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CHAPTER ONE: INTRODUCTION

This paper is written¢ form two key theoretical assumptions.
First, that for Kenya RE to survive as an entity, it will have
to keep some reinsurance business and get into direct business
for in four years no body will mandatorily place reinsurance
business with it. It is further assumed that it will have to be
drastically reorganised to increase its efficiency. Therefore,
the consultant raises issues and problems for which decisions
must be made now to enable Kenya RE to continue in business.
Other issues relate to long term strategic planning. The
methodologies for identifying environment issues are partly from
Organisational Development Theories, hence questions are put to
the mangers of the organisation who ultimately must negotiate
among themselves and agree on team answers. Over and above OD
methodologies futurables methodologies which draws on
extrapolation, subjective probability assessment and perception
and imaging are drawn on. The consultant has taken part in
futurables research to develop continent wide conclusions and is
currently working on a group to produce regional scenarios
covering East and Southern Africa.

The consultant’s instructions were given in two meetings with the
Managing Director before the budget. The paper has been
restructured to take into account matters made more urgent by the
budget, specifically that mandatory cessions, both policy and
treaty, will probably be terminated in four years and the
likelihood of the rates being reduced over the period.

Let me point out to the Kenya Re managers that what confront you
is essentially a strategic problem. Strategic problems by their
very nature do not imply certainty. Logically therefore, imaging
possible solutions to them does not depend on certain answers.
What the paper tries to do is to image pathways to finding a
solution acceptable to you as a team. Of course if you as a
group - notice not a team - or as individuals, create
supposedly strategic solutions to the problems confronting Kenya
RE, it will not survive and solutions will be found to 1its
strategic problems elsewhere in society. Of course if you become
or are a team, you can find ideal solutions to Kenya RE’s
strategic problems in frameworks beneficial to you individually
and collectively. That is the 1logic of organisational
development.

The paper is in four chapters. Chapter one is the introduction.
Chapter two covers Kenya's current environment with specific
subtopics on population; privatisation and national economic
performance 1994 to 1997; Kenya Re’'s profitalisation for
privatisation; structure of insurance industry; new Kenyans as
managers and employees and a guestion whether there are new
markets nationally. Chapter three presents arguments on where
Kenya RE should expand to in the region and presents some
selected indicative data on the countries of the region. Chapter
four comments on possible international developments.



CHAPTER 2: KENYA’S CURRENT ENVIRONMENT
POPULATION i

Although most businesses do not pay attention to it, a country’s
demographics are the most important issue in planning business
both in the short term and the long term. Whatever future
strategy Kenya Re will adopt, it is safe to assume its base, and
therefore the bulk of its business and management staff, will
always be in Kenya for at least 50 years.

According to UNDP 1994 estimates as shown in Table 2, Kenya’s
population was 8.3 m. in 1960. It is estimated to have been 25.3
in 1992 and to grow to 32.8 m. in 2,000 and perhaps 51 m. by
2012. The 1989 Kenya Government census data is found in Table 1.
We will use this data for structural analysis for the projections
do not give details. For example see the data in Table 14, the
1993 demographic and health survey, which different age group
percentages. In any case, the population structure has not
changed drastically in the last five-years. In 1989 there were
21,452,992 Kenyans then. Of these 10,821,044 are women. Men are
just about 200,000 less. How does the insurance industry target
the majority women? How does Kenya Re target women particularly
given that they are more concerned with family welfare and
security and thus are more than likely to invest in insurance.?

More serious though, is the population’s age structure. There is
a sense in which the insurance industry is focused on the more
active economic group. This is the age group between 30 and 64.
It forms only 21% of the population. How many of them are
currently insured? Those in above 65 years old generally form
only 3% and are not likely to be economically active.

Those below this group, are likely to be either dependent for
schooling is taking longer and marriage is being delayed or are
just beginning to accumulate.

When those between 20 and 29, who form 16%, are considered, they
are not likely to have much disposable income for they are
starting families and trying to build capital. However, for the
intermediate term, this group is the growth market. It must be
introduced to insurance now so that as its disposable income
increases, it can invest in policies.

Those between 15 and 19, who form 11% of the population, a will
get in to the market in the next 10-15 years. How does Kenya Re
target them now?. Perhaps there are no products to sell them. Why
not sponsor school activities and competitions which will cost
little money in all high schools and universities so as to sell
the Kenya Re name now and collect on the advertising investment

later?

In summary, planning short term and long term business expansion
requires that clear thinking on targeting immediate expansion
into the economically active 21%, intermediate (3-5 years)
targeting of the 16 % without major disposable income now and
beginning to recruit the 11% into insurance for it is clear they
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will not behave like the earlier two groups who up to now are
basically traditionalist and invest basically in land and houses
as security before thimking about insurance.

PRIVATISATION AND ECONOMIC PERFORMANCE 1994 TO 15997

In 1987, the consultant and other colleagues developed an African
future scenario. It argued inter alia that the decade of the
nineties would essentially be a decade of poor economic
performance across the continent. This scenario was published
locally as a book titled BEYOND HUNGER IN AFRICA. I comment it
to you for although, as usual, we, local academics, were totally
ignored, our scenario has come to be. Economic growth rate is not
keeping up with population growth. The SAPs have led us to the
deadly paths we identified and asked African governments to take
evasive action. The economic situation has been made more dismal
than we even thought then by the self inflicted inflation and the
dictates of SAPs. A group of us intend to produce another
scenario for the Eastern and Southern Africa region over the next
year taking into account present realities.

Mudavadi tells us in the budget that our growth rate was 0.1% in
1993. It was 0.4% in 1992. He tells us it will improve.
Annualized inflation has been double digit in the past two years.
It is in this economic performance framework that privatisation
is to take place. Although Mudavadi states that things will
improve this year, one should take a conservative position in
planning strategy for the future and state that perhaps we shall
not see any growth which is higher than the population growth
rate, 3.8% annually, until after 1977. The consultant projects
that even then, the most optimistic scenario is that it will only
be 2% points above population growth.

Several points need to be made from this conclusion. First, under
this kind of economic performance over the next four vyears,
disposable incomes will continue to shrink. Therefore if Kenya
Re wants to a. retain the reinsurance business it has now, under
privatisation b. increase its market share in the reinsurance
business and c¢. enter direct insurance, it has to get it from
existing market shares of the other insurance companies. Second,
the only way to increase market share is to organise for war to
capture it. Business is war. The first internal concern is to
reduce operating cost to survive the down turn of the next four
years. Operating cost reduction is most efficaciously done by
cutting staff, cutting overheads and increasing return on
invested capital including shedding non-performing assets and
perhaps, given present realities, buying a company with an
existing direct insurance portfolio.

PROFITALISATION OF KENYA RE FOR PRIVATISATION

The ultimate strategic objective of an organisation in the
private sector, is to make profits to enable it to stay in the
market place. This is different from strategic objectives of
public institutions which could range all the way from welfare
to profit. Clearly then one of the objectives of this workshop
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ought to be to clarify for yourselves the ultimate objective of
Kenya Re given that it has to be privatised in four years.

It is no secret that Kenya Re is not particularly profitable now
even with current statutory protection. It is not clear that it
is privatisable at the current level of profits. Its underwriting
deficits have grown from Ksh. 62,564,338 in 1990 to Ksh.
112,777,505 in 1991 and to Ksh. 129,361,367 in 1992 according to
various Annual Reports. It is expected that there will be a
really dramatic jump on underwriting deficits in 1993.

Ratios of premiums written to personnel and investment income to
personnel are shown in Table 11 and Table 12 respectively.
Although both ratios have been growing, the ratio of net profits
to personnel have not. Kenya Re net profits over the past ten
years, as shown in Table 13., have not shown systematic growth
but are spastic. Although in absolute terms they have grown
spastically from Ksh. 62 million to Ksh. 94 million, the ratio
of net profits to personnel has dropped in the same period from
298,068 to 157,496. Put another .way each employees has
contributed less to net profits as the years go by.

In comparison one should look at Africa Re data on the ratio of
net profits to personnel from data in its 1993 Report of
Accounts. Its 1993 net profit is Ksh. 202,944,000 and there were
116 workers giving it a ratio of 1,749,517. In other words, each
worker in Africa Re contributed Ksh. 1,749,517 towards its net
profit. For Kenya RE to achieve the African RE ratio in 1992,
it would have had only 54 employees!

Kenya Re cannot survive privatisation, ruled in the budget as
necessary in the next four years, with staff generating such low
profits. It should be clear that there will not be subvention
from the GoK if the SAP dictates on reducing GOK deficit are to
be achieved. -

For Kenya Re, privatisation further means that nobody will give
it premiumg mandatorily within four years. It is probable that
policy and treaty cessions will be reduced to 20% in 95/95, 15%
in 95/96, 10 % in 96/97 and 0 in 97/98. This means that from
calendar year 1998, it is mandatory that Kenya Re plan some
income not based on cession. It has to go out and earn it. It is
then clear that it has to plan its survival and implement that
strategy before the four years are over.

From a strategic planning point of view, plans must be made in
year one (calendar year 1994) so that the organisation has three
years to convert, A VERY SHORT TIME. The logic is simply that if
the plan is not made in year one, there will be no business
development to carry the organisation in year four when it ceases
to get mandated premiums. Arising from this conclusion then is
the issue of the elements to be put into the emergency strategic
plan. These are outlined below not comprehensively but as sign
posts to what must begin to come out of this workshop for in the
logic of OD, the responsibility for designing the future of an
organisation lies with the organisation’s team.
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a. Staff

Without treading on presentation to be made later, it is clear
that many staff will have to be laid off for they are not
productive. There are too many subordinate staff, clerical staff
and non-income generating departments which need drastic
shrinkage. Out of 600 or so people, perhaps the target for the
organisation should be to end up with just about 100 or so, a 70
to 80% cut in personnel by the end of year two.

The mechanism for executing this can be the GOK SAP supported
retrenchment programme mainly. Other mechanisms are normal
retirement,nmnagementretirementsforruxrperformanceespecially
on the future planning which some will resist or have no capacity
for; reorganisation; and voluntary request for retirement.

The leaned staff will need to be enabled to work more efficiently
by setting specific performance outputs and penalties monitored
on daily, weekly, monthly and quarterly basis. Those who do not
achieve them should be dropped to allow more qualified staff for
future tasks to be hired.

b. Space Utilisation

There is to much space wastage in Nairobi Headgquarters and
presumably in the other offices. The consultant walked the floors
unknown. Space use is more generous than even for very profitable
multinationals and other very profitable local companies. To
increase income there is need to shrink consumed space and to
rent the rest. The target maybe to cut space use to only 25% of
current space by end of year two.

c. Reduction in Consumable Costs

1f staff and space are cut as suggested, then normal consumables
should be cut about 90%.

d. Increasing Income from Investments

The issue here is to get better returns from investments and to
collect debts better. Specific targets on daily, weekly, monthly
and quarterly basis should be set. If not met, the manager and
the unit team should be retired to create space for more relevant
and better performing staff. For the immediate future, there is
surplus office space in most Kenya towns. It may not be possible
to increase rentals drastically but this should be targeted to
all lease renewals. More paying clients, not GOK, should be
sought . Investigation on financial instruments should be made and
those not performing terminated. Discussions with GOK should be
held to seek diversification of the investment portfolio from now
on. Most important is debt collection. Performance has to improve
for on privatisation, the statistic on debt collection weighs
heavy in the evaluation of the stock.

e. Increased Efficiency in Premium Writing and Claims Collection



The issue here is to get more efficient writing of premiums and
collection of claims. Specific targets on daily, weekly, monthly
and quarterly basis should be set. If not met, the manager and
the unit team should be retired to create space for more relevant
and better performing staff.

f. Buying a Company with Direct Insurance Portfolio

In the four vyears, the tasks of planning privatisation and
shrinking staff and increasing efficiency, will keep the
organisation so busy that perhaps it will make sense to buy a
company with direct insurance portfolio rather than build up
direct national business from scratch. The logic is simply that
Kenya Re is known for reinsurance. It will have to build up a
name in direct business if it does not buy a name. Can it survive
in the future concentrating on reinsurance work only? If the
answer 1is no, it has to get into direct insurance business. If
this is so why not buy National Assurance, get government to
retire its debt and use the name to get into general insurance?

True, Kenya National Assurance is in dire financial straits,
staff is overblown and return per capital invested is dismal. Its
attractions are that it will need to be privatised. It can get
remission from government on some debt. From a policy point of
view creating one ex-government company to handle both direct
insurance and reinsurance is attractive to SAP movers and GOK for
it will save double handling. The phasing for a takeover of Kenya
National Assurance should be to allow the next two years for
reorganising Kenya RE for it among other things. However, the
policy decisions to allow this should be negotiated now.

g. Management Conversion and Organisational Development

Modern management theories (1980s and 1990s) stress that the more
efficient organisations are less hierarchically structured. This
leads to easier consultation, group planning and decision making,
more frequent targeting and gquick business adjustments as well
as more democratic management behaviour. This implies that Kenya
Re will need to reduce the levels of its organisational chart and
regroup departments and functions. This will tighten supervision
and reporting to allow daily, weekly, monthly and quarterly
checks on performance. Ongoing computerisation ought to
facilitate this.

The shrunken staff will need to get training in organisational
development, including team building, where all levels are
trained in taking collective decisions and sanctions and
abolishing the existing layering and small kingdoms which do not
get management supervision on frequent planned basis.

h. Kenya Re Privatisation Modality and Timing

In the consultant’s view, this should be by selling shares to as
a wide public as possible so as to prevent back door
privatisation where large operatives will buy it. This view is
based on general interpretation that the 36 non- government
insurance companies and 53 insurance brokers are essentially
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owned by individuals or companies on the main. There is not firm
data on this for the studies of ownership are lacking but even
the companies quoted ¢in the stock exchange have large
concentrations of shares by some few owners according to
discussions the consultant has held with brokers mainly.

There also is a publicly stated GOK objective to distribute
ownership to nationals, especially indigenous ones. the best
execution of this policy so far was the privatisation of KCB. A
widely held portfolio has also the other advantages of limiting
individual shareholder policy input. The model of share offering
should be to sell GOK shares in small lots to individuals. If it
is decided not to privatise totally at one go -a desirable
objective- then those individually held shares and the government
ones should earn dividends equally without the peculiar blocking
of some shares done in KCB privatisation.

It is proposed that 50% of the shares be offered to the public
in 1998 when cession business will be ending for it is doubtful
that companies will agree to continue with cessions if Kenya RE
is private. These share sale funds can be used to acquire Kenya
National assurance. The remaining 50% of shares should be sold
to the public within ten years.

STRUCTURE OF THE INSURANCE INDUSTRY
Ownership.

There is limited data on the industry available publicly. Limited
data provided by Kenya Re in UNDERWRITER, MAY, 1993 shows that
there are 38 insurance companies and 53 insurance brokers. This
data since companies like Munich Re and Swiss RE are missing from
the company list and the consultant knows of about ten brokers
who do not appear and they have been in the market. It is
understood that Kenya Re attempted in 1983 to compile a 1list
showing companies and brokers and their ownership. It was not
completed for the data at the Registrar of Companies was
incomplete given the usual missing files. In any case this data
is totally dated.

It would have been useful to know exactly how many companies and
brokers are in the market, the structure of ownership in terms
of individuals, companies, locals and foreigners. Kenya Re,
working from its data, the Commissioner of Insurance and the
Registrar of Companies, Tax Department can get this data
officially. The consultant recommends that this be pursued
vigorously for the data is required in the refining of the
privatisation and acquisition strategies.

Employment
The useful data on employment should be on company basis so as
to allow Kenya Re to compare the staff structure and income per

different types of staff structures so as to facilitate planning,
setting up of targets and renumeration levels, benefits etc. In
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the time of the consultancy, it was not possible to collect this
data.

i

Premiums By Type, Demdgraphic, Income and Region

This type of data is important in strategising future business.
Part of the data can be generated from Kenya Re files by tracing
sources of premiums. It is expected that it will be availed in
the conference. Such data will allow Kenya Re to establish areas
of focus given the other companies operations, strengths and
weaknesses across types of premiums, populations, regions and
incomes.

For Kenya Re itself, in 1990, 1991 and 1992 the top four sources
of premiums were Motor, Accident, Fire and Marine.

Between 1990 and 1991 and 1991 and 1992 the growth rates by
sector are as follows:

1990=-1991 1991=-1992
International Business 52% 5 -60%
Marine 25% -7%
Life 22% 10%
Accident 15% 7%
Fire 10% 19%
Motor 3% 21%
Aviation -5% 31%

Given the 1993 drastic economic downturn, it is important that
growth rate data for that year be processed as soon as possible
to show how such dramatic downturns affect particular premiums.
This and other data should be used to plan resource allocation
by premium sector.

Although it is rational to see these sub-sectors as the bulk of
the industry into the foreseeable future, it does not necessarily
mean that on privatisation and loss of cessions, Kenya Re focuses
on these. Data needs to be generated to show what sub-sectors are
more profitable. For example, Munich Re has created a market for
itself in informatics ( computer hardware, media and software) .
Are there niches for Kenya Re?

What is the basis of allocating resources across premium sectors
within Kenya Re? Given the recurrent problems of motor insurance,
should resources be allocated to it? What proportion of resources
( money and personnel and space and equipment)? What should be
the resource allocation basis across premium sectors? Current
volumes, growth potential, return per employee, return per
shilling invested or ease of management?

THE NEW KENYANS AS MANAGERS AND EMPLOYEES

One of the crucially hard decisions, for the management of Kenya
Re too make now, to plan how to induct the new Kenyans into all
levels but especially management. New Kenyans is not elegant
terminology, but, sociologically and psychologically, it is
exact. In ISSUES IN CONSTITUENCY STRATEGIC PLANNING by the
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consultant, orienting the current Parliament, these Kenyans were
described as follows:

§
"This Parliament and the ones to come is confronted by different
Kenyans from those of the past. We, Kenyans, are different. We
are young. It 1s estimated that only 8% of the national
population is above fifty years old! This is to say that only a
tiny minority of the nation has an adult experience of pre-
independence. Only about 24% of the nation’s population is above
30 years old. This is to say that more than three quarters of the
national population has been born since independence!
We are Kenyans and do not have our development reference on
tribes. We aspire to modernity. Our leaders are many for
development cannot just be economic. Some are dancing stars.
Others are athletes. Still others are religious leaders. Some are
bankers, teachers, pimps, farmers, rugby players, engineers and
so forth. We are not locked into seeing leaders only in Kenya.
For us a mwanasiasa 1s a contradiction in terms for one has to
have a profession. For us political leadership is what one does
to fulfil community obligations and not an occupation. We look
for solutions to specific personal and community development
problems. Jobs and inflation are currently priorities. For us the
legislator 1is just one of the many 1in society who are in
leadership positions and not necessarily the supreme leader. We
are aware that the old folk do not share our vision of poly
leadership for development."

The key objective of this quotation was to underscore that the
new group is extremely disdainful of political authority unlike
the obedient older generation. One needs to add that they are not
just young but more educated, equally disdainful of authoritarian
leadership, at home and work, and they verbalise their views
strongly. They increasingly are footloose in employment
behaviour, moving from job to job on the basis of conflicts with
authoritarian bosses and for 1little improvements in their
incomes. They market skills ruthlessly. They are the future and
one - ignores them at great corporate peril whether in the
political or corporate arena.

These attributes are desired by modern managements elsewhere but
are generally anathema to most Kenyan managers who belong to the
pre-independence socialisation system which 1is not only
authoritarian but also puts premium on personal loyalty and in
situations of insecurity, tribal. There must be developed a human
resources development strategy within Kenya Re whose primary
objective is to involve these new Kenyans. Elements of what this
must include are defined by Mario Risch, of the Swiss Insurance
Training Centre, in a better way than this consultant can. In his
paper to the 21 st. African Insurance Conference, titled HUMAN
RESOURCES DEVELOPMENT: A VISION FOR THE 21ST.CENTURY, he writes
as follows:

"Many strategies lack visionary force which instills commitment.

Vision indicates what a company stands for. It reveals the
singularity, the future path and the intrinsic values. A vision
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is fundamental feeling of direction. It appeals to the senses and
fosters emotional involvement. A vision nurtures a spirit of
enterprise. Elaboratingja vision means building a castle and
Iiwing in 1E.

A vision has a strong orientation force. It gives an aura of
involvement in something important and of performing a valuable
task. It calls for commitment and identification.

Current strategic perception needs to be more extensive.
Corporate and social interweavement is complex. Complex systems
can not be readily grasped by analytical, causal thought. Overall
networked thinking is called for. Intuition and sentiment have
to be incorporated.

If this is the reference to human resource development for
organisations in the future Kenya RE included, it is important
that some of the issues identified be addressed now within it.

The structural problem of management .generations is going to
cripple most organisations in the next few years as those born
after independence, mainly patriotic, ruthlessly independent and
thus not particularly interested in personal or tribal loyalties,
arrive at management levels. Since there are opportunities in
other companies elsewhere, and not necessarily within the
country, many will be trained at great d by organisations only
to leave within a few years 1if not challenged by the
organisations. Challenging them is giving them tasks, rewarding
them accordingly and allowing them to develop future pathways for
the organisations.

Retention of these individuals is an important objective which
Kenya Re should strategise on now. It can be achieved first by
making the young managers upward mobile. Evidence for this is
found in the banking sector where most of the key operatives are
very young. The international hotels have also converted almost
all of their staff to include these new Kenyans. To allow them
upward movement, there must be clear retirement of the old
generation. Second, they must be allowed to image the future for
many have more relevant skills eg computer literacy. Above all
else they are innovative. In this sense they are a resource to
be exploited.

The consultant’s view 1s that a team of such young managers
should be charged with the Kenya RE’s basic restructuring and
long range planning for they can bring to the task creativity not
found in the older management levels. This is most efficaciously
done as a Task Force under the Managing Director.

THE NEW MARKETS

Expansion of Urban Markets

Some agencies estimate that by the year 2000, 32% of Kenyans will
be living in urban areas. The consultant’s view is that this is

an underestimate based on the practice of many Kenyans collapsing
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