. Small Scale Business

If the transfer of business from non-citizens to citizens,
as well as the establishment by citizens of new businesses to
serve a growing econoumy, are to be carried out rapidly and
smoothly, it is essential that Government provide large-scale
suprort in providing capital and training for a considerable
period of time. The basic reasons for an absence of Africans

in commerce and industry in the past have been their lack of
these things.



- 14 -

Credit: Credit will be needed to finance the
purchase and establishment of new citizen firms,

as well as the running of tanose firms. It is a
traism to stete that an iwportant part of the
education of any businessman consists of his early
mistakes. The losses arising from %t.ose mistakes
are as muci a cost of education as the tuition fees
rald by an aspiring doctor. In view of this fact,
it will be disastrous to assume that a policy of
extending credit to all "credit-worthy" avplicants
will meet the need. It aust ne recognized from the
start that the object of Africanization of business
1s to create credit-worthy African businessmen where
there were few or none before. <Lhis process, if the
history of the i.migrant communities is any guide,
will involve substantial 'educational' losses.

The tregedy of past performance in this field
is that public and private lending instituticns have
been so unimaginative in their credit systewms. One
proposal which has been put forward elsewhere and
which we strongly support 1s the establishment of
a '"Credit Guarantee Bank". Operated along the lines
of the export-import banks of sowe rich countries,
this Bank wo.ld guarantee borrowings by approved
entrepreneurs from the coamercial banks. The loss
resulting from defaults would be met by a subsidy
from the governwuent. This proposal would increase
the flow of credit to African businessmen by trans-
ferring the burden of risk-taxing from the comwmercial
banks to the governizent.

b. Formal training: +while the art of smell business is not

amenable to classroom or extension ingtruction, such instruction

can effectively i1mpart knowledge on accounting, stock control,

commmerciel law, retailing practice, the preparation of loan

applications, etc. :uoreover, the classroom vrrovides an excellalt

mezns for dissewminating the experiences, successful and unsucce-

ssful,

of businessmen facing similar problems. Ulasses and

weekend seminars for businessmen could become es useful to

people in the commercial world as fairs and shows are to farmers.

We would therefore recommend that the current rrograumes of

business training be esxpanded, particularly for the smallest

bu.ilnesses.

c. On-the-job training: The imyortance of learaing on the job

has been mentioned above. <Lthere are serious difficulties in

the way of organizing on-the-job training in competitive
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industries. One technigue which could yield positive
results, and which we recommend, would be the active en-
couragement of partnerships for a limited number of years
between Africans and the non-citizens whose firms are being
taken over. Government would provide a staff of lawyers
conversant with the experiences of similar undertakings.
The particular terms on the life of the partnership (or limited
liability cowpany), the splitting of the returns of the busi-
ness, and provision for buying out the non-citizen's share
would all be negotiated bvetween theinterested narties with
the advice of the expert staff. Provision could also he made
for the payment of fees to Government for services rendered.
The advantages of such a gradual change-over policy compared
with an abrupt one include:
i. Orderly transition of some vital businesses.
ii. Facilitation of on-the-job training at no expense
to Government.
1ii. Reduction in the number of business failures due to
lack of experience.
iv. Developuwent of credit worthiness of new partners.
v. A swaller dewand for credit to finance the change-over.
vi. kore guitable treatment of the original non-citizen
owner, which is desiragble for itself, and frow she
point of view of encouraging uore private and foreign

public investwent in future.

6. Financing the transfer of business.

There are no specific recommendatlions on this subject
which cowmand broad assent. It is considered useful, however,
to set down the main issues. The normal channel of transition
from non-Kenyan to Kenyan ownership of business would be by
the sale of the firm. But normally a seller has the alternative
of refusing any bid {or his firm and continuing to operate his
business. This will not be the case where a license is not or
cannot be issued. The seller must then take the bestprice
offered. If there is/cgm%g%l%ion auonz potential buyers, this
price may approximate what it would have been had the seller
had the alternative of continuing his Yusiness. bBut such
competition seems unlikely, since the nuanber of potential
buyers will be guite small, Thus the offered price is likely
to be less than 1ts value to the present owner as a going
concern.

The broad alternatives would appear to be for Government

a) to do nothing: let the price be determined by supply

and demand, even though this a2y involve the seller

in a loss of wealth; b) to make wore buyers available



through appropriate policies for mobilizing and
channelling credit for this purpose; c) not to
reguire sale unless g winiimum price was offered.
This minimum could be based on 1) the replacement
costs of physical assets and/or ii) the value of
the firm a8 & going concern.

Choice awmong these alternatives must depend upon equity
criteria and value judgewents on which we are not gualified
to comment.

Linked t0 these problems are the ones arising from the
repatriation of assets of such firms. If a significant pro-
portion of residen®t, non-citizen businessmen are obliged to
sell out, the pressure on the balance of payments (and speci-
fically on the foreign exchange reserves) could assume
unmanageable proportions. There is no easy, generally
acceptable answer to this problem.

C. Residence reguircuents for retired nersons

One section of the Imiigration Act which does not refer

to Kenyanization of the econownyy, but wnich does have iuwportant
gconomwic implications, deals with the issue of entry passes for
periods of up to five years for non-citizens who do not seek
remunerative employment in Kenya. Such persons are reguired
$0 have an assured income of between £1000 & £1250 per adult
per year. Besilides disrupting many families and creating
hardships to current residents who caanot meet this reguirewent
this provision--and the five year limit-- will have undesirable
economic conseguences for no economic or Kenyenization gain.
1. Many retired persons presently reside in Kenya with
o comfortable standerd of living purchased at much lower
incomes. These people demand local products, pav taxes,
and employ domestic servants. If they leave, these
benefits will be lost.
2. In those cases where these ypersons draw thelr incomes
from overseas, their leaving will also reduce Kenya's
foreign exchange receipts.
3. Typically, these persons own assets in Kenya
(houses, shares, cars, household effects, etc.) whose
value exceeds by many times their annual incomes. If
they are reguired to leave, they will be obliged %o
liguidate these assets and to use the proceeds to
establish themselves elsewhere. This will be a source
of further strain on the balance of payments.
4. Kenya has enormous gnd virtually unexploited potential
as a country to which persons from temperate countries
can retire. 3Such '"permanent tourism" could in time
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contribute as much to the econonmy as "transient tourism".
By setting the income reguirement, a significant part of
this votential market is autowatically excluded. As
well, the fiva/gg%gy pass aoes not give a sufficient
length of time to make it attractive to people to

invest their savings in this country -- either in real
property, or in the local stock market or savings
institutions.

The .ajor concern of Governuent in this area is to
exclude persons likely to pecome a burden on the State. It
1s our view that this objective is adeguately met by the
requirement of a bond payvable on each new class K entry.
Current residents in this category shkould not be reguired to
post such bonds, since it is likely that the value of their
assets will more than suffic%n§€ pay vessages should the
necessity arise, but pavment/of current income might cause

serious hardship.

Finally, special consideration sihould ve given to
persons who hold pensions from puvlic and private institutions
in East Africa. #e would go so far as to suggest that they
be permitted to live here automatically.

RECONMMENDATIONS

1) That income reguirements for Class K entrants to Kenya
be rewoved.

2) That Class « permits be issued for 1life, if desired by the
applicant.

3) That holders of East African pensions be perwitted to
live in Kenya.
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SULMARY OF COWCIUSIONS & RECIiI.INDAIIONSI

l.

2.

3

If Kenya's econouy develops as plaaned, the employment
opportunities created by economic growth will fully
absorb the highly sikilled citizen wanpower that the
educational sustew 1s likely to produce. This alone

will lead to a rapid natural Keayanization of the private
sector of the eccnomy.

In these circumstances, the accelerated Kenyasnization

of the highly skilled jobs in the private sector beyond
this rate wsy diminish the rate of growth of both outpus
and employment. f.ls argument holds t0o a lesser extent for
a1l semi-skiiledad certain skilled manual % clerical
occupations, where the surply of guglified citizens may
well grow faster then the probable rate of growth of
employment opportunities.

The granting of work-perwits sho 1l¢ he seen in this
context; thev snould be refused only when this is
necessary to protect the ewployment opportunities of
suitably ogualified citizens.

The granting or refusal of work peruits, and the reriods
for which they are granted, sho.ld ve based on clar,
well-publicised criteria, formulated in the light of
up-to-date inforwation on the supply and dewmand for
various categories of skills

Work-permits s:0.1d be specific to ain occupation and to
an individual, but not to the firm in which that individual
practices his occupation.

The pond now reguired to be posted by ewployer in respect
of their non-citizen employees has many rarmful and few
useful effects: it may be wiser to abolish 1it.

Kenya citizens should not .e reguired to apply for trade
licences; if licensing is considered necessary for statis-
tical purposes}lcenceSSHOuld be aveilable automatically,
in the same way as radio-licences.

Citizens of African origin will require preferential
treatment in matters such as credit facilities, training,
subsidised shopping centres etc.

It is desirable %o undertake an urgeat review of the
rresentard rrospeccive scopear effectiveness of training
programuesan facilities in the private sector. Discussions
should te held with appropriase bodies of ewployers and
Trade Unions, to deterwine the best ways of mounting,

locating, financing and controlling such programwes.
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11.

12.

13.

14.

15.
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The systematic trainingandpromotion of Kenya citizens is
guite as impertant as the mere fact of their being
employed. Inforwstion on the use and rate of development
of local skills should be collected on a regular, continous
basis.

A fund si:ould e raised from the pcoled contributions of
the interested Comnenwealth governuents, private agencies,
f.i1 x"m:sand individuals to assist needy persons with
emigration and settlement in their aew homes. Y

for business_ ebiecHt:
Africanization objectives/by sector of Tie economy must

be decided and widely publiciged so that investment for

growth is not disrupted.

Vonsiderations which should influence the choosing of such

objieevives include:

a. The technical complexity of the trade.

b. ®pecial skills and attributes of Kenyans and non-Kenyans
in dealing with particular trades.

c. Availagbility of gualified Kenyans with access to
adequate resources.

d. The imrortance of personal coanections and relationshi
in the trade.

e. The size of investwent required in the trade.

Government should provide for local ownership of large

enterprises through requiring that they go public in

Kenya at a specified date in the future rather than using

scarce funds to participate in the equity at the time of

establishuwent.

Besides expanding present sources of credit to businessmen,

the VYovernuent should set up, or facilitate the establish-

ment ofy, a Credit “warantee Bank to assist new businessmen.

Business training and extension services should be

expanded, particularly those serving the smallest businessc

Fixed period partnership or joint-stock arrangements

should be encouraged between 0ld and new businessmen.

Retired persons should be issued permits for life, and

income reguirements should be re.oved.



