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:KLOHGHYROXWLRQPD\ZRUNLVLWVXVWDLQDEOH"
7KLVLVQRWMXVWDTXHVWLRQRIZKHWKHUWKHQDWLRQDOJRYHUQPHQWZLOODOORZWKHFRXQWLHVWR
IORXULVK

'HYROXWLRQDQG3ODQQLQJ&DELQHW6HFUHWDU\$QQH:DLJXUX$MXGJHKDVEDUUHG03VIURPGHEDWLQJD
0RWLRQWRLPSHDFKKHU),/(3+272_),/(_1$7,210(',$*5283
,Q6XPPDU\
0DQ\RIWKHSROLFLHVWKDWKDYH³GHFHQWUDOLVHG´SRZHULQ.HQ\DRYHUWKHODVW\HDUVKDYH
SUHWHQGHGWRPRYHSRZHUFORVHUWRWKHSHRSOHZKLOHDFWXDOO\VWUHQJWKHQLQJWKHFRQWURORIFHQWUDO
JRYHUQPHQW
%XWLQUHDOLW\KHZDVOHVVLQWHUHVWHGLQGHFHQWUDOLVLQJSRZHUDQGPRUHLQWHUHVWHGLQUHVWUXFWXULQJ
WKHVWDWHLQRUGHUWREUHDNXSWKHDGPLQLVWUDWLYHDQGSROLWLFDOQHWZRUNVWKDWKDGJURZQVWURQJ
XQGHUWKHSUHVLGHQF\RIKLVSUHGHFHVVRU-RPR.HQ\DWWD
$FFRUGLQJWR'RPLQLF%XUELGJHDQDVWXWHREVHUYHURI.HQ\DEHWZHHQSHUFHQWDQGSHU
FHQWRIJRYHUQPHQWUHYHQXHKDVEHHQGLVWULEXWHGWRWKHFRXQWLHVGHSHQGLQJRQZKLFKVHWRI
ILJXUHV\RXFKRRVHWREHOLHYH PRUHRQZKLFKODWHU 

:HDUHQRZRYHURQH\HDULQWR.HQ\D¶VH[SHULPHQWZLWKGHYROYHGJRYHUQPHQWDQGWKHUHKDVEHHQD
ORWRIWDONDERXWZKHWKHURUQRWLWLVZRUNLQJ
+RZHYHUIHZSHRSOHDUHWDONLQJDERXWDGLIIHUHQWEXWMXVWDVLPSRUWDQWLVVXH,VLWVXVWDLQDEOH"
7KLVLVQRWMXVWDTXHVWLRQRIZKHWKHUWKHQDWLRQDOJRYHUQPHQWZLOODOORZWKHFRXQWLHVWRIORXULVK,WLV
DOVRDTXHVWLRQRIWKHFDSDFLW\RIWKHFRXQWLHVWRUDLVHUHYHQXHORFDOO\LQRUGHUWRVXSSOHPHQWWKH
FHQWUDOWUDQVIHUVWKH\UHFHLYHWKURXJKWKH&RPPLVVLRQRQ5HYHQXH$OORFDWLRQ
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,QWKLVFROXPQ,DUJXHWKDWWKHVLJQVDUHPL[HGEHFDXVHGHYROXWLRQDSSHDUVWREHSROLWLFDOO\
VXVWDLQDEOHEXWHFRQRPLFDOO\SUREOHPDWLF
8QIRUWXQDWHO\WKHVHSRLQWVDUHRIWHQPLVVHGEHFDXVHPXFKRIWKHUHSRUWLQJRQGHYROXWLRQKDVEHHQ
VHQVDWLRQDOLVWDQGPLVOHDGLQJ7RSXWWKLVULJKW,DOVRWU\WRFRUUHFWVRPHPLVFRQFHSWLRQVDERXWWKH
ZD\LQZKLFKGHYROXWLRQLVSOD\LQJRXW
+DVWKHUHUHDOO\EHHQGHFHQWUDOLVDWLRQ"
0DQ\RIWKHSROLFLHVWKDWKDYH³GHFHQWUDOLVHG´SRZHULQ.HQ\DRYHUWKHODVW\HDUVKDYHSUHWHQGHG
WRPRYHSRZHUFORVHUWRWKHSHRSOHZKLOHDFWXDOO\VWUHQJWKHQLQJWKHFRQWURORIFHQWUDOJRYHUQPHQW
7KLQNEDFNWRWKH'LVWULFW)RFXVIRU5XUDO'HYHORSPHQWSROLF\LQWURGXFHGE\WKHQ3UHVLGHQW'DQLHO
DUDS0RLLQ0U0RLMXVWLILHGLWRQWKHEDVLVWKDWLWZRXOGHQDEOHWKHJRYHUQPHQWWREHPRUH
UHVSRQVLYHWRWKHQHHGVRIWKHSHRSOH
%XWLQUHDOLW\KHZDVOHVVLQWHUHVWHGLQGHFHQWUDOLVLQJSRZHUDQGPRUHLQWHUHVWHGLQUHVWUXFWXULQJWKH
VWDWHLQRUGHUWREUHDNXSWKHDGPLQLVWUDWLYHDQGSROLWLFDOQHWZRUNVWKDWKDGJURZQVWURQJXQGHUWKH
SUHVLGHQF\RIKLVSUHGHFHVVRU-RPR.HQ\DWWD
$VDUHVXOW0U0RLPDQLSXODWHGWKH'LVWULFW)RFXVUHIRUPVLQRUGHUWRFUHDWHQHZSROLWLFDOQHWZRUNV
WKDWKHFRXOGWUXVWDQGWRVWUHQJWKHQKLVSROLWLFDOFRQWURO,QWKHSURFHVVKHGLGQRWGHFHQWUDOLVH
SRZHUEXW³GHFRQFHQWUDWHG´LW
,QRWKHUZRUGVUDWKHUWKDQFUHDWLQJPRUHDXWRQRP\IRUORFDOOHDGHUVWKHFKDQJHVLQWURGXFHG
WKURXJK'LVWULFW)RFXVOHGLQWKHZRUGVRI-RHO%DUNDQDQG0LFKDHO&KHJHWR³WKHSRVWLQJRI
JUHDWHUQXPEHUVRIPRUHFHQWUDOSHUVRQQHOWRDQH[SDQGHGQXPEHURIILHOGRIILFHVWRH[HUWJUHDWHU
FRQWURORYHUGHYHORSPHQWLQLWLDWLYHVRQWKHSHULSKHU\´
)ROORZLQJWKHLQWURGXFWLRQRIWKH&RQVWLWXWLRQPDQ\FRPPHQWDWRUVH[SHFWHGDVLPLODUVWRU\
ZLWKWKHFRXQWU\¶VODWHVWDWWHPSWDWGHFHQWUDOLVDWLRQ$GPLQLVWUDWLYHFRQWUROZRXOGEHNHSWLQ
1DLURELWKHPRQH\ZRXOGQRWIORZWRWKHFRXQWLHVDQGFRXQW\OHYHOSROLWLFDOOHDGHUVZRXOGEHFR
RSWHGE\WKHQDWLRQDOJRYHUQPHQW
'HVSLWHVRPHHIIRUWVE\WKH-XELOHH$OOLDQFHDQGWKHFLYLOVHUYLFHWREULQJWKHVHRXWFRPHVDERXWWKLV
KDVQRWRFFXUUHG$FFRUGLQJWR'RPLQLF%XUELGJHDQDVWXWHREVHUYHURI.HQ\DEHWZHHQSHUFHQW
DQGSHUFHQWRIJRYHUQPHQWUHYHQXHKDVEHHQGLVWULEXWHGWRWKHFRXQWLHVGHSHQGLQJRQZKLFKVHW
RIILJXUHV\RXFKRRVHWREHOLHYH PRUHRQZKLFKODWHU 
(YHQLIZHVWLFNZLWKWKHORZHUQXPEHUWKLVLVDUHPDUNDEOHFKDQJHWR.HQ\D¶VHFRQRPLFODQGVFDSH
HVSHFLDOO\ZKHQ\RXDGGLQWKH&RQVWLWXHQF\'HYHORSPHQW)XQG
,WLVWKHUHIRUHFOHDUWKDWFRQVLGHUDEOHILQDQFLDOFORXWKDVEHHQGHYROYHGWRWKHFRXQWLHV:KDWRI
SROLWLFDOSRZHU"+HUHWRRFRXQWLHVKDYHGRQHUDWKHUEHWWHUWKDQPDQ\VFHSWLFVLQLWLDOO\SUHGLFWHG
$VZHKDYHVHHQWKHUHDUHIHZ²DQGPDQ\ZRXOGVD\WRRIHZ²FRQVWUDLQWVRQKRZFRXQW\
JRYHUQPHQWVFDQXVHWKHLUEXGJHWV
,WLVWUXHWKDWFRXQWLHVKDYHVSHFLILFVHUYLFHVVXFKDVKHDOWKFDUHWKDWWKH\DUHFRQVWLWXWLRQDOO\REOLJHG
WRIXQGDQGUXQEXWEH\RQGWKLVWKHUHLVFRQVLGHUDEOHVFRSHIRUJRYHUQRUVWRSXUVXHWKHLURZQ
SULRULWLHV²LIWKH\FDQSHUVXDGHWKH0HPEHUVRIWKH&RXQW\$VVHPEOLHV 0&$V WREDFNWKHPXS
&RXQW\&RPPLVVLRQHUVDQGQDWLRQDOFLYLOVHUYDQWVKDYHVRXJKWWROLPLWWKHVFRSHRIDFWLYLWLHVWKDW
JRYHUQRUVFDQSXUVXHEXWWKHJUHDWYDULDWLRQLQWKHEXGJHWVWKDWKDYHVRIDUEHHQSUHVHQWHG
GHPRQVWUDWHVWKDWFRXQWLHVDUHJHQXLQHO\LQFRQWURORIKRZWRVSHQGWKHLURZQUHYHQXHV
$WWKHVDPHWLPHWKHIDFWWKDWVRPDQ\FRXQWLHVDUHQRZFRQWUROOHGE\RSSRVLWLRQJRYHUQRUV²RUDW
OHDVWE\JRYHUQRUVWKDWZHUHQRWHOHFWHGDVPHPEHUVRI-XELOHH²PHDQVWKDW.HQ\DQRZIHDWXUHVD
VHWRILQIOXHQWLDOUHJLRQDOOHDGHUVZKRKDYHDYHVWHGLQWHUHVWLQGHIHQGLQJDQGVWUHQJWKHQLQJ
GHYROXWLRQ
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,WLVDOVRVLJQLILFDQWWKDWFRXQWLHVKDYHWKHFDSDFLW\WRUDLVHWKHLURZQUHYHQXHVPRVWQRWDEO\
WKURXJKSURSHUW\WD[HVEXWDOVRWD[HVRQHQWHUWDLQPHQW
7KLVLVVRPHWKLQJWKDWFHQWUDOJRYHUQPHQWVW\SLFDOO\WU\WRSUHYHQWEHFDXVHWKHDELOLW\WRJHQHUDWHDQ
LQGHSHQGHQWVRXUFHRILQFRPHJLYHVORFDOJRYHUQPHQWVDQHFRQRPLFIUHHGRPWKDWKDVWKHSRWHQWLDO
WROLEHUDWHWKHPIURPFHQWUDOJRYHUQPHQWFRQWURO
7KDW.HQ\DQFRXQWLHVHQMR\WKLVSULYLOHJHLVDFOHDUVLJQWKDW²DWSUHVHQWDWOHDVW²ZHDUHVHHLQJ
UHDOGHFHQWUDOLVDWLRQUDWKHUWKDQ³GHFRQFHQWUDWLRQ´
,VGHYROXWLRQILQDQFLDOO\VXVWDLQDEOH"
7KHODVW\HDUKDVVHHQDSLWFKHGEDWWOHEHWZHHQFRXQW\OHDGHUVDQGWKHFHQWUDOJRYHUQPHQWRYHUWKH
SURSRUWLRQRIGHYROYHGQDWLRQDOIXQGV$VSDUWRIWKLVZDURIZRUGVGLIIHUHQWILJXUHVIRUWKH
SURSRUWLRQRIVWDWHIXQGVDUHGHYROYHGWRWKHFRXQWLHVKDYHEHHQEDQGLHGDERXW
,WLVLPSRUWDQWWRXQGHUVWDQGZKHUHWKHVHGLIIHUHQWILJXUHVFRPHIURP
'RPLQLF%XUELGJHUHFHQWO\UHPLQGHGPHWKDWWKH&RQVWLWXWLRQRQO\UHTXLUHVWKHJRYHUQPHQWWR
WUDQVIHUQRWOHVVWKDQSHUFHQWRIJRYHUQPHQWUHYHQXHVWRWKHFRXQWLHVEDVHGRQWKHODVW\HDURI
DXGLWHGDQGDSSURYHGQDWLRQDODFFRXQWV
$WSUHVHQWWKHODVWVHWRIDFFRXQWVWKDWZHUHDXGLWHGDQGDSSURYHGE\WKH1DWLRQDO$VVHPEO\GDWH
IURP7KLVPHDQVWKDWFRQVWLWXWLRQDOO\WKHJRYHUQPHQWLVRQO\UHTXLUHGWRWUDQVIHUSHU
FHQWRIUHYHQXHVEDVHGRQWKDW\HDU
7KLVLVVLJQLILFDQWEHFDXVHWKHVHILJXUHVDUHQRZFRQVLGHUDEO\RXWRIGDWH$VWKH.HQ\DQHFRQRP\
JURZVWKHFHQWUDOJRYHUQPHQWFDQPHHWWKHSHUFHQWWKUHVKROGIURPE\DOORFDWLQJD
ORZHUSURSRUWLRQRILWVFXUUHQWUHYHQXH
,WLVRQWKLVEDVLVWKDWPHPEHUVRIWKH-XELOHH$OOLDQFHKDYHEHHQDEOHWRFODLPWKDWWKHSURSRUWLRQRI
UHYHQXHVGHYROYHGWRWKHFRXQWLHVKDVLQFUHDVHGVLQFHDQGQRZVWDQGVDWPRUHWKDQSHU
FHQW
$JDLQVWWKLVHFRQRPLFVOHLJKWRIKDQGRQHFRXOGDUJXHWKDWLWLVLQWKHVSLULWRIWKH&RQVWLWXWLRQWKDW
WKHFDOFXODWLRQVKRXOGEHPDGHQRWRQWKHEDVLVRIROGGDWDIURPEXWUDWKHURQXVLQJ
ILJXUHVIURPWKHODVWILQDQFLDO\HDU
,QGHHGWKLVLVZKDWWKH&RQVWLWXWLRQDQWLFLSDWHGDVJRYHUQPHQWILQDQFHVDUHVXSSRVHGWREHDXGLWHG
DQGDSSURYHGDQQXDOO\,I\RXZHUHWRFDOFXODWHWKHSURSRUWLRQRIIXQGVWKDWDUHGLVWULEXWHGWRWKH
FRXQWLHVRQWKHEDVLVRIWKHILQDQFLDO\HDUWKDWJRLQJWRWKHFRXQWLHVZRXOGEHVLJQLILFDQWO\
ORZHUDWSHUFHQW
$OWKRXJKWKLVLVVWLOODERYHWKHFRQVWLWXWLRQDOWKUHVKROGLWLVFRQVLGHUDEO\ORZHUWKDQWKHDPRXQWWKDW
WKHFHQWUDOJRYHUQPHQWWHQGVWRFLWH,WLVDOVRSRVVLEOHWKDWWKLVILJXUHZLOOGLSEHORZSHUFHQWLQ
WKHIXWXUHXQOHVVPRUHUHFHQWDFFRXQWVDUHDXGLWHGDQGDSSURYHG
7KHPRUHPRGHVWVXPVEHLQJGHYROYHGWRWKHFRXQWLHVUDLVHVHULRXVTXHVWLRQVDERXWWKHILQDQFLDO
VXVWDLQDELOLW\RIGHFHQWUDOLVDWLRQ
$VWKH&5$LVZHOODZDUHWKHDELOLW\RIPDQ\FRXQWLHVWROLYHXSWRWKHH[SHFWDWLRQVRIFLWL]HQVZLOO
GHSHQGRQWKHLUFDSDFLW\WRJHQHUDWHUHYHQXHORFDOO\
%XWKRZIHDVLEOHLVWKLV"$OOFRXQWLHVFDQOHY\WKHVDPHWD[HVEXWWKLVGRHVQRWPHDQWKDWWKH\ZLOO
UDLVHWKHVDPHUHYHQXHV
%XUELGJH¶VGDWDRQWKHIXQGVUDLVHGE\FRXQW\JRYHUQPHQWVUHYHDOWKDWRQO\DVPDOOQXPEHURI
FRXQWLHVKDYHJHQHUDWHGVLJQLILFDQWORFDOUHYHQXH
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7KHH[FHSWLRQVDUH1DLURELDQGWRDOHVVHUH[WHQW.LDPEX1DURN1DNXUX0DFKDNRVDQG
0RPEDVD7KHUHVWKDYHPDGHOLWWOHLPSUHVVLRQZKDWVRHYHU²GHVSLWHHVWLPDWLQJFRQVLGHUDEOHORFDO
UHYHQXHVLQWKHLUEXGJHWV
2IFRXUVHLWLVVWLOOHDUO\GD\VEXWWKLVVKRXOGVHUYHDVDZDNHXSFDOOWKDWQRWDOOFRXQWLHVZLOOEHDEOH
WRJHQHUDWHVLJQLILFDQWLQFRPHORFDOO\
:KLOHVRPHFRXQWLHVDUHVWUXJJOLQJWRUDLVHPRQH\EHFDXVHWKH\KDYHQRW\HWHVWDEOLVKHGHIIHFWLYH
V\VWHPVRIWD[DWLRQDQGWD[FROOHFWLRQLQRWKHUVWKHSUREOHPLVWKDWWKHUHLVQRWPXFKWKDWFDQ
SURILWDEO\EHWD[HG
,QRWKHUZRUGVIRUFRXQWLHVWKDWGRQRWHQMR\KLJKOHYHOVRIWRXULVPODUJHLQGXVWULDOVHFWRUVRUKLJK
SURSHUW\YDOXHVLWPD\FRVWPRUHWRDGPLQLVWHUQHZWD[HV
0RUHRYHUDOWKRXJKLWLVSRVVLEOHWREULQJWKHDJULFXOWXUDODQGLQIRUPDOVHFWRUVLQWRWKHWD[QHWGRLQJ
WKLVRYHU]HDORXVO\ULVNVPDNLQJWKHVHDFWLYLWLHVXQSURILWDEOHZLWKDQHJDWLYHLPSDFWRQSRYHUW\DQG
HPSOR\PHQW
2QHZD\WRERRVWFRXQW\UHYHQXHVZRXOGEHIRUQDWLRQDODQGFRXQW\JRYHUQPHQWVWRZRUNWRJHWKHUWR
FRPHXSZLWKDQHZSURFHVVWKURXJKZKLFKODQGFDQEHUHYDOXHGDQGHIIHFWLYHO\WD[HG
'RLQJWKLVZRXOGLQFUHDVHWKHUHYHQXHJHQHUDWLQJSRWHQWLDORIPDQ\FRXQWLHVEXWDWSUHVHQWWKH
FRPELQDWLRQRIDFKDOOHQJLQJOHJDOVLWXDWLRQDQGVWURQJYHVWHGLQWHUHVWVDUHSUHYHQWLQJLWIURPWDNLQJ
SODFH±VRPHWKLQJWKDW,ZLOOWDONDERXWDWJUHDWHUOHQJWKLQP\QH[WFROXPQ
7KHZD\IRUZDUG
,WLVWKHUHIRUHLPSRUWDQWWRWDNHVHULRXVO\WKHSURVSHFWWKDWVRPHFRXQWLHVPD\UHPDLQGHSHQGHQW
RQFHQWUDOJRYHUQPHQWWUDQVIHUVIRUPRUHWKDQSHUFHQWRIWKHLUIXQGV,IWKLVRFFXUVWKUHHWKLQJV
ZLOOQHHGWRKDSSHQ
)LUVWFRXQWLHVZLWKOLPLWHGFDSDFLW\WRUDLVHIXQGVZLOOQHHGWRIDFHUHDOLW\DQGVWRSLQFOXGLQJRYHUO\
RSWLPLVWLFHVWLPDWHVIRUORFDOO\JHQHUDWHGUHYHQXHLQWKHLUEXGJHWV8QOHVVWKLVLVGRQHWKHEXGJHW
SURFHVVZLOOEHDIDUFHDQGFRXQWLHVZLOOQRWEHDEOHWRHIIHFWLYHO\SODQWKHLUGHYHORSPHQWH[SHQGLWXUH
6HFRQGDQGUHODWHGO\FRXQWLHVZLWKORZUHYHQXHJHQHUDWLQJFDSDFLW\ZLOOQHHGWRFXWWKHLUFORWK
DFFRUGLQJO\ZKLFKZLOOPHDQDGRSWLQJPRUHPRGHVWHFRQRPLFSODQV
7KHWKLUGWKLQJLVPRUHIDUUHDFKLQJEHFDXVHLWZRXOGFKDQJHWKHZD\.HQ\DQVWKLQNDERXW
GHFHQWUDOLVDWLRQ,ISRRUHUFRXQWLHVZLWKORZHUVHOIJHQHUDWHGIXQGVWXUQRXWWREHXQDEOHWRSURYLGH
WKHFRUHIXQFWLRQVWKDWWKH\KDYHEHHQHQWUXVWHGZLWKWKHFHQWUDOJRYHUQPHQWGRQRUVFLYLOVRFLHW\
DQGWKH.HQ\DQSHRSOHZLOOQHHGWRUHFRJQLVHWKDWWKHV\VWHPPD\KDYHWREHPRGLILHG
0RUHVSHFLILFDOO\WKHUHGLVWULEXWLYHHOHPHQWRIWKHIRUPXODXVHGE\WKH&5$WRGHWHUPLQHDOORFDWLRQV
ZRXOGQHHGWREHUHYLVHGWRWDNHLQWRDFFRXQWQRWRQO\SRYHUW\SRSXODWLRQDQGODQGEXWDOVRWKH
GHHSLQHTXDOLWLHVOLNHO\WRHPHUJHLQWHUPVRIORFDOO\JHQHUDWHGUHYHQXH
7KLVZRXOGEHDVLJQLILFDQWFKDQJHHVSHFLDOO\LQDFRXQWU\ZKHUHWKHLGHDRISURJUHVVLYHWD[DWLRQ
GRHVQRWKDYHDORQJKLVWRU\EXWLWPD\EHQHFHVVDU\WRHQVXUHWKHILQDQFLDOVXVWDLQDELOLW\RI.HQ\D¶V
QHZSROLWLFDOV\VWHP
1LF&KHHVHPDQWHDFKHV$IULFDQ3ROLWLFVDW2[IRUG8QLYHUVLW\
KWWSVZZZIDFHERRNFRPQLFFKHHVHPDQ

4

3ULQWWKLVSDJH



+RZWRUDLVHUHYHQXHZLWKRXWXSVHWWLQJYRWHUV
6RIDUWKHFRXQWLHVKDYHPDGHDQXPEHURIPLVWDNHVLQWKHLUDWWHPSWVWRWD[

$SDUNLQJDWWHQGDQWFKDUJLQJDPRWRULVW),/(3+272_1$7,210(',$*5283
,Q6XPPDU\
6RIDUWKHFRXQWLHVKDYHPDGHDQXPEHURIPLVWDNHVLQWKHLUDWWHPSWVWRWD[

1,&&+((6(0$1DQG'20,1,&%85%,'*(
*RYHUQRUVZDQWPRUHPRQH\2QHRIWKHLUPDLQWDUJHWVIRUWKLVKDVEHHQWKHFHQWUDOJRYHUQPHQW
ZKLFKWKH\ZDQWWRGHYROYHPRUHPRQH\,QQRYDWLYHJRYHUQRUVKDYHDOVREHHQORRNLQJDWZD\VWKDW
WKH\FDQJHQHUDWHUHYHQXH%XWVRIDUIHZKDYHGRQHVRLQDZD\WKDWKDVZRQWKHEDFNLQJRI
YRWHUV6RKRZFDQFRXQW\JRYHUQPHQWVUDLVHUHYHQXHZLWKRXWORVLQJVXSSRUW"
7KHODVWFROXPQ,GLGUHYHDOHGWKDWRQO\DVPDOOQXPEHURIFRXQWLHV²1DURN0DFKDNRV0RPEDVD
1DLURELDQG1DNXUX²KDYHUHSRUWHGVLJQLILFDQWDPRXQWVRIORFDOO\JHQHUDWHGUHYHQXH
2QHRIWKHPDLQUHDVRQVIRUWKLVLVWKDWDQXPEHURIFRXQWLHVGRQRWHQMR\WKHNLQGRIHFRQRPLF
DFWLYLW\WKDWLVHDV\WRSURILWDEO\WD[$QRWKHUUHDVRQLVWKDWFRXQWLHVKDYHQRW\HWZRQWKHWUXVWDQG
UHVSHFWRIWKHLUYRWHUV²LQVRPHFDVHVEHFDXVHWKH\KDYHQRWHYHQWULHG
6RIDUWKHFRXQWLHVKDYHPDGHDQXPEHURIPLVWDNHVLQWKHLUDWWHPSWVWRWD[7RRPDQ\FRXQW\
JRYHUQPHQWVKDYHUDLVHGWD[HVEHIRUHSHUVXDGLQJSHRSOHWKHWD[HVDUHQHHGHG$OPRVWHYHU\GD\
WKHUHLVWDONRIDQRWKHUFRXQW\WKLQNLQJXSZD\VWRLPSRVHDQHZWD[RULQFUHDVLQJDQHVWDEOLVKHG
RQHIURPFKLFNHQUHDULQJWRSODQWLQJWUHHVDQGEDFNDJDLQ
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.HQ\DQYRWHUVDUHXQGHUVWDQGDEO\VXVSLFLRXVDWWKHQHZUDQJHRIOHYLHV$IWHUDOOORFDOJRYHUQPHQWV
LQ.HQ\DKDYHDKLVWRU\RIFRUUXSWLRQLQHIILFLHQF\DQGLQFRPSHWHQFH
:HKDYHWKHUHIRUHVHHQSURWHVWVIURPWKHSXEOLFDQGEXVLQHVVFRPPXQLW\DJDLQVW³GRXEOHWD[DWLRQ´
LQFDVHVZKHUHFRXQW\OHYHOWD[HVDSSHDUWRGXSOLFDWHQDWLRQDOOHYHORQHVVXFKDVWKHSODQVE\WKH
0RPEDVD&RXQW\$VVHPEO\WRLQWURGXFHDQHZFKDUJHRQSRUWFDUJR
&RXQWLHVRIWHQFRPSODLQWKDWWKHSXEOLFGRHVQRWDSSUHFLDWHKRZPDQ\VHUYLFHVWKH\DUHUHVSRQVLEOH
IRUSURYLGLQJZLWKWKHLPSOLFDWLRQEHLQJWKDWLIWKHUHZHUHKLJKHUDZDUHQHVVSHRSOHZRXOGEHPRUH
ZLOOLQJWRSD\WD[7KLVLVDIDLUSRLQWDQGRQHWKDWKDVEHHQGHPRQVWUDWHVE\UHVHDUFKRQWKH/DJRV
6WDWH*RYHUQPHQWZKLFKKDVPDQDJHGWRVLPXOWDQHRXVO\LQFUHDVHUHYHQXHVDQGSRSXODUVXSSRUW
RYHUWKHODVWGHFDGH
+RZHYHURQHRIWKHUHDVRQVIRUWKHORZOHYHORISXEOLFDZDUHQHVVLVWKDWFRXQW\JRYHUQPHQWVKDYH
QRWWROGWKHP7RGDWHUHPDUNDEO\OLWWOHSXEOLFUHODWLRQVZRUNKDVEHHQFDUULHGRXWE\WKHFRXQWLHVWR
H[SODLQWRYRWHUVZKDWWKHLUMREVDUHDQGWRPDNHWKHFDVHIRUKLJKHUUHYHQXHFROOHFWLRQ
)RUH[DPSOHYHU\IHZFRXQWLHVKDYHWDUJHWHG³HDV\ZLQV´WKDWFRXOGEHDFKLHYHGUHODWLYHO\TXLFNO\WR
GHPRQVWUDWHZKDWFRXQW\JRYHUQPHQWVFDQGRIRUWKHLUFRPPXQLWLHV6LPLODUO\DOPRVWQRFRXQWLHV
KDYHGHYHORSHGDFOHDUDQGHIIHFWLYHEUDQGVRWKDWZDQDQFKLFDQVHHZKLFKVHUYLFHVDUHEHLQJ
SURYLGHGDWWKHFRXQW\OHYHO,WLVWKHUHIRUHKDUGO\XQVXUSULVLQJWKDW.HQ\DQVDUHUHOXFWDQWWRSDUW
ZLWKWKHLUKDUGHDUQHGFDVK
+$5$0%((
$OWKRXJKFRXQWLHVKDYHPDGHDVORZVWDUWDOOLVQRWORVW:HDUHRQO\RQH\HDULQWRWKHGHYROXWLRQ
H[SHULPHQWDQGWKHUHLVDPSOHWLPHWRWXUQWKLQJVDURXQG²EXWWKLVFKDQJHKDVWREHJLQQRZ
7KHJRRGQHZVLVWKDW.HQ\DKDVDORQJKLVWRU\RIORFDOFRRSHUDWLRQWRSURYLGHGHYHORSPHQW,QGHHG
3UHVLGHQW-RPR.HQ\DWWD¶VWLPHLQRIILFHZDVHSLWRPLVHGE\KLVFDOOWRKDUDPEHH²IRU.HQ\DQVWR
SXOOWRJHWKHULQRUGHUWREXLOGEULGJHVZHOOVDQGVFKRROV8QGHU.HQ\DWWD¶VJRYHUQPHQWDV\VWHP
HPHUJHGLQZKLFKWKHVWDWHSOHGJHGWRSURYLGHDQXUVHLIDORFDOFRPPXQLW\ZRUNHGWRJHWKHUWREXLOG
DKHDOWKFOLQLF
,QPDQ\ZD\VKDUDPEHHZDVSUREOHPDWLFEHFDXVHLWH[DFHUEDWHGLQHTXDOLWLHVEHWZHHQDUHDVZLWK
PRUHVNLOOVDQGUHVRXUFHV²ZKLFKZHUHWKHUHIRUHDEOHWRIXQGDQGRUJDQLVHPRUHSURMHFWV²DQG
WKRVHZLWKRXW%XWKDUDPEHHZDVDOVRUHPDUNDEOHEHFDXVHLWKDUQHVVHGORFDOWDOHQWVDQGVSLULWVWR
PHHWGHYHORSPHQWFKDOOHQJHV
,QGHHGVRPDQ\VFKRROVDQGFOLQLFVZHUHEXLOWWKDWWKHJRYHUQPHQWZDVXQDEOHWRNHHSXS$OWKRXJK
WKHLQVWLWXWLRQZDVPDQLSXODWHGDQGWRVRPHH[WHQWGHOHJLWLPLVHGXQGHU3UHVLGHQW'DQLHO0RLWKH
VSLULWRIKDUDPEHHOLYHVRQ,WLVSDUWO\IRUWKLVUHDVRQWKDWGHYROXWLRQLVVRSRSXODU
:KDW.HQ\DQFRXQWLHVQHHGWRGRLVWRKDUQHVVWKHRULJLQDOVHQWLPHQWWKDWXQGHUSLQQHGKDUDPEHH
7REULQJSHRSOHIURPWKHFRPPXQLW\WRJHWKHUWRLGHQWLI\ORFDOSULRULWLHVDQGWRZRUNWRJHWKHUWR
GHFLGHKRZWKH\VKRXOGEHILQDQFHG'RLQJWKLVZLOOUHTXLUHFRXQWLHVWRHQJDJHLQIDUPRUHSXEOLF
SDUWLFLSDWLRQDQGFRPPXQLFDWLRQ²DWRSLFIRUDIXWXUHFROXPQ
3523(57<7$;(6
3URSHUW\WD[HVDUHRQHRIWKHPDLQVRXUFHVRIUHYHQXHDYDLODEOHWRWKHJRYHUQPHQW%XWLWLVHDV\WR
VHHZK\QRWHYHU\RQHXQGHUVWDQGVWKLVSRLQW
7KHIRXUWKVFKHGXOHRIWKH&RQVWLWXWLRQSURYLGHVIRUWKHµJHQHUDOSULQFLSOHVRIODQGSODQQLQJ¶WREH
RUJDQLVHGDWWKHQDWLRQDOOHYHO,QGHHGVHFWLRQH[SODLQVWKLVSRZHUXQHTXLYRFDOO\µ7KH6WDWHPD\
UHJXODWHWKHXVHRIDQ\ODQGRUDQ\LQWHUHVWLQRUULJKWRYHUDQ\ODQG¶
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$OLWWOHDFNQRZOHGJHGFDYHDWKRZHYHULVWKDWWKH&RQVWLWXWLRQ¶VIRXUWKVFKHGXOHDOVRDOORZVFRXQWLHV
WRHQJDJHLQµODQGVXUYH\DQGPDSSLQJ¶DQGVHFWLRQ   D H[SOLFLWO\JLYHVGHYROYHG
JRYHUQPHQWVWKHSRZHUWRLPSRVHSURSHUW\WD[HV
:KDWWKH&RQVWLWXWLRQSXWLQSODFHZDVWKHUHIRUHDVXEWOHGLIIHUHQFHEHWZHHQSROLWLFDOODQG
PDQDJHPHQW SDUWRIWKHQDWLRQDOGHEDWH DQGHFRQRPLFTXHVWLRQVRIWKHVHWWLQJDQGFROOHFWLQJRI
SURSHUW\WD[HV DOHJDOULJKWRIFRXQW\JRYHUQPHQWV 
:K\KDYHFRXQWLHVQRWPDGHEHWWHUXVHRIWKLVSURYLVLRQWRUDLVHUHYHQXH")LUVWLWLVLPSRUWDQWWR
UHFRJQLVHWKDWZHODFNJRRGGDWDRQWKLVTXHVWLRQ²WKH2IILFHRIWKH&RQWUROOHURI%XGJHW¶VUHSRUW
IRUWKHILUVWIXOO\HDURIGHYROYHGJRYHUQPHQWV¶  SURYLGHGQRLQIRUPDWLRQRQKRZPXFK
SURSHUW\WD[ZDVFROOHFWHGE\FRXQWLHV
7KLVPHDQVZHDUHQRWLQDSRVLWLRQWRLGHQWLI\EDGFDVHVWKDWFDQEHXVHGWRXQGHUVWDQGZKHUH
WKLQJVDUHJRLQJZURQJRUJRRGFDVHVWKDWFDQEHXVHGWRVHHKRZWKH\FDQEHSXWULJKW
2QHWKLQJZHGRNQRZIURPWKH2IILFHRIWKH&RQWUROOHURI%XGJHW¶VUHSRUWRI)HEUXDU\LVWKDW
%DULQJR.LVXPXDQG1DQGLDUHWKUHHFRXQWLHVWKDWKDYHFROOHFWHGYHU\OLWWOHIURPUHQWDQGSURSHUW\
UDWHV
3HUKDSVWKHPRVWLPSRUWDQWUHDVRQIRUWKLVLVWKHODFNRIUHFHQWSURSHUW\YDOXDWLRQVVRWKDWODQGLV
UHFRUGHGDVEHLQJZRUWKDWLQ\SURSRUWLRQRILWVWUXHYDOXH,QGHHGVXFFHVVIXOSURSHUW\WD[FROOHFWLRQ
LVDOODERXWFOHDUDQGWUDQVSDUHQWYDOXDWLRQV²WKLVLVWKHRQO\ZD\WKDWFRXQWLHVZLOOJHWWKHUHYHQXH
WKH\DUHGXHZLWKRXWORVLQJSXEOLFVXSSRUW
)RUH[DPSOHSURSHUW\WD[LQ1DLURELLVSDLGRQO\DFFRUGLQJWRWKHODQGKHOGDQGWKHODVWYDOXDWLRQ
RIWKHODQGZDVFRQGXFWHGLQ$VDUHVXOWWKH1DLUREL&RXQW\*RYHUQPHQWKDVKDGWROHY\D
SHUFHQWWD[UDWHDVDZD\RIJHQHUDWLQJUHYHQXHIURPODQGWKDWLVLQVRPHFDVHVYDOXHGDWOHVVWKDQ
SHUFHQWRILWVZRUWK
,QWXUQWKLVDSSHDUVWREHLOOHJLWLPDWHWRYRWHUV²EXWWKHFRXQW\ZRXOGEHDEOHWRFKDUJHDPXFK
ORZHUWD[LILWZDVDEOHWRFRQGXFWDQHIIHFWLYHUHYDOXDWLRQ$VLWVWDQGVWKHFRXQW\ZLOOKDYHWRUDLVH
WKHWD[UDWHHYHU\\HDUWRFRPSHQVDWHIRUWKHIDFWWKDWHYHULQFUHDVLQJSURSHUW\YDOXHVDUHQRW
UHIOHFWHGLQRIILFLDOFDOFXODWLRQV
7KHSUREOHPRIHYHUORZHULQJSURSHUW\WD[UHYHQXHZDVQRWHGDVHDUO\DVLQDUHSRUWSUHSDUHG
E\5R\.HOO\DW'XNH8QLYHUVLW\7DNLQJLQWRDFFRXQWLQIODWLRQDU\FKDQJHV.HQ\DKDVVHHQSURSHUW\
UDWHUHYHQXHVGHFOLQHVLQFH%HWZHHQWKHWHQILQDQFLDO\HDUVVSDQQLQJWRORFDO
DXWKRULWLHV¶SURSHUW\WD[HVZHQWIURPSHUFHQWRI*'3WRSHUFHQW.HOO\¶VUHSRUWFRQFOXGHV
WKDWSURSHUW\UDWHVLQ.HQ\DDUHµ  GHFOLQLQJLQUHDOWHUPVRYHUWLPH  GHFOLQLQJLQUHODWLYH
FRQWULEXWLRQWRWRWDOORFDODXWKRULW\UHFXUUHQWUHYHQXHVDQG  GHFOLQLQJDVDSHUFHQWRI*'3¶
7KLVUDLVHVWKHTXHVWLRQRIZK\ODQGUHYDOXDWLRQLVVRKDUG2QHUHDVRQLVWKDWLWWXUQVRXWWREHD
UDWKHUFRPSOH[OHJDOSURFHVVWKDWQHHGVWREHVLPSOLILHG
$QRWKHULVWKDWLQIOXHQWLDOODQGKROGHUVKDYHUDLVHGSROLWLFDODQGOHJDOEDUULHUVEHFDXVHWKH\NQRZ
WKH\DUHSD\LQJOHVVWD[WKDQWKH\VKRXOGEHDQGZDQWWRVXVWDLQWKLVVLWXDWLRQIRUDVORQJDV
SRVVLEOH6XFKEHKDYLRXULVQRWRQO\VHOIVHUYLQJDQGXQIDLUEXWJRHVDJDLQVWWKHVSLULWRIWKH
&RQVWLWXWLRQDQGPXVWEHFKDOOHQJHG
7+(:$<)25:$5'
'HVSLWHVRPHWHHWKLQJSUREOHPVWKHYDVWPDMRULW\RI.HQ\DQVUHPDLQVXSSRUWLYHRIGHYROXWLRQ:H
DOVRNQRZIURPRSLQLRQSROOVWKDW.HQ\DQVZDQWPRUHIXQGVWREHGHYROYHG:KDW.HQ\DQVDUH
VXVSLFLRXVDERXWLVWKHLGHDRIFRXQWLHVOHY\LQJKLJKHUWD[HVLIWKH\FDQQRWSURYHWKDWWKH\DUH
SURYLGLQJPRUHDQGEHWWHUVHUYLFHV&RXQWLHVQHHGWRUHVSRQGWRWKLVE\LQFUHDVLQJWKHTXDOLW\DQG
TXDQWLW\RISXEOLFSDUWLFLSDWLRQDQGFRPPXQLFDWLRQ
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$WWKHVDPHWLPHZHPXVWHQVXUHWKDWVRPHRIWKHFRXQWU\¶VHFRQRPLFHOLWHGRHVQRWXVHSXEOLF
VFHSWLFLVPDERXWFRXQW\OHYHOWD[DWLRQDVFRYHUWRDYRLGSD\LQJWD[HV&RXQWLHVKDYHWKH
FRQVWLWXWLRQDOULJKWWRFROOHFWSURSHUW\WD[HVDQGWRGRWKLVHIIHFWLYHO\WKH\QHHGWREHDEOHWRUHYDOXH
ODQG,IYHVWHGHFRQRPLFDQGSROLWLFDOLQWHUHVWVSUHYHQWWKLVIURPKDSSHQLQJLWPD\XQGHUPLQHWKH
ORQJWHUPYLDELOLW\RIGHYROXWLRQLWVHOI
&KHHVHPDQWHDFKHV$IULFDQ3ROLWLFVDW2[IRUG8QLYHUVLW\
ZZZIDFHERRNFRPQLFFKHHVHPDQ KWWSZZZIDFHERRNFRPQLFFKHHVHPDQ
'RPLQLF%XUELGJHLVD3RVWGRFWRUDO5HVHDUFKHUDW3ULQFHWRQ8QLYHUVLW\
SULQFHWRQDFDGHPLDHGX'RPLQLF%XUELGJH KWWSSULQFHWRQDFDGHPLDHGX'RPLQLF%XUELGJH
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3ULQWWKLVSDJH



+RZWRDFKLHYHHIIHFWLYHSXEOLFSDUWLFLSDWLRQ
8QVXUSULVLQJO\SURJUHVVWRZDUGVWKLVJRDOKDVEHHQVORZ

:RPHQGHPRQVWUDWHDIWHUWKH\ZHUHEDUUHGIURPDFFHVVLQJ3DUOLDPHQWEXLOGLQJVWRSHWLWLRQIRU
SXEOLFSDUWLFLSDWLRQRQWKHJHQGHUUXOHRQ-XO\7KH&RQVWLWXWLRQUHTXLUHVSXEOLF
SDUWLFLSDWLRQLQNH\GHFLVLRQPDNLQJSURFHVVHV8QVXUSULVLQJO\SURJUHVVWRZDUGVWKLVJRDOKDVEHHQ
VORZ3+272_:,//,$02(5,_1$7,210(',$*5283
,Q6XPPDU\
)URPWKHRQHSDUW\HUDRQZDUGVWKHEXGJHWSURFHVVKDVWHQGHGWREHFDUHIXOO\JXDUGHGE\WKH
([HFXWLYHDQGSXEOLFVFUXWLQ\KDVEHHQDYRLGHGUDWKHUWKDQHQFRXUDJHG
(YHQLIHIIHFWLYHSXEOLFSDUWLFLSDWLRQWDNHVSODFHFRXQWLHVIDFHWKHFKDOOHQJHRIDJJUHJDWLQJSXEOLF
RSLQLRQLQWRDVSHFLILFVHWRIDFWLRQDEOHLGHDV
7KLVLVQRWMXVWDPDWWHURIIXOILOOLQJFRQVWLWXWLRQDOUHTXLUHPHQWVRUXQGHUVWDQGLQJFLWL]HQV¶QHHGV,I
SXEOLFSDUWLFLSDWLRQGRHVQRWLQFOXGHODUJHVHFWLRQVRIVRFLHW\LWLVXQOLNHO\WREHVHHQDVOHJLWLPDWH

7KH&RQVWLWXWLRQUHTXLUHVSXEOLFSDUWLFLSDWLRQLQNH\GHFLVLRQPDNLQJSURFHVVHV
8QVXUSULVLQJO\SURJUHVVWRZDUGVWKLVJRDOKDVEHHQVORZ
3DUWLFLSDWLRQLVFRVWO\DQGGLIILFXOWWRPDQDJHHVSHFLDOO\LQDFRXQWU\WKDWLVODUJHDQGHWKQLFDOO\
GLYHUVH
$WWKHVDPHWLPHRSHQDQGWUDQVSDUHQWSURFHVVHVGRQRWFRPHQDWXUDOO\WR.HQ\DQSROLWLFDO
LQVWLWXWLRQV
)URPWKHRQHSDUW\HUDRQZDUGVWKHEXGJHWSURFHVVKDVWHQGHGWREHFDUHIXOO\JXDUGHGE\WKH
([HFXWLYHDQGSXEOLFVFUXWLQ\KDVEHHQDYRLGHGUDWKHUWKDQHQFRXUDJHG

9

&RXQW\JRYHUQPHQWVKDYHRWKHUJRRGUHDVRQVWREHFDXWLRXVDERXWSXEOLFSDUWLFLSDWLRQ
2QWKHRQHKDQGLIWKH\PHHWZLWKDVPDOOQXPEHURISHRSOHWKH\ULVNEHLQJWDNHQWRFRXUWIRUQRW
FDVWLQJWKHQHWRISDUWLFLSDWLRQVXIILFLHQWO\ZLGHO\
12$8',(1&(
2QWKHRWKHULIWKH\HQJDJHZLWKDEURDGFURVVVHFWLRQRIWKHSRSXODWLRQWKH\PD\EHVXEMHFWWR
GLYHUVHDQGSUHVVLQJGHPDQGVWKDWWKH\FDQQRWPHHW
0DQ\FRXQWLHVKDYHDOVRFRPSODLQHGWKDWPHPEHUVRIWKHSXEOLFGRQRWDFWXDOO\WXUQXSDW
GHVLJQDWHGSDUWLFLSDWLRQVHVVLRQV6RKRZFDQFRXQWLHVPHHWWKHLUFRQVWLWXWLRQDOUHTXLUHPHQWV
ZLWKRXWGLVDSSRLQWLQJWKHLUHOHFWRUDWHV"
&KDOOHQJH7LPLQJ
7KH&RQVWLWXWLRQPDQGDWHVFRXQW\JRYHUQPHQWVWRDOORZRSHQJRYHUQPHQWDQGWRSURPRWHSXEOLF
SDUWLFLSDWLRQLQDOODUHDV:KHQLPSOHPHQWLQJWKLVUHTXLUHPHQWFRXQW\JRYHUQPHQWVZLOOQHHGWR
FDUHIXOO\FRQVLGHUDWZKDWVWDJHRIWKHJRYHUQDQFHSURFHVVSXEOLFSDUWLFLSDWLRQZLOOEHWKHPRVW
HIIHFWLYHDQGEHQHILFLDO
*LYHQWKDWJRYHUQPHQWVPDNHGHFLVLRQVWKURXJKRXWWKH\HDUWKHLGHDOVFHQDULRZRXOGEHWRKDYH
RQJRLQJSXEOLFSDUWLFLSDWLRQWKURXJKRXWWKH\HDU
+RZHYHUVXFKH[WHQVLYHSDUWLFLSDWLRQPD\QRWEHSRVVLEOHLPPHGLDWHO\DQGVRWKLVLGHDOPD\EHEHVW
WKRXJKWRIDVDORQJWHUPJRDORYHUWKHQH[WGHFDGH
,QWKHVKRUWWHUPLWLVEHFRPLQJLQFUHDVLQJO\DFFHSWHGERWKZLWKLQ.HQ\DDQGLQJOREDOEHVWSUDFWLFH
WKDWWKHEXGJHWDU\SODQQLQJSURFHVVUHSUHVHQWVWKHLGHDORSSRUWXQLW\WRHQJDJHZLWKFLWL]HQVEHFDXVH
LWUHSUHVHQWVDQRSSRUWXQLW\WRHQJDJHZLWKPXOWLSOHJURXSVLQDIRFXVHGZD\DQGEHFDXVHWKLVLV
ZKHQNH\GHFLVLRQVDUHPDGHRYHUWKHZD\LQZKLFKUHVRXUFHVDUHGLVWULEXWHG
$JJUHJDWLQJSXEOLFRSLQLRQ
(YHQLIHIIHFWLYHSXEOLFSDUWLFLSDWLRQWDNHVSODFHFRXQWLHVIDFHWKHFKDOOHQJHRIDJJUHJDWLQJSXEOLF
RSLQLRQLQWRDVSHFLILFVHWRIDFWLRQDEOHLGHDV
$IWHUDOOFLWL]HQVPD\QRWDJUHHLQWKHLUYLHZVHVSHFLDOO\LIWKH\DUHFRQVXOWHGLQDYDULHW\RI
PHHWLQJVVXFKWKDWGLIIHUHQWJURXSVVHOHFWGLIIHUHQWSULRULWLHV
7KHSRLQWRISDUWLFLSDWLRQLVQRWVLPSO\WRDOORZYRWHUVWRKDYHWKHLUYRLFHVEHKHDUGEXWWRDOORZ
WKHPWRVKDSHSROLF\SURSRVDOV
)RUWKLVWRKDSSHQFRXQW\JRYHUQPHQWVPXVWGHYHORSDPHFKDQLVPWKURXJKZKLFKWKHRXWFRPHRI
SXEOLFSDUWLFLSDWLRQLVWUDQVODWHGLQWRWKHEXGJHWSODQQLQJSURFHVV
7KLVZLOOUHTXLUHFRXQWLHVWRDQVZHUGLIILFXOWTXHVWLRQVVXFKDVKRZPXFKZHLJKWWRJLYHWRSXEOLF
FRQVXOWDWLRQVDQGKRZWRDFFRPPRGDWHGLYHUJHQWSRLQWVRIYLHZ
:KLOHLWLVLPSRUWDQWWKDWFLWL]HQV¶YLHZVDUHQRWLJQRUHGLWLVDOVRLPSRUWDQWWKHSXEOLFXQGHUVWDQGV
WKDWFRXQWLHVZLOOQRWEHDEOHWRUHVSRQGWRDOORIWKHLUGHPDQGV
(QVXULQJUHSUHVHQWDWLRQ
,GHDOO\SXEOLFSDUWLFLSDWLRQSURFHVVHVVKRXOGEHJHQXLQHO\UHSUHVHQWDWLYHRIGLYHUVHLQWHUHVWV
7KLVLVHVVHQWLDOLIFRXQWLHVDUHWRIXOILOWKHLUOHJDOREOLJDWLRQVEXWLWLVDOVRLPSRUWDQWEHFDXVHLWZLOO
HPSRZHUWKHFRXQW\WREHWWHUUHVSRQGWRWKHQHHGVRIFLWL]HQVDQGWRHDUQWKHLUWUXVWDQGVXSSRUW
,QPDQ\FDVHVWKLVZLOOQRWEHHDV\DQGZLOOUHTXLUHFRXQWLHVWRWKLQNFUHDWLYHO\DERXWKRZFLWL]HQV
FDQEHHQJDJHG
)RUH[DPSOHZRPHQPXVWEHVXSSRUWHGWRSDUWLFLSDWHHTXDOO\WRPHQEXWWKLVUDUHO\KDSSHQV
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,WZLOODOVREHLPSRUWDQWIRUFRXQWLHVWRWKLQNFDUHIXOO\DERXWKRZWKH\FDQPDNHVXUHWKDW
LQGLYLGXDOVIURPDIXOOUDQJHRIHFRQRPLFHWKQLFDQGUHOLJLRXVEDFNJURXQGVSDUWLFLSDWH
0$1$*,1*38%/,&3$57,&,3$7,21
7KLVLVQRWMXVWDPDWWHURIIXOILOOLQJFRQVWLWXWLRQDOUHTXLUHPHQWVRUXQGHUVWDQGLQJFLWL]HQV¶QHHGV,I
SXEOLFSDUWLFLSDWLRQGRHVQRWLQFOXGHODUJHVHFWLRQVRIVRFLHW\LWLVXQOLNHO\WREHVHHQDVOHJLWLPDWH
7KHUHLVQRRQHVL]HILWVDOOPRGHOIRUFLYLFHQJDJHPHQWDQGSXEOLFSDUWLFLSDWLRQ
$IOH[LEOHDSSURDFKLVLPSRUWDQWWRDFFRXQWIRUWKHVLJQLILFDQWYDULDWLRQVWKDWH[LVWEHWZHHQWKH
FRXQWLHVZKHQLWFRPHVWRLVVXHVVXFKDVSRSXODWLRQGHQVLW\OLWHUDF\OHYHOVDQGPHGLDXVH
,WZLOOWKHUHIRUHEHLPSRUWDQWWKDWHDFKFRXQW\WDLORUVLWVHQJDJHPHQWDQGSDUWLFLSDWLRQDFWLYLWLHVWR
ILWORFDOUHDOLWLHV
3$57,&,3$7,21675$7(*,(6
$VDUHVXOWFRXQWLHVZLOOQHHGWRLQYHVWLQGHYHORSLQJFRPPXQLFDWLRQDQGSDUWLFLSDWLRQVWUDWHJLHV
DQGLQFRQVWUXFWLQJWKHLQVWLWXWLRQDOIUDPHZRUNVWKURXJKZKLFKWKH\ZLOOEHLPSOHPHQWHG
7KLVZLOOUHTXLUHFRXQWLHVWRHVWDEOLVKQHZSXEOLFUHODWLRQVDQGSXEOLFSDUWLFLSDWLRQGHSDUWPHQWVZLWK
GHGLFDWHGDQGDSSURSULDWHO\WUDLQHGVWDII
,ISDUWLFLSDWLRQLVODUJHO\IRFXVHGDURXQGWKHEXGJHWSURFHVVZKHUHLWFDQPDNHWKHPRVWGLIIHUHQFH
LWZLOOEHLPSRUWDQWIRUFRXQW\JRYHUQPHQWVWRLGHQWLI\NH\PRPHQWVZLWKLQWKHSODQQLQJSURFHVVWKDW
UHTXLUHSXEOLFSDUWLFLSDWLRQ
7KHEXGJHWSURFHVVFDQEHXQGHUVWRRGWRKDYHWKUHHPDLQVWDJHVZKHQLWFRPHVWRSXEOLF
SDUWLFLSDWLRQ3DUWLFLSDWRU\EXGJHWLQJ  EXGJHWDSSURYDODQGFRPPXQLFDWLRQ  DQGEXGJHW
UHYLHZDQGDXGLW  
,GHDOO\SDUWLFLSDWLRQVKRXOGRFFXUDWDOOWKUHHVWDJHVEHFDXVHSXEOLFRYHUVLJKWLVDQLPSRUWDQWZD\
WRWDFNOHERWKSROLF\IRUPDWLRQDQGFRUUXSWLRQ
,QWKHFDVHRIUHYLHZDQGDXGLWWKLVLPSOLHVWKDWLWVKRXOGRFFXUFRQWLQXRXVO\
+RZHYHURQHZD\WRFRYHUDOOWKUHHVWDJHVWKDWZRXOGUHGXFHWKHFRVWDQGFRPSOH[LW\RISXEOLF
SDUWLFLSDWLRQIRUFRXQWLHVZRXOGEHWRFRPELQHVWDJHVDQGHQDEOLQJWKHSXEOLFWRUHYLHZWKH
LPSOHPHQWDWLRQRISUHYLRXVVSHQGLQJSODQVEHIRUHHQJDJLQJLQFRQVXOWDWLRQRQWKHQHZEXGJHWF\FOH
67$*($1'3$57,&,3$725<%8'*(7,1*$1'%8'*(75(9,(:
)RUSDUWLFLSDWLRQWREHPHDQLQJIXOFLWL]HQVPXVWKDYHWKHFDSDFLW\WRHQJDJHLQWKHEXGJHWSURFHVV
EHIRUHWKHH[HFXWLYHKDVILQDOLVHGLWVSURSRVDO
7KHSXEOLFPXVWDOVREHDEOHWRDVVHVVZKHWKHURUQRWSUHYLRXVDJUHHPHQWVKDYHEHHQLPSOHPHQWHG
,WWKHUHIRUHPDNHVVHQVHWREHJLQWKHSURFHVVRISXEOLFSDUWLFLSDWLRQIRUHYHU\QHZEXGJHWE\
HPSRZHULQJWKHSXEOLFWRUHYLHZSURJUHVVDJDLQVWWKHSROLFLHVVHWRXWLQWKHSUHYLRXVEXGJHW
7KLVZLOOHQDEOHFLWL]HQVWRSOD\WKHLUUROHLQWKHDXGLWDQGSHUIRUPDQFHWUDFNLQJSURFHVVDQGHQVXUH
WKDWWKH\SOD\DQLQIRUPHGUROHLQSDUWLFLSDWRU\EXGJHWLQJ
3DVWH[SHULHQFHVXJJHVWVWKDWSXEOLFSDUWLFLSDWLRQLVPRUHOLNHO\WRJHQHUDWHDFWLRQDEOHLQIRUPDWLRQLI
FLWL]HQVDUHSUHVHQWHGZLWKFOHDUFKRLFHVDQGSURSRVDOVUDWKHUWKDQDVNHGWRJHQHUDWHWKHLURZQ
SURSRVDOVIURPVFUDWFK
)2&86(''(%$7(6
2QHZD\WRPDLQWDLQJHQXLQHSDUWLFLSDWLRQZKLOHHQVXULQJWKDWWKHGHEDWHUHPDLQVIRFXVHGZRXOGEH
IRUWKHFRXQW\H[HFXWLYHWRSUHVHQWDVLPSOLILHGHDUO\YHUVLRQRIWKHSURSRVHGEXGJHWWRSDUWLFLSDQWV
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WRJHWKHUZLWKLQIRUPDWLRQDERXWWKHRWKHUNLQGVRIVSHQGLQJSDWWHUQVWKDWPLJKWEHSRVVLEOHJLYHQ
EXGJHWFRQVWUDLQWV
&LWL]HQVFRXOGWKHQEHLQYLWHGWRSURYLGHIHHGEDFNRQZKHWKHUWKH\IXOO\VKDUHWKHVSHQGLQJSULRULWLHV
VHWRXWLQWKHEXGJHWRUEHOLHYHWKDWRWKHULVVXHVVKRXOGWDNHSULRULW\
7KHDGYDQWDJHRILQLWLDOO\IUDPLQJFLYLFHQJDJHPHQWDURXQGWKHSURSRVHGEXGJHWDQGWKHDFWXDO
EXGJHWHQYHORSHLVWKDWLWZLOOHQFRXUDJHFLWL]HQVWREHPRUHUHDOLVWLFLQWKHLUGHPDQGVDQGWRPDNH
VXJJHVWLRQVWKDWDUHPRUHFRPSDWLEOHZLWKWKHHFRQRPLFDQGSROLWLFDOVWUDWHJ\WKDWWKHJRYHUQPHQW
ZLVKHVWRWDNH
67$*(%8'*(7$33529$/$1'&20081,&$7,21
7RHQVXUHFLWL]HQVDUHDEOHWRIROORZWKHEXGJHWSURFHVVDQGWRHQJDJHZLWKWKHILQDOEXGJHWUDWKHU
WKDQWKHSURSRVHGEXGJHWLWZLOODOVREHLPSRUWDQWWRDOORZIRUSXEOLFSDUWLFLSDWLRQRQFHWKH
DVVHPEO\KDVGHEDWHGWKHEXGJHWDQGDILQDOGUDIWKDVHPHUJHGIURPWKHGLDORJXHEHWZHHQWKH
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The Dawn of Devolved Government in Kenya

Dominic Burbidge
(Forthcoming: Oxford Human Rights Hub - http://ohrh.law.ox.ac.uk/)
In a landmark paper on Kenyan politics, Daniel Branch and Nic Cheeseman developed the term “bureaucraticexecutive state” to describe how power came to be centralised in Kenya between the years 1952 and 1978.
The over-centralisation began under British colonialism, and was taken forward by first president Jomo
Kenyatta to ensure state administration complied with his directives, as opposed to being led by
parliamentary deliberation. Against this trend, and against all the odds, in 2010 the Kenyan people
promulgated a Constitution that is the most radically decentralised in the East African region. The winnertakes-all presidency that the bureaucratic-executive state created had proven too destabilising and distasteful,
with a rigged election in 2007 leading to violence that left more than 1,100 dead and about 600,000 internally
displaced. In reaction, a new Constitution was proposed that would make the presidency less powerful and
less able to develop certain areas of the country at the expense of others.
The new Constitution, supported by the Kenyan people in a 2010 referendum, created 47 county governments
that each year receive at least 15% of national revenue for functions of government that have been devolved to
their management. Each county is led by a governor, elected by local residents who appoints a county
executive committee.
These steps towards decentralising power were unimaginable only a few years previously. And already there
have been gains, with one early victory being peaceful elections in 2013. Nevertheless, the process has been
inhibited by mismanagement in transferring government functions out of Nairobi, Kenya’s capital city, to the
local level. In addition, there is a growing dilemma of whether the state purse can handle the extra costs of so
many new political offices—a topic being researched by colleagues of mine at Strathmore University in Kenya.
Alongside these questions of capacity, there is also a question of appropriate political representation of ethnic
minorities. This is a serious issue because the county administrative territories are based, in their origin, on
the districts developed by British colonial authorities, which aimed to confine ethnic groups. The brutal
system sought to restrict inter-ethnic collaboration, which meant ownership of land became highly politicised
along ethnic lines, rather than based on standardisable rules of ownership. When labour migration and
economic opportunity naturally resulted in mixture, local politics became fixated with the question of who
counts as indigenous, and who instead can be excluded as an outsider, a trend analysed more generally by
Mahmood Mamdani.
Devolution in Kenya needs to avoid these dangers if it is to be democratically consolidated. In a recent paper, I
provide statistical evidence to show that, on average, the dominant ethnic group of each county is
overrepresented in its county government composition. All governors are male, and all have appointed county
executive committees with a majority of members from their own ethnic group.
These governors have been democratically elected, so there is no reason to take issue with any individual on
the basis of these statistics. At the same time, however, section 197 (2) of the Constitution and section 35 of
the County Government Act 2012 demand appropriate care be taken to ensure that minorities and
marginalised communities are politically represented. And here lies another difficulty of even more urgency.
In keeping with the need to establish county governments appreciative of local ethnic diversity, the
Constitution provides for deputy governors as running-mates to governors. The two candidates can then
present a more ethnically diverse candidacy to the electorate, more likely to foster cross-ethnic voting blocks.
However, deputy governors directly inherit the governorship if the county governor is impeached. The
problem with this is that it encourages deputy governors to aim at the position of governor by manipulating
disaffected groups so that they advocate for the governor’s impeachment. Deputy governors usually lack a
specific portfolio once elected, meaning they are without specific duties to which they can be assessed and
held to account over the course of their term in office, making them all the more out of sync with the day-today goals of their county government. Deputy governors can be dismissed, but this will likely upset those of
their community.
As is said in Dholuo: “kasigro geto kabangi”, the small pot covets the big pot.
There is a legal solution: parliament and the people of Kenya need to amend the Constitution so that successful
impeachment of a governor is followed by a gubernatorial election for that county. Anything short of this
encourages ethnic factionalism during the governor’s term as the deputy governor can make surreptitious
promises to those willing to trump-up impeachment charges.

Dr Dominic Burbidge is Researcher at the Department of Politics and Lecturer in African Studies, University of
Oxford. He is author of The Shadow of Kenyan Democracy.
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County financing
Dominic Burbidge

Remuneration (salaries) of new constitutional offices
Source: Franceschi et al, ‘The Cost of Devolution in Kenya’ (2015), p. 41
Office

Kenya National Human Rights and Equality Commission

Total monthly wage bill at midpoint pay (KSh)

5,717,461

Independent Electoral Boundaries Commission

5,894,000

Women Representatives

29,198,750

Senate

41,799,000

Deputy President

1,227,188

Cabinet Secretary

924,000

Principal Secretary

765,188

National Land Commission

5,717,461

Supreme Court Judges and Deputy Chief Justice

4,774,938

County Governments

74,610,667

Commission on Revenue Allocation

5,096,211

Controller of Budget and Auditor-General

1,689,188

National Security additions

5,861,399

Salaries and Remuneration Commission

5,717,461

Commission for the Implementation of the Constitution

5,864,000

TOTAL

194,886,910

15

1

Share of national revenue


No less than 15% of national revenue



CRA equitable share weighting

Population

45%

Poverty index

20%

Basic equal share

25%

Land area

Fiscal responsibility


Weighting
8%
2%

Equalization fund of 0.5% of national revenue, plus conditional grants

Source: Mwangi S. Kimenyi, ‘Devolution and Resource Sharing in Kenya’ (22 Oct 2013)

The Constitution of Kenya 2010


Section 203 (2):
For every financial year, the equitable share of the revenue raised nationally that is
allocated to county governments shall be not less than fifteen per cent of all
revenue collected by the national government.



Section 203 (3):
The amount referred to in clause (2) shall be calculated on the basis of the most
recent audited accounts of revenue received, as approved by the National
Assembly.
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2

Share of national revenue
Equitable
share
organised by
CRA
(KSh)

Equitable
share plus
conditional
grants (KSh)

2013-14

190 bn

-

2015-16

254 bn

266 bn

2014-15

227 bn

233 bn

Total share of
2009-10
revenue (last
audited and
approved
accounts)

Total share of
current
national
revenue

43%

23%

37%

21%

-

22%

Source: Jason Lakin, ‘Counties’ share of national revenue will shrink slightly this year’ (21 Feb 2015); ‘Facts about
funds to Kenya counties – why systematic calculations are needed (11 Oct 2015)

Average county government local revenue (KSh)
Source: Office of Controller of the Budget
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Local revenue by county (KSh)

Nairobi

Source: Office of Controller of the Budget

5,000,000,000
4,500,000,000

4,000,000,000

3,500,000,000

3,000,000,000
2,500,000,000

2,000,000,000
1,500,000,000

1,000,000,000
500,000,000

0

2012-13 4th
quart.

2013-14 1st
quart.

2013-14 2nd 2013-14 3rd
quart.
quart.

2013-14 4th
quart.

2014-15 1st
quart.

2014-15 2nd
quart.

Local revenue by county (KSh) – excl. Nairobi
Source: Office of Controller of the Budget
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2014-15 1st 2014-15 2nd
quart.
quart.

4

The Constitution of Kenya 2010


Section 209 (3-4):
(3) A county may impose—
(a) property rates;

(b) entertainment taxes; and

(c) any other tax that it is authorised to impose by an Act of Parliament
(4) The national and county governments may impose charges for the services
they provide.

Public Finance Management Act 2012


Section 2 (1):
“development expenditure” means the expenditure for the creation or renewal of assets



Section 2 (1):
“recurrent expenditure” […] in relation to a county government, means the expenditure
that is incurred in operating the services provided by that county government, but

does not include expenditure incurred in creating or renewing assets belonging to or
managed by that government


Section 107 (2) (b):
over the medium term a minimum of thirty percent of the county government’s budget
shall be allocated to the development expenditure
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Average county government development expenditure

Source: Office of Controller of the Budget
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Development expenditure by county

Source: Office of Controller of the Budget
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Development expenditure by county (top 5 counties)

Source: Office of Controller of the Budget
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Citizen Engagement & Public Participation
22 OCTOBER 2015
Dr Nic Cheeseman, Dr Dominic Burbidge and Mr William Attwell
University of Oxford

1.

Introduction and Context:

Citizen engagement and public participation is critical to the success of devolution for four main reasons. First, it is a
constitutional requirement, and counties that are found to be failing when it comes to participation and communication can
be taken to court. Second, public engagement is necessary to identify the most pressing concerns and needs of citizens, and
thus empower the county to respond appropriately. Third, effective engagement and public participation can support more
inclusive government, increasing the legitimacy of the county government and its programmes. Finally, communication and
participation can be used to increase public support for tax collection, enabling county governments to raise the revenue they
require to be financially sustainable.
1.1. Citizen Engagement and Public Participation in context
Public participation is ‘the involvement of citizens in identifying local priorities, policies, programs, and projects that require
allocation of resources’ (Brillantes & Sonco, 2005). Crucially, citizen engagement involves establishment of good lines of
communication with citizens, which implies a two-way dialogue in which information and ideas flow both down from the
government to the citizenry, and up from the citizenry to the government. As Mwanzia and Strathdee argue, ‘[t]he dichotomy
between the state and the people must disappear to make room for collaborative and participatory roles for every Kenyan in
the nation-building process’ (2010). We take public participation to refer to the active involvement of citizens in shaping the
decisions made by county governments in-between elections.
Civic engagement and public participation represent the cornerstone of democratic government. Although representative
democracy enables voters to express their party political preferences at regular intervals, election campaigns typically leave
many aspects of government policy unspecified, either because party manifestoes do not cover certain issues, or because
leaders subsequently realize that they need to change their plans. Advanced democracies seek to overcome these challenges
by allowing for more consistent forms of civic engagement so that citizens’ thoughts and concerns can be elicited on a
regular basis. In order to ensure that this process does not become captured by well-connected groups and individuals,
engagement and participation should be institutionalized, such that all potential stakeholders to a given policy are consulted
as a matter of course. How this can be done is the subject of this Discussion Paper.
1.2. The relationship between Citizen Engagement and Public Participation
High quality communication is a pre-requisite of high quality participation and vice versa. Without strong knowledge and
understanding of the political system, citizens cannot meaningfully participate. In this sense, public participation and
communication are two sides of the same coin. If the aim of participation is to both enhance the legitimacy of the county
governments and to make sure the county-level policies reflect local needs, then the people who are participating need to
have certain information. Most obviously, they need to know what resources the county has available, how these have been
spent in the past, what the county is doing in terms of providing goods and services, and what they can do given the budget
constraints that they are operating under.
Communicating effectively is in the interest of counties themselves. Citizens often have unrealistic expectations of the funds
available to sub-national governments, and do not appreciate the full range of services that they provide. For example,
research in Lagos has found that the majority of citizens underestimate the proportion of the revenue generated by the Lagos
State Government that is spent on providing services. Unrealistic expectations on the part of citizens are problematic because
it means that voters are likely to be unnecessarily disappointed. This, in turn, tends to result in lower levels of public
participation, leading to a negative cycle that increases the level of voter disappointment and apathy over time. Effective
communication is therefore essential not only for effective public participation, but for managing the expectations of citizens
more generally.
1.3. The constitutional position
Section 196 (1) (b) of the Kenyan constitution stipulates that a county assembly is to ‘facilitate public participation and
involvement in the legislative and other business of the assembly and its committees.’ Further to this, section 201 (a)
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confirms the relevance of this public participation for all areas of public finance. The last of the 14 powers devolved to
Kenya’s county governments in the constitution’s fourth schedule is: ‘Ensuring and coordinating the participation of
communities and locations in governance at the local level’.
Clarifying and establishing this duty towards civic participation at the county level, section 91 of the County Government Act
2012 explains the options county governments have for engagement, which includes the organizing of ICT-based platforms,
town hall meetings and budget discussion fora. Governors are then required to ‘submit an annual report to the county
assembly on citizen participation in the affairs of the county government’ (section 92 (2)).
Implementation of these provisions has been extremely varied. At perhaps the most negative end of the spectrum, the
Kiambu County Finance Act 2013 was struck down by the High Court for failing to engage sufficiently in public
participation (High Court, 2013). The accusation was that although the county government had met with some
businesspersons in a hotel to discuss the legislation, and posted a newspaper advertisement about it, this was not sufficient to
capture the diversity of views in the county. As the judge explained:
“In my view to huddle a few people in a five star hotel on one day cannot by any stretch of imagination be termed
as public participation for the purposes of meeting constitutional and legislative threshold. Whereas the magnitude
of the publicity required may depend from one action to another, a one-day newspaper advertisement in a country
such as ours where a majority of the populace survive on less than a dollar per day and to whom newspapers are a
luxury – leave alone the level of illiteracy in some parts of this country – may not suffice for the purposes of seeking
public views and public participation” (iLawKenya, 2014).
It is therefore clear from both the constitution and the current interpretation of the law that county governments will need to
be careful to conduct wide public consultations, and to be seen to do so. When it comes to county budgets, a ready-made
structure for facilitating public participation is the County Budget and Economic Forum (CBEF), established in section 137
of the Public Finance Management Act 2012. Each county’s CBEF is chaired by the governor, who appoints members from
the county executive committee and leading local civil society organisations to bring about public participation on all matters
relating to finance.
Given the constitutional requirements for county governments to organise public participation, many commentators suggest
that framework legislation on what counts as public participation should be provided at the national level, which counties can
then use to model their activities. Despite the merits of these proposals, two dangers loom. First, national dictates on public
participation would remove local sensitivities to culture and social norms, which tend to differ across Kenya’s diverse
peoples. Second, there is a danger that nationally describing what counts as public participation may turn the exercise into
box-ticking to cover oneself legally, instead of being prepared to change the method of participation in response to
community needs and preferences. Nevertheless, general guidance and explanation of what participation is and what it
involves is an urgent need, one which this report hopes to assist.

2.

Challenges faced by County Governments and National Governments in Civic Engagement and Political
Participation:

County governments face a number of challenges when it comes to civic engagement and political participation. These relate
to equality, logistics, and managing expectations. These challenges are not insurmountable, but they need to be carefully
identified if they are to be overcome. A critical part of this process will be developing plans that ensure that different parts of
society are equally able to engage.
2.1. Managing participation
As discussed above, the constitution mandates county governments to allow open government and to promote public
participation in all areas. When implementing this requirement, county governments will need to carefully consider at what
stage of the governance process public participation will be the most effective and the most beneficial. Given that
governments make decisions throughout the year, and that many government programmes, such as infrastructure investment,
will be multi-year projects, the ideal case scenario would be to have ongoing public participation throughout the year. If this
was done, each large-scale project could feature its own participation process, especially at the initial project design stage.
However, such extensive participation may not be possible immediately, and so this ideal may be best thought of as a longterm goal for counties to work towards over the next decade. In the short-term, it is becoming increasingly accepted both
within Kenya and in global best practice that the budgetary planning process represents the ideal opportunity to engage with
citizens because it represents an opportunity to engage with multiple groups in a focused way, and because this is when key
decisions are made over the way in which resources are distributed.
However this leaves the question of when in the budget process engagement should occur. This question is complicated by
the fact that the budget process often goes through a number of rounds, with the county executive introducing budget
proposals that are then discussed and potentially amended by the county assembly. Such a process is necessary to ensure
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horizontal accountability between the executive and legislature at the county level, but means that if citizen engagement
occurs at only one point during the process it is likely to be only partially effective.
On the one hand, if public participation is arranged in advance of legislative debates, so that it can feed into the proposal put
forward by the executive, it may be based on very early drafts of the budget that little resemble the final product. On the
other hand, if public participation is arranged for after legislative debates, so that citizens can evaluate the outcome of the
negotiations between the county executive and the assembly, the budget may be at such an advanced stage that there is little
scope to revise the budget in-line with popular feedback. It will therefore be important for counties to allow for participation
at different stages in the budget process.
A related challenge is how to aggregate public opinion into a specific set of actionable ideas. After all, citizens may not agree
in their views, especially if they are consulted in a variety of meetings, such that different groups select different priorities.
The point of participation is not simply to allow voters to have their voices be heard, but to allow them to provide feedback
on policy proposals. For this to happen, county governments must develop a mechanism through which the outcome of
public participation is translated into the budget planning process. This will require counties to answer difficult questions,
such as how much weight to give to public consultations, and how to accommodate divergent points of view.
It is important to note that public participation is one of several policy tools or guidelines that shape the direction of policy at
the county level – other important factors include national legislation, campaign promises from elected leaders, and the
budget envelope. While it is important that citizens’ views are not ignored as a result of other priorities, it is also important
that the public understands that counties will not be able to respond to all of their demands.
2.2. Providing equal access & benefitting from a broad range of views
One of the main challenges for county governments is to ensure that the participation they organize is genuinely
representative of the diverse interests within the county. This is essential if counties are to fulfill their legal obligations, but it
is also important because it will empower the county to better respond to the needs of citizens, and to earn their trust and
support. In some cases, this will actually require counties to think creatively about how citizens can be engaged, and to proactively reach out to historically marginalized communities.












Gender. Women must be supported to participate equally to men, as set out in the constitution. Ensuring
proportional gender representation during processes of public participation can be problematic in contexts in which
women hold a small share of leadership positions. One way around this challenge is to ensure that women-only
sessions are held alongside other activities.
Wealth. If decisions are to be made in the interests of all of the community it is important that poorer sections of
society are able to make their voices heard. Given that poorer citizens are often less well educated, and rarely rise to
become party leaders, it is easy for their voices to get lost. Holding dedicated meetings with poorer income groups
that may have distinctive interests, such as slum-dwellers, is one way to ensure effective engagement. Figure 1 below
compares levels of multidimensional poverty between the (now defunct) provinces of Kenya.
Religion. As it is conceivable that people from different religious backgrounds have different priorities for county
government spending, it is important that public participation is open to people from all religious backgrounds. This
will be particularly important for county governments in areas with sizeable religious minorities. Working with a full
range of religious leaders can also help to communicate county government policies and to legitimate county
policies.
Informal sector. It is important that members of the informal sector are able to participate in addition to members
of the formal sector. As informal workers are likely to be less well organized, it is often particularly difficult to
capture their views. Separate mechanisms of engagement may therefore be required in order to ensure full
participation, such as working through existing informal market associations.
Parties. Although political parties are formally represented through the election of MCAs to the county assembly,
and of course the election of governors, it is also wise to consider the value of ensuring a degree of political balance
in the way that public participation is managed. Given the tense relationship between parties in some counties,
ensuring that supporters of all of the main parties are given the opportunity to engage in the budget planning
process will increase the legitimacy of the process, especially in the eyes of supporters of parties that are not well
represented within the county executive.
Ethnicity. In order to be seen as legitimate and representative, civic engagement must reach out to the different
communities resident within each county and take into account their views. Engaging with some communities more
than others is likely to lead to accusations of favouritism, and thus to undermine support for the process of public
participation.
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Figure 1. Sub-national Multidimensional Poverty Index (MPI) scores in Kenya, 2008/9

Data was gathered by the Oxford Poverty and Human Development Initiative (2015). Red indicates higher poverty levels and
green lower poverty levels.
2.3. Communicating with citizens and providing high quality information
Communicating with citizens is not straightforward. Many individuals are not interested in reading government publications
or listening to government messages. Moreover, while a majority of people listen to the radio, there is no one source of
media that reaches all Kenyans. As a result, communicating effectively requires real effort. In particular, county governments
need to navigate the following challenges.









Institutional limitations. As county governments are new, they do not have a pre-existing institutional framework
on which to build. Most counties therefore lack existing public relations capacity, as this was generally
underdeveloped under previous forms of local government. Thus, in many cases county governments need to not
only develop communication strategies, but to construct the institutional frameworks through which they will be
institutionalized. This will require counties to establish new public relations and public participation departments
with dedicated and appropriately trained staff.
Population density. In counties in which population density is particularly high, public advertising on bill boards
and in pen spaces can reach large numbers of people for relatively little cost. However, such strategies are unlikely to
be effective for county governments in areas with low population density, necessitating the use of alternative
strategies.
Low literacy levels. County governments in areas with lower literacy levels, such as many rural areas, will need to
think about how to communicate to illiterate voters, who may not be able to follow complex analysis published, for
example, in newspapers.
Media penetration. Effective communication requires careful consideration to be given to the medium through
which information is to be distributed. Newspapers are widely read in urban areas, but less so in rural ones.
Television is an important source of information for wealthier families, but this is not an option for poorer ones.
Radio is listened to throughout the country, although different stations are popular in different areas and even
within one county there is likely to be great diversity in the listening habits of citizens. Given this, reaching all
citizens is likely to require governments to employ a range of different strategies.
Mobile phone penetration. While mobile phone penetration in Kenya is currently at the high figure of 78 percent
of the population (Communications Commission of Kenya, 2012), some parts of the country feature poor reception.
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This means that text messages and other forms of mobile communication will be more effective in some parts of the
country than others.

3.

Opportunities for both the County Governments and National Government:

Civic engagement and public participation offer a range of very important benefits to both county and national governments.
Recent research shows that ‘greater access to public information together with effective public engagement can help reduce
corruption and enhance socioeconomic development’ (Transparency & Accountability Initiative, 2011). Most obviously,
effective participation and communication means that county governments are more likely to implement policies that match
the preferences of citizens, and are more likely to be given credit for doing so. Less obviously, there are significant benefits
that can be reaped in terms of revenue generation and popular support for the government. This is particularly significant
given that many county governors have stressed the need for greater resources in order to meet their responsibilities.
3.1. Policy priorities
Political leaders often lack good quality information about the services that are least well provided in their areas. This
problem is often especially pronounced in Africa, where comprehensive data on service provision is often difficult to collate.
Such data deficiencies can lead to inefficiencies in the distribution of resources, with too many goods and services in some
places and too few in others. Budget plans must therefore start with an effective mapping exercise to record what is already
being provided and to identify priorities (county governments’ power to do this is set out in section 8, part 2 of the
constitution’s fourth schedule). Civic engagement and public participation are critical to this process, because they offer an
important and valuable mechanism to gather information.
At present, levels of civic engagement and public participation are relatively low in many counties. As a result, the quality of
information that is available is lower than it could be, increasing the risk of inefficient spending and waste. This means that
the benefits that can be gained from higher civil engagement and public participation are particularly high in the Kenyan case.
Through more targeted service provision, counties can meet the needs of a broader cross-section of citizens while spending
less money.
3.2. Revenue generation
Engaging with the public on a continuous basis can be a costly endeavor – workshops, adverts, and other forms of
communication are not cheap. However, civic engagement and public participation can pay for itself and help to subsidize
other government activities if done effectively. Citizens that have a stronger stake in the political system and who feel that
their views are being taken into account are more likely to support tax collection. Research in Lagos has demonstrated that
citizens who give the government more positive evaluations in terms of how it uses tax revenue are significantly more willing
to pay their taxes. As a result, the Lagos State Government has been able to dramatically increase locally generated taxation
over time, transforming itself from a state heavily dependent on central transfers to a state that is now largely self-sufficient
when it comes to funding its core budget.
Another strong driver of tax payment is public goods provision (roads, bore holes, health clinics, police posts and so on).
Citizens who receive more public goods from the government understand the value of tax collection and so become more
willing to pay tax over time. By providing services, governments can kick-start a social contract between themselves and their
citizens, in which citizens accept a greater burden of tax payment so long as it goes hand-in-hand with more and better
quality services. Although this is a long-term project, and may take many years to bear fruit, it is achievable within the tenure
of a two-term county governor.
Significantly, the relationship between use of tax revenues, public goods and tax collection was found to be particularly
strong among individuals with higher levels of knowledge of government policy. Those citizens who had received more
information about tax reforms and the tax system were significantly more willing to pay tax than those who were unaware of
these changes. It is therefore important for governments to not only provide services, but to communicate this information
effectively to citizens. Doing so can increase public support for tax norms, which is essential to tax collection in contexts in
which levels of tax evasion have historically been high.
Greater levels of local revenue generation would both benefit county government – by increasing the revenue available to
provide services – and reduce the pressure on the national government to make further transfers to the county level.
3.3. Political support
The provision of public goods and information about taxation does not only have an impact on willingness to pay tax; they
have also been shown to increase trust in, and support for, the government itself. Indeed, tax payment and service delivery
can interact to generate a positive cycle. If greater government revenue is used to provide high profile public goods such as
schools and hospitals, this is likely to lead to an increase in public support for the government. Evidence from Lagos has
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revealed that one of the most significant predictors of whether or not citizens support the current government is the number
of services people believe that the government has provided to them.
The record of Governor Babatunde Fashola is telling in this regard. In 2007, Fashola won the governorship having been
chosen as the successor of the previous Governor, Bola Tinubu, with a modest majority. In the years that followed, he
introduced a new consumption tax on hotels and eateries, and pursued higher levels of tax enforcement throughout the
economy. These measures initially drew criticism from some sectors, but because these resources were channeled back into
issues of major public concern – reducing crime, improving the roads, providing health clinics and so on – they actually
increased his popularity over time. Ultimately, he won the 2011 elections with a significantly increased majority, securing just
over 80% of the vote.
Similarly, in South Africa Helen Zille and the Democratic Alliance (DA) came to power in the Western Cape in 2006 as part
of a multi-party coalition, in which no party secured enough votes to govern alone. After a term in power in which Zille
focused her efforts on “cleaning up” the city’s finances and fighting graft, the DA was returned to power with increasingly
impressive majorities, ultimately securing two-thirds of the vote.

4.

Options and recommendations on the way forward:

There is no one-size-fits-all model for civic engagement and public participation. A flexible approach is important to account
for the significant variations that exist between the counties of Kenya when it comes to issues such as population density,
literacy levels, and media use. It will therefore be important that each county tailors its engagement and participation activities
to fit local realities. What matters is therefore not that each county follows exactly the same plan, but that each county takes
communication seriously, and applies the core principles of communication and participation as best they can. The options
and recommendations set out below should thus be understood not as strict rules, but as providing a framework within
which communication and participation can be successfully achieved.
4.1. Facilitating participation
If participation is largely focused around the budget process, where it can make the most difference, it will be important for
county governments to identify key moments within the budget planning process in which public participation is required.
The budget process can be understood to have three main stages when it comes to public participation: participatory
budgeting, budget approval and communication, and budget review and audit (figure 1). Ideally, participation should occur at
all three stages – which in the case of review and audit, implies that it should occur continuously. However, one way to cover
all three stages that would reduce the cost and complexity of public participation for counties would be to combine stages 1
and 3, enabling the public to review the implementation of previous spending plans before engaging in consultation on the
new budget cycle.


Stages 1 and 3: Participatory budgeting, review and audit. For participation to be meaningful, citizens must
have the capacity to engage in the budget process before the executive has finalized its proposal. The public must
also be able to assess whether or not previous agreements have been implemented. It therefore makes sense to begin
the process of public participation for every new budget by empowering the public to review progress against the
policies set out in the previous budget. This will both enable citizens to play their role in the audit and performance
tracking process, and ensure that they are better able to play an informed role when it comes to participatory
budgeting. At the same time, past experience suggests that public participation is more likely to generate actionable
information if citizens are presented with clear choices and proposals rather than asked to generate their own
proposals from scratch. One way to maintain genuine participation while ensuring that the debate remains focused
would be for the county executive to present a simplified early version of the proposed budget to citizens, together
with information about the other kinds of spending patterns that might be possible given budget constraints.
Citizens could then be invited to provide feedback on whether they fully share the spending priorities set out in the
budget or believe that other issues should take priority. The advantage of initially framing civic engagement around
the proposed budget and the actual budget envelope is that it will encourage citizens to be more realistic in their
demands, and to make suggestions that are more compatible with the economic and political strategy that the
government wishes to take.
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Figure 2. Stylized budget process
STAGE 1.

Participatory
budgeting
Formulation of spending
priorities following public
feedback and discussion.

STAGE 3.

STAGE 2.

Review & Audit

Budget approval &
communication

Expenditure &
performance tracking by
public and local
stakeholders



Finalizing of budget post
leg. debate, & communication to public

Stage 2: Budget approval and communication. To ensure that citizens are able to follow the budget process, and
to engage with the final budget rather than the proposed budget, it will also be important to allow for public
participation once the assembly has debated the budget, and a final draft of the budget has emerged from the
dialogue between the executive and the legislature. This second episode of participation could take the form of
disseminating the final budget plan to inform citizens and elicit feedback. Such meetings and communications would
offer the opportunity to a) demonstrate to citizens that some of their concerns have been reflected in the final
document, b) explain to citizens why some of the issues that were raised could not be accommodated (as is likely).
At the same time, citizens should be given the opportunity to identify any parts of the final budget that they see as
particularly problematic, so that these can be fully discussed before the budget is finalized. One key principle of
public participation is that while county governments may not always be able to make the changes identified by
citizens, the proposals made through the process of civic engagement should not be rejected without citizens being
provided with a clear explanation as to why.

This raises the question of how public participation should actually be organized. One of the key lessons from examples of
best practice around the world is that there is not simply one mechanism through which participation should occur. Rather,
in order to reach different audiences, different kinds of meetings and discussions may be required. County governments may
therefore want to take advantage of a combination of the following participation mechanisms:






Small consultations (1-15 people). Where participation is targeted towards a particular economic or social group in
order to secure their support and input into new reforms that will particularly impact on them, for example
landowners or businessmen, more targeted meetings with a smaller number of people can be a particularly effective
way to build confidence and consensus. Although they are often not representative of the wider community,
targeted consultations can be important if a small but significant veto player is standing in the way of reform, and
can be complemented with workshops and town hall meetings to ensure that they do not unduly influence the policy
process.
Workshops (15-40 people). Larger workshops are more effective for receiving feedback from a broader crosssection of the community. One benefit of this format is that a range of stakeholders on a certain topic can be
brought together to engage in dialogue, which can help to breed compromise, and aid county governments to
identify the policy priorities that have the greatest overall support among the broader community.
Town Hall meetings (40 + people). Town hall style events are the best way to enable large numbers of people to
participate in the budget process, which can be good for both engagement and deepening public support. However,
town hall meetings can also be challenging, because it can be difficult to retain the focus of the debate, and to ensure
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that the discussion leads to coherent conclusions that can then be fed back into the policy process. Town hall
meetings are therefore best used in combination with smaller workshops and consultations.
A practical example of how this can be done comes from the county assembly in Meru, which enacted the Meru County
Public Participation Act in 2014. The Act is dedicated to institutionalising procedures to integrate citizen participation into
county decision-making, including establishing a Department of Public Participation as a distinct office within the county
public service. In order to ensure that this, too, was in touch with how the public wanted to participate, between May and
July 2014, 19 members of the Meru county assembly organised nine public meetings to ensure ‘the public had an opportunity
to air their views on the Bill and make proposals for incorporation’ (Sectoral Committee on Justice and Legal Affairs, 2014).
Given the challenges of the first electoral term for devolved government, Meru’s setting up of clear procedures is an
instructive achievement, and one that may serve as a useful example for other counties.
4.2. Conducting communication
Effective communication is particularly important when new systems of government have been introduced because citizens
are typically unsure of how the new rules are supposed to work. This is the case in Kenya. Although the vast majority of
citizens can name their governors and senators, many are not clear on the exact responsibilities of the counties, and are not
fully aware of the tax raising powers given to county governments by the constitution.
4.2.1. A broad and innovative advertising campaign
In Lagos, the state government has increased support for its policies and tax collection through a clever advertising campaign
that has focused on helping citizens to see the link between tax payment and service provision. As a result, Lagosians are now
more willing to pay tax than they were ten years ago.
These advertising campaigns were effective for two reasons. First, the government improved the quality of a number of key
services such as health and so the campaigns resonated with Lagosians’ everyday experiences. Second, the government has
adopted an innovative communications portfolio that includes adverts in newspapers, radio jingles, television slots and pop
songs. Using just one of these strategies would have only reached some parts of the population, but employing all of these
avenues of communication simultaneously ensured that the government reached a broad cross-section of society.
Kenyan counties will therefore need to be creative in the ways in which they engage with their people. Simply making press
statements and issuing press releases will not be enough. Instead, counties will need to ensure that they adopt a number of
different avenues of communication in order to increase the knowledge and awareness of as many citizens as possible.
4.2.2. Branding
Advertising is important, but it will not be fully effective unless governments have a clear brand. To be successful, a brand
must be clear and instantly recognizable – for example through a logo that draws on popular imagery – and must stand for
something. In other words, it must be clear to people what principles and priorities are behind the brand name. Counties
have an obvious source of inspiration for their brand – their flags, which can be used to create a distinctive identity rooted in
existing symbols.
Once this has been achieved, it is important the new brand is applied to all goods and services supplied by the government.
The Lagos State Government has been very effective at using branding and advertising to make sure that Lagosians know
exactly which health clinics and schools were built with their tax money. This is critical, because citizens are far more likely to
pay their taxes if they can physically see the connection between tax payment and service delivery.
In the Western Cape in South Africa, one of the first priorities of the DA after coming to power was to create a new,
business-like image, that would give buildings and vehicles in the Western Cape a distinctive feel from the rest of the country.
To do this, the DA drew on its own blue colour scheme, deliberately seeking to persuade voters to associate government
services with the party in power, and the policies that it introduced. The electoral success of the DA has been based, to some
extent, on its ability to effectively communicate the government’s activities, and its successes, to the public.
Despite the fact that it is in their own interests to do this, many Kenyan counties have yet to create an effective brand, or to
stamp this brand on the services that they provide. This is one reason that many Kenyans are unsure of exactly what it is that
counties do. Until this changes, counties will face an uphill battle when it comes to tax collection.
4.2.3. Harness social leaders
Communication strategies work best if a common message is reinforced from a number of different directions. This means
that in addition to branding and advertising, county governments should be looking to engage with influential social leaders
who can help to spread the word. These might be community leaders, religious leaders, or the representatives of local civil
society organizations.
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In Lagos, the Lagos Inland Revenue Service (LIRS) has tried to hold regular meetings with key groups and social leaders to
explain its policies to people who can then help to inform their communities. This involves everything from large public
“road shows” to workshops for representatives of different social and economic sectors. It is essential that this kind of
communication is not only extended to the elite, but also reaches down to the grass roots and poorer sections of society. In
Lagos, for example, the LIRS also held a series of workshops with representatives of the informal sector to communicate its
policies about regulating and taxing markets.
Although arranging meetings with these kinds of groups can be time consuming, ultimately it could save counties a lot of
time and money. This is because every social leader that the government engages with has the potential to pass the message
on to tens if not hundreds of other citizens, reducing the work that the county government needs to do. Communicating
with social leaders in this way will also create strong relationships that can be used to encourage citizens to engage in official
processes of public participation.
A different strategy of public participation has been institutionalized in the City of Cape Town (CoCT), where the CoCT has
established “subcouncils” in each district of the city. These “subcouncils”, which are essentially mini versions of the main
legislature, are given small grants that they can use to help fund issues of particular concern to local communities, and enable
closer interaction between residents and their local representatives. In this way, the introduction of “subcouncils” has
improved residents’ sense of being involved in government without placing fresh burdens on the main legislature, which is
far too complex to be managed in such a participatory way.
4.2.4. Explain and communicate the budget
The budget is the most important document that counties produce. When budgets are well produced and clear to read, they
can be an important tool for increasing public awareness and support for devolution – unless, of course, resources are being
wasted on excessive foreign trips and corruption. Providing citizens with reliable and easy to read budget information should
therefore be a central part of any communication and participation strategy. Such information can be disseminated through
adverts in newspapers, the county website, and summarized on flyers that can then be handed out to members of the
community.
Sub-national governments have much to gain from better budget communication. Research on Lagos has demonstrated that
a large proportion of the public is unaware of the amount of money that the government spends on services, and of the
proportion of resources that go into paying staff costs and maintaining important public goods such as hospitals. This is
significant, because these citizens tend to give the government lower approval ratings, and to be less willing to pay tax, than
those who have a high level of political knowledge.

5.

Conclusion

Civic engagement and public participation is both a constitutional requisite and something that is in the best interests of
county governments themselves. Done well, communication and participation can enable county governments to better plan
service delivery and budget allocations, manage public expectations, increase popular support for tax payment, and
strengthen the legitimacy of the government. For this to happen, effective participation must go hand-in-hand with
appropriate communications strategies, and these must be carefully targeted to cover a broad cross-section of the population,
promoting inclusive and open government.
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INTRODUCTION
Kenya’s March 2013 elections brought into being a system of devolved government that represented the
country’s biggest political transformation since independence. This reform was undeniably popular: in a 2010
referendum, two-thirds of voters approved a new constitution that included devolution alongside a new
Supreme Court and Bill of Rights. The decentralization measures were extensive, providing for 47 county
governments complete with elected governors and assemblies. In the wake of the 2013 elections, early opinion
polls found that 85% of Kenyans approved of the idea of devolution. Yet just a few months later, there were
public calls for a referendum to significantly revise the new arrangements, and by July 2014, two separate
campaigns to force a public vote on amendments were under way. The first effort was spearheaded by the
recently elected county governors, the second by the political opposition. Both were predicated on a belief that
the 2010 constitution and associated legislation were not sufficient to prevent the recentralization of power by
the national government. At the same time, multiple, bitter local disputes emerged within and between the
different levels of the new political system.
Focusing on the first of these referendum campaigns – that led by the county governors – this article
seeks to understand the ongoing disputes over the introduction of decentralization in Kenya, and what they tell
us about the potential for devolution to check the power of central government and to diffuse political and
ethnic tensions in Africa more widely. We also consider the way in which governors’ choice of strategies has
been shaped by competition with other elected members at the county level, and the implications that these
local struggles have for ethnic relations. In both cases, the focus of these disputes has been money, in the form
of salaries and development funds. However, this should not be taken to imply that the new kinds of
contestation that devolution has inspired can be reduced to a simple scramble for personal enrichment. Rather,
it also reflects the awareness of Kenyan political actors that patronage and development funds are central to
sustain a political career, and a system of government (Barkan 1976; Barkan and Okumu 1980).
Kenya is a useful test case for the impact of decentralization in diverse and conflict-prone states for
three reasons. First, it has suffered recent experiences of extensive electoral violence in 1992, 1997, and 2007.
Second, the political system has historically been over-centralized and dominated by a powerful president.
Third, there has been genuine reform: decentralization was neither killed at birth, as was the case in the nearby
Democratic Republic of Congo, nor was it limited to a set of superficial measures with little significance. In
addition to the creation of new avenues of local representation in the form of governors and members of county
assemblies (MCAs), counties have also been given a voice at the national level through the election of one
county women’s representative to the National Assembly and one senator to represent each county in a newly
created second legislative chamber.
When the new constitution was inaugurated in August 2010, most Kenyan commentators, opposition
parties, and donors focused on the potential benefits of devolution. In line with the most optimistic literature on
decentralization, they extolled both its intrinsic and instrumental virtues. It was hoped that devolution would
bring government closer to the people, and provide democratic and development gains, by giving previously
marginalized communities an increased stake in the political system and by enabling local solutions to be found
for local problems. Most of all, devolution was seen as a means to address Kenya’s chronic ethnic conflicts:
‘the new Constitution establishes national values and principles of governance that seek to diffuse, if not
eliminate altogether, the ethnic tensions fuelled by perceptions of marginalization and exclusion’ (Akech 2010:
20).
But Kenyan devolution was not without its sceptics. County-level political leaders immediately spoke
out about their fear that the government would seek to stymie devolution, retain as much power as possible in
their own hands, and manipulate county level politicians and bureaucrats to ensure compliance with central
priorities. Knowingly or not, these more cautious voices were echoing academic studies that have identified
‘recentralisation’ as a key obstacle to attempts at decentralization (Rondinelli et al 1983). Important questions
were also raised about the cost of the new system of government, which effectively created 47 new sets of
elected representatives and bureaucracies, and need to avoid the costly duplication of goods and services
(World Bank 2011). Academics also warned of two additional threats; namely the devolution of patronagebased politics and corruption; and the potential for devolution to create new winners and losers at the local
level, which could exacerbate existing social cleavages and, in the worst-case scenario, create new fault lines of
conflict (Boone 2012, Cheeseman, Lynch & Willis 2013).
It is too early to assess the full impact of devolution in Kenya. The new institutional arrangements are
still in their infancy: it will take years before they have bedded in, and it would be unfair and hasty to either
laud them for their early progress or condemn them for failing to work smoothly thus far. Moreover, the paper
does not focus on common criticisms of devolution mentioned in other work; namely, that it has led to the
localisation of corruption (Cornell and D’Arcy 2016), an inefficient duplication of resources, and the
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exacerbation of inter-communal conflict (Burbidge 2015b). Instead, this article focuses on the continued
political debate and competition over the terms of decentralization, and argues that the Kenyan experience does
not fit into the dominant narrative of recent literature on the continent, which points to the vulnerability of
decentralization reforms to elite manipulation (see Boone 2003). More specifically, we show that the Kenyan
experience cannot be read as a case of ‘recentralisation’ by national government, nor as one of the capture of
sub-national units by ‘local elites’ or ‘notables’ (Wunsch 2001). Rather, we argue that Kenya has established a
relatively robust form of decentralization, in which elected county governors have emerged as the agents and
focus of new political struggles who are capable of acting in concert to protect their own positions.
In making this argument, we draw on field observation and more than 50 interviews conducted by the
three authors spread over two years,1 three nationally representative surveys, donor reports, and six case studies
of county level politics in Bungoma, Embu, Kericho, Kiambu, Kisumu, and Nairobi. 2 These counties were
selected to ensure variation in the degree of political competition (one-party dominant to highly competitive),
ethnic composition and regional coverage. Based on this evidence, we suggest that Kenya’s new governors
have emerged as the focus of new political struggles, willing and able to defend devolution for two main
reasons. First, the process of constitutional reform, which was precipitated by the 2007 post-election violence
and the need for a power sharing government to relegitimate the political system, conferred on governors more
political and economic authority than has typically been the case in the developing world (Ndegwa, 2002).
Indeed, although it is always referred to as a form of ‘decentralization’, the constitutional protections afforded
to governors and senators, combined with the fact that at least 15% of government revenue must flow to the
county level, mean that in practice the Kenyan system is closer to Nigerian federalism than the sort of limited
decentralization practiced in Malawi and Uganda (Crawford and Hartmann 2010).
Second, the strategies selected by governors have been shaped by the fact that they are required to
operate in two very different political spaces at the same time. In order to demonstrate this, we draw on Robert
Putnam's theory of two-level games (1988), which he developed to understand international negotiations in
which national governments had to consider two audiences: the domestic (trade unions, NGOs, opposition
political parties, voters) and the international (other countries and international bodies). He suggested that in
this context, national governments faced two very different “win sets” – one set of outcomes that would be
acceptable domestically, and one that would be acceptable internationally. Only outcomes that were acceptable
both domestically and internationally were likely to represent a stable equilibrium. Putnam argued that we can
only fully understand the way in which countries negotiate within this much narrower set of options by using
theories that ‘account simultaneously for the interaction of domestic and international factors’ (Putnam 1988:
430).
We draw on Putnam’s intuition to conceptualize the strategies adopted by county governors, who must
also operate in two different political arenas – the county level and the national level – at the same time. In the
first, governors must try and retain the support of voters and key opinion makers in the face of constant
challenges from local competitors such as MPs and senators who intend to run for the governorship in future. In
the second, governors must decide whether to support or oppose the national government’s policies, especially
with regard to decentralization. Following Putnam, we suggest that recognizing the existence of these two
games is crucial because the particularities of each game shape the options available to governors in the other.
As we will show, the pressure that governors are placed under at the local level to defend county interests has
made it politically dangerous for them to be co-opted by the centre, and so has narrowed their options when
negotiating with the national government.
However, governors do not all face the same pressures. Rather, the impact of this two-level game is
refracted through the country’s party system. Kenya’s governors are drawn roughly equally from parties within
the Jubilee Alliance government and the Coalition for Reform and Democracy (CORD) opposition. Being seen
to be too close to the national government is far more dangerous for opposition governors given the
dispositions of their electorates, especially given the political polarization and inter-ethnic tensions that have
characterised Kenyan politics in recent years (Cheeseman, Lynch, Willis 2014). Of course, opposition leaders
also have other reasons to support devolution, because it enables them to gain access to resources that would
otherwise be closed to them (Cornell and D’Arcy 2016). By contrast, government-aligned governors are likely
to be placed under less pressure, and to face additional incentives to comply with government demands – such
as the promise of safe seats and plentiful finance in future elections. Unsurprisingly, therefore, support for
devolution at both the elite and popular level remains highest within opposition strongholds. But as we shall
see, despite this qualification, pressure from below has led even those governors who are ardent supporters of
the ruling Jubilee Alliance to argue that the funds devolved to the counties should be increased at the expense
of the central government, forcing national leaders to go to great lengths to tame their co-partisans. Thus, party
politics and ethnic alliances may shape the impact of the two-level game, but they do not undermine it.
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Taken together, the existence of this two-level game and the relative strength of county level
governments mean that governors – or at least a significant proportion of them – have both the motivation and
the capacity to resist capture by central government. One important implication of this argument is that
governors’ willingness to challenge the centre has been motivated as much by self-interest and the need to
manage county-level conflicts as it has been about any broader commitment to localism. It is therefore both
more reliable, and more sustainable. Another is that decentralization has generated a polity with a far more
robust set of checks and balances, but at the expense of fostering economic inefficiency, corruption and a new
set of local controversies that have fuelled ethnic tensions in some parts of the country. The product is a
politically significant and popular new tier of government whose overall contribution to democracy,
development and national cohesion remains contested and uncertain.
***
CONCLUSIONS: POPULAR OPINION AND THE FUTURE OF DEVOLUTION
The Kenyan experience with decentralization is important because it demonstrates the significance of local
political competition for the way in which local elites engage with the central state. The new political
dispensation, and the emergence of a highly competitive local arena that features MPs, Senators, Governors and
MCAs, has required governors to play two political games at different levels of the political system at the same
time. In particular, the pressure that governors have been placed under at the local level to defend county
interests has made it politically dangerous for them to be co-opted by the centre. The strength of this pressure
varies depending on party loyalties and ethnic affiliations, but it can be seen across the political spectrum. The
robust defence of decentralization over the last sixteen months should therefore be understood as the product of
the combination of the demands placed on governors at the local level, and the considerable economic and
economic and political authority vested in them by the constitution and associated legislation. Thus far, the
majority of governors have positioned themselves around the “sweet spot” in which they aggressively defend
county interests without moving into all-out confrontation with the national government.
One implication of this conclusion is the need to differentiate the local political scene. “Local notables”
are not a cohesive group in any of Kenya’s counties. Rather, they are typically divided along lines of personal
rivalry (sometimes exacerbated by ethnic tensions) and they are in fierce competition for the resources offered
by elected office. Salaries, allowances, bursary funds, control over licences and property, the issuing of
contracts, and the hiring of staff, all come with elected office, and county governments have become a field for
vigorous contest over these benefits. As Cornell and D’Arcy have argued (2016), governors, senators, MCAs
and MPs all vie for such resources, and all have an eye on the next elections and the further prospects for
reward that elected office (and larger offices) will bring. Such efforts to undermine and weaken political
competitors have generated an extremely dynamic political environment, but they are also problematic, as they
encourage unnecessary duplication and obstacles, rather than effective planning and collaboration, and provide
incentives to acquire wealth through corrupt means. They also, of course, have the potential to encourage a
local politics of violence and intimidation.
Indeed, in some cases the kind of county-level struggles described above have been exacerbated by,
and have fed into, communal narratives and histories of inter-ethnic conflict. In Mandera County, for example,
violence in 2014 was in part linked to contests between the majority Garre and minority Degodia as the latter
argued that Garre sought to control the county, while Garre presented the Degodia as encroachers who sought
to expand into their ethnic strongholds (The Star 28 Aug. 2014). In Marsabit, the rivalry between the governor
and one of the local MPs followed the lines of long-standing tensions between Gabbra and Boran, leading to an
outbreak of violence and threats by the Deputy President to dissolve the county government (Daily Nation, 11
Jan. 2014; 18 Jan. 2014).
In Lamu County, tensions between relatively recent settlers from elsewhere in Kenya – mostly Kikuyu
– and those who see themselves as indigenes were managed in the election campaign, when the successful
candidate for the governor post had a Kikuyu deputy. However, they exploded in 2014 with a terrorist attack on
the mainly Kikuyu settlement of Mpeketoni, which exposed multiple tensions between elected county officials
from different ethnic groups (Anderson & McKnight 2015; The Star, 12 July 2014). Thus, while
decentralization has enhanced competition between the national and county governments, and thus provided a
new check against centralised power, it has also increased competition over resources and positions at the local
level in ways that have intensified county-level tensions and may undermine national cohesion in the future
(Burbidge 2015a).
Although there is a very public debate on some of these more problematic aspects, devolution appears
to remain generally popular among Kenyans. This is important for two reasons. First, it renders the national
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government less likely to risk undermining the new arrangements. Second, although decentralization has
exacerbated local tensions in some parts of the country, the fact that it allows long-marginalized communities
to elect their own leaders has also boosted the legitimacy of the wider political system. Writing just after the
2013 elections, we argued that the fact that so many Kenyans who “lost” nationally “won” locally, such as the
Odinga supporters in Nairobi, Nyanza, and at the Coast, helped to ensure that the process remained peaceful
despite a divisive campaign and disputed result (Cheeseman, Lynch, Willis, 2014).
A nationally representative survey conducted in conjunction with Ipsos Synovate in August 2014
supports this interpretation. 3 While an average of 70% of Kenyans continued to support the principle of
devolution, this figure dropped in pro-government areas, such as the former Central Province, and rose in those
areas that supported CORD in the 2013 election and that have historically felt marginalized from power, such
as the former Nyanza (79%) and Western (76%) provinces. The capacity of devolution to restrain some of the
centrifugal forces at play in Kenyan politics is confirmed by the reasons that respondents gave for supporting
devolution. A clear majority (73%) explained that they were pro-devolution because they believe that it brings
more resources to the grassroots and ensures their more equitable distribution.
In-line with our analysis of the impact of party politics on attitudes to devolution, and hence the
strength of public pressure applied to governors, pro-CORD areas are also more likely to support the
referendum campaigns discussed in this paper. While 85% of Kikuyu respondents rejected the idea, following
the lead of their co-ethnic Uhuru Kenyatta, 72% of Luo respondents backed the proposal. The three main
reasons given are telling: to secure more funds for the counties (62%), to prevent the Jubilee Alliance from
reneging on past promises (29%), and to stop the government sabotaging devolution (14%). Significantly, the
central role played by governors in taking the national government to task, and their conscious attempts to
present themselves as the embodiment of decentralization appear to be working, at least as far as public opinion
is concerned. On average, 60% of respondents declared confidence in governors, as compared to senators at
52%, MCAs at 60%, and County Commissioners at 50%.
The combination of vigilant governors, constitutional protections, and public popularity suggests that
devolution in Kenya is here to stay. This is not to suggest that the recentralization of power is unthinkable. The
central government remains by far the strongest actor in the Kenyan political scene, and continues to control
counties’ purse strings. Moreover, the ability of the Jubilee Alliance to undermine the momentum of the
governors’ referendum by playing divide-and-rule party politics demonstrates that the centre well understands
how to manipulate the periphery. But these caveats notwithstanding, what is striking about the Kenyan political
system is not the ability of the national government to interfere in the decentralization process, which is well
covered in the literature on Africa, but the capacity of county-level governments to fight back, which is not.

NOTES
1

Cheeseman and Willis have both visited Kenya every few months over the last three years as part of various research
projects, including research in Nairobi, Mombasa and the former Western Province, while Lynch has been based in
Nairobi since 2013 and has carried out research in Nairobi, Turkana and throughout the former Rift Valley Province.
2
The case studies were conducted by the research assistants thanked in the acknowledgements to a template created by the
authors.
3
The poll was conducted by Ipsos Synovate on the basis of questions designed by the authors. A nationally representative
sample of 2,021 people were interviewed about a range of political and economic beliefs and attitudes, including
devolution. The margin of error on the poll was +/- 2.2% with a 95% confidence interval.
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For the first time on 4 March 2013, Kenyans voted for county governors. Devolution
has significantly changed fiscal and administrative organization, but has it led to
changes in politics? Has it enabled the emergence of new elites, the entrenchment of
old ones or rebalanced power between the counties and the centre? These issues are
explored, by asking, first, whether gubernatorial candidates were ‘insiders’ who had
held public office before, or ‘outsiders’, and whether they were locals or not; and
second, how national forces impacted on the gubernatorial campaigns. These
questions are answered using original primary data on four counties: Nakuru, Kiambu,
Mombasa and Kilifi, and aggregated data from all 47 counties. We find that the
majority of winning candidates were ‘insiders’ who won using existing patronage
networks, suggesting that the gubernatorial elections led to the entrenchment of
existing elites and patronage networks. However, the lack of involvement of national
leaders in crucial party primaries allowed for the emergence of powerful local insiders
who may challenge national elites going forward. Overall, the first chapter of
devolution reflected existing political dynamics in Kenya more than it changed them,
although challenges to the resilience of national elites are clear.
Keywords: Kenya elections; devolution; Governors; Kenyan political elites; Kenya
2010 Constitution

Introduction
On 4 March 2013, Kenyans voted for governors at the county level for the first time.
Under the 2010 Constitution, these governors will have substantial responsibilities for
administration and service delivery in areas such as education, health and transport, and
significant fiscal resources transferred from the centre. These constitute historic changes
in the fiscal and administrative organization of the Kenyan state, but will they lead to a
new form of politics? Will devolution engender a politics more focused on local issues,
empower local communities, bring service delivery closer to the people, and rebalance
the relationship between centre and county?
Many hope the answer to these questions is yes and that devolution will act as a
corrective to problems of Kenyan politics. Particularly after the post-election violence of
2007–08, the centralization of the state was seen to have created the kind of politics that
led to violence.1 Over-centralization allowed certain ethnic groups to dominate the state,
leading to inequitable resource distribution, an ‘all or nothing’ form of politics, and the
politicization of ethnicity in ways that fuelled violence. If what afflicted Kenyan politics,
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ABSTRACT
Under the 2010 constitution, Kenya devolved power to 47 county governments to provide more
localised, inclusive and participatory governance. County governments are required to include
members of local ethnic minorities; governors can be impeached for failing to do so. The paper offers
disaggregated 2009 census data showing ethnic demographics for each of Kenya’s counties. These are
compared against estimates of county government ethnic composition through a name-based analysis
of all county executives. These sources allow for formulation of an index of county government
ethnic representativeness, through which outlying cases can be identified. Survey responses drawn
from county executives are additionally presented, detailing perceived fairness of their government’s
ethnic representation and revealing a difficult disjuncture between politicians’ self-perceived
representativeness and their actual representativeness. A historical conditioning of local
administrative units towards ethnic homogeneity has resulted in severe challenges of identity
representation. Governors’ democratic exercise of power often lies in tension with constitutional
provisions for ethnic diversity, posing the question of which of the two should be preferred.
Key words: Kenya, devolution, ethnicity, Africa, constitutional law, democracy
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