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FOREWORD

T

his is the second edi�on of the Kenya Economic Update. The launch of this report also marks the passing of 50 years of World Bank presence in Kenya. Over the last 50 years we have built many partnerships with the public, government, academia, private sector, non-government organiza�ons, development
agencies and other stakeholders.
These Economic Reports are prepared in close partnership with Kenyan stakeholders and represent a
new model of a strong knowledge engagement with our local partners. We are par�cularly grateful to the
Central Bank of Kenya, the Oﬃce of the Deputy Prime Minister and Ministry of Finance, the Ministry of
Planning and Development, the Kenya Ports Authority, the Kenya Revenue Authority, the Kenya Na�onal
Bureau of Sta�s�cs, and the Kenya Ins�tute of Public Policy and Research Analysis, which have contributed
to this report and provided guidance during its prepara�on.
This report, like its predecessor, provides an update of recent economic trends as well as a special focus on
a selected topical issue. The reports aim to support all those who want to improve the economic management of Kenya. They are intended to help inform and s�mulate knowledge and debate on topical policy
issues, and so to make a contribu�on to unleashing Kenya’s growth poten�al.
This edi�on of the Economic Update has three main messages. First, Kenya’s economy con�nues to recover. A�er two years of low growth, we project 4.0 percent growth in 2010, which means that most Kenyans
will again experience an improvement in their living condi�ons.
Second, Kenya has been “running on one engine” – the theme of this report. Domes�c consump�on is the
main driver of Kenya’s economy, while exports have disappointed. Over the last decade, this imbalance
has become even more pronounced, as reﬂected in the sectoral performance of Kenya’s economy —
several service sectors have now overtaken manufacturing, which stagnated at around 11 percent. For
Kenya to achieve and sustain high levels of growth, it will need to restart the export engine.
Third, one of the main reasons for this economic imbalance is Kenya’s infrastructure deﬁcit. In this report
we highlight the role and performance of the port of Mombasa, East Africa’s most important infrastructure asset. Despite some improvements, the port is s�ll underperforming. Reforms have not kept up with
the momentum in other African countries and the port remains heavily congested, which explains why
it has lost signiﬁcant business as a transshipment port. Over the next years, the pressure on the port will
increase further. East Africa’s economies are expected to grow at 5 percent. With oil explora�on in Uganda
and a stronger a�achment of southern Sudan to the region, the port of Mombasa has a great opportunity
to become the major regional hub. This is an opportunity that Kenya cannot aﬀord to miss.

Johannes Zu�
World Bank
Country Director for Kenya
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EXECUTIVE SUMMARY

K

enya has entered a new decade with renewed momentum for strong and sustained growth. Being
part of Africa’s strong recovery a�er the global crisis and a regional leader in services, Kenya has
high hopes for a strong economic performance during this new decade. A�er two years of low growth,
the World Bank projects 4.0 percent growth in 2010 which means that most Kenyans will again experience an improvement in their living condi�ons. To achieve and sustain high growth over the next
decade, Kenya will need to address its economic imbalances, avoid domes�c shocks, and manage the
impacts of future external crises. The theme of this second Kenya Economic Update, “Running on One
Engine”, reﬂects the structural imbalance of Kenya’s current economy — Kenya’s strong engine is domes�c consump�on; its weak engine is exports. In order to restart the export engine, Kenya will need
to address a number of issues, especially the infrastructure deﬁcit. The port of Mombasa, for example,
is Kenya’s most important and concentrated infrastructure asset. As the special focus sec�on of this report concludes, the port needs substan�al reform and upgrading to reach interna�onal standards and
to meet the demands of a growing and increasingly integrated East African Community.

KENYA’S RECOVERY

respond to the crisis proac�vely by lowering lending rates and preparing a ﬁscal s�mulus package
enya’s economy con�nues its path of recovery (suppor�ng social protec�on and infrastructure in– slowly but surely. For 2010, the World Bank vestments). Many of Kenya’s macroeconomic funprojects that Kenya’s growth rate will reach 4.0 per- damentals improved despite the crisis. Inﬂa�on
cent, which represents a robust recovery a�er the declined further to below 5 percent by end 2009,
four consecu�ve shocks Kenya experienced in the enabling Kenya to issue domes�c debt at lower
previous two years. If posi�ve economic trends con- rates. The share of Non-Performing Loans was also
�nue, Kenya could grow at 5 percent in 2011, bring- lower in 2009 than in 2007.
ing the country back into the high growth momenKenya’s ﬁscal challenge today is not mobilizing
tum it experienced between 2004 and 2007.
resources – but eﬀec�vely implemen�ng its pubRecent economic developments have been prom- lic expenditure program. While Kenya’s aggregate
ising and create op�mism that Kenya will begin the ﬁscal performance remains very strong, the imnew decade on an upward growth path. At the end plementa�on of the ﬁscal s�mulus has proceeded
of 2009, Kenya’s growth accelerated and this growth slowly. Domes�c revenues remain among the highmomentum con�nued into 2010. Strong rains have est in Africa. Deﬁcits over the last decade have been
helped in the recovery of the agriculture sector – low and with rela�vely high growth. Kenya has been
which had contracted by a combined 7.5 percent in able to reduce its debt levels from 60 percent (2000)
2008 and 2009. The more stable provision of energy to 40 percent (2008) of GDP despite never having
since January 2010 supported a moderate rebound received substan�al debt relief. This strong ﬁscal
in manufacturing. Services con�nue to perform posi�on allowed the government in 2009 to embark
strongly with an ICT revolu�on which con�nues at on a ﬁscal s�mulus program of Kshs 22 billion, equal
the same pace as one year ago. Phone ownership to 1 percent of GDP, which increased the projected
is likely to have exceeded 20 million, which means ﬁscal deﬁcit to 6.6 percent. However, nine months
that sta�s�cally every adult in Kenya now owns a into the ﬁscal year the government has only spent
57 percent of the s�mulus, which, when combined
phone.
with the government’s tradi�onal weakness in imKenya, along with most of Africa, entered the cri- plemen�ng the development budget, translates
sis buoyed by a strong macroeconomic posi�on into substan�al under-spending on Kenya’s cri�cal
and subsequently managed the global ﬁnancial public investment program. As a result, the overall
crisis well. A strong ﬁscal posi�on, banking reforms ﬁscal deﬁcit for FY 2009/2010 is unlikely to exceed
and declining inﬂa�on allowed the government to 5 percent.

K
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Going forward Kenya can match Africa’s growth
rates if it avoids domes�c shocks and manages the
impacts of future external crises. Africa and East
Asia have recovered fastest from the 2009 global
ﬁnancial crisis. By 2011, African growth rates are
expected to again exceed 5 percent, almost back
to pre-crisis levels. Kenya has the poten�al to grow
in line with Africa’s average, although per capita
growth would be lower (see ﬁgure 1). For this to
happen, the Kenya Government will need to avoid
domes�c shocks, for example by successfully managing this year’s cons�tu�onal referendum process
and any future drought. External crises could also
adversely aﬀect Kenya’s growth prospects. The interrup�on in commercial air traﬃc to Europe earlier
in 2010, caused by the erup�on of the Icelandic volcano, brieﬂy impacted Kenya’s hor�cultural exports.
The current crisis in the euro zone, brought on by
Greece’s debt situa�on, has led to an apprecia�on
of the Kenya shilling. Over �me a weak euro could
result in a reduc�on in hor�cultural exports to Europe and tourists visi�ng Kenya from that region.
Kenya can mi�gate the impacts of these poten�al
external crises by seeking more diversiﬁed markets
for both its agriculture and its tourism.
Figure 1: Kenya’s economy is recovering – slowly but surely
8
7

Kenya is among the few developing countries in
the world which has seen its external sector shrink
rather than grow over the last ﬁve decades. Kenya’s exports as a share of GDP have declined from
40 percent in 1960 to 26 percent in 2009. While
most emerging economies have invested in their
export produc�on, Kenya has seen its tradi�onal
agriculture exports, mainly coﬀee and tea, stagnate
as a result of weak governance in marke�ng ins�tu�ons. Meanwhile, Kenya developed robust hor�cultural exports (ﬂowers, vegetables) and has seen an
increase in its service exports, mainly tourism and
air transport, and an emerging outsourcing industry (e.g. call centers). However, these new growth
areas were not enough to counter the downward
trend in exports as a percent of GDP.
As a result of rapidly increasing imports of basic
commodi�es (fuel, clinker and maize) to support
its domes�c economy, and stagna�ng exports,
Kenya’s trade deﬁcit has been widening in the
last years. The current account deﬁcit is ﬁnanced
by increasing capital inﬂows, which reached a new
record of 9.5 percent of GDP by 2009. This is remarkable given the global ﬁnancial crisis and low
FDI into Kenya. These inﬂows drive investments into
construc�on and services, helped to move Kenya’s
balance of payments into posi�ve territory and keep
the exchange rate stable.
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RUNNING ON ONE ENGINE

T

he drivers of Kenya’s economy are not in balance. Even if the country avoids another crisis in
the coming years, it will be very diﬃcult for Kenya
to achieve high growth over an extended period of
�me because of its exis�ng economic imbalances.
Kenya’s strong engine runs on domes�c consump�on, which accounts for 75 percent of GDP. Kenya’s
weak engine remains its exports which have been
declining sharply in rela�ve importance.

The economic factors causing the imbalance in the
external sector can also be seen in Kenya’s sectoral growth trends. Sectors which produce goods for
the domes�c market (“non-tradables”) have been
doing well, especially the strong service sector. Sectors which produce export goods (“tradables”), have
been doing poorly in aggregate, even though some
sub-sectors and strong companies have deﬁed the
odds, e.g. producers in the hor�culture industry.
The sector which has been seriously underperforming over the last decade is manufacturing.
In emerging economies, a high performing manufacturing sector is associated with a strong export
performance. In 2000, manufacturing was Kenya’s
second largest economic sector a�er agriculture. By
2009, manufacturing slipped to fourth place. Over
the whole decade the share of manufacturing in
the economy remained stable at 11 percent. During the same period, services expanded and two
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service sectors overtook manufacturing�in 2004
transport and telecommunica�on became Kenya’s
second largest sector, and in 2007 wholesale and
retail trade surpassed manufacturing as a percentage of GDP (see ﬁgure 2).

they are more likely to make medium-term investments in sectors such as manufacturing.

The port of Mombasa is possibly the single most
important piece of infrastructure in East Africa and
has the poten�al to become the cri�cal transport
Figure 2: Manufacturing falls behind service sectors
hub for the region. The port is already the lifeline
Manufacturing overtaken by
Manufacturing overtaken by
for most of East Africa’s raw material and petroleTransport and Communica�on
Wholesale and Retail trade
um product imports. In the next years, East Africa’s
economies are expected to grow at above 5 percent, which will further increase the ﬂow of goods
through East African ports. Over the medium term
oil explora�on in Uganda is expected to result in a
ﬂow of equipment imports and eventually exports
of oil and petroleum products, which would all pass
through Mombasa. Growing economic ac�vity in
southern Sudan would result in addi�onal demands
Source: KNBS, World Bank staﬀ es�mates
for capacity at Mombasa to handle the raw material
Note: GDP constant 2001 prices all industries
imports for an emerging economy. In addi�on the
To increase and sustain broad-based economic port has untapped poten�al to be a transit route for
growth the structure of produc�on will require new Kenyan manufacturing exports as two-thirds of
reorienta�on towards the produc�on of tradable the containers bringing imports into the port return
goods and services. This can be achieved through empty. The port could also serve as a hub for the
incen�ves to diversify and increase the share of transshipment of goods within Eastern and Southservice exports, restart manufactured exports, and ern Africa.
gradually reduce the share of government and priThe port of Mombasa is opera�ng at full capacity
vate consump�on in aggregate demand.
and not very eﬃciently, with the resul�ng costs
RESTARTING THE EXPORT ENGINE � rippling through the economy, aﬀec�ng manufacturing and other import dependent ac�vi�es. The
LEVERAGING THE PORT OF
situa�on is par�cularly acute for container traﬃc, as
MOMBASA
the absence of reform and new investment will result in increased vessel delays, port conges�on surestar�ng Kenya’s export engine will require charges and higher costs to customers. Moreover
the government to undertake a range of in- the use of IT to speed up clearance procedures and
vestments and policy ini�a�ves, including those introduce greater transparency to port opera�ons
that would improve the eﬃciency and expand the should represent a quick and cost-eﬀec�ve solu�on
capacity of the port of Mombasa, the gateway for to improve eﬃciency.
Kenya’s imports of fuel and raw materials. Kenya
needs to address a range of inter-related issues Port reform is possible; many ports in Africa and
around improving eﬃciency of the port’s opera�ons elsewhere have demonstrated that improvements
(improved customs and inspec�on procedures, so can happen fast. In Nigeria, the adop�on of the
called ‘so� infrastructure’) and expanding capacity port landlord model in 2006, a form of public-prito meet the expected high growth in cargo traﬃc. A vate partnership where the public sector regulates
be�er run port, one that has adequate capacity to and the private sector invests in and operates the
meet the growing import and export requirements port, has resulted in a drama�c inﬂow of private
of the region, needs to be an essen�al part of Ken- investment and a rapid increase in the eﬃciency
ya’s economic growth strategy. Once local and for- of port opera�ons. Ghana also adopted the port
eign investors see that the government is intent on landlord model in 2007 as part of its ‘Ghana Gatestrengthening opera�ons at the port of Mombasa, way’ program to service its neighboring landlocked

R
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countries as well as meet its own economic needs.
The results have been posi�ve with the port of Accra delivering compe��ve service approaching interna�onal standards. Jordan increased port capacity through a low-cost Truck Control System in 2005
which resulted in 25 percent more cargo moving to
and from the port of Aqaba with the same number
of trucks.

• Implement the IT Port Community-Based System.
• Approve the concessioning of berths 11-14 through
a compe��ve and transparent process.
In the next 6 to 12 months

• Clarify the �metable for a full landlord port status
as well as the role of KPA.
• Clarify the roles and responsibili�es of public and
private port stakeholders.
The Government of Kenya needs to take ac�on now • Undertake reforms of customs collec�ons, making
them more eﬃcient and transparent.
to forestall the port of Mombasa from becoming
an impediment to economic growth. While plans • Strengthen port opera�onal capacity of the Ministry of Transport.
have been drawn up in the past, the government
has failed to comprehensively address the range of
issues associated with eﬃcient port administra�on In summary, Kenya has put in place programs in
and opera�on. The government could improve the the last few years that will s�mulate the economy
performance of the port in a short period of �me and set the stage for renewed growth. However,
if it were to implement a number of reforms and Kenya has been running on one engine, domes�c
investments now. Among the most cri�cal are:
consump�on, while developing a chronic current
account deﬁcit. For long-term double - digit growth,
In the next 3 to 6 months
Kenya will need a greater response from its export
• Iden�fy a coordina�ng body with a mandate for sector, including manufacturing industries. Investreform.
ment will ﬂow into manufacturing, as it has in tele• Appoint the managing director of the KPA on a
communica�ons and other service sectors, if poli�3-year performance contract.
cal stability con�nues in the medium term and the
• Decide on the route for the Mombasa by-pass
policy environment remains appropriate. A cri�cal
and start implementa�on together with the link
incen�ve will be that the port of Mombasa has seen
road from the port.
improvements in its overall capacity and opera�ng
• Set up a system of incen�ves to enable full
eﬃciency.
24-hour port opera�ons by mul�ple stakeholders.
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The State of Kenya’s Economy

T

his ﬁrst part of the Kenya Economic Update examines Kenya’s recent economic performance and
puts these trends in the context of a structural transforma�on of the economy. Sec�on one describes recent economic developments and evaluates the government’s response to the series of economic crises that befell Kenya in 2008 and 2009. It shows that Kenya’s economy con�nues its modest
recovery. Sec�on two provides the growth forecast for 2010, showing a slightly more posi�ve projec�on for the year, in part as a result of the good rains in early 2010 which are cri�cal to agricultural
produc�on and the produc�on of hydroelectric power. Sec�on three examines the structural composi�on of Kenya’s recent growth and highlights a con�nuing (and unsustainable) trend: one where the
economy is “ﬂying on one engine” – domes�c consump�on fueled by imports – while exports have
stagnated.

1. Recent Economic Developments
1.1 Highlights over the Last 18 Months

A

some of the worst aspects of the 2009 global downturn. However, a domes�c food crisis developed
in 2009 brought on by a severe drought and compounded by weak governance and irregulari�es in
the opera�ons of the government run maize board.
In addi�on, the drought caused enduring electricity
short-falls which hit the manufacturing sector.

�er recovering from four waves of economic
shocks, Kenya’s growth improved and reached
2.6 percent of GDP in 2009. This is a moderately
strong recovery in view of the global economic crisis and it exceeded growth in Sub-Saharan Africa
(see ﬁgure 3). As we reported in our ﬁrst Kenya In 2009, the agriculture sector disappointed again
contrac�ng by 2.4 percent. The sector
Economic Update (December 2009),
was hit hard by the drought. The situthe post-elec�on violence, the food
a�on was most severe for maize, Kenand fuels crisis, the global ﬁnancial
Last
year’s
growth
ya’s main food staple. Due to shortages
crisis and the 2009 drought almost
was
mainly
driven
and imprudent policies which led to the
caused the Kenya’s economy to stagnate. Growth dropped from 7.1 perby services and a “maize scandal”, prices increased to doucent in 2007 to 1.6 percent (2008), strong construc�on ble of world market levels hi�ng the
poor especially hard.� On a more posi�ve
before reaching 2.6 percent in 2009.
sector
note, the livestock sub sector expanded
In both years the recovery was below
by 3 percent despite the severe drought
popula�on growth and for the second consecu�ve year the incomes of most Kenyans as a result of policy incen�ves and micro credit to
contracted. Last year’s growth was mainly driven by dairy farmers, which demonstrates the poten�al
services and a strong construc�on sector, overshad- of agriculture once appropriate incen�ves are in
owing the low growth in manufacturing and con- place. The export performance among Kenya’s key
export crops has been mixed and partly beneﬁ�ed
trac�on in u�li�es (see ﬁgure 3).
from rising prices:
While Kenya has responded to the global shocks • Hor�culture exports experienced a double dip of
very well, the 2009 drought created a heavy toll on
declining output and prices, reﬂec�ng a downeconomic ac�vity. Despite the global ﬁnancial crisis,
turn in global demand.
Kenya’s tourism rebounded strongly in 2009 from • Tea, tradi�onally Kenya’s strongest export earner,
depressed 2008 levels. Moreover, Kenya’s strong
suﬀered in reduced output from the drought but
macroeconomic policies and its rela�vely limited
beneﬁted from global prices increases.
integra�on in the global economy shielded it from

� For more details see sec�on 1.2 and the “Special Focus” in World Bank, Kenya Economic Update 1st Edi�on,
December 2009.
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• Coﬀee received a double dividend, with both
volume and prices increasing. However, coﬀee
accounts for only about 4 percent of Kenya’s exports.
Industry in 2009 grew at 3.5 percent. A lot of the
growth in industry can be a�ributed to the construc�on sub sector (represen�ng 4.2 percent of
GDP) which experienced double digit growth (14.1
percent), while the much larger manufacturing sector, at 11 percent of GDP, stagnated at 2.0 percent
growth (ﬁgure 3).� Cement produc�on and cement
consump�on recorded impressive growth rates, of
some 20 percent due to high demand for infrastruc-

ture projects. The weak performance in manufacturing was caused by the spillover eﬀects from the
drought transmi�ed through higher costs (and outages) for u�li�es, water and electricity. However,
the sector was also aﬀected by the ban of ﬁsh products to the European Union, and a reduc�on in the
import quota for Kenyan garments into the United
States of America.
The service sector con�nues to drive Kenya’s economy. Services grew by 4.2 percent led by Communica�on, Transport and Trade. Tourism rebounded
to almost reach 1 million tourists (close to 2007 levels). Kenya’s informa�on and communica�on revo-

Figure 3: Kenya’s Economic Performance in 2009
Growth at 2.5 percent...

…driven by services, but agriculture contracted again

Economic Growth

Sectoral Growth Rate

Transport & Communica�ons, Trade and
Construc�on are the leading sectors…

…and the ICT revolu�on con�nues
���������������������������������

Internet Users (’000)

Telephone Connec�ons (millions)

��������������������������

Internet users (’000)
Telephone connec�ons (millions)

Source: KNBS, CCK, GEP and World Bank staﬀ es�mates

� For a summary of all the sectoral shares in the economy and the 2009 growth rates, see Annex 2.
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lu�on con�nues. Mobile telephone and internet
connec�vity expanded by another 20 percent. Telephone ownership reached 19.7 million people by
end 2009. If this strong growth con�nues through
2010, sta�s�cally every Kenyan above the age of
15 would be connected to mobile services. Internet
connec�vity had reached 4 million by
the end of 2009 (see ﬁgure 3).

Kenya has also experienced moderate investment
ﬂows in the last three years which contributed 2.6
percent to the GDP growth in 2009. The growth in
investment was achieved through increased credit
supply to the private sector and heavy infrastructure investments by the public sector, part of the
s�mulus program and planned investments under the government’s Vision
2030
strategy. The current account defKenya’s government has managed icit widened further and nega�ve net
exports reduced growth by 2.1 percent
the global crisis
(see ﬁgure 4).

In 2009, sectors which are mainly producing for the domes�c market, so
called “non-tradables” which include
most of the service sectors and con- well while the dostruc�on, have been doing well. Do- mes�c crises have Kenya’s overall balance of payments
mes�c demand grew at 4.0 percent
hit the country
returned to surplus in 2009. A�er
and led Kenya out of its economic crihardest
declining to -1.6 percent of GDP in
sis. In 2008, domes�c demand, espe2008, the overall balance of payments
cially private consump�on, contracted
reached 3.3 percent of GDP in 2009.
when the post-elec�on violence interrupted economic ac�vity and when food prices rose sharply. This improvement was driven by the surplus in the
The price of maize, Kenya’s main staple, doubled be- capital and ﬁnancial account which increased from
tween early 2008 and mid-2009. Once government 4.0 percent in 2008 to 9.5 percent of GDP in 2009.
removed maize tariﬀs in mid-2009 and increased However, imports and exports contracted reﬂec�ng
imports, the domes�c price began declining though
s�ll remaining well above interna�onal prices. Good the impact of domes�c and external shocks. The
produc�on in early 2010 has led to further maize current account balance improved to -5.5 percent
of GDP in 2009 compared to -6.6 percent in 2008.
price reduc�ons.
Figure 4: Kenya’s Economic Imbalances
Consump�on is driving GDP…

…at the expense of a large current account deﬁcit
Balance of payments % GDP

�������

�������

Ave contribu�on to GDP growth

Source: CBK and World Bank staﬀ es�mates
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1.2 An Assessment of Kenya’s Crises Management

gram was disappoin�ng and reinforced Kenya’s
challenges in implemen�ng its development budget. The response to the 2009 drought was broadly
successful and built around an eﬀec�ve partnership
between the government and the interna�onal
community. At the same �me, Kenya’s agricultural
policies, especially the ineﬃciencies in the Na�onal
Cereals and Produce Board (NCPB), have created a
large burden on the government’s eﬀort to accelerate growth and reduce poverty.

In the last two years, the Kenyan government has
gained a lot of experience in crisis management.
The country had to manage four waves of crisis, including the fuel and food crisis, post-elec�on violence, the global ﬁnancial crisis and a drought. Kenya’s government has managed the global crisis well
while the domes�c crises have hit the country hardest. In this sec�on we analyze in par�cular the government’s macroeconomic response to the global
ﬁnancial crisis, the ﬁscal s�mulus, and the response
CBK con�nued implemen�ng expansionary monto rising food prices.
etary policy and consistently reduced the Central
Despite these quadruple shocks, Kenya’s macr- Bank Rate (CBR) rate by 150 basis points in 2009.
oeconomic fundamentals con�nue to improve The CBK adopted this policy to s�mulate the econowhile microeconomic and ins�tu�onal challenges my and broadly achieved the intended results. The
have become more pronounced. Inﬂa�on has de- Treasury bill rate declined by 156 basis points which
clined to below 5 percent in 2010 and allowed the also helped the government to ﬁnance the ﬁscal
Central Bank to sharply cut interest rates. A strong s�mulus program at lower interest rates (see ﬁgure
ﬁscal posi�on allowed the government to embark 5). These measures helped to expand credit supply
on an ambi�ous s�mulus program focusing on so- by another 7.2 percent of GDP in 2009 to s�mulate
cial protec�on and infrastructure investments. the economy.
However, the implementa�on of the s�mulus proFigure 5: A Stable Macroeconomic Environment
… T-Bill rates (91 days) respond to counter
cyclical monetary policy …

�������

Inﬂa�on declined sharply, …

…and the exchange rate remained stable

Source: CBK and World Bank staﬀ es�mates
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Figure 6: Counter Cyclical Monetary Policy
Central Bank Rate reduced by 150 basis points

More credit to the private and public sector
Alloca�on of new credits
���������
�������

�������

������

Source: Central Bank Kenya and World Bank staﬀ es�mates

Kenya’s sharp decline in inﬂa�on has allowed the of GDP in 2009 (reﬂec�ng increased credit risk by
Central Bank to lower its policy rate which has banks), while credit to government increased by
not been fully translated into lower commercial 2.8 percent of GDP in 2009 in line with the s�mulus
bank lending rates, yet. Kenya’s inﬂa�on rate has package (see ﬁgure 6).
declined substan�ally from 19 percent end 2008 to
below 5 percent in March 2010.� Commercial Banks The government also responded to the global
have been slower to lower interest rates because downturn by formula�ng a Kshs 22 billion (US$
of an addi�onal risk premium in the
300 million, 0.9 percent of GDP) ﬁscal
context of the global ﬁnancial crisis
s�mulus program. The ﬁscal s�mulus
and Kenya’s sluggish economic perfocused mainly on social sectors, includKenya
has
tradi�onformance. As a result, the spread being social protec�on and infrastructure
tween commercial bank lending and ally followed a high investments. The global crisis provided
deposit rates remained rela�vely high, maize price policy an opportunity to implement cri�cal
in spite of the decline in the CBR (see
which beneﬁts a public investments that Kenya would
ﬁgure 6). However, even more aggressmall number of also need in normal �mes. The ﬁscal
sive Central Bank policies that reduced
s�mulus was complemented by other
maize farmers
its lending rates much further in 2010
measures that responded to the dohave started to lead to lower overall
mes�c food crisis, such as duty exemplending rates for commercial banks, as other com- �on on maize.
pensa�ng factors such as cost of funds and credit
risk have also started to subside. Overall the bank- For the ﬁscal year 2009/10 revenues fell short of
ing sector remains stable registering high capital program targets, although indirect domes�c taxes
adequacy, high liquidity ra�os and declining share exceeded the budget es�mates. The highest shortof nonperforming loans to total loans (from 7.1 per- fall in revenues stemmed from trade taxes as a
cent in 2008 to 6.8 percent by the end of 2009).
result of duty exemp�on on imported maize. The
strong revenue performance for indirect taxes, esCredit to the private sector increased substan�ally pecially VAT, has con�nued through the ﬁrst quarby 5.4 percent of GDP in 2009. Most of this credit ter of 2010. As the government con�nues to face
went to investments in the service and construc�on diﬃculty in implemen�ng its development budget,
sectors which have shown the greatest response the overall ﬁscal deﬁcit for FY2009/10 is likely to be
when credit terms become more a�rac�ve. Credit below 5 percent (compared to 6.6 percent in the
to households contracted by about -1.0 percent budget).
� The numbers reﬂect the government’s new computa�on methodology, introduced in October 2009, which brought the Kenyan
measurement in line with interna�onal standard.
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Figure 7: Fiscal S�mulus: 57 percent disbursment
a�er nine months
Educa�on
Public health
Agric. irriga�on, Youth aﬀairs,
regional dvpt
Public works

Disbursed
Allocated

Other

plicated subsidy scheme aimed at stabilizing the
price of maize. Instead of opening the market for
imports, the government opted for a maize scheme
that tasked NCPB to import three million 90kg-bags
for the strategic grain reserve and to distribute the
maize at prices ﬁxed at Kshs 1,700 per bag to maize
millers. This price level was equivalent to a 50 percent subsidy and millers were expected to forward
the subsidy to consumers.

Fisheries

The implementa�on of this policy achieved the
opposite results it intended: maize prices kept on
rising at a �me when global prices retreated to
Kshs million
pre-crisis levels. The subsidy scheme failed because
Source: Ministry of Finance; Status: End March 2010
all economic incen�ves were aligned against its implementa�on. Most market players had the op�on
The implementa�on of the ﬁscal s�mulus has to sell subsidized maize at market prices and Kenya
proven as diﬃcult as the regular development did not have the ins�tu�onal strength to enforce
budget. By end-March 2010, about Kshs 13 billion, subsidies across Kenya. If governments with weak
57 percent of the program, had been disbursed (see implementa�on capacity try to set prices diﬀerent
ﬁgure 7). The bulk of the funds were allocated to from the market, it o�en results in more opportunieduca�on, public health and rural infrastructure. �es for corrup�on, instead of beneﬁts for the poor.
The low levels of disbursements can be a�ributed
to problems in the educa�on sector following alle- In the end, a small number of groups beneﬁ�ed
ga�ons of corrup�on in programs administered by from the alloca�on of the low price maize. As exthe Ministry of Educa�on. With only 3 months to pected the scheme created opportuni�es for corthe end of the ﬁscal year, it is unlikely that the full rup�on and misconduct. According to a conservas�mulus will be implemented.
�ve es�mate (PriceWaterhouseCoopers), at least
Industrializa�on

USD/MT

27 percent of the maize did not go to millers but
While the government’s response to the ﬁnancial directly to traders who then sold the maize at a
crisis was very strong, the response to the food cri- substan�al margin. In addi�on, 50 percent of all
sis was belated and weak. Kenya has tradi�onally maize alloca�ons of the scheme’s ﬁrst phase went
followed a high maize price policy which beneﬁts a
Figure 8: Maize prices are coming down a�er
small number of maize farmers. However, in 2009
Kenyans paid a high price
the prices reached levels never seen before. Kenya’s maize prices increased sharply since the onset
Duty suspension
420
of the global food crisis in 2008. However in 2009,
Bumper Harvest
when interna�onal maize prices declined, Kenya’s
370
Drought
consumers had to pay ever higher prices, on averKenya
320
Poli�cal crisis
age double the interna�onal price. While domes�c
270
shocks (poli�cal violence and drought) contributed
220
to the sharp increase of maize prices, Kenya’s agricultural policies also played an important role.
170
Global
Apr10
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The most recent and prominent example of poor
policy was the government’s “subsidized maize
scheme”. In May 2008, at a �me when global and
local maize prices had almost doubled compared to
a year earlier, the government established a com-

Source: World Bank commodity price data-stream; Regional
Agricultural Trade Intelligence Network
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to only 10 companies, including a transport company which was not known to be an ac�ve player in
Kenya’s maize markets. By March 2009, when maize
prices reached record highs (close to US$ 400 per
metric ton) and double the interna�onal prices, the
system broke down and government abandoned
it. By end 2009 prices started to decline due to the
suspension of the duty on maize imports and good
rains which led to a bumper harvest in early 2010
•
(see ﬁgure 8).

cent below the budget. Revenues remain broadly
on target by end-December, recording a performance rate of 97 percent, and a revenue growth
of 11.7 percent. However, expenditures will fall
short of ini�al plans due to the government’s difﬁcul�es in implemen�ng both its development
budget and its domes�c s�mulus package (see
previous sec�on).

Stock market rebounded. The Nairobi Stock Exchange (NSE) index rebounded and reached close
to 4300 points in May 2010, up from a low of 2500
2. Outlook for 2010 and 2011 � the
points in February 2009. This recovery was primarily due to foreign investment, which indicates
Recovery Con�nues
the improved conﬁdence in the Kenya market as
owards the end of 2009 Kenya’s economy starta whole. Since the beginning of
ed to recover more strongly and this
the ﬁnancial crisis, the NSE has
posi�ve momentum has been sustained
moved in parallel with the Dow
into the ﬁrst months of 2010. Favorable
Jones. And since early 2010, the
The World Bank
weather, a rela�vely stable domes�c enviNSE has outperformed the Dow
upgrades its
ronment, and pro-ac�ve government poliJones.
cies led to mostly posi�ve developments in
growth forecast
the economy, for example:
Building on these broadly posito 4.0 percent
�ve trends, the World Bank is
for 2010
• Agriculture produc�on improved. As a
revising its growth projec�on
result of strong rains in early 2010, agrifor 2010 upward to 4.0 percent.
cultural output rebounded. Produc�on
There
is
even
the
possibility that Kenya grows at
of various commodi�es increased including the
staples, maize and beans, which led to decline in a rate above 4 percent in 2010, especially if agriculture and manufacturing rebound very strongly
prices.
which would depend mainly on con�nued favora• Tourism back at 2007 levels. Tourist arrivals regis- ble weather (see ﬁgure 9). This posi�ve trend regtered a 18.9 percent growth in the ﬁrst quarter of isters an important improvement compared to the
2010 compared to the same period last year and sluggish performance of the last two years. And for
the ﬁrst �me since 2007 the average income of Kenequaled 2007 arrivals.

T

• Credit increased. Credit grew by 20 percent in the
ﬁrst quarter of 2010, with credit to public sector
growth of 44 percent and to private sector growth
of 14 percent.
• Fiscal posi�on remained stable. The ﬁscal posi�on remained strong and the ﬁscal deﬁcit is likely
to be lower at 4 - 4.5 percent, more than 2 per-

Figure 9: Growth will rebound: high growth is possible
in 2011 if Kenya does not experience shocks
8
7

Economic Outlook
7.1
5.8

6
�������

• Inﬂa�on and interest rates declined. In the ﬁrst
quarter of 2010, inﬂa�on declined further to 4.6
percent a�er it reached 5.6 percent in the fourth
quarter of 2009. The interest rate of the standard
Treasury bill (91 days) declined as well to average
at 6.2 percent.
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Source: World Bank Staﬀ Es�mates

June 2010 | Edi�on No. 2

8

The State of Kenya’s Economy

Table 1: Key Indicators 2007-2012 (Base Case)
Variable

2007

2008

2009

2010

2011

2012

GDP
GDP per Capita
Private Consump�on
Government Consump�on
Gross Fixed Investment
Exports, GNFS
Imports, GNFS
Current account Balance (% of GDP) nominal
Popula�on Growth
Sta�s�cal Discrepancy (share of GDP)

7.0
4.2
7.3
7.2
13.3
6.0
12.7
-3.8
2.7
-0.9

1.6
-1.0
-0.4
3.7
8.9
7.5
6.6
-6.6
2.7
-1.3

2.6
-0.2
3.8
5.5
0.6
-7.0
-0.2
-5.5
2.8
-1.3

4.0
1.3
3.2
4.1
6.7
6.2
5.5
-6.6
2.7
-1.3

4.9
2.2
3.9
3.4
8.5
7.6
6.1
-6.0
2.7
-1.3

5.4
2.8
4.2
4.0
11.8
5.5
6.6
-5.1
2.6
-1.3

Source: World Bank Staﬀ es�mates; GNFS: Goods and Non Factor Services

yans will rise by about 1.3 percent. In the absence
of any new shocks, the World Bank es�mates that
the recovery will accelerate in 2011 to 4.9 percent
which would bring Kenya back into the range of
high growth experienced between 2003 and 2007.
But if Kenya experiences another exogenous shock,
poli�cal vola�lity, or a less conducive external environment, growth could be more subdued at around
3.0 percent.

export market growth is projected at 5.2 percent
in 2010, accelera�ng to about 6.5 percent in 20112012. Kenya’s merchandise exports will grow much
less rapidly than world merchandise exports, and
indeed than developing countries’ merchandise
exports, transla�ng into a con�nued loss of market
share for Kenyan exports, and for manufacturing
exports in par�cular. A strong recovery in tourism,
albeit from a low base, will boost service exports.

Consump�on will con�nue to be the key driver
for growth, beneﬁ�ng from higher agricultural incomes and weaker inﬂa�onary pressures. Private
consump�on growth is projected to grow at 3.2
percent. Government consump�on will increase by
4.1 percent, partly explained by the (delayed) implementa�on of the economic s�mulus program
(see table 1).

Strong domes�c demand and higher interna�onal
commodity prices will accelerate import growth
which in turn will perpetuate the structural current
account deﬁcit. In 2010, imports and exports will
recover; the surplus in the service account will not
be suﬃcient to oﬀset the deﬁcit in the goods trade.
The current account deﬁcit is projected to reach 6.6
percent of GDP in 2010 before it will narrow slightly
in 2011 to 6.0 percent (see table 1).

The highest growth will be in investment in the
near term as countercyclical ﬁscal and monetary
policies start to pay oﬀ. Investment is projected to
grow by 8.4 percent in 2010, accelera�ng to 11.9
percent in 2011. Public sector investment will con�nue to play a cataly�c role with heavy investments
in infrastructure, par�cularly roads and energy,
crowding in private sector investment, which would
also beneﬁt from lower interest rates.
Exports will recover in 2010 reﬂec�ng the more
posi�ve regional and global environment, but the
current account deﬁcit will remain large. The demand for Kenyan exports will resume, especially in
Europe and Sub Sahara Africa, the des�na�ons of
more than 60 percent of Kenya’s exports.� Kenya’s

The economic recovery will be felt across all sectors. Agriculture is expected to rebound the strongest while services will con�nue to drive the economy, for the following reasons:
• Agriculture. The sector is rain fed and is expected
to enjoy a good year as most parts of the country will receive above average rainfall. The good
harvest will cap the pressure on domes�c food
prices. Furthermore, government investment in
irriga�on will also increase food supply boos�ng
consump�on.
• Industry. Output will normalize in 2010, beneﬁt�ng from more normal power provision as well

� Growth in the Euro area is projected at 0.9 percent in 2010 and 1.5 percent in 2011. Growth in the EU is projected at 1.1 percent
and 1.8 percent in 2010 and 2011 (Global Economic Prospects, January 2010).
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as increased credit supply to the private sector.
Construc�on con�nues to lead economic recovery, stemming also from high public investment
in infrastructure.
• Services. Transport, communica�ons, tourism
and domes�c trade are the major sectors driving
the economy and are also leading the economic
recovery. Tourism arrivals show a posi�ve trend
and together with aggressive market diversiﬁca�on by government and the 2010 FIFA World Cup
in South Africa, the sector is expected to perform
strongly.
If realized, Kenya’s growth rates will be close to
the average for Sub Saharan Africa of 4.4 percent
in 2010 and 5.0 percent in 2011. Nevertheless, for
the third consecu�ve year, Kenya’s growth will con�nue to lag behind its neighbors. Kenya’s expected
growth performance will be signiﬁcantly lower than
the projected growth rates for Uganda, Tanzania,
Ethiopia, Rwanda and Ghana (see ﬁgure 10). However, the strong growth rates of Kenya’s neighbors
create opportuni�es for increased market manufacturing exports, as well as an increase in transport
exports.
Figure 10: In the next two years, Kenya’s growth will be
similar to the SSA average
GDP growth rates
2010

stability, remain Kenya’s most important risk to sustained growth and poverty reduc�on. In the coming
months, the ﬁrst important test will be a peaceful
referendum on the new cons�tu�on, which will in
turn give a ﬁrst indica�on of the poli�cal risks heading towards the 2012 na�onal elec�ons.
The sovereign debt crisis in Greece and the recent
closing of Europe’s airspace also highlight the poten�al of con�nued interna�onal risks. Even though
Kenya’s economy is less dependent on exports than
in the past, Kenya’s highest value exports, especially
hor�culture and tourism, remain very concentrated
and depend on European markets. This high degree
of export concentra�on makes Kenya vulnerable to
localized shocks and points to the need to further diversify export markets. A con�nua�on and spreading of the Greek sovereign debt crisis could generate
a general ﬂight to developed countries which would
result in an increase of borrowing costs for developing countries. In addi�on, the ongoing deprecia�on of the euro against other currencies, including
the Kenya Shilling, made Kenya’s exports to Europe
already 7 percent more expensive since the Greek
debt crisis begun in March. If this crisis degenerates
into a new global downturn, investment across the
world would fall, bringing the world economy into a
double dip scenario, which would also again impact
on African economies.

2011

Percent

3. Running on One Engine �
Analyzing Kenya’s Economic
Imbalances
3.1 Taking Stock of a Poor Export Performance

O

ver the last 50 years, Kenya has neglected its
export sector. In 1960, exports represented 40
percent
of Kenya’s economy. This share of global
Source: World Bank GEP
integra�on was ar�ﬁcially high as it was also the
result of Kenya’s colonial status and the resul�ng
The projected recovery remains fragile due to the
exports to Britain. However, since the mid-six�es
risk of poli�cal instability in the run up to the 2010
Kenya’s exports declined more than expected. It
cons�tu�on referendum. In the last two years dobo�omed at 20 percent of GDP in the mid 1980s,
mes�c shocks have severely interrupted Kenya’s
before the sector partly recovered to 27 percent
quest for growth. Therefore, the outcome from the
by the end 2000s. Many of the world’s successful
cons�tu�on review process is a cri�cal determinant
economies – including Ireland, China, Korea and
for Kenya’s economic performance in 2010 and
Chile – followed the opposite strategy and consid2011. These domes�c shocks, especially poli�cal inerably increased their exports in GDP over the same
Ethopia

Tanzania Uganda

Rwanda

SSA
average

Kenya

South
Africa
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Figure 11: Kenya’s Share in World Exports of Goods
and Services. 1970-2008

period. Korea, for example, which had similar levels
of income to Kenya in 1960, increased its exports
from almost zero percent in 1960 to more than 55
percent today.

0.30
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At independence Kenya had a rela�vely sophis0.15
�cated industrial base and a vibrant export secServices
0.10
tor; a strong founda�on for turning these sectors
Total
into major engines of growth. However, Kenya has
0.05
Goods
turned inward, neglec�ng to stay compe��ve in its
0.00
1970
1975
1980
1985
1990
1995
2000
2005
manufacturing sub-sector, and also losing market
share in agriculture exports. Government interven�ons in commodity exports, especially through
marke�ng boards, created disincen�ves for farmers Source: World Bank WDI
to produce and led to a long-term decline in the cof- which accounts for about 75 percent of GDP. The
fee sector from which Kenya has yet
share of exports in GDP increased only
to recover. In the few episodes when
marginally while imports soared. As a
the country grew strongly, such as beresult the contribu�on of “net exports”
tween 2003 and 2007, the driver was Kenya has turned
(exports minus imports) to growth was
domes�c consump�on which has inward, neglec�ng
fuelled the growth of non-tradables, to stay compe��ve nega�ve and widening (see ﬁgure 12).
Kenya’s growth thus heavily relied on
especially the service sector, which is
in its manufactur- one engine, domes�c demand. Although
now also represen�ng an increasing
ing sub-sector, and the external account remains broadly
share in Kenya’s exports.
also losing market sustainable, the domes�c shocks of
Kenya gradually lost export shares share in agriculture 2008 and 2009 have demonstrated Kenya’s vulnerabili�es. If the economy relies
exports
in the global market and Sub Sahara
heavily on domes�c consump�on, it can
Africa. In 1970 Kenya’s export shares
grind to a halt when nega�ve domes�c
represented 0.12 percent of global exports, but this
shocks
hit
the
economy.
has con�nuously declined reaching only 0.04 percent in 2008. Kenya’s export growth lagged behind
the average for Sub Sahara Africa. Its share of exports Ten years ago, Kenya’s exports could pay for two
in the region declined from 3.7 percent in 1970 to thirds of its imports � today, exports pay for less
2.2 percent in 2008. Kenya’s tradi�onal strength in than half of its imports. Furthermore, Kenya’s
service exports has also been eroded over �me de- compe��veness–measured through the Terms of
clining from a global share of 0.21 percent in 1970 Trade�–has equally deteriorated, declining from 100
to 0.06 percent in 2000 before it recovered slightly in 2001, to 83 by 2007 before improving marginally
to 0.09 percent in 2009 (see ﬁgure 11).
in 2008 and 2009. Kenya’s Terms of Trade are now
substan�ally lower than those for Uganda and Tan3.2 The 2000s � Economic Imbalances Widen
zania. The strength of the domes�c sector and the
Despite Be�er Growth Performance
weakness in exports have created a large and growOver the last decade Kenya’s economic performing current account deﬁcit which had reached 5.5
ance improved averaging 3.7 percent, despite a series of nega�ve shocks in the last two years. How- percent of GDP by end 2009. This current account
ever, the key driver of the growth con�nued to be deﬁcit was mainly ﬁnanced by increasing short term
domes�c demand, especially private consump�on ﬁnancial inﬂows (see sec�on 1).

� Terms of trade are deﬁned as the ra�o of export unit value indexes to import unit value indexes (see World
Bank 2010. World Development Indicators)
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Figure 12: Rising Imports and Strong domes�c demand
Rapid growth in imports …
Trade as a share of GDP 1990-2008

… contributes to an increasing current account account deﬁcit
Average contribu�on to growth 2000-2009 percent

Source: WDI and World Bank staﬀ es�mates

While the exports of goods have shown mixed
results, service exports have recovered and increased from 8 percent in 2000 to 12 percent of
GDP in 2009. Total exports increased from 22 percent in 2000 to 28 percent in 2005, but have stagnated since. This strong increase between 2000 and
2005 was mainly due to the increase in services exports from 8 to 10 percent of GDP, as well as the
increase in manufactured exports, from about 3
percent in 2000 to close to 6 percent in 2005 (part
of the increase in manufactured exports between
2003-2005 is due to the increase in the export capacity of the Export Processing Zone). However,
the exports of manufactured goods have stagnated
since 2005 as a share of GDP, while the exports of
non-manufactured goods (agricultural and mineral
exports) have slightly decreased. By contrast, service exports increased to 12 percent of GDP in 2009
from 10 percent in 2005 (reaching levels previously
a�ained in the 1990-1995 period).

But Kenya can do even be�er. By one measure of
diversiﬁca�on which ranks countries by the number
of products they have “a Revealed Compara�ve
Advantage (RCA) in”, Kenya scores above-average
with 747 products�. This is a key asset the country
can build on to further strengthen its goods and/or
manufactured exports. Countries with diverse exports have more diverse capabili�es as an economy,
and hence are more likely to innovate and expand
exports to include new product lines.

If recent trends con�nue, service exports will
maintain their growth momentum. Kenya’s service exports are built around its tradi�onal strengths
of transport (especially Kenya Airways) and travel
which account for 90 percent of the total. Con�nued growth in Kenya’s neighboring countries, especially Uganda and Ethiopia, will create opportunity
for transit services which are expected to improve
as ongoing improvements in Kenya’s road infrastructure are completed. Kenya could also see an expanThere are also some glimmers of hope for Kenya’s
sion in tourism, if it succeeds in further diversifyexports because of the ongoing diversiﬁca�ons in
the country’s export package. Over the last decade, ing its source markets. One of the newer and more
for example, Kenya has moved towards higher val- successful service exports is business outsourcing.
ue products and there is also poten�al to develop Star�ng from a low base and beneﬁ�ng from renew products. Comparing Kenya’s export package cent investments in ﬁber op�c cables which have
between 2003 and 2007 Kenya gained compara�ve greatly improved internet connec�vity and reliabiladvantage in chemicals and allied products, stones ity, Kenya is developing state of the art call centers
that have begun a�rac�ng global customers.
plaster and cement and food (See Annex 3).

� According to World Bank Staﬀ Calcula�ons, based on the CEPII BACI database (2007). See also Annex 3.
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3.3 Kenya’s Economy Has Been Transformed �
Diﬀerently Than Expected
Over the last decade, Kenya’s economy has experienced a signiﬁcant structural transforma�on. As in
other emerging economies, the role of agriculture
in the economy has been declining from 32 percent
(2000) to 26 percent (2009). However, this decline
in agriculture has been almost exclusively absorbed
by the service sector which increased its share of
GDP from 50 percent in 2000 to 55 percent of GDP
in 2009. Meanwhile the contribu�on of the industrial sector to GDP remained broadly the same from
2000 to 2009 at 19 percent.
The incen�ves for the Kenyan private sector are
directed towards the domes�c market. As a result,
sectors like telecommunica�ons and wholesale &
retail trade experienced the highest growth rates
during the last decade. Both sectors are now larger
than Kenya’s manufacturing sector. To achieve and
sustain high levels of growth in the coming years it
is important to restart and accelerate the second
engine twining Kenya’s vibrant and expanding service sector with a re-energized manufacturing sector that can increase its performance as a source of
export growth.

Kenya’s economic transforma�on of the last decade was fuelled by rapid growth in tradable goods
and services. Although the share of service exports
increased over the decade, there was limited diversiﬁca�on and the service sector’s exports are s�ll
dominated by transport and travel. Between 2000
and 2009, the sectors that recorded average growth
rates in excess of 4.0 percent are largely non tradable while the tradable sectors like agriculture and
industry were below the 3.7 percent average growth
rate (see ﬁgure 13). To increase and sustain broadbased economic growth the structure of produc�on
will require reorienta�on towards the produc�on of
tradable goods and services. This can be achieved
through incen�ves to diversify and increase the
share of service exports, restart manufactured exports, and gradually reduce the share of government
and private consump�on in aggregate demand.
Manufacturing has been the growth engine in
many emerging developing countries, especially in
Asia – but not in Kenya. In 2000, manufacturing
was the second largest sub-sector of the economy.
In 2004, transport and communica�on overtook
manufacturing. The sector grew at an annual average growth of 7.0 percent, led by an excep�onal
annual rate of 19 percent in telecommunica�on
throughout the decade.

Figure 13: A decade of sectoral transforma�on (growth by sectors, 2000-2009)
Average growth 2000-2009(%)
Ave
Transport and communica�on

Share of GDP 2009 (%)
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Electricity and water
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14.4
2.6
4.2
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1.6
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Source: KNBS and World Bank staﬀ es�mates
Note: GDP at basic constant 2001 prices
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While Kenya’s agricultural sector declined in eco- Kenya’s future growth path will be largely inﬂunomic importance there have been important enced by how it helps to restart the other engines
shi�s within the sector. Most notably, hor�cultural of its economy. Kenya is in a good geographical pohas become Kenya’s major export sector, produc- si�on with its port and major distribu�on routes
ing ﬂowers and vegetables for European
to neighboring countries and global
markets. At the same �me, exports of
growth poles. There are several stratthe main tradi�onal cash crops, coﬀee
egies already in place which would
In most high
and tea, have mostly stagnated. Over
help Kenya start the other engines
growth
countries,
the last decade agriculture grew at low
of growth, including Vision 2030, the
rates, averaging only 1.7 percent per an- especially in Asia, Medium Term Plan 2008-2012, the
num. Manufacturing fared be�er with a manufacturing has Private Sector Development Strategy,
per annum growth rate of 3.3 percent been leading eco- the Master Plan for Kenya’s Industrial
but remained below the average of all nomic growth � in Development, and the Na�onal Trade
sectors. In most high growth countries, Kenya it has been Policy which has already been dra�ed.
especially in Asia, manufacturing has
However these have not translated
lagging
the
service
been leading economic growth � in
into a robust, priori�zed and targeted
sectors
Kenya it has been lagging the service
industrial policy for Kenya.
sectors. However, manufacturing con�nues to be the principle tradable sector of emerging A secure investment climate and be�er infrastruceconomies, and has also the poten�al to increase ture are the essen�al ingredients for achieving
Kenya’s export compe��veness.
sustained growth. The government has already
put a lot of eﬀort in grading roads and launching
Kenya’s poor record in industrial produc�on partly energy projects, even though implementa�on has
explains the economy’s poor export performance o�en been slow. Port investments are also cri�cal
despite improvements between 2000 and 2005. to ensure Mombasa meets Kenya’s growing import
Strong domes�c demand and poor incen�ves for needs without incurring increased costs from port
export create an environment where investments constraints (see also special sec�on in this report).
ﬂow to non-tradable goods, such as real estate and Once transport costs decline and reliable energy
construc�on, diver�ng resources (land, labor and supply is secured, Kenya will be able to a�ract new
capital) from the tradable sectors of the economy. and larger manufacturing investments.

June 2010 | Edi�on No. 2

14

The State of Kenya’s Economy

The Port of Mombasa

June 2010 | Edi�on No. 2

33

Special Focus – The Port of Mombasa

T

his special focus sec�on provides an analysis of the port of Mombasa. The port has strategic importance far beyond the borders of Kenya. As the largest port in East Africa, it is the main gateway for
the import and export of goods not only for Kenya but also to countries of the East African Community
(EAC), the Democra�c Republic of Congo (DRC), southern Sudan and southern Ethiopia. Ineﬃciency of
port opera�ons and constraints on capacity are threatening the growth of Kenya and its neighbors. It is
a problem which is set to get worse very quickly unless decisive ac�on is taken now. The report concludes
with a series of speciﬁc follow-up ac�ons for government to consider and suggests that unless investments and reforms at the port are implemented quickly, the port will not be able to support projected
increases in imports, and to a lesser extent, exports, in 2011 and beyond.

1. The Signiﬁcance of the Port

Imports into Mombasa have been rising con�nuously since 2005, with the excep�on of 2008. Imhe Port of Mombasa is the largest in East Africa ports of liquid bulk (principally petroleum) has been
and a vital gateway for imports to Kenya and rising at an average annual rate of 9.7 percent, conits neighboring countries (see ﬁgure 14). The im- tainerized cargo 11.5 percent and dry bulk (mostly
ports that pass through the port of Mombasa are maize, clinker and wheat) at 23 percent (see Annex
cri�cal to Kenya’s economic growth, and to the eco- 11). The weight of goods imported in containers has
nomic well-being of its neighbors. Liquid bulk items, risen by 55 percent since 2005. The rate of growth
mostly petroleum, oil and lubricants, are the single of containerized cargo slowed in 2008, reﬂec�ng
greatest import item by weight. Without these im- the slowdown in Kenya’s economy. Imports of liqports, Kenya’s economy (and most other countries uid bulk and dry bulk rose signiﬁcantly in 2009 due
of the EAC), which depends on imports for all of its to the addi�onal energy needs brought about by
petroleum needs, would grind to a halt. The next prolonged drought condi�ons. Imported petroleum
four largest items by weight, maize clinker, wheat, con�nues to be required to supplement Kenya’s fall
iron and steel, are cri�cal in mee�ng the country’s in hydropower output, whilst imported maize to
food needs and in suppor�ng its vibrant construc- cover food shor�alls was responsible for the signiﬁcant rise in dry bulk.
�on industry.

T

Figure 14: Mombasa – The gateway to East Africa

Source: Kenya Ports Authority

Despite the strong import growth, the overall volumes handled in Mombasa are low by interna�onal standards. In 2008, Mombasa handled 616,000
Twenty Foot Equivalent Units (TEU, which is the
standard measurement of port ac�vity). This represents double the volume of Dar es Salaam, but
less than a quarter of Durban and only 2-2.5 percent of the volumes which go through the busiest
ports in the world, Singapore and Hong Kong (see
ﬁgure 15).
In 2009 imports made up 87 percent of the total
weight of goods handled by the port. Mombasa
is the major channel for the importa�on of oil and
raw industrial materials for Kenya’s manufacturing
sector. Of all imports to Mombasa, 72 percent were
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TEU

Figure 15: Singapore ships 50 �mes more goods
than Mombasa (in thousands TEU)

Of the roughly 300,000 containers imported full in 2009,
only about 96,000 or one-third were exported full, with the
remaining two-thirds exported empty
Source: Containeriza�on Interna�onal online
(www.ci-online.co.uk), 20-05-2010

neighboring countries. Most exports shipped from
Figure 16: Mombasa goods go mainly to Kenya and Uganda Mombasa originate in Kenya, some 85 percent of
the total. Uganda represents the second largest
exporter accoun�ng for 12 percent of Mombasa’s
exports. The majority of exports are containerized,
though of the roughly 300,000 containers imported
full in 2009, only about 96,000 or one-third were
exported full, with the remaining two-thirds exported empty¹.

Source: Kenya Ports Authority, Annual Review and Bulle�n
of Sta�s�cs, 2009.

The volume of transshipment goods handled by
the port has steadily declined in recent years. Today, these goods only represent a minimal aspect
of port opera�ons (less than 1 percent of the total
goods handled in 2009). The Kenya Port Authority (KPA) is currently turning down transshipment
business due to capacity constraints, thus limi�ng
Mombasa’s poten�al role as a regional
hub port.

des�ned for the Kenyan market, with the remainder
transi�ng to a number of neighboring countries. Since 2005 the weight
of transit goods has risen 38 percent
KPA is currently
from 3,202 to 4,412 (‘000’DWT). Uganda was the largest market for transit turning down transgoods in 2009 consuming 80 percent, shipment business
due to capacity
with eastern DRC the second largest
des�na�on (see ﬁgure 16).
constraints

The gradual reduc�on in trade barriers
in recent years within the EAC has increased the importance of infrastructure in determining the compe��ve
advantage of domes�c industries. Port
and road infrastructure is at the heart of
regional integra�on. As a cri�cal link in
The port of Mombasa is also a baromthe logis�cal chain and the major chaneter of Kenya’s imbalance: exports represent only nel for the importa�on of raw industrial goods for
13 percent of the total volume of goods handled manufacturing in Kenya and its neighbors, the opby the port. Hor�cultural products, signiﬁcant to era�onal eﬀec�veness of the port of Mombasa has
the Kenyan economy, are airli�ed and most of Ken- a direct inﬂuence on the compe��veness of Kenya
ya’s manufactured goods are exported overland to businesses and the wider cost of goods in the EAC.
� Kenya Ports Authority, Annual Review and Bulle�n of Sta�s�cs, 2009.
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2. Opera�ng at Full Capacity and
at Low Eﬃciency

Looking ahead, exports, especially from newly discovered oil countries could become a signiﬁcant
part of port opera�ons in the medium term. The
highest growth rates in Africa ports over the past
he port of Mombasa has exceeded its design few years have been experienced in oil-expor�ng
capacity, yet it is expected to handle grow- countries, such as Nigeria and Cameroon. Recent
ing imports and exports. It is already opera�ng at oil discoveries in Uganda will most likely have a big
maximum capacity for both general and container- impact on the volume of raw and manufactured
ized cargo, and will suﬀer progressive declines in products exported through Mombasa. Reserves in
opera�onal eﬀec�veness unless both capacity and Uganda are conserva�vely es�mated at 800 million
eﬃciency issues are urgently addressed. In terms of barrels. Even with reﬁnery capacity in Uganda to
capacity, container imports at the port have risen on sa�sfy regional demand for petroleum and petroaverage 10 percent each year since 2005², despite leum products, around 150,000 to 200,000 barrels
rela�vely low GDP growth rates in 2007-2008. With per day would need to be exported. In addi�on, oil
growth in the East African economies predicted to discoveries on the western side of the Alber�ne Bareach 5 percent per annum or more
sin in eastern DRC are also an�cipated.
over the next ﬁve years, this trend
Again, Mombasa would seem the most
looks set to con�nue. And big engiobvious port op�on given it represents
neering projects in the region will also The Mombasa port the shortest route to export, but would
add signiﬁcantly to demand. Tullow
require signiﬁcant investment in new
is facing, in the
Oil, for example, es�mate the need
immediate term, storage capacity at the port. Finally, a
to import 200,000 tonnes of conreferendum in 2011 could see southern
very serious
tainerized cargo annually from 2011
Sudan breakaway from the north, which
to exploit oil resources in Uganda capacity problems would likely place greater emphasis on
— an addi�onal 5 percent by weight
trade routes south, such as Mombasa,
of current containerized imports. In
as the southern Sudanese seek access to
terms of eﬃciency, several key issues need to be ad- the sea along the Northern Corridor.
dressed for both imports and exports that relate to
the excessive �me it takes to move goods through The Government of Kenya needs to address a range
the port, and ineﬃciencies caused by the manage- of issues related to increasing the port’s physical
ment of trucks loading and unloading goods, collec- or ‘hard’ infrastructure, and to improving the man�on of custom du�es, inspec�ons, etc.
agement of port opera�ons, the ‘so�’ infrastruc-

T

The opera�onal capacity for containerized cargo is
par�cularly acute. With seasonal growth expected
in the second half of 2010 and addi�onal further
growth in 2011, the Mombasa port is facing, in the
immediate term, very serious capacity problems.
Short-term immediate impact will be an increase
in vessel delays, port conges�on surcharges, and
slower throughput of the port (when congested),
causing signiﬁcant cargo delays and higher costs to
importers. Exporters will also experience increased
costs because of possible unscheduled delays at the
port, disappoin�ng customers who have based their
own business decisions on ﬁxed delivery schedules.
Overall, the capacity issues at the port of Mombasa
could act as a brake on growing trade within the region.

ture. There are broadly three areas which impact
on port performance: a) a port’s ability to service
ships at the quayside (or at berth), b) yard capacity
(to store goods before collec�on) and c) clearance
and transfer:
a) Quayside Eﬃciency
Two main factors aﬀect quayside eﬃciency — the
amount of �me a ship is kept wai�ng to enter the
port and, once at the berth, how quickly the goods
can be handled to and from the ship. Shipping lines
will tend to serve Mombasa with their less performing and less costly ships because uncertainty, in total port call �me, threatens the integrity of shipping
schedules which are cri�cal to their business performance. In 2009 the average ship wai�ng �me in

² TEUs Twenty Foot Equivalent Units
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Mombasa was 2.3 days and the average number of b) Yard Capacity
port days for a containerized vessel was 3.1 days. Dockside conges�on and high dwell �mes remain
The ra�o between the wai�ng �me and �me at a problem. Whilst KPA can claim some success in
berth, called the wai�ng ra�o, reaches on average reducing dockside conges�on - the average current
74 percent for container vessels at Mombasa. Full
dwell �me is around 5.7 days³, depending
containerships will typically not
on where the goods are des�ned – it does
tolerate more than a 10 percent
not compare favorably with interna�onal
wai�ng ra�o. If they do, they will
standards which are typically 1-3 days.
charge demurrage fees, or add a For Kenya to ben- Mombasa has been struggling with congeseﬁt from the refreight surcharge to the des�na�on for some �me due to a limited space on
�on. Large wai�ng ra�os are a maduc�ons in costs the dockside to store containers and other
jor deterrent to shipping lines.
related to global goods. The situa�on is compounded by slow

shipping, the port customs clearance procedures which mean
But more than that, part of the
that exis�ng yard capacity is not used eﬃwill need to be
problem is the rela�vely small
modernized and ciently. The solu�on for imports to Kenya
size of the volume of goods
was the transfer of cargo to privately operto operate more ated inland container depots, so called ‘Conpassing through Mombasa. This
has led to smaller container and
eﬃciently
tainer Freight Services’ (CFS)s in and around
other vessels opera�ng in MomMombasa town, from where containers are
basa compared with the super
stored and eventually cleared. KPA ﬁgures
container ships and oil tankers that service major for dwell �me do not account for the large volume
global ports. Greater eﬃciency at Mombasa, be�er of domes�c goods moved to CFSs.
regional integra�on along the Northern Corridor,
and increased capacity for transshipment business There has been a large transfer of goods des�ned
are important factors which will a�ract more ships for the Kenyan market from KPA facili�es to CFS
and increase port traﬃc. For Kenya to beneﬁt from opera�ons since 2007 (from just over 8 million to
the reduc�ons in costs related to global shipping, almost 12 million DWT - see ﬁgure 17). KPA quote
the port will need to be modernized and to operate a dwell �me from 11.3 days in 2007 to 5.9 days in
more eﬃciently. Annex 12 describes in detail Mom- the second quarter of 2009, though the indicator
basa’s rela�vely poor connec�on with global trade does not give a complete picture of port operaroutes.
�ons for domes�c goods. Domes�c cargo moves
rather quickly from KPA facili�es (average 3.7 days⁴)
Varia�on in terminal performance at the port is to CFSs where it typically spends 11 days⁵. Transit
very costly to shipping lines as they are unable to cargo (which does not enter CFSs), spends longer at
plan ahead. In recent years the KPA has invested in
Figure 17: Dwell �me declines while CFSs grow
upda�ng its handling systems at its container terminal, but much of these investments are outdated
and not properly maintained. Ship-to-shore, gantry
11.3
10.7
equipped, state-of-the-art container terminals will
9.1
oﬀer as a minimum 40 moves per hour per ship,
5.9
with a more common objec�ve being 60 and above.
Despite the move to 24 hour port opera�ons KPA
registered on average 14 moves per hour in 2009,
with a lot of varia�on depending on labour availability and the state of the equipment.
Source: Transit Transport Co-Ordina�on Authority of the Northern
Corridor, 2009

³ KPA, Container Dwell Time Study for the Port of Mombasa, March 2010
⁴ KPA, Container Dwell Time Study for the Port of Mombasa, March 2010
⁵ World Bank analysis 2010 following interviews with CFS operators and the private sector
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dockside undergoing inspec�on. KPA es�mate the
current dwell �me for transit cargo to be on average
7.5 days.
c) Clearance and Transfer

es, logis�cs and transport infrastructure. Since 2005
and the introduc�on of KRA’s SIMBA IT system,
on-line processing of vessel manifests by shipping
agencies and customs declara�ons by
clearing and forwarding (C&F) agencies,
has improved the speed of revenue asThe use of mod- sessment. However, the SIMBA system
ern customs prac- does not provide automa�c no�ﬁca�on
to other border control agencies, i.e.
�ces, informa�on that cargoes have been declared and
systems and inte- it does not communicate in real-�me
grated IT systems the status of cargo awai�ng clearance.
in port opera�ons Thus, owners are not able to see where
should represent the weak/slow links are in the full clearance chain.
a major goal for

Cargo clearance procedures at the
port con�nue to be slow and open to
opportuni�es for corrup�on. The current lack of real �me informa�on on
cargo is a major constraint on supply
chain performance. The introduc�on
of a Ports Community-Based System
(PCBS) which would signiﬁcantly increase eﬃciency and reduce corrup�on
has been in progress for over 1.5 years
so far with no comple�on date set.
Kenya
Improvements in regional trade would
The use of modern customs prac�ces,
follow if customs clearances and ininforma�on systems and integrated IT
spec�ons
for
all EAC goods were processed in
systems in port opera�ons should represent a major
goal for Kenya, par�cularly as more open and trans- Mombasa. Under the EAC customs union, the colparent processes would diminish opportuni�es for lec�on of revenue at the port of entry, i.e. Momcorrup�on. A func�oning PCBS would improve the basa (possibly under joint supervision), would import’s eﬃciency and support Kenya’s future obliga- prove eﬃciency and transit �mes and help resolve
the issue of transit goods being dumped in Kenya.
�ons in providing supply chain security.
If full clearance procedures were also introduced,
e.g. inspec�ons were undertaken, it would reduce
>> Box 1: What is a Port Community Based System?
transit �mes.
A PCBS is an IT-based pla�orm aimed at streamlining a port’s administra�ve procedures. The system
allows the stakeholders doing business around the
port to exchange informa�on and perform
business transac�ons in a uniﬁed, secure and
structured way. It ensures that all par�es involved
receive �mely and accurate informa�on on each
transac�on and, moreover, that the transac�on is
performed correctly. Having a PCBS in place dras�cally increases both the speed and transparency of
the port. And it maximizes the physical infrastructure and helps manage the eﬃciency of the port
opera�on as a whole.

The costs of entering and transi�ng the Mombasa
port have a signiﬁcant impact on the cost of doing
business in both Kenya and the EAC. The lack of
eﬀec�ve integrated rail and road links means that
Mombasa remains poorly equipped to handle containers and other goods. Linking quayside services
to the Northern Corridor is fundamental to trade
facilita�on and regional integra�on. Increased imports volumes have placed increased stress on land
transport, and have generated the need for faster
and more eﬃcient intermodal connec�ons. Progress
in this area has been poor. The failure of the railway
system has resulted in a large number of new truck
Source: World Bank staﬀ staﬀ
movements in and around the port contribu�ng to
The Kenya Revenue Authority (KRA) faces two the growing problem of truck conges�on and parkmajor challenges with clearance: introducing ef- ing and road deteriora�on. Rail transport carried
fec�ve risk management, as currently nearly all around 80 percent of goods transi�ng Mombasa in
import containers are subject to �me consuming the early 1970s. Today only 5 percent of Mombasa’s
physical inspec�on, and improving eﬃciency and freight moves on rails, a decline that has been due
transparency in its opera�on. Clearance and trans- to the absence of sustained government investment
fer involves a complex mix of government process- in the railways and, most recently, the lack of invest-
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Figure 18: It takes 20 days for a container to go through the port and by road to Nairobi, Kenya
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Source: Transit Transport Co-Ordina�on Authority of the Northern Corridor, 2009, KPA 2010 World Bank analysis 2010

Figure 19: It takes 22 days for a container to go through the port and by road to Kampala, Uganda

4 Days

7.5 Days

Malaba(U)

Kenya
Road Transit
980 Km

Malaba(K)

KPA
Facili�es
Days

Ship’s
Avg Port
Days

0.5
Days

1 Day

Uganda
Road Transit
280 Km

2 Days

Kampala
Inland
Terminal

3 Days

10.5 Days

11.1 Days
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Figure 20: It takes 24 days for a container to go through the port and by road to Kigali, Rwanda
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its EAC neighbors. Figures 18, 19 and 20 show the
contribu�on Mombasa port makes to the total �me
it takes to transport goods to Nairobi, Kampala and
Kigali respec�vely from the moment they arrive at
the port. For goods des�ned to Kenya, the propor�on of �me spent at KPA facili�es, including the CFS
hold �me, is es�mated at 90 percent of the total
�me it takes for goods to move from ship arrival to
Nairobi.

The failure of the railway system has resulted in a large
number of new truck movements in and around the port

ment by Ri� Valley Railways,
the company that operates
the Mombasa to Uganda rail
line. For now there is no alterna�ve to the movement
of heavy trucks through an
increasingly crowded town
centre.
The ineﬃciency of Mombasa has a signiﬁcant impact
on transport �mes for imported cargo to Kenya and

It’s much more
expensive to
transfer a
container from
Mombasa to
Kampala than it is
to move the same
container from
Japan to Mombasa
by ocean freight

Port-related costs for low value bulk commodi�es
such as raw industrial materials or grain, which
make up the highest propor�on of cargo entering
the port, can be more than 15 percent of the delivered market value⁶. And this cost to businesses
and consumers is compounded by the uncertainty
of delivery �mes due to variable port performance.
Trucking rates in the region also remain dispropor�onately high. It much more expensive to
transfer a container from Mombasa to Kampala
than it is to move the same container from Japan
to Mombasa by ocean freight. In addi�on, KRA imposes a double-licensing arrangement on trucks
which requires that those authorized to carry
only transit goods, cannot return to their country
of origin with import cargo, i.e. they have to return empty. This adds further to the cost of doing
business in countries beyond Kenya’s border.

Box 2: What is a Landlord Port?
The most popular port-management model employed worldwide is the landlord port, in which the public sector, in Mombasa’s case Kenya Ports Authority, withdraws from front-line cargo handling opera�ons, allowing these to be concessioned to
the private sector. The port authority focuses on broader aspects of port development such as estate management, naviga�on and planning. The system is in extensive use throughout Europe, the Americas and Asia. It is also a concept being taken
up in Africa, but is it far from being the norm. Prac�cally speaking, in the majority of cases the ﬁrst step in this direc�on is
the concessioning of container-terminal ac�vi�es – that is, the port authority withdraws as the operator, allowing a private
sector company to take over as the terminal operator and manager. These concessioning exercises have aimed at tapping
the considerable body of exper�se oﬀered by interna�onal terminal operators. The Government of Kenya commi�ed to
transforming Mombasa to a landlord port in 2002, but there has been li�le progress on implementa�on except for the decision to now go ahead with the concessioning of berths 11-14. Table 2 details some of the exci�ng outcomes which have
been achieved in Nigeria and Ghana which have adopted the landlord model.

⁶ Port Reform Toolkit, World Bank, 2004
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3. The Future for the Port of
Mombasa � an Agenda for
Implementa�on

sive conceptual framework for port expansion and
reform.

In recent years, a number of African ports have
embarked on port reform. Nigeria has been Africa’s
he Government of Kenya should act now to top reformer with a combined score of 80 (out of
implement much needed ins�tu�onal reforms 100) reﬂec�ng improvements in legisla�on, restrucand deliver on its commitment to transform Mom- turing, policy oversight, and private sector involvebasa to a landlord port. It is important that reforms ment. Kenya, by contrast has scored only 40 ranking
take place before or in parallel with signiﬁcant new at the bo�om third in Africa⁷.
infrastructure investments. The complex organiza�onal structure of ports, where mul�ple govern- The outcomes of reform in Africa and elsewhere
ment agencies are involved directly or indirectly, should be more than ample evidence of the potenhas always been a central issue in most aspects of �al beneﬁts. In 2006, Nigeria adopted the internaport management. At Mombasa it cons�tutes a ma- �onally favored port landlord model. Ghana adoptjor obstacle to the development of a comprehen- ed the same model in 2007, with port reform very

T

Table 2: Port reform is possible: examples from Africa and the Middle East
Reform Ac�ons
Nigeria

Adop�on of the port
landlord model in 2006

Ghana

Adop�on of the port
landlord model in 2007

Aqaba,
Jordan

Container terminal concession and
introduc�on in 2005 of an electronic Truck Control System to coordinate the movement of trucks to and
from the port.

Outcomes
- A policy framework which is centered on Public-Private Partnerships
- Scheduled private investment of US$ 500m (55 percent of total private sector investment in SSA ports)
- Nigeria Ports Authority is now self ﬁnancing
- Private operators will pay in excess of US$ 5 billion to the government in rental/royalty fees
- Reduc�on of conges�on surcharges saved the Nigerian economy
US$310 million within months of the concessioning
- Improved turnaround �me for ships and cargo
- Improved cargo handling performance
- Development undertaken with na�onal and neighboring country
needs in mind under the ‘Ghana Gateway’ program
- Rising volumes of transit, na�onal and transshipment cargo
- Progressing toward delivering compe��ve service in line with interna�onal standards
- System opera�onal within 3 months
- Inland transport costs have fallen by 25%
- 25 percent more cargo moved with the same number of trucks

Source: World Bank staﬀ es�mates

⁷ The ‘port reform index’ has been presented in the Africa Infrastructure Country Diagnos�c, World Bank, 2009. Since this data was
collected it is possible that Kenya lost addi�onal ground because there have been important port reforms in Senegal, Angola and
Benin, all countries which were ranked below Kenya.
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high on the government’s agenda as it aims to implement a barrier-free cargo gateway for countries
beyond its borders. In 2004 Jordan’s mul�-billion
dollar economic moderniza�on strategy focused
on revitalizing it sole seaport of Aqaba. The freight
transport sector was underperforming due to the
country’s an�quated road freight management system which was heavily regulated, fragmented and
lacking performance incen�ves. An electronic truck
control system, which turned this situa�on around,
was opera�onal within 3 months. Simultaneously,
bringing in a private operator, ﬁrst through a 2-year
management contract and then with a full concession arrangement, improved port performance
without signiﬁcant new hard infrastructure investments. The outcomes of these reforms are outlined
in Table 2.

world class port. And it did not address the many
ins�tu�onal, regulatory and legal changes which
are also required. It did propose a number of shortterm projects, to be completed by 2013, and longer
term developments up to 2015 to 2030. Short term
proposals included the concessioning of berths 1114 to create more container handling capacity, the
construc�on of a second container terminal with an
annual capacity of 700,000 TEU (to be managed by
the private sector) and dredging of the channel to
enable handling of larger ships. Longer-term developments included the construc�on of a Mombasa
by-pass linking the northern corridor to the south
coast region and northern Tanzania.

A system of incen�ves combined with improvements in so� infrastructure should be implemented now to enable Mombasa to keep pace with
demand before new container capacThe government also needs to have
ity comes on line. Kenya and the region
a clear objec�ve for Mombasa.
cannot wait 3-4 years for new container
There can be no capacity to come on-line without a seriWhilst the port is essen�al to more
compe��ve Kenyan businesses, and strategic port plan- ous impact on trade. Port capacity could
more eﬀec�ve regional integra�on ning un�l the roles be increased in the immediate term by a
in Eastern Africa, there is scant menof the public and system of incen�ves to encourage port
�on of the port in the government’s
private sectors are stakeholders e.g. banking services and all
Vision 2030 document. Although obgovernment agencies involved in cargo
jec�ves of port reform may be varied clearly deﬁned and clearance, to move to full 24 hours opfailure to do this era�ons. In addi�on, implementa�on of
and range from the need to expand
and modernize container handling would put the con- the PCBS should be speeded up. Similarly,
capacity, generate revenue and recession of berths a trucking control system, similar to that
duce public expenditure, to s�mulat- 11-14 under stress implemented in Jordan, would improve
ing growth of a distribu�on-based
cargo handling and eﬀec�vely increase
economy centered on a regional port
capacity. Implementa�on of such IT so�hub, the government needs to be clear on what its ware should be measured in months and not years
objec�ve is.
as is the case in Mombasa.
Kenya is not keeping up with demand. In the �me
it has taken the government to update the Mombasa port master plan, Dubai World has built the
brand new Doraleh Terminal on a greenﬁeld site in
Djibou�. The Djibou� terminal has a capacity of 1.2
million TEU per year and is now the largest and most
modern in East Africa. And in the same �me Nigeria
has concessioned a large number of its ports.

The Government of Kenya faces a costly, �meconsuming and poten�ally acrimonious process if structural and regulatory changes are not
undertaken now in parallel with expansion and
concession plans for berths 11-14. The past failed
a�empts at securing signiﬁcant private sector par�cipa�on in port opera�ons and investments are
testament to this. The reform of the KPA will be
less successful unless there is simultaneous reform
A Port Master Plan prepared for KPA in 2004 was of the ac�vi�es of customs and other agencies at
updated in 2009. The Master Plan did not look ef- the port to streamline their ac�vi�es. Changes to
fec�vely at the complimentary hard and so� in- the exis�ng roles of some government agencies
frastructure needed to transform Mombasa into a would likely require changes in the laws which cre-
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ated them. There can be no strategic port planning
un�l the roles of the public and private sectors are
clearly deﬁned and failure to do this would put the
concession of berths 11-14 under stress. Moving
the boundary between public and private operators requires strategic prepara�on, redeﬁni�on of
powers and mandates, and legal adapta�on before
prepara�on for the tendering process. Failure of
any concession would make the case for future private investment in the port diﬃcult and compound
exis�ng problems.

deal with KPA, Ministry of Transport and the Ministry of Roads. It makes long term strategic planning
currently impossible with no joint approach to how
individual projects link to each other. Plans to modernize the port of Mombasa must look beyond immediate port infrastructure and foster coordinated
eﬀorts to improve road and rail systems that provide linkages to the Northern Corridor and neighboring markets.
KPA should be free of poli�cal interference and its
managing directors appointed on 3 year performance management contracts following an open
and compe��ve process. In the 18 years since
KPA’s incep�on it has had 14 managing directors. In
the same period Tanzania Ports Authority has had
3. Instability at the top of KPA is not a recipe for
good planning and reform. Ideally the government
should undertake an interna�onal search and appoint the best qualiﬁed candidate.

Clarity on the future role of KPA is needed. The
government’s commitment to a landlord port would
suggest that KPA would retreat from front-line opera�ons and another round of concessioning would
need to take place for the terminals currently operated by KPA. Controlled by the state, KPA currently
owns most of the port infrastructure and undertakes the majority of port opera�ons.
The shi� in the role of KPA from port
service provider to landlord and regulator will be a diﬃcult change manageMany of the chalment exercise. It will require new skills,
lenges and the
ins�tu�onal capabili�es, and prac�ces
reforms needed,
including regula�ng unfair and an�compe��ve prac�ces, designing and and outlined in this
nego�a�ng contracts with private proreport, are well
viders of port services, performance known and undermonitoring and ensuring compliance stood. What is new
with standards.

Narrow vested interests have undermined investment and reform of
Mombasa for a long �me. Many of the
challenges and the reforms needed,
and outlined in this report, are well
known and understood. What is new
is the severity of the problem. Private
investments which would lead to new
local jobs, greater port eﬃciency and
is the severity of a posi�ve impact on growth in the rethe problem
gion, have been thwarted by narrow
A decision on the route for the Momvested interests seeking to maintain
basa by-pass is needed now. Mombathe status quo. For example, plans to
sa town faces gridlock and the route to
the Mombasa airport will be blocked unless work on develop a new bulk fer�lizer handling facility, which
a new by-pass and link road is started immediately. could lower fer�lizer costs in the region, have not
If construc�on of the by-pass is not speeded up and gone ahead due to interference and oﬃcial intransynchronized with new planned capacity increases sigence. Most o�en developers and ﬁnanciers walk
at the port (though concessioning and expansion),
away. And whilst unions and their workers might leconges�on will become a worse problem than it is
gi�mately fear poten�al downsizing this should be
today, and new investments will not work eﬃciently. At the same �me the government needs to focus viewed in the context of government plans for port
on a new access road from the port linking to the expansion and the situa�on on the ground today.
by-pass or else all new port capacity will con�nue For example, despite concerns, the concessioning
to be transported through an already congested of ports in other parts of the world has typically retown centre. Unfortunately, private sector develop- sulted in net gains of jobs at the port and related
ers currently looking to engage the government on industries.
these important issues ﬁnd themselves having to
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Strong poli�cal will, and a clear mandate for reform is needed. Whilst the Ministry of Transport is
the lead agency for Mombasa port is does not have
strong opera�onal capacity for port reform and
management. Nor does it represent all the interests
that are involved in the complex opera�ons of the
port. The opera�on, management, and expansion of

the Mombasa port require a defragmented government approach and a strong coordina�ng body to
enforce reforms and make the decisions which are
necessary. A summary of the key reform measures
government should consider to improve the opera�onal eﬀec�veness of the port is provided below.

Box 3: Summary of key suggested port reform measures

In the next 3 to 6 months

• Iden�fy a coordina�ng body with a mandate for reform.
• Appoint the managing director of the KPA on a 3-year performance contract.
• Decide on the route for the Mombasa by-pass and start implementa�on together with the link
road from the port.
• Set up a system of incen�ves to enable full 24 hour port opera�ons by mul�ple stakeholders.
• Implement the IT Port Community-Based System.
• Approve the concessioning of berths 11-14 through a compe��ve and transparent process.
In the next 6 to 12 months
• Clarify the �metable for a full landlord port status as well as the role of KPA.
• Clarify the roles and responsibili�es of public and private port stakeholders.
• Undertake reforms of customs collec�ons, making them more eﬃcient and transparent.
• Strengthen port opera�onal capacity of the Ministry of Transport.
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Annex 1: Key Macroeconomic Indicators
2007

2008

2009

2010

2011

Annual Percentage change
Macro aggregates
Real GDP
GDP Per Capita
Private Consump�on
Government Consump�on
Gross Fixed Investment
Exports, GNFS
Imports, GNFS

7.0
4.2
7.3
7.2
13.3
6.0
12.7

1.6
-1.0
-0.4
3.7
8.9
7.5
6.6

2.6
-0.2
3.8
5.5
0.6
-7.0
-0.2

4.0
1.3
3.2
4.1
6.7
6.2
5.5

4.9
2.2
3.9
3.4
8.5
7.6
6.1

Prices
Inﬂa�on
GDP Deﬂator
Exchange rate (Kshs/US$)

5.7
5.1
67.3

15.4
13.5
69.2

9.2
6.7
77.4

4.5
3.2
76.6

4.1
4.1
78.1

% of GDP
Revenue and Grants
Expenditure
Budget Deﬁcit
Gross Domes�c Investment
Government Consump�on
Private Consump�on
Exports
Imports
Current account balance
General government balance

22.0
23.3
-5.9
19.1
14.5
77.3
26.0
36.1
-3.8
-3.0

21.6
28.3
-6.3
19.4
14.6
77.5
26.3
40.1
-6.6
-4.9

22.6
30.3
-6.6
19.4
15.7
78.5
25.2
39.4
-6.9
-5.6

23.1
29.2
-6.0
19.3
14.9
79.1
25.8
42.1
-6.6
-6.0

23.2
28.1
-5.2
19.5
14.6
79.3
26.2
43.4
-6.0
-5.6

Memo
Nominal GDP (US$)

27,124.4

30,354.9

29,528.8

33,523.1

35,940.8

Source: KNBS, MoF and World Bank staﬀ es�mates
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Annex 2: Sectoral shares in GDP, 2009

Agriculture, 25.5%

Agriculture and forestry
Mining and quarrying

Industry, 18.8%

Growth rate
%
-2.4

0.5

-4.2

11.5

2.0

U�li�es (Electricity and water)

2.6

-3.1

Construc�on

4.2

14.1

11.7

1.5

1.6

42.8

14.4

6.4

Financial intermedia�on

4.5

4.6

Real estate, ren�ng, business services

6.3

3.0

Public administra�on

3.8

1.6

Educa�on

6.9

2.7

Other services

6.4

1.9

Manufacturing

Wholesale and retail trade
Hotels and restaurants
Transport and communica�on
Services, 55.7%

Share of GDP
%
25.5

Source: KNBS and World Bank staﬀ es�mates
Note: GDP constant 2001 prices
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Annex 3: Products where Kenya has Acquired Revealed Compara�ve Advantage (RCA)

Innova�on - areas in which Kenya has acquired RCA (2003-2007) percent

Note: This bar chart shows that out of Kenya’s increase in export diversiﬁca�on (measured by the number of products with RCA), 39% is due
to innova�ons (new products with RCA) in the chemical or allied industries sector, 20% due to the stone, plaster and cement sector, and about
17.5% in the prepared foodstuﬀs and beverages sector. Note that Kenya has acquired a revealed compara�ve advantage in many new tex�le
products, but has lost an equivalent amount - this suggests.

June 2010 | Edi�on No. 2

30

Annexes

Annex 4: Kenya: Assump�ons Underlying the 2010 Growth Forecast

Global Assump�ons
1.
2.
3.

4.
5.
6.
7.

World GDP growth will rebound to 3.3 percent in 2010, a�er contrac�ng by 2.1 percent in
2009.
Global trade will recover in 2010, expanding 9.5 percent a�er contrac�ng 11.2 percent in
2009. However trade volumes will remain below the pre-crisis period in 2010.
Euro area economies will see a weak recovery, expanding 0.9 percent in 2010 a�er a 4.1
percent contrac�on in 2009, while the UK economy will grow an es�mated 1.4 percent, following a 5 percent contrac�on in 2009.
Non-oil commodity prices will recover par�ally in 2010, expected to gain 18.8 percent a�er
plunging 21.6 percent in 2009.
Oil prices are expected to rise 32.8 percent, to average US$82 per barrel in 2010.
Tea prices (Kenya auc�on) are expected to average 245 US cents per kg in 2010, 215 US
cents per kg in 2011 and 190 US cents per kg in 2012.
The crisis in Greece is contained with li�le spillover to other economies.
Kenya Speciﬁc Assump�ons

1.
2.
3.
4.
5.
6.

The forecast assumes normal rainfall and above average output in agriculture which will
keep food prices low and inﬂa�on within the policy target of 5 percent.
The government will con�nue implemen�ng the s�mulus program and only cut back spending star�ng the year 2011.
The cons�tu�on review process will be smooth and the growth in tourism will con�nue as
projected during the high season.
Remi�ances are expected to recover slightly in 2010, a�er contrac�ng marginally in 2009,
as labor markets in major des�na�on countries remain weak.
The impact from the disrup�on of air transport in Europe to the hor�culture sector will be
contained, as air transport resumes at full capacity.
The Euro Shilling exchange rate is likely to appreciate as a result of the crisis in Greece, reducing export earnings from the Euro area. This is factored in as the low growth scenario.

Source: World Bank staﬀ es�mates
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Annex 5: Sub-Saharan Africa Forecast
(annual percent change unless indicated
otherwise)

Es�mate

Forecast

2007

2008

2009

2010

2011

2012

6.5

5.0

1.6

4.4

5.0

5.3

GDP per capita (units in USD)

4.0

3.0

-0.4

2.4

3.0

3.6

PPP GDP

-4.4

-10.1

4.1

6.5

6.1

6.1

Private consump�on

7.6

2.5

1.1

3.5

4.4

4.7

Public consump�on

5.7

6.8

5.3

5.2

5.0

4.8

16.7

11.8

4.9

6.7

7.4

8.0

Exports, GNFS

3.7

3.9

-6.8

9.3

6.5

6.7

Imports, GNFS

11.1

5.7

-4.1

9.8

7.3

7.4

Net exports, contribu�on to growth

-2.6

-0.8

-0.8

-0.6

-0.6

-0.6

Current account bal/GDP (%)

-0.3

0.6

-2.2

-1.2

-1.5

-1.6

GDP deﬂator (median, LCU)

7.0

9.3

6.8

4.8

5.1

5.0

-27.2

0.7

-5.8

-4.8

-3.3

-2.2

7.1

5.9

3.6

5.3

5.9

6.1

Oil exporters

8.0

6.3

4.0

5.7

5.7

6.1

CFA countries

4.5

4.2

2.4

3.8

4.0

4.5

South Africa

5.5

3.7

-1.8

2.8

3.4

3.8

Nigeria

6.4

5.3

5.6

6.1

5.7

6.4

Kenya

7.0

1.7

2.6

4.0

4.9

5.4

GDP at market prices (2005 USD)

Fixed investment

Fiscal balance/GDP (%)
Memo items: GDP
SSA excluding South Africa

Source: World Bank, GEP January 2010
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Annex 6: Exports of goods and services (% of GDP)

Kenya
Ireland
Vietnam
Thailand
Korea, Rep.
China
Uganda
Rwanda
Ethiopia
Ghana
South Africa

1960-70
31.1
32.8

1970-80
29.8
40.7

16.2
8.3
2.6
25.4
10.3

19.9
26.4
5.5
15.2
13.1

20.9
27.2

15.0
28.9

1980-90
25.3
53.0
15.3
26.9
33.5
13.7
10.3
9.5
6.5
12.0
27.7

1990-2000
27.2
76.1
39.5
46.3
31.9
22.0
10.2
6.4
8.7
28.3
23.9

2001-2008
25.9
86.1
66.8
70.4
39.9
33.1
13.6
10.0
13.3
40.9
30.2

Source: World Development Indicators

Annex 7: Share of imports by countries of origin
U.K

2002
2003
2004
2005
2006
2007
2008
2009

8.3
7.0
7.5
12.1
6.5
4.9
3.6
4.9

U.S.A Germany

5.7
5.1
4.0
9.2
4.7
7.4
3.6
6.3

5.1
3.9
3.6
3.4
3.6
3.7
3.5
2.8

Italy

United Saudi
Arabs Arabia

1.6
2.1
2.0
1.7
2.3
2.2
1.5
1.8

10.6
11.3
11.6
13.4
14.7
14.8
14.8
10.7

5.2
8.6
8.7
5.9
5.0
2.9
3.4
3.2

France

India

South
Africa

Japan

other

Africa

3.8
3.2
3.4
3.0
2.0
2.7
2.1
2.1

5.4
5.3
6.3
5.2
7.1
9.4
11.8
10.6

5.7
8.3
9.6
9.1
6.4
5.8
6.1
9.2

6.7
6.6
6.7
5.0
5.6
6.8
5.8
6.2

41.8
38.7
36.6
32.1
42.0
39.5
43.6
42.2

10.3
13.2
14.4
13.2
12.0
11.9
11.3
13.5

Source: CBK Sta�s�cal Bulle�n

Annex 8: Composi�on of VAT, Corporate Tax and PAYE by Economic Sector
Economic sector (% of total collec�on)
Ac�vi�es not adequately deﬁned
Agricultural and livestock produc�on
Industry
of which Electricity and water
of which Construc�on
Services
of which hotels and restaurants
of which transport and communica�on
Public administra�on
Total

VAT

2008
CT

PAYE

0.0
0.1
32.2
7.5
2.2
33.0
3.9
4.1
34.8
100.0

4.5
1.6
26.7
0.2
3.9
64.7
2.0
13.4
2.5
100.0

8.3
2.0
15.8
2.4
1.1
38.6
1.4
7.9
35.3
100.0

VAT

2009
CT

PAYE

0.0
0.2
32.4
5.0
2.5
34.5
4.1
5.1
32.9
100.0

6.9
2.2
21.5
0.6
1.0
65.5
0.6
10.4
3.9
100.0

11.1
1.5
14.7
1.8
1.1
40.5
1.6
8.0
32.3
100.0

Source: KRA and World Bank staﬀ es�mates
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Annex 9: Composi�on of GDP in Selected Sub-Saharan Countries
Share of GDP, 2008
Gross
na�onal
savings

Private ﬁnal
consump�on

Central Govt.
consump�on

Investment

Ethiopia

84.9

11.3

20.8

11.6

28.6

16.5

Ghana

80.8

13.6

32.0

36.8

63.2

19.6

Kenya

78.6

10.8

24.7

24.9

39.0

17.6

Rwanda

89.6

9.1

20.8

8.1

27.5

13.0

South Africa

61.5

20.2

22.2

36.3

40.4

14.0

Tanzania�

79.2

10.6

17.4

16.8

24.2

10.1

Uganda

82.4

11.8

23.3

15.6

33.4

12.0

Exports

Imports

Source: World Bank, Africa Development Indicators 2010

Annex 10: Share of total exports by Countries of des�na�on
France

Egypt

4.9

1.4

4.0

8.0

5.0

1.7

16.9

7.7

5.2

7.5

17.4

8.2

7.2

7.9

11.2

2.2

7.0

8.0

11.1

1.8

6.0

10.9

2.1

5.2

U.K

Germany

USA

Netherlands Uganda

Tanzania

Pakistan

2002

11.6

2.6

2.0

6.5

18.5

8.4

2003

11.6

2.9

1.5

7.7

16.7

2004

10.4

2.1

2.0

8.0

2005

9.6

2.1

1.8

2006

11.0

1.9

2007

10.5

2008
2009

Belgium

Other

Africa�

1.4

38.8

48.3

3.0

1.3

40.5

46.2

1.7

3.2

1.2

41.6

46.4

5.8

2.1

3.6

1.2

40.7

49.3

7.4

5.9

1.5

4.0

0.9

41.3

43.5

12.2

8.1

4.9

1.4

3.2

0.9

41.5

44.9

7.6

12.3

8.5

4.1

1.4

4.5

0.8

41.9

47.3

7.5

13.3

8.9

4.4

1.2

3.4

1.0

42.1

47.4

Source: CBK Sta�s�cal Bulle�n

Annex 11: Principal Import Commodi�es in 2009
Commodity
Petroleum, Oil, Lubricants
Maize
Clinker
Wheat
Iron and Steel
Other liquid bulk
Plas�c
Rice
Sugar
Chemicals and Insec�cides
M/Vehicles & Lorries
Paper and Paper Products

(‘000’DWT)
5,671
1,561
1,135
1,074
780
760
402
387
281
218
296
296

Source: Kenya Ports Authority, Annual Review and Bulle�n of Sta�s�cs, 2009
� includes re-exports
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Annex 12: Kenya’s Poor Connec�vity with Global Trade Routes

K

enya is poorly connected to global shipping
and Mombasa port has a low number of connec�ons with other African countries. Greater efﬁciency at Mombasa, be�er regional integra�on
along the Northern Corridor, and increased capacity
for transshipment business are important factors
which will a�ract more ships and increase port trafﬁc. Given the rela�vely modest amount of goods
passing through the port annually, Mombasa is not
well posi�oned to respond to the drama�c changes
in trade and shipping pa�erns which are occurring
around the world. These changes mean that for
Kenya, and by associa�on her neighbors, to beneﬁt
from the reduc�ons in costs related to global shipping, the port will need to be modernized and to
operate more eﬃciently. An overarching requirement to jus�fy the larger and more eﬃcient vessels,
discussed below, will be an increase in port volume,
which will come over �me as Kenya’s economy, and
those of its neighbors, expands.
Access to global markets depends to a large extent
on mari�me transport connec�vity as most of the
world’s largest ports are situated on the main global
shipping routes between East and West. UNCTAD’s
Liner Shipping Connec�vity Index (LSCI), Table 1¹⁸,
aims to capture a country’s level of integra�on into
global shipping networks. The ﬁve components of
the index are: a) the number of ships visi�ng a port;
b) the container carrying capacity of those ships; c)
the maximum vessel size; d) the number of services;
and e) the number of companies visi�ng a country.
China leads the LSCI ranking (1�� out of 132 in 2009),
followed by Europe and then Asia. Kenya ranks 13��
within Africa, behind such countries as Ghana, Nigeria, Senegal, Djibou�, Benin and Togo. Most African countries are far below the world average which
is not surprising given Africa’s share of world trade
is less than 3 percent. And with East Africa currently
having the smallest trading volumes in Sub-Saharan
African¹⁹, the region lags behind many countries in
West Africa that are closer to the European mar-

ket and who in recent years have enacted important port reforms and expansion. On intra-regional
trade, i.e. the percentage of direct connec�ons with
other African countries, West Africa tends to score
higher. The decline in Mombasa as a transshipment
port due to capacity constraints is reﬂected in the
low percentage of direct connec�ons to other African countries.
Volumes of shipping container and cargo traﬃc
are both important measures of economic health.
In 2009 the port of Mombasa imported 301,460
containers,²⁰ which translates to a crude average
of 5800 per week. Demonstra�ng the rela�vely
low volumes of trade this represents, this number
equates to the capacity of one modern vessel plying interna�onal trade routes which rou�nely carry
between 7000 - 12000 containers each. To divert
these vessels from exis�ng East-West networks is
not ﬁnancially viable for shipping lines, meaning
that Mombasa is increasingly served by rela�vely
small feeder vessels (mostly under 2,000 TEUs)
from transshipment ports in the Middle East, mainly
Salalah (Oman) and Dubai (UAE), adding to �me and
cost. Europe’s main port, Ro�erdam (Netherlands),
has no direct container ﬂows to either Mombasa or
Dar es Salam. The direc�on of trade may also be
changing as some lines consider services from Asia
to the Caribbean and La�n America via southern
Africa. Mari�me transport costs have an important
share in the landed price of bulk commodi�es, such
as clinker and crude oil. An increase of the size of
ships entering Mombasa would enable realiza�on
of economies of ship size.
The Government of Kenya is in the early stages of
considering building a major new port at Lamu, several hundred kilometers north of Mombasa. The
government’s argument for the port is that it needs
to expand capacity for Kenya and the EAC away from
the busy and congested Mombasa-Nairobi corridor
and develop markets in southern Sudan and Ethiopia. According to government, this could be accom-

¹⁸ UNCTAD Secretariat, using data provided by Containeriza�on Interna�onal Online, 2009
¹⁹ Review of Mari�me Transport, United Na�ons Conference on Trade and Development, 2009
²⁰ Kenya Ports Authority, Annual Review and Bulle�n of Sta�s�cs, 2009
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plished more rapidly through building a port on a
new site, rather than concentra�ng all future port
development in Mombasa. Lamu might also become the transshipment point for oil exports from
Uganda and, if deposits are proven up, the Eastern
DRC. Its construc�on would require massive investment in port, road and possibly rail infrastructure as
no corridor currently exists.
However, there is currently no trade passing through
Lamu and no road or rail links to the EAC. It is not
clear that a new port is the most eﬃcient way to
handle Kenya’s and the EAC’s growing trade require-

ments. It could also add to further fragmenta�on
in East African shipping, making it more diﬃcult
for eﬃcient sized vessels to begin using Mombasa,
further delaying Kenya’s connec�vity to major shipping routes. Furthermore, the Lamu port would do
li�le to support enhanced regional integra�on in
the EAC given its remoteness from the EAC market.
Further study of the feasibility of Lamu port and its
posi�ve and nega�ve beneﬁts for Kenya and neighboring countries should be undertaken before any
investment decision is undertaken. A study by the
government is on-going.
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Table 1: Indicators of African countries’ connec�vity in liner shipping

LSCI World
Ranking

Egypt
Morocco
South Africa
Nigeria
Cote dÍvoire
Ghana
Djibou�
Senegal
Mauri�us
Togo
Namibia
Benin
Kenya
Cameroon
Congo
Angola
Tanzania
Libya
Mozambique
Sudan
Gabon
Madagascar
Algeria
Guinea
Gambia
Mauritania
Tunisia
Sierra Leone
Liberia
Cape Verde
Comoros
Seychelles
Democra�c Republic of Congo
Equatorial Guinea
Guinea-Bissau
Eritrea
Somalia
Sao Tome & Principe

17
23
29
50
53
54
58
63
64
68
69
70
72
73
74
75
83
84
85
86
88
91
96
97
103
104
107
111
112
115
117
118
137
141
143
145
149
153

% of direct
connec�ons with
other African countries

15
35
40
43
45
43
24
59
41
52
58
52
32
50
43
43
30
13
48
33
48
63
14
54
44
50
19
43
67
44
64
75
100
55
50
33
33
45

Source: Review of Mari�me Transport, United Na�ons Conference on Trade and Development, 2009
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