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Abstract

This paper analyzes various government policies in Kenya and how they in-
fluence business environment, with close comparisons with Botswana.
Kenya is a major economic player in sub-Sahara Africa and often touted as a
gateway to Africa. On the other hand Botswana is one of the few middle in-
come countries in Africa and a beckon of democracy in Africa. The paper ex-
plores government policies and their effects to business environment in
Kenya and the lessons that can be learned from Botswana as Kenya aspires to
become a Middle income country by the year 2030.
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1. Introduction

Kenya is one of the developing countries in the sub-Saharan Africa and until
October 2014, the country has been ranked as low income country. “Kenya’s
population has doubled over the last 25 years, to about 40 million people, and
according to recent UN projections, Kenya’s population will grow by around 1
million per year over the next 40 years and will reach about 85 million by
2050”—Wolfgang Fengler (2010) [1]. Despite that according to projections the
population growth has slowed down to about 2.5% compared to a high of 3.8%
reported in 1979 this has been attributed to reduced fertility rates due to in-
creased literacy levels and more government interventions resulting to increased
use of family planning methods especially modern contraceptives (NCPD 2013
Page 25) [2]. Its GNI (Gross National Income) per capita was reported to be
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$ 1160 in 2014 (Figure 1) surpassing the low-income World Bank threshold of
$1036, hence qualifying as a low middle income country [3]. World Bank re-
leased Kenya GDP in 2016 as USD 70.875 Billion (World Bank Data 2017) [4].
Botswana is another country still in sub-Saharan Africa but categorized with
high economic growth rate with quite low levels of population growth and it’s
ranked as an upper middle income country with a population of 2 million people
with an annual growth rate of 1.73% (Figure 2). The latest value for GNI per ca-
pita, Atlas method (current US$) in Botswana was 6750.00 as 2016. Over the past
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Figure 1. Kenyan gross national income per capita from 1960 to 2015. Source:
http://data.worldbank.org/indicator/NY.GDP.PCAP.CD?locations=KE.
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Figure 2. Botswana gross national income per capita 1960 to 2015. Source:
http://data.worldbank.org/indicator/NY.GDP.PCAP.CD?locations=Bw.
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54 years, the value for this indicator has fluctuated between 7580.00 in 2013 and
70.00 in 1962 [5].

GNI per capita in Botswana in 1970 was 100.8 US dollars, and ranked 166th
in the world and by 2013 the GNI per capita had grown to $7370 registering
quite a significant growth. Its GDP now stands at UDS 15.7 Billion—World
Bank data files (2017). This high performance has been credited to good eco-
nomic and political atmosphere coupled with good fiscal and monetary policies
over the last 50 years.

Given the above background it can be noted that both countries GDP has
been rising for the last 50 years, Botswana from one of the poorest country in the
world to its current status as a middle income country. Its low population
coupled with low population growth rates has significantly boosted its per capita
income. While Kenya on the other hand has experienced tremendous economic
growth rate between 1970 and 1980 as depicted by rising GNI per capita, but in
1980s and early 1990s the country was in stagnation and sometimes negative
growth was reported (See Figure 1). The population was rising quickly than the
Gross National Income, putting a lot of strain in the available resources and
consequently increasing the rate of unemployment. In 2003 the government im-
plemented the Economic Recovery Strategy for Wealth and employment crea-
tion (ERS) which has seen the country’s economy back to rapid growth, from
lows of 0.6% in 2002 to 6.1% in 2006, as noted in Kenya Vision 2030 page 1 [6].
Currently World Bank data shows that Kenya GDP growth ranges between 5%
to 6% and it’s among the few countries in the world with a considerable GDP
growth. “Kenya’s economy is projected to grow at 5.9% in 2016, recording an
improvement over the 5.6% estimated for 2015, says a new World Bank Group
economic report. The Gross Domestic Product (GDP) is expected to improve
further to 6% in 2017” (The World Bank Group 2016) [7]. It is under this back-
ground that this paper aims at exploring the business environment in Kenya and
Botswana using international comparative advantage, and also compare how the
government economic policies have influenced business policies in these two
countries, as both country strive to achieve high economic growth and develop-
ment. Which lessons can Kenya run from Botswana to maintain a sustainable
economic Growth? In my evaluation I shall use the national output model (Y =
C + G + I + X) and see how various government policies influence the model
and the resulting effects tobusiness environment.

According to vision 2030, Kenya aims at becoming a middle income country
by the year 2030, it has identified 3 pillars namely Economic, Social and political.
They believe these pillars will make Kenya a globally competitive and prosperous
nation with a high quality of life by 2030. In implementing this pillars the gov-
ernment aims to improve infrastructure, education and training, health care,
water and sanitation, maintain a stable macroeconomic environment with stable
prices and low interest rates and also maintain a peaceful environment to do

business by having political stability and observation of rule of law. In this paper
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therefore I shall try to explore how government policy towards each of men-
tioned areas affect the business environment in Kenya in close comparisons with

Botswana.

2. Government Policies and Business Environment

2.1. Government Policy towards Infrastructure

Improvement in infrastructure, is key to stimulate economic growth, the gov-
ernment should put more emphasizes towards improvement of the road net-
work, electricity distribution, efficient rail network, water resources among oth-
ers. Good road and railway network ensures the goods produced by the firms
will be transported with ease to the destination market, with competitive trans-
port cost hence reducing the cost of doing business. It also opens up new mar-
kets and increases interactions between various regions, with good market
knowledge the challenges of distribution will largely be overcome. Reduced
transportation cost, means low production cost leading to increased output and
better prices for consumers, which will translate to higher consumption by con-
sumers and firms leading to further increase in national output. The country’s
Production Possibility Curve shifts outward depicting increase production at all
levels as the long run supply curve shifts to left as a result of increased output
(See Figure 8). The consumption also boosts the aggregate demand due to in-
creased real incomes, which in return motivates businesses to increase their
output to cater for the resulting demand. The net effect of improved infrastruc-
tures is to increase output and aggregated demand for goods and services and
consequently increase in the national output (Y). A continuous improvement in
infrastructure has a positive relation to the economic growth of a country. This
is one area that Botswana has done well by utilizing its vast wealth in minerals
exports to develop its infrastructures opening up the areas once considered in-
accessible. Ian Micheler (2017), notes that by 1970 Botswana had only 12 km of
paved roads and it was one of the poorest country in the world, after discovering
diamonds, they have been able to transform the economy to register one of the
highest growth rates in the world [8]. Economies Africaines (2017) says, between
1966 and 2008, the number of paved roads increased from 12 km to 7892 km [9].
It is also notable from Figure 2 above that its per capita income has grown from
below $100.00 in 1960s to stand at $7523.22 in 2017. Though we can’t attribute
everything to infrastructure improvement, but it has surely contributed to this
growth.

Kenya has a road network of about 177,800 km out of which only 63,575 km is
classified. The classified road network has increased from 41,800 km at inde-
pendence to 63,575 km today, a development rate of less than 600 km per an-
num. During the same period, the paved road length grew from 1811 km to 9273
km (Kenya National highway Authority 2014) [10]. Given Kenya has a high
population compared to Botswana an infrastructure growth will even do more to

boost business environment, increase trade and also open up rural areas for
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business. Being an agricultural nation, Kenya stands to benefit a lot from good
road network which guarantees the farm produce and other consumer goods are
distributed Just in Time, opening up markets hence avoiding wastage and highly
improving on supply chain management. Simon Ndonga (2016) notes that the
current administration has pledged to build over 10,000Km of tarmac road, be-
tween 2013 and 2017, and according to cabinet secretary James Macharia the
pledge is still on course [11]. Although it’s yet to be seen, if implemented it will
be a big plus to the economy and quite an attraction to investors resulting to job

creation and employment.

2.2. Government Education Policy and Training

Government policies related to education, will highly influence the business en-
vironment in each country, Kenya is not an exemption. Many investors will
want to work in an environment where the labour force is well educated and
trained. In its vision 2030, Kenya has identified this area as key to transforming
its economy towards middle income country. Kenya literacy levels are still low
although there is a lot of improvement in provision of universal primary educa-
tion. Government policies aimed at improving education and training will have
positive effects on labor productivity and skills development. Increased labour
productivity means increased production in an economy further stimulating
economic growth. Kenya aims at achieving an 80% adult literacy rate, increasing
the net enrolment rate to 95% and increase the transition rates to technical in-
stitutions and universities from 3% to 8%. It also aims at expanding access to
university education from 4.6% to 20%, with an emphasis in science and tech-
nology courses—(Kenya Vision 2030). In 2014 Botswana literacy level was esti-
mated at 86.5% of population aged 10 - 70 years, in overall the literacy rate was
highest among the population aged (15 - 19) years at 97.8%, notes statistics
Botswana (2014) [12]. Kenya on the other hand has made very slow progress in
literacy levels, and though Kenya adult literacy rate fluctuated substantially in
recent years, it tended to decrease through 2000-2015 period ending at 78% in
2015 [13]. A survey by the Kenya National Literacy Survey conducted in 2006
revealed that there were over 7.8 million (38.5 per cent) adults and youth who
lack the minimum literacy levels while Kenyans aged between 15 and 19 years
had 69.1 per cent literacy rate—Emmanuel Wanjala (2017) [14]. Low literacy le-
vels are not good for business due to lack of necessary skills required in produc-
tion and it seriously affects the productivity of labour. Investors and entrepre-
neurs would like to work in an environment that has high literacy levels with
high labour productivity. Any government efforts towards improving education
and training will most likely translate to more productivity in the long run and
better work environment for business. When marginal productivity of labor goes
high, this in return increases the National output hence reducing unit cost of
production. Botswana has maintained high growth rate over the years, and high

literacy level has created an enabling environment for doing business and wealth
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creation, Kenya should follow the suit, come up with policies aimed at boosting

education and training, as way of enhancing skills in the economy.

2.3. Government Policy on Price Stability

High rates of inflation are not good for business, holding all things constant the
quantity demanded reduces when the price goes up and vice versa. Very low
prices are not also good for producers, especially if they fall below average costs
of production. During the 50 years of independence Kenya has experienced very
unstable price levels especially in 1980s and 1990s, during this period inflation
had soared to unmanageable levels going as high as 46% in 1993 (See Figure 4).
During the same period the interest rates sky rocketed to a high of 36.24% in
1994 compared to a low of 9% in 1972 (The global Economy.com) [15], the ef-
fects was that people including business community defaulted on their loan ob-
ligations, many business and industries closed shop due to high cost of doing
business and diminishing aggregate demand, brought about by decline in real
incomes. The economy growth rate stagnated and sometimes experience nega-
tive growth due to increased cost of doing business and reduced production (re-
fer Figure 5). High domestic prices have negative effects on exports, and a posi-
tive effects on imports, as local goods and services become dearer compared to
foreign goods. This in turn makes the local currency to depreciate against other
foreign currencies as people give up their currency to acquire the foreign cur-
rency to buy imports. This has a net reduction in exports hence further contri-
buting to reduction in National output. A business environment with unstable
prices puts a lot of strain on businesses and consumers and the governments
should put the right policies in place to stabilize the prices, they can do so
through fiscal policies such as tax intervention or through government expendi-
ture. Such interventions will be either expansionary or contractionary measures,
which might be inform of reduced tax rates or increased government expendi-
ture for an expansionary measure and increased taxes or reduced government
expenditure for contractionary measures.

Figure 3 & Figure 4 show Kenya inflation levels and GDP growth rates
(Figure 5) since independence. Low inflation in 1960s to 1980 is categorized
with moderate sustained growth in GDP, from USD 0.791 Billion to USD7.621
Billion (Figure 5). Inflation increased from 13.9% in 1980 to 46% in 1993 as de-
picted in Figure 3 & Figure 4, at the same period GDP contracted from USD
7.621 to USD 5.752 Billion experiencing a negative growth (See Figure 5). Nega-
tive growth in Kenya meant reduced output, not only the economy ability to
create jobs was reduced, but many jobs were also lost, and the purchasing power
of people was highly affected, reducing aggregate demand and sinking the coun-
try into a depression. Market forces should be allowed to allocate price levels but
government should put the right fiscal and monetary policies to stabilize the
market prices, when market forces fail. Government launched economic recov-

ery programmes in 2003 and they seem to have yielded positive results, apart
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Figure 3. Kenya inflation levels from 1990 to 2013. Source:
https://www.focus-economics.com/country-indicator/kenya/inflation.
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Figure 4. A line graph showing kenya inflation rates 1960-2015. Source:
http://data.worldbank.org/indicator/FP.CPL.TOTL.ZG?locations=KE.

from 2008, where inflation went as high as 26% due to reduced output as a result
of 2007 post-election violence, the country has managed to maintain inflation
rates below 15% since 1994 and many times below one digit figure (See Figure
4). This has also lead to increased growth in GDP from USD 5.752 Billion in
1993 to USD 63.398 Billion in 2015, with the World Bank projecting Kenyan
Economy to expand by 6% in 2017 (See Figures 3-5).

Comparing inflation rates in Kenya with those of Botswana indicates that,
while Kenya was facing hostile economic conditions in 1980s and 90s, Botswana
was a success story, it managed to keep its inflation levels below 12% apart from

1980 to 1981 and between 1989 to 1993 and later in 2008 as shown in Figure 6.
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Figure 5. The figure shows Kenya Gross Domestic Product (GDP) 1960 to 2015. Source:
http://data.worldbank.org/country/kenya.
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Figure 6. Botswana inflation rates 1975 to 2015. Source:
http://data.worldbank.org/indicator/FP.CPL.TOTL.ZG?locations=BW.

It’s good to note that during the mentioned periods there was world economic
crisis, hence affecting her exports. Botswana is a net exporter’s country and the
economy relies more on diamonds exports and beef, hence she is highly affected
by international crisis. Government is a major economy driver unlike in Kenya
where private sector is quite vibrant. Reduced world prices for diamonds means
reduced revenues for government, which might force the government to reduce
on its national spending. Many businesses in Botswana rely on government

spending making it the biggest customer to private businesses, shrinking gov-

DOI: 10.4236/0alib.1105263

8 Open Access Library Journal


https://doi.org/10.4236/oalib.1105263
http://data.worldbank.org/country/kenya
http://data.worldbank.org/indicator/FP.CPI.TOTL.ZG?locations=BW

P. M. Mwai

ernment spending means reduction in overall quantity demanded in the econo-
my hence businesses will be forced to cut on their supplies to reduce production
cost and wastage, this will shift the long run supply curve to the left signifying
reduction in quantity supplied, hence increasing prices from P1 to P2 and re-
ducing the output from QI to Q2 as shown in Figure 7. Since financial crisis in
2008, Botswana economy is still struggling to recover due to reduced world de-
mand for diamonds coupled by reduced prices of the same. The economy Gross
Domestic Product have been staggering around USD 15 billion since 2010 and
according to Brian Benza (2016) [16] the government has embarked in Eco-
nomic Stimulus programmes worth Botswana Pula 3.6 Billion (USD 0.36 Billion)
to stimulate the economy and boost aggregate demand and output levels [17].
The inflation rates has been below 5% in 2014 and 2015, and a shift from over
reliance on diamonds may cushions the country from shocks brought about by
world crisis. See Figure 7 on inflation rates below. All said and done, Botswana
has done well in maintaining more stable prices, since independence reading to
sustained GDP growth (Figure 7), while Kenya on the other hand have suffered
hostile price instability, slowing down its economy especially in 1980s and 1990s.
Figure 3 & Figure 4 shows in recent times Kenya has more stable prices and at
the same time the economy is expanding a bit more quickly compared with yes-
ter years as seen in Figure 5, its GNI is also on the rise as seen in Figure 1. Sta-
ble prices attract many investors, increases consumers’ confidence and eventual-

ly leading to more output and consumption.

2.4. Government Policy towards Cost and Availability of Power

The cost of power has a direct relationship with, the cost of production and
output. A business environment with very high cost of power will be categorized

by low investments and high producer prices leading to high consumer prices
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Figure 7. Reduction in quantity supplied in the economy
(Long run).
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and reduced output. The country might not produce at its optimal level, hence
producing inside its production possibility curve. Provision and distribution of
power in Kenya is a reserve for the government. Due to the challenges associated
with monopolies and market inefficiencies, cost of electricity has been high in
Kenya. The distribution and generation of power has been a problem until re-
cently, where the government has put a concerted effort to distribute power and
to make it more affordable. Oxford Business Group notes, “In a bid to boost
electrification nationwide, Kenya recently moved to cut electricity connection
fees by over 50%, while low-income customers will be able to pay the connection
fee off in installments added to their monthly bill with wider efforts to boost
electrification rates to 70% by 2017” [17]. Availability of power has boosted
Kenya as investment destination, but many industrialists are still calling on gov-
ernment to put more efforts to ensure the power is more affordable. The econ-
omy has over-relied in hydro power and fossil oils over the years; the former is
unreliable due to its dependency in availability of rain while the latter is very ex-
pensive. They have now resulted to geothermal and other green energy such as
solar and wind, “In Kenya vision 2030, the country’s energy plan outlines how
the majority of the country’s electricity will come from renewable sources at
utility, commercial, and industrial scale”, notes Carolyn Fortuna (2018) [18].
Kenya has comparative advantage in power generation compared to Botswana
which until recently was importing nearly all its power needs from neighboring
countries especially South Africa. Botswana has enormous coal reserves and
sunshine in abundance; hence they are able to generate enough power to sustain
themselves in the years to come. In a nutshell low power costs will lead to higher
production due to reduced cost of doing business, which in turn will lead to bet-
ter consumer prices, leading to increased demand and increased national output.
The long run aggregate supply curve (LASCI1) will shift to the right (LASC2)
signifying increased output from QI to Q2 as a result of reduction in cost of
production from P1 to P2 brought about by affordable cost of power which

translates low costs of doing business (See Figure 8).

2.5. Government Policies towards Political Stability

Every business person would like to work or invest in a peaceful environment
where law and order is maintained. Political stability is a major contributor to
peace and rule of law. Government policies geared towards promoting peace,
national cohesion and observant of rule of law are a welcome to every business
person. People would like to invest where they know their life and investments
are safe. Peaceful countries are usually associated with economic growth and
development, and Botswana is a good example, it is poised as a model of de-
mocracy in Africa. Other countries like DRC despite their enormous wealth in
natural resources are politically unstable, and their economies have lagged be-
hind over the years, despite their vast minerals wealth. Kenya has been fairly

peaceful country, but post-election violence in 1993 and 2008 was almost to
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Figure 8. Effects of reduction in cost of doing business in
the long run.

cripple this East African Nation. The cost of 2008 post-election violent was esti-
mated to be, the greatest in Kenya post independent history, and Laura Guibert
et al. (2012), notes that, over the period 2007-2011, per capita GDP was reduced
by an average of 70 USD per year per person, which amounts to be approx-
imately 5 percent of the 2007 baseline level. With over 40 Million people those
estimates run to almost USD 3 Billion per year [19].

Property and business worth billions of dollars were destroyed, reversing all
the gains experienced in the last 5 years to 2007 elections. Growth dropped from
7.1 percent in 2007 to 1.6 percent (2008), before reaching 2.6 percent in 2009;
post-election violence, the food and fuels crisis, the global financial crisis and the
2009 drought almost caused the Kenya’s economy to stagnate notes Johannes
Zutt (2010) [20]. This is an indication of how gravies political instability can be,
to countries wealth and businesses. For business to grow and expand political
stability is a prerequisite and policies towards attaining political stability should
be highly encouraged. The peace and political stability in Botswana has enabled
the country to enjoy a fair share of growth and development, Kenya can do bet-
ter also, but it needs to boost investors and entrepreneur’s confidence by assur-

ing them that the cycle of violence every five years is a thing of the past.

2.6. Macroeconomic Environment

Business will thrive well where government tries to maintain good macroeco-
nomic environment, with market forces being allowed to regulate themselves
without much government intervention, however there is need to ensure prices
and interest rates are kept in check. Banking sector in Kenya is among the best
in Africa and is well regulated by central bank. The interest rates are major driv-
er of investments; hence business persons prefer low interest rates as source of
investments. As mentioned earlier attaining price stability is crucial in ensuring

sustained growth. Low interest is also necessary to stimulate investment demand
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in an economy. Due to reasons already mentioned above such as unstable prices,
political instability and high government borrowing, the lending institutions has
maintained interest rates high in Kenya. Some say the banks sometimes they are
reluctant to bring interest rates low, attracted by high profits. In view of this par-
liament just recently pegged the interest rates to government prime rate, with a
hope of bringing interest rates to no more than 4% above the prime. This new
legislation was in response to the public view that lending rates in Kenya were
too high, and that banks were engaging in predatory lending behavior. The in-
terest rate caps were therefore intended to alleviate the repayment burden on
borrowers and improve financial inclusion as more individuals and firms would
be able to borrow at the lower repayment rates Bilal Zia and Mehnaz Safavian
(2018) [21]. Most banks have been charging more than 20% in interest making it
difficult for many people to borrow especially SMEs, hence government inter-
vention. According to Kamal Bhattacharya and Tavneet Suri (2016), majority of
countries are using caps to curtail exorbitant and unconscionable interest rates
on loans (frequently referred to as usury). Hence, interest rate caps could be
considered as a policy intervention to drive down the cost of loans for consum-
ers [22]. Markets are supposed to regulate themselves without much government
interventions and economists are still analyzing how the events will unfold and
how the banks will respond. Developed countries like USA have been able to
maintain low interest rates and hence making big strides in economic growth
and development. Botswana has also fared well and according to trading eco-
nomics.com its benchmark interest rates were at 6%, 5.5% and 5% in 2016, 2017
and 2018 respectively [23]. Kenya need to do more to ensure it maintains stable
macroeconomics environment by maintaining low interest rates and moderate
inflation rates. In national income theory, low interest will lead to increase in
investment, higher investments means increased production at lower costs as
result of low price of doing business brought about by low interests rates, this
will eventually lead to increase in real income and consumption, creating jobs

and employment as economy output increases.

2.7.Universal Health Care and Sanitation

A universal health care and sanitation should be one of the major government
policies in its comprehensive and long range plans. A health nation is productive
and saves the country a lot of resources in treatment of preventable diseases.
Kenya is still far from achieving a universal health care though it’s one of its
major targets in vision 2030. A business environment with very poor health fa-
cilities is never attractive to business; productivity of labour is highly affected
due sickness, sick leaves and lack of morale among the workers. Sickness dep-
letes individual’s wealth as a result of high cost of treatment hence Universal
care ensures every citizen has equal chances for treatment without necessary
spending all their fortunes on treatment and medication. Developed countries

have made a lot of progress in health care but many developing countries are still
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struggling, although Countries like Mauritius and Botswana are also doing well
in provision of universal health care. Kenya government through NHIF (Na-
tional Hospital Insurance Fund) is trying to implement this policy, and accord-
ing to the World Bank, the chances of success are good, the goal is to provide
everyone with affordable access to health care, ensure availability of essential
medicines, and reduce out-of-pocket payments [24]. Success in universal health
care will be good for the country, for many reasons; one a lot of resources spent
in treatment and medicine can be consumed in other goods and services or be
saved for future investments, leading to increase growth and prosperity. Business
will benefit more by increased supply of healthy and productive work force, this
in the long run will also lead to increased productivity of labour, hence reducing
the unit costs of production. With reduced average costs due to increased prod-
uctivity, businesses are able to produce more goods and services, hence increas-

ing National Output.

3. Conclusion

In conclusion government policies have a great influence on business environ-
ment and the need for the governments to create an enabling environment to
conduct business cannot be over emphasized. Some policies can be good while
others are bad for business; hence governments and regulators need to weigh
their actions, and evaluate how these actions may affect the business environ-
ment. It’s upon all government, Kenya included to implement the right policies
to ensure that they create a good and conducive environment for conducting
businesses, which is aimed at increasing entrepreneurs and investors. This in
return will enable the business sector to thrive and expand leading to increased

consumption and higher National output.
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