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physical capital. INF1 on the other hand also decelerates growth because it leads to lower
capital formation and favours current consumption. EXR is positively related to growth
in the sense that depreciation represents a real devaluation which encourages income
earnings from abroad through exports and tourism amongst other factors. GOVRGDP is
only positively related to growth in the long-run as given in equation (15) and not in the
short-run. This is because government expenditure is mostly directed to factors with long-
term impact on the economy, such as education which consumes about 40% of the annual

budget in Kenya.

The negative coefficient of the Stochastic term and its significance not only confirms for
cointegration which renders the long-run model non-spurious. It also implies a speed of
adjustment of 80%. This means that growth is not totally restored to the right path in case

of shocks from changes in the macroeconomic environment.

Table 5.3 Dependent Variable. RPG.

Long-Run Models Short-Run
Model
Variable EQ(13) EQ(14) EQ(15) EQ(16)
CON 9.5852 4.4278
(0.55045) (1.95841)
PCI -9.7638 -9.8392 9.7904 9149
(2.27)" (330" (-3.315) (-2.485)
INF1 -51.4691 -31.005] -53.1403 45862
(2.00)" (-L8)™" (-2.11)" (-2.479)
GOVRGDP -0 29685 0.22689 0.24786
({).318) (1.7401)°™ 10,24796)
EXR 017716 0.22689 0.61313
(0.91656) (1.3494) (2.40)
E30(-1) -0.92238
-4.203)°
R! 0.42775 0.38618 04195 0.69507
Adj. R? 0.31875 0.3328 (.34034 0.63088
F 3.924 7.2351 5.2993 10.8276
DW 1 8998 1.9145 1.8706 1 8275
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Table 5.4 presents regression results where growth in exports (GREQ) is the dependent
variable, vis a vis a proxy for political and civil disruption (PCI). growth in investment
(GGINYV), growth in agricultural output (GAGRI), Exchange rate (EXR) and inflation

(INF1)

In equation (17) EXR and GAGRI are not only positively related to export growth but
significant at 5% and 1% levels. PCI is negatively related to growth and significant at
10%. INF1 and GOECD assumes a positive and a negative sign respectively but
insignificant. The fit accounts for 60% of the total variations, however the F-statistic for

overall significance is less binding.

In equation (18) INF1 is dropped. The result is not quite different from that in the
previous equation, even though the overall significance of the estimation holds, with an
improvement in the adjusted R*. Given that GOECD assumes an unexpected sign, we have
dropped it in equation (19) and the results obtained are as before except that PCI is

weakly significant. This is set aside in equation (20).

The positive relationship between growth in agriculture and exports implies that a negative
shock in the sector is likely to decelerate export growth. Similarly, a real depreciation of
the nominal exchange rate stimulate exports because it gives more dividends to farmers
in terms of local currency. This follows from the fact that major export crops are paid in
foreign currency. Finally periods of political disruption is associated with a fall in exports.
It therefore ensues that for exports to fully take off, there should be a transformation in

the agricultural sector as well as a supportive macroeconomic environment.
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The need to estimate a dynamic model for this sector is not deemed necessary because the
dependent variable and some regressors are I(0) series making the results by no means

consistent to least square estimators.

Table 5.4 Dependent variable: Growth in Exports Values (GREQ).

Long-Run Models
Variable EQ17® EQI8 EQ19 EQ20
CON -4.0689 -1.628 -8.3812 -6.1999
(-0.4729) (-0.2969) (-2.098) (1.7949)
PCI -11.7117 -11.0092 9.6479 -12.2473
-1.73)™" .74™ (-1.4611) (-1.985)"
GAGRI 0.72941 0.77122 0.5962 0.61063
(3.594) (3.668)" (3.106)" @1
GOECD -1.8877 -2.2906
(-1.0805) (1.7068)"™
GGINV 0.14584 0.16626 0.11766
(1.1818) (1.5409) (1.0749)
EXR 0.5225 0.64003 0.69325 0.68872
(2.034)" (3.595)" (3.760)" (3.722)'
INF1 21.57831
(0.3486)
R? 0.6387 0.63553 0.5962 0.54567
Adj. R? 0.50322 0.52834 0.4782 0.47394
F 4714 5.028” 6.0403 7.606
DW 2.4827 2.4066 2.2738 2.35

Among the variables regressed on real investment (RGINV), in equation (21), life
expectancy (LEX) and real net long-term capital inflow (RLTI) assumed positive
relationship and strong significance at 1% levels. Inflation (INF1) and population size
(POP) showed negative relationships and significance at 10% and 5% levels respectively.
The fit explains 75% of the total variations with a significant F-statistic for overall

significance. There is absence of profound diagnostic problem.

25 Equations 17 to 20 correspond to model (v) stated in chapter
four.
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In equation (22) we introduce a proxy for political and civil stability (PCI) to the variables
in equation (21). The results of the initial Variables are as thev were in equation (21),

except that the new variable, assumes an unexpected sign and insignificant.

PCI is then dropped and the real quasi-money (RQM), proxing financial deepening, is
introduced in equation (23). The results still indicates expected signs for life expectancy
and real net long-term capital inflow, at 1% and 12% respectively. Inflation has however
become insignificant. The fit and overall significance are good in the sense of R? and F-

statistic.

In place of inflation in equation (24), we introduced real value of total debts as a
regressor. This assumes an unexpected sign and insignificance. It is dropped in equation
(25) whose estimated residuals arc saved as E9 and tested for cointegration. The results
in Appendix 2 indicate that the DF and the ADF tests accept the alternative hypothesis for
the stationarity of the residuals. This necessitates the estimation of an error correction

model.

Equation (26) is the error correction model. All the explanatory variables are in
differences. The lagged value of the saved residuals is included as a variable, consistent
with short-run models. With the exception of the real quasi-money which is significant at
5%, the other variables are relatively insignificant. This implies that financial deepening,
proxied by the real quasi-money explains investment in the short-run. The magnitude of

the coefficient of the stochastic term indicates that innovations are corrected within a year.
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In summary, the estimations tells us that for Kenya, population growth is negatively
related to investment. This 1s due to the fact that a larger percentage of resources get
devoted to consumption and other services required by people rather than savings. Capital
inflows are positively related to investment because they bridge the savings-investment
gap. The quality of human capital as proxied by life expectancy, is positively related to
investment only in the long-run. This is because the benefits of investing in human capital
is only realized in the long-run. Financial deepening not only influences investment in the
long-run but also in the short-run. This is because it’s role in financial intermediation
provides correct prices and trading in risks, as well as the expectations about the future
of the economy. Investment decisions are not easily reversible. Kenya has comparatively
experienced less serious political problems. The variable does not influence investment
to a large extent. A rational investor will however see the value of waiting until
uncertainty is resolved. This is so especially during elections when investment pause is
common. In case of disturbances, economic agents are known to withdraw money from

the banking system as was the case in 1982 (see figure 3).
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Table 5.5. Dependent Variable: Real Investment (RGINV).

Long-Run Models Short-Run
Model
Varahle =it 126 e | [Eopk] EQ4 Qs BQ26
CON 1525 -1541 -1151.3 -1084.4 1158 BRI
(-3.63) 3619 {2571 (+2.658) -1.81) 100,174y
LEX 36.97 3731 0.8 30,113 29 87 42.002
53.73° a3’ (3.08)° 3.399" (3.32° (n.on
RLTI 11866 LR LY 0.5 0.397) 0 4802 0.29)
£3.263)" e’ 11.594) (1.458) i &mT .m
INFI 1983 180,04 1228
=19 (B8 (0.0911)
POP -16.9 -16.67 1.3 -17.48 6,235
(-2.2," (-2.26)" -3.o0m* (425" (<0.345)
PCl -14.88
{-.663)
ROQM 0.654 0.68081 0.6863 0.4438
(L™ 2.9y 2.968)" any™
RDEB 0.0919
(0,949
E%-1) 103
-4.7"
R 0.759 0.765 0.794 0.828 0.820 0.624
Adj. R} 0.714 0.706 0.742 0.786 0.7857 0.559
F-Stat 16 589 13006 sy R 2508 TM
DW 2296 1188 1Mk 1932 2066 974

Results for variables regressed on Net Long-Term Capital Inflows are reported in 5.6.
Equation (27) reveals that the three variables not only have expected signs but are significant
at 1% and 5% levels. The proxy for political and civil disruption is negatively related to
capital inflows. This is because private foreign investment and development aid collapses
during political crisis. The lagged value of real gross domestic product is positively related
to net capital inflow. It implies that foreign capital is attracted by an expanding domestic
market. Debts are negatively related to capital inflow because its accumulation brings
uncertainty on its sustainability and the appropriateness of measures taken to solve crisis. The
fit accounts for 40% of the variations. F-statistic confirms overall significance of the

regression, although the DW-statistic reveals autocorrelation.

26E:f.:p.lat:ic_ms; 20 to 26 correspond to model (vi) specified in chapter four.
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In equation (28), the Cochrane Orcutt method has been used successfully to minimize the
problem of autocorrelation. The variables maintains their signs as before. The proxy for
domestic market RGDP(-1) and PCI assumes significance at 10% levels while RDEB is valid

at 1%.

In equation (29), the inclusion of the lagged value of the dependent variable which is
significant at 5%, has strengthened the test statistics. This implies that the problem of
autocorrelation encountered earlier was a case of omitted variables. The partial adjustment
framework reveals that initial capital inflow positively influences current and future inflows.
The rest of the variables are significant at 10% levels. The researcher chooses this equation
as the long-run model. The residuals are saved as E13. The Unit Root tests given in
Appendix 2 reveal that with an exception of ADF-test with trend cointegration is validated.

We accept cointegration and proceed (0 estimate an error correction model.

Equation (30) is an error correction model with values in their differences as well as the
lagged value of the residuals saved from the preceding equation. The F-statistic for overall
significance is inadequate. This weakens the dynamic model. Going by the sign and
significance of the lagged residuals, cointegration is ultimately confirmed. Long-run
regression results are therefore non-spurious. This justifies our earlier assumption on
cointegration. Approximately 70% of the errors seems to be corrected in a given year. This
is because it needs more than a year for confidence to be restored before foreign capital flows

regularly.
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Table 5.6. Dependent Variable: Net Capital Inflows (RLTI).

Long-Run Models Short-Run
Model
Variable EQ277 EQ28 EQ29 EQ30
CON -7.2794 -16.5892 -37.4804 3.4923
(-2.179)" (-0.3402) (-1.1108) (0.57478)
PCI -31.0699 -26.5954 -25.0324 -24.2384
(-2.2776)" (-1.8885)"" (-1.926M"" (-1.118)
RDEB -0.095464 -0.07855 -0.058603 -0.20055
(-3.0315)° (1.8291)™ (-1.9267" (0.45547)
RGDP(-1) 0.17164 0.11476 0.099707 0.031924
(3.4745)" (1.8291)™" (-1.746)""" (0.35729)
RLTI(-1) 0.39805 0.10459
@.1n- (0.26242)
E13(-1) 0.69157
LE
R: 0.4112 0.49957 0.51476 0.29806
Adj. R 033001 0.36057 0.42233 0.11334
F 5.1214 3.5939 5.5694 1.6136
DW 1.2014 1.7425 1.9854 1.975

Notes: The problem of autocorreiation in Equation 27 was corrected using the Cochrane Orcutt Mcthod and results were reporied in Equation 28.

Table 5.7 reveals the relationships between growth in service sector output (GRSS) and
variables expected to influence it. The first equation indicate that the lagged dependent
variable {GRSS(-1)} positively influences it’s growth at 1% level of significance. GOECD
variable has a positive relationship but insignificant. The coefficient of PCI is negative as
expected, but insignificant. RER is also insignificant even though it assumes a positive sign.
RER is dropped in the next equation where GOECD, PCI and the lagged dependent variable

assumed significance and expected signs at 10%, 5% and 1% levels respectively.

27Equations 27 to 30 correspond to model (vii) specified in chapter four. -



The residuals from Equation 32 were saved as E24 and tested for Unit Root. The results in

Appendix 2 indicate that the existence of a Unit Root is rejected except for ADF-Test with

trend.

The error correction model estimated in equation (33) indicates that the influence of PCI and
GOECD are negative and positive respectively. GOECD is significant at 5% while PCI is
weakly significant. The robustness of the error correction framework is given by it’s negative
coefficient which is significant at 1% level. This result confirms the efficiency of the long-run
model. The rest of the statistics present the validity of the regressions and the absence of

profound diagnostic weaknesses.

Table 5.7 Dependent Variable: Growth in the Service Sector (GRSS).
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Equations correspond to model

(ix)

Long-Run Models Short-Run
Model
Variable EQ31® EQ32 EQ33
CON -3.6869 -1.6677 0.14376
(-1.414) (-0.83168) (0.14406)
PCI -4.7422 -5.9044 -4 3106
(-1.5155) (-1.9649)" (-1.5414)
GOECD 0.8774 1.0291 1.051
(1.5603)™ (1.8598)"™ (2.02258)"
GRSS(-1) 0.4814 0.50768 0.20271
(2.67)" (2.8114)" (0.70506)
RER 0.03159
(1.1945)
E24(-1) -1.0438
(-2.5588)"
R} 0.55118 0.51916 0.55118
ADJ R} 0.46142 0.45047 0.46142
F-STAT 6.1404 7.558 6.1404
DW 2.4802 2.2834 2.4802
Equations 31 to 33 correspond to model (viii). The rest of the

specified in chapter four.
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Equation (34) reveals the relationship between real agricultural output (RAGRIC) as the
dependent variable and PCI, the lagged term of real export values {REQ(-1)}, periods of
drought (PEDR) and GR1. The result depicts a positive relationship between the lagged
values of exports and population growth with agricultural output. This implies that
agricultural output is motivated by these factors. RER and PCI assumed their respective signs
but were insignificant. The fit explains over 70% of the variations and the overall regression
is significant. The results in long-run models show inadequacy in functional forms. This could

be attributed to possible problems in data.

The results from equation (35) does not show much deviation from those in the preceding
equation despite the omission of one regressor. Albeit, PCI has assumed significance at 12%.
When PEDR is dropped from in equation (36) the results are still as before except that PCI
has assumed significance at 10% level. The residuals from this equation was saved as E25,
and having satisfied for cointegration, except for ADF-Test with trend (see Appendix 2), an

error correction model was estimated.

The results from the dynamic model indicate weak significance in t-ratios. The coefficient of

the stochastic term and it's significance, however, rules out a case of spurious results.
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Table 5.8 Agricultural Output and some Macroeconomic factors.

Long-Run Models Short-Run
Model
Variable EQ34 EQ3s EQ36 EQ37
CON 7771.6196 -791.76 -731.5578
(2.8479) (-3.063) (-2.8907)
RER 0.056185
(0.33387)
pPCI -25.4067 -28.3784 -31.0143° -26.2064
(-1.2701) (1.6187) (-1.7811)™ (-1.8446)™
REG(-1) 0.14719 0.149 0.15715 0.99407
(1.676) (1.737) (1.8333)™ (0.9723)
( GRI 288.8688 295.6643 277.2055 -70.7042
(3.5187)" (3.76412)" (3.6412)" (-0.06581)
PEDR -16.5857 -14.9624
(-1.0971) (-1.0681)
E25(-1) 0.6626
(-3.0426)"
R? 0.72864 0.72713 0.71231 0.4286
ADJ. R 0.6608 0.67307 0.67307 0.3429
E 10.7407 13.9899 10,1567 5.000
DW 1.5611 1.5518 1.4926 1.8634

5.4 Comparative Discussion and further Interpretation of Results.

The Cross-Country findings by Otani er al (1990), Ojo et al (1995) and Ghura (1995)
established a negative and significant relationship between population growth rate and
economic growth. The results of this study indicates a positive and significant relationship.
This could be due to the fact that population growth rate in Kenya fell from 3.6% in 1984
10 3% in 1993 (see figure 2). Fertility also declined from 7.7 in 1984 to 6.7 in 1988 and 5.4
in 1994 as mentioned earlier. When GR1 is replaced by population size (POP), the coefficient
of POP is negative and significant. These implies that the current population problem for

Kenva is not that of fertility which is already declining. Rather. it revolves around the size.
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A large population biased towards young people with many women entering child bearing
age, like in Kenya exerts considerable pressure on resources. Further evidence indicates a

negative relationship between POP and investment (see Table 5.6).

Growth in terms of trade has been declining since the 1970s for most low income countries.
This has a negative effect on growth as revealed in this study. We mentioned earlier that
Mwega er al (1994) documented a serious decline in terms of trade index from 114 in 1974-
78 to 76 in 1989-90. Ojo er al (1995) established a negative coefficient between growth and
changes in terms of trade, however, the result was insignificant. The study by Wheeler
(1984), also argued that external factors were crucial in explaining economic stagnation
among Sub-Saharan Countries. Moreover the strong correlation between terms of trade and

economic instability documented by Vandemoortele (1995) is confirmed.

Growth in the service sector output (GRSS), a variable unique to this study is highly
significant and positively linked to growth. This is because of the importance of the sector
in the Kenya’s economy and particularly in tourism. Apart from foreign exchange earnings,
tourists purchase works of art and improves income in the hotel and transport industries.
Evidence from the study indicate that the sector’s output is positively influenced by growth
in OECD countries, both in the short-run and in the long-run. A certain jump in the per
capita income in OECD Countries improves earnings in the sector especially through tourist
influx. Political disruptions depicted a long-run negative impact to the sector. This is because

the economy relies much on the service sector (ie, tourism as mentioned earlier), particularly
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in foreign exchange earnings and as Kenya prepares to receive over a million visitors

annually, a peaceful environment is of suitable importance.

The proxy for outward oriented policies {represented by the ratio of exports to real GDP,
EQRGDP(-1)}, shows a strong positive influence to growth. Given that agriculture employs
70% of Kenya’s labour force and at the same time contributing 60% of exports, the
relationship is not surprising. This supports findings by Fosu (1992), Ojo et al (1995), and
Ghura (1995). Growth in Kenyan exports (GREQ) is influenced by performance in the
agricultural sector and the nominal exchange rate. This is because exports are dominated by
tea, coffee and horticultural products originating from the agricultural sector. Similarly
payments of proceeds of major export crops in foreign currency motivates farmers. Political

disruption showed a negative impact on exports in the short-run and in the long-run.

Financial deepening, proxied by the ratio of Quasi-Money to real GDP, indicates a positive
and significant link to growth. Additionally, real Quasi-Money (RQM) revealed a strong
positive link with investment both in the short-run and in the long-run. This is because it
improves the allocation of resources, accelerating growth. Financial deepening is therefore

important for growth in Kenya. This is consistent with Berthelemy et al (1995).

The quality of human capital, proxied by LEX indicated significance and positive relationship
to growth. Basic education is responsible for reduced fertility, increased child bearing age and
adoption of better agricultural techniques. It also improves peoples propensity to undertake

meaningful economic activities in a more efficient way. These improves income earnings
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across the board. This confirmed Cross-Country studies by Barro (1989), Otani et al (1990)
and Ghura (1995). Renelt (1991) and Ojo er al (1995), however failed to establish this fact.
This could be due to the variance in the proxies used in different studies. Elsewhere, this
study further established a strong positive connection between LEX and investment. Human
capital in Kenya seems to be somewhere around the right place. This is due to the fact that
- basic education was emphasized since independence and government expenditure on education
has been large. Also the presents of a small and a powerful Asian community with business
acumen and skills in other areas has an impact that cannot be ignored on the Kenyan

economy.

Long-term capital inflow captured by RLTI has a significant link with growth both in the
short-run and in the long-run. It augments domestic savings, thus helping in bridging the
savings-investment gap. 80 % of net capital inflow is official development aid (ODA) for Sub-
Saharan Africa. Flows of foreign direct investment (FDI) has been minuscule (Ndulu, 1994).
The World Bank documents that flows of FDI to SSA averaged 1% in 1980s, down from
2.3% during 1970-75. That is why a slight knowledge of a possible failure in the
disbursement of development funds is quickly translated to an instability in the foreign
exchange market. This is because economic agents, with foresight, are careful in avoiding
rationed foreign exchange by the government. This variable is therefore an important source
of external resources. This variable is positively related to the economic empowerment of the
people which is proxied by real GDP. PCI is inversely relates to it. The disbursement of
donor funds and other foreign investment ventures are closely tied to political and economic

reforms. The variable is however omitted in the literature reviewed.
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GOECD assumed a positive sign and significance in equation (8). Elsewhere it was less
robust except in equations (31) (32) and (33). This is an important determinant of growth for
Kenya because Kenyan (major) exports are destined to these countries while at the same it
is the main source of Kenya's tourists. The results by Ghura (1995) did reveal the importance

of this variable.

The ratio of investment to real GDP did indicate a positive sign with growth though it was
insignificant. There is a possible inefficiency in investment. Barro suggests that the
relationship rather runs from growth to investment and not vice versa. This does not concur
with Ojo et al (1995) and Ghura (1995). There is need to use disaggregated values of
investment according to portfolios. This is expected to indicate the investment venture that
is more worthy undertaking. Results from Table 5.6 depicts that there is a strong positive link

between RLTI, LEX, RQM and investment.

Other results did not confirm prior studies. These includes the failure to establish a negative
relationship between ratios of debts and government expenditure to real GDP. These
contradicts with the study by Barro (1989), Ojo et al (1995) and Ghura (1995). This could
be because Kenya fairly has had a good record in debt servicing except at the height of the
daunting socio-economic predicaments of 1992/93 when debt servicing backslided (see figure
4). Additionally debt problems in Kenya is not of the magnitude in Latin American

economies.
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The negative link between inflation and growth confirmed in this study was established in
Kormendi er al (1985), Ojo er al (1995) and Ghura (1995). Inflation has actually been a

problem in Kenya especially in election periods.

The positive and significant link between growth and imports is not a surprise for Kenya.
Ndulu (1994) points out a strong relationship between incomes and imports, with elasticities
well in excess of one for SSA. This is because 75% of imports were related to production

(i.e. capital, fuel and intermediates). This is exacerbated by the legacy of import substitution.

5.5 Standardized Coefficients.

Standardized coefficients were computed for Equation 10 and Equation 15. These equations
are chosen because they form the main model in the study. The results indicate that Unit
changes in inflation, terms of trade and population size strongly decelerate growth as
indicated by the size of the coefficients.

Table 5.9 Results from standardized coefficients.

Equation 10 Equation 15
TOT -4.18 INF1 -5.848
POP -3.503 GOVRGDP 0.50
LEX 2.716 PCI -0.436
GRSS 0.76
QMRGDP 0.33
RLTI 0.158




Conclusions and Policv Recommendations.

We have used the above regressions to establish the importance of several factors for the
entire growth performance of the economy, proxied by growth in real per capita income.
Attempts have also been made to estimate the relationships between some macroeconomic
variables and specific factors. The outcome indicates that financial deepening, export growth,
capital inflows, human capital and an upswing in the service sector are portentous
determinants of growth for Kenya. This does not mean that the service sector should be
preferred to others. These factors are highly influenced by the policy environment. Population
size, deterioration in terms of trade, political disruption and inflationary pressures are lethal
to growth. Net Long-Term capital inflow and growth in the service sector omitted in Cross-
Country studies assumed their importance. Imports are positively linked to growth due to

what it constitutes. This confirms the potency of individual country studies.

The standardized coefficients indicate their order of importance. Test for unit roots assured
that results are non-spurious. Further investigation needs to be directed to individual factors
in relation to growth to be more comprehensive. Similarly, disaggregated values of

investment and government consumption could vield more precision.

The drought proxy (PEDR) did not strongly influence agricultural output. This does not rule
out a possible weakness of the proxy. Nevertheless, it weakens factors that politicians

attribute poor economic performance. Similarly, excellent performance in the period of
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limited donor funding indicates the superiority of economic prudence over donor funding.

This further weakens political exegeses.

A proxy for political and civil stability indicated a negative and significant relationship with
growth despite the fact that Kenya has had comparatively stable politics compared to some
neighbouring countries. These implies that in the event of negative political developments,
the economy is likely to be considerably devastated. It is therefore worth noting that a correct
macroeconomic environment ranging from political and civil stability to stable prices is of

crucial importance.

Generally speaking policies in Kenya ought to be kept right in all sectors of the economy.
These includes instituting proper parastatal reform measures. Policies affecting farmers (such
as marketing of their produce and liberalization of goods related to their output) needs to be
treated carefully. Strict measures on corruption, criminal activities and an overhaul of
management in relevant sectors of the economy are pressing problems. These needs to be

addressed in order to improve government revenue, capital inflow and tourism influx.

Flows of official development aid has been fairly smooth for Kenya for many years. The
utilization was however questionable. This alienated major donors and aid was suspended in
the early 1990s. The government was forced to sort out the economic mismanagement,
corruption and political repression. Positive effects were realized. This indicates the capability
of the Kenyan economy. In our view economic prudence seems to have substituted

development aid in these years. If the two were put in their rightful place, ceteris paribus,
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a growth rate of 10% is unavoidable. The economy therefore lies on the ideal production
function. The problem centres on non prudence in policy making. To this effect Kenya can
take off to join the precepts of the newly industrialized countries so long as proper and

realistic policies are incessantly put in place.

Things are still questionable whether policy reforms will be sustained. The current situation
was created by strong restraint from donor conditionality which forced the government to
apply a double-barrelled strategy of reforms and discipline. This needs not be the
development pillar since serious and committed policy making, with the interest of the
country at heart did not, and do not need sanctions to gain senses of prudence and

transparency. The ball therefore still remains in those hands.

The very government has already cleaned the economic mess, and has even instituted
measures on corruption especially in the customs and exercise departments, the worst hit by
the immoral vice. We trust the government of the day as the right alternative at the moment,
in terms of the ability to deliver the goods. This is because of the failure in the opposition
in showing unity and a clear policy framework. A quiz expected to provide an assessment on
government's credibility and goodwill will be their policy conduct-cum-the next general
elections scheduled for the next eighteen months. If current reforms are not put in the reverse
gear then our optimism will come true. Investment boom will be unavoidable and growth in
GDP and per capita income will be remarkable. If not, then we have no choice, but to expect
a slump followed by constant and painful recovery lags as in 1993. The possibility of, say

clashes cannot be ruled out particularly that the culprits were not brought to book. At the
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same time, the nature and direction of fiscal and monetary policy is not easily predicted just
as we cannot predict a severe drought like that of 1984. Had it not been for donor
conditionality and competitive politics things could probably be worse. We therefore deduce

that the sustainability of economic growth for Kenya is largely unforeseeable.

Recommendations.

(i) Problems of infrastructure were highlighted in chapter three. Policy on the sector should
be two dimensional. (a) Much needs to done to rehabilitate the existing infrastructure.
Inaccessible areas, particularly those with economic potential needs to be urgently connected
as soon as funds are available. (b) On the international scene, the liberalization age is here
with us and little can be done to stifle the economic wind. Benefits will yield if markets in
the neighbourhood are explored more vigorously. The improvement of networks (rail and
road) to countries like Ethiopia and the Sudan could be one of the issue in the agenda which
can open the horn of Africa for a diversified range of Kenyan goods. Ethiopia, a land locked
country can be serviced by the excellent port of Mombasa which currently serves as the
gateway to East Africa. This consideration should be speeded up because Kenya’s regional

relative competitiveness is being challenged by the steep competition from the South.

(i1) Even though the proxy for drought (PEDR) did significantly influence agricultural output,
the vagaries of weather on agricultural yield can be remedied by increasing the area under

irrigation. An insurance policy for farmers is another issue in the agenda for consideration.
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This will compliment the limited size of arable land and shape the country’s image by

reducing the habit of begging in the event of a severe drought.

(iii) The tourism is a very important industry for Kenya now and in the future. The time to

invest in the sector is now.

(iv) Criminal activities are major risks. If personal security is poor then expatriate managers
will be expensive to hire and some foreign firms will be unwilling to post staff to the country,
Collier (1994). It is therefore the duty of the government to urgently introduce stringent

measures to fight possible crime directed to economic agents.

(v) Moi’s 1992’ campaign slogan was, and i quote "Good politics is good life". This should
be adopted by all parties. Current reforms have to be upheld. Corruption, mismanagement

and political repression should be minimized.

(vi) Export promotion remains a call to any Economy. This will improve terms of trade. The
ability to promote non-traditional export items such as horticultural products which show a

large potential in Kenya will significantly affect the growth process.
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Appendices

Appendix_1: Results from Diagnostic Tests

EQ Diagnostics Tests

Serial corrslavon Functional form Normal ity Heteroscedasticity.
EQI 1 874 ( 188) 03316 1 358) .56298 (.755) 18404 (.893)
EQ2 1.872 (.188) 014 (.907) 997 (60T 347E-3 (.985)
EQ3 1.575 .226) 0054 (.%42) 899 (.686) 767 (.784)
EQ4 1.656 (.215) L0495 (.826) 755 (.686) 0102 (.92)
EQS5 562 (.463) 164 (.69 1471 (479 3.119 (.09)
EQ6 917E-3 (976) _ 482 (496) 1.708 (.426) 2.167 (.154)
EQ7 0.1895 (.67) .0002 (.%67) 3.447 (.178) 1.825 (.19)
EQ8 1.433 (247) 985 (.334) 1.327 (.515) 1.882 (.183)
EQ9 1.316 (.267) 8204 (.378) 1.229 (.541) 1.862 (.185)
EQIO 1.955 (.184) 4117 (.531) 1.169 (.557) 0.592 (.45)
EQILL 15.313 (.002) 1.2405 (.287) 2.009 (.366) 1.1303 (.3)
EQI12 = - - -
EQ13 005 (.944) 124 (. 728) 935 (.627) 1.309 (.264)
EQl14 .71E-3 {.979) 2.028 (.168) 1.078 ({.584) 841 (.368)
EQI3 .031 (.862) .006 (.937) 67975 (.712) 1.44 (.242)
EQL6 0059 (.349) .088 (.607) 0078 (.709) 0095 (.45T)
EQ17 1.388 (.257) .009 (.924) 815 (.665) 1.648 (.213)
EQIR 1.038 (.324) 001 (.973) 709 (.701) 1.429 (.245)
EQ19 H6 (.513) 276 (.606) 239 (887 694 (.414)
EQ20 7498 (.398) 1765 (.679) 1942 (.90 406 (.531)
EQ21 305 (.587) .2691-3 (.987) 1.586 (.452) 2.523 (.125)
EQ22 186 {.671) 0106 (.919) 1.977 (.372) 2.576 (.122)
EQ23 0555 (.816) 817 (37D 2025 (.363) 942 (.341)
EQ24 018 {904 2181 183 1767 412 1.125 i.299)
EQ25 Ch .87 886 1357 1963 1:375 1,413 ¢ 245)
EQ6 010 1.921) 152 £.70D) 2747 {253 500 1.486)
EQ27 3648 (070 3.381 (.08 36 (.626) 002 (.961)
EQ28 — -
EQ29 002 1.964) 262 {6141 463 ( 793) 403 (.532)
EQ30 .3507E-3(.985 .0B43 (.085) 4496 (.799) 1.1468 (.296)
EQ31 6.14 (.023) 4.269 (.053) 1.3082(.52) .007 (.932)
EQ32 3.2487 (.0BD 7.686 (.012) 1.203 (548) 17749 (67D
EQ33 1046 (30) 2403E-3 (.988) 2.088 {352 1.145 {.296)
EQ34 A45 1 432) 441 (515 5.20 (. 074 356 (.556)
EQ35 654 (.428) 614 (.442) 6.038 (.049) .293 (.593)
036 1353 (31T 500 | 48T 5.944 i 051 359 ( 355)
EQ37 546 1.342) 414 1415) 365 (.563) .008 1.901)

Notes: Probabilities are given in parentheses. The other values are coefficients.
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Appendix 2: Results from Cointegration Tests.

Variable DF-TEST ADF-TEST
WITHOUT TREND | WITH TREND | WITHOUT WITH
TREND TREND
E23 -6.1208 -5.971 -5.0775 -4.9393
(-2.997) (-3.6219) (-3.0039) (-3.6331)
E30 -4.1208 -4.7221 -3.1014 -3.1792
(2.98) (-3.6027) (-2.9907) (-3.6119)
E9 -5.0779 -4.9715 -4.72026 -4.6456
(-2.985) (-3.594) (-2.9907) (-3.6119)
E13 -4.8919 -4.8296 -3.2026 -3.2948
(-2.9907) (-3.027) (-2.9907) (-3.6119)
E24 -5.8921 -5.9092 -3.5817 -3.5126
(-2.9907) (-3.6119) (-2.9907) (-3.6119)
E25 -4.2172 4.1277 -3.5817 -3.5126
(-2.985) (-3.027) (-2.9907) (-3.6119)

NOTES: Critical values are given in the Parentheses. The rest are calculated values.
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