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INTRODUGCTION

In its philosophy of development, the Kenya Government elects
to pursue amorg other things a high and growing per capita
income, equitably distributed. The Government recognises its
central role and the complementality of the private sector

in investment resources mobilisation, and induces the inflow
of foreign private and public capital in the form of financing
plant and equipment and knowhow.

Besides the domestic resources contrazint, the lopsided
labour-capital national endowment and limited market, influence
the pattern and the scale of resource deployment imn pursuit of
the development objectives. Yarious private, Government and
quasi-government organisations have been created to direct the
available investment resources towards desired goals. The

Industrial Develorment Bank is one of such crganisations.

IDB'S FINANCING ACTIVITIES

The Industrial Development Bank (IDB) is a Government financial
institution createa in 1973, for tkhe purpose of furthering

the economjc d2velopment of the country by assisting in the
promotion, establishment,zgkpansion of medium and large scale
industrial enterprises incliuding mining, agro-industrial,
engineering, tourism, transport, shipping and such other
enterprises as the board may approve., In pursuing tkis objec=ive,
the Bank endeavours to achieve and maintain a satisfactory and
acceptable return on shar=holders capital compatible with ths

maintenance of a sound financial position.

Within the broad industrial sectors of mining, agro-industry,
engineering, tourism, trznsport and shipping, IDB i3 ncrmally

willing to finance or otherwisc assist in enterprizes whe

H

-
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new productive assets are to be created. The Bank #ill n

O

usually engage in refinancing operat.ions or transfzrs of

-

existing assets; or assist enterprises in exclusively commaracial

>

reai estate or farming 2ctivities.
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The Bank promotes the Industrial Develcoument of Xenya ihrough

one or a combination of .he following metheds:

(a) Provisicn of medium and lcng term loan financing;

(t) Direct equity investment;

(c) Provision of guarantees for loans from other scurces;
{d) Underwriting of security issues, share stocks, bills

of exchaage, promiscry notes and similar cbligations,

The Bank shall as part of its portfolio management and in
order to maximise the use of its temporarily idie re=zources,
purchase or acquire shares of profitauble companies and revolve

its funds by sellirg its equity investments.

IDB also undertakes the management of loans as agenc¢ of and

for account of the Government or any other reputable iastitution
on terms and conditions tu be agreed between the parties and
IDB. Such an agreement always includes a management fee
sufficient to cover IDB costs in conpmection with the manpagement

services offered and to yield a satisfactonry r2<urn to ILB.

The Bank does not normally participate in any enterprise whose
total capital cost, inciuding tue permanént working capital is
less than Renva Shillings (KShs) 1 million (USS8100,000). The
Bank's .nvestment in such an enterprise sbould not be iess than
KShs 400,000 (US$4G,000) or exceed KShs 40 milljon {(U3S$4 millicn)
and its commitm=2nt in any one enterprise should not exceed 50%
of the project's total capital cost, including permanernt working
capital, Speclal consideration is however, given tc tte
financial requirements of oxpaiasion programme for existing
industries. IDB does not seek to acquire a controlling interest
in its equity investments and may not acquire an interest of more
than 49% in the share capital of any one enterprise. The Bank
usually dres not manage enterprises, although it does its best

to ensure that an enterprise is managed competently.
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In its efforts to assist indigenous Kenyvans enter tle
manufacturing sector IDB has continued to mobilise local
resources through borrovings from commecial banks and
insurance institutions. Under its Medium Scale Enterprise
Scheme, the bank can finance upto 75% of the total cost of
a prcject whose total project cost is between !'Shs 1 millicn
and KShs 10 million(%S$1 million).

Tn its operation, the Bark is guided by sound banking orinciples.
Investment decisions are Eased on established appraisal methods,
and take into account particularly the scale of operations,

total financial requirements of a project and the stability of
the resulting financial structure. Only eccnomically sound,
financially viable and technically feasible projects are funded.

Imbeded in this investment analvsis is an evaluation and
selection of technology.

CURRENT EXPERIENCE AND METHODOLOGY OF EVALTATION OF
THE _TECHNOLOGICAL CONTENTS OF THE INDUSTRIAL PROJECTS.

Technology seiz2ction pressupposes:

i) the existence of more thar one technological approach

towards a desired goal.

ii) the useris awareness of the existence of the dJdifferent

technologies.

iii) wuser's knowledge on the differences between the

technologies.
iv) user's capacity to select the hest suited technolcgy.

The suitatbtilit’ of a technology is contingent uvpon the
country's socin.-economi. environment and set goals. A country
that is more relatively labour endowed, and seeking to
ma<imise erployment and social welfzre should discourage
capital intensive methods. A technoiogy that utilises Iocally

available raw materials will also be preferred, Since basis

~ + i ) i
project attributcs are determined at the project formuiation




stage, it is imperative that to te effective, techrology

selectior be integrated at the earliest stage in project
concertion. It could also be recommended that to be in

line with the national plan and Government develorment oriorities,
oroject s:eneration, formulation ani technology selection should

rece‘ve direction from th: Govermment or a Covermnment agent.

Choice of an approvriate technolowy is crucial to the project’'s
adaptation in the economy and its ability to generate backward
and forvard linkages. The experience in IDB is that not enough
consideration is given to tecunology selection in project evaluation.

T™his arises from a number of situational tacts.

(1) Privite Sector Dominance in Project Generation

Thoush the GCovernment varticivates in projects of national
significance or demanding huge iafrastructursl exparditure,
the orivate institations including private indiividuals,
local firms and local branches of transnationsl corporations
occupy s nalor rcle in the creation of productive car_cities in
Feaya. “=i1: n .ans that most prcject generation and rormvlation
fells sutside “Le realms of Government influernce and could even
be inconsisteut with Government intentions and cevelopment
pricrities. As the orivate sponsors are orimarily guided by the
profit factor ir project conception and formulat:on, tre logical
choice of a technology that iz relativelr labour iniensive,
suitably scaled and sesking to optimige total rescurce utilization
and industry linkages cannot e gusranteed.

(2) Lack of Adequate Knowledge on Available Technology

The main technology flcw into the country is in Zorn of
akills and ecuirment frm sore major ‘vveloved countries.
Informaticn available. to the users does not cover the whole
range of existing technology, and the difference betwen
possiblie choices could be blurred bty aggregsive salesmanship,
advertisemert and pr. tion by the plant sunpliers. The
equivment buvers may not therefore be able to order the best

avalzble equivment or skills.




Technology developed in the developed countries will
essentially be gared towards the economic conditions

in those countries. The technology wili thnerefore

be capital intensive, requiring highk technical skills

aud seeking to utiiise local resources and benefits

from scales of procduction. This technology may therefore
not be suitabie for a developirg country without s~me
modification. Even witb such modification the equipmeat
may not fully fit with the environment in a developing
country,.

Besides the tecknology and skills obtained from the
developed countries, there is technology developed in
other developing countries and inside Kenya itself. The
developing countries share certain basic characteristics
in lavour,capital endownment, skortage of technical
skills, unemploynient aad populations' low purchasing
power. The technology develored in other developing
countries may therefore be more relevant in the Kenya:
context in terms of factor intens:ity, sophistication ard
scale of precductioa and the overall resources
utilisaticn and industrial liokages.

However not enocugh attertion has been given to these latter
two sources of techpology. IDB has detected a local hias
agalnst technology developed in other developing countries,
which could be partly diue to lack of information and
inexperience with svco eyuipment and lack of promoticn on
the part of the sellers. Firms in developing countries

do not have the resource ability to piblicise and create

an appeal for tneir equipment as firms i1n developed
countries dc, Besidec a majority of [irms in developing
countries are part of multinational conxglemerates with
branches in mary other developing ccuntries. The local
brancles of the transnational corporatisns will normally
recelve techinolojy transfer direct form the parant company,
irrespective o0f the saitability of siuch technology to the

recipient country's requirements.




3)

iDB's Role
The role of the Bank as a fipnancing institution also
limits its ability to participate in effective technolegy

selecticn.

Hitherto the Bank's role in the generation and
formulation of prcjects has teen somewhat limited. ‘Tae
Bank has normally been brought in to the projects at the
appraisal stage where its role is primarily to determine
whether a project will succeed in generating and adequate

return on capital invested.

In a recent publication entitled 'Guidelines for the
Acquisition of Foreign Technology in Developing Countries',
UNIDO recommends the following steps in technology
selecticen:

iy It should be determined that the technology has hee:x
commercially proved, yet not obsclete.

11) Alternative technologies that may be available
should ¥+~ evaluated comparatjvely on the following
points:

(a) Cost of obtaining such technologies

(b) Principal inputs required and their local

availability,

(c) Estimated manufacturing costs and profitabiliz:.
iii) Where technology has to be obtained frcm a particular

country because of foreign exchange limitation or

other coastraints, a comparative evaluation should

still be made, to the extent possible, as in (b)

above, 1or purposes of negotiation.

In evaluating the technology selected by the spoasor for
a project the Bank will compare the equipment and any
technical back up offers with quotations for similar

macr inery from other suppliers.
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As the Bank does not have personnel competent to evauate
detailed technological differernces between equipment, plant
comparisons will primarily be centred on price with the Bank
normally recormending the lowest priced. On qualitative
grounds, the sponsor may still be zble to justify the selectior
of more expens.ve plant so long as it gives the project an
acceptable rate of return.

In some instances when wide differcnces do exist between offered
technologies, the Bank is able to make a technology selection,
but indirectly by considering the project's financial viability
A good evample is the decision not to approve financing a mini
sugar project beceouse one of the proposed technologies, the
open pan is too wasteful and inefficient while the alternative
diffusion technology is efficient but too expensive to render
+hc project fipancially viable.

Tied Credit

Mcst of IDB financial resources are loans from various foreign

lenders. A number of such liues ¢f credit available to the
Bank are tied to procurement of plant and equipment from the
lending country. This further limits the Bank's ability to
acquiring technology from outside the lending country.
Fortunately there are lines of credit which are not tied to
procurement of machinery from any particulur country and these
credits are increasingly being used to reduce the effects of

the above mentioned limitations.

IMTORMATICY RIQUIRED I'CR TECHNCLOGICAL EVALUATION OF THE PROJECTS
SUBMITTED FOX FINANCING AND THE EXISTING GAPS FOR CBTAINING SUCH
ORMATIOCY

As the appropriatenzss of a technology will depend on the local
socio-econcmic setting, a country's resource endowment and
development zcals and the technical requirem - ats of a project, data

to facilitate technuiozy selecticn should include:

Projects technical requirements

Details on offered equipment

(a) employment creation

(b) level of con-nperant teclhinical skills

(c) auality and vonlume nf raw material needed, including

'




ability to use locally available materials,
(d) Production capacity
(e) Quality of output
(£f) Supporting infrastructural needs,

Existing Gaps of obtaining the Information

Project ipnitiatocrs usually do not have the tezchnical ability

to specify the project's requirements. Mostl of the existing
consultancy organisations to whom the project spomnsors turn

do not have personnel competent to advise on technical details,
As a result, in the preparztion of a feasibility study those
consultants can only recommend technology and source of
equipment in line with the client's choice., There is therefore
a need to create a consultancy organisztion or organisations
competent to advise project initiators on the projects technical
requlirements.

Details on supplied technology along the lines suggested above
are normally provided by the machinery suppliers, The idea is

to widen the coverage by obtaining data on technologies available
in more countries; including technolugies frc. the evelcping
countries including Kenya.

V TECHNOLOGICAL INFORMATION EXCIANGE NETWORK

At present, no systematic search is conducted in the process of

technology selection. Project initiators have normallv stumbled
on contacts of possible machinery suppliers or picked them frem

thier business colleagues.

IDB usually identifies possible machincry suppliers thiough pas®
dealings or with tke aid of tkhe various foreign embassies in
the country. This does not ensure the consideration of the whole

range of existing different technologies.

To facilitate easy access to information on the range of inter-
pationally available technology, a technological information
exchange network has he2n preoposed. Such a system would

operate within an already existing institutional framework, or




a purposely set up syvstem. The Vienna Programme of Action
recommends the promotinn of universal access to bibliographical
information scurces through an international linkage of national
libraries. The National Libraries -rvould be responsible for the
collection and dissemination of Lipliographical information

as well as the development of existing international standard
methods of describing or retrieving documents fcr innternational
co-operation,

Other national institutions that could be linked intoc such
2 network include the national universities or organisations
dealing witk science and tezhnology.

A second approach may be to systemise the current adhoc usage

of embassies as centres for technological data collection and
aissemination. The information documentation would then be
current and mcre comprehensive and retrieval less time corsuming.

Though the use of already existing institutional framework may
be less costly, the volume of data to be handled may warrant

the establishment of independent intermationally linked scientific
and technological dats collection centres. The advantage here
would bz the ability to man the centres with techpically qualified
personnel, who could double as ccnsultants for project sponsors
on technology selection. Such centres would be more user-criented
and would be able to gather and document information on locally
available techrnolcgy.

A good example is the Lucknon Centr~ of appropriate technologr
in India. The Centre works on development of local techniques
and modification of impoited technoloygy to suit local needs.

The cerntral feature of the data cclle~tion centres 1s the
comprehensiveness and computer opplication. A more selective
and geographiczlly limited approach to technology selecticn
and transfer has been along the liues ol the Intermediate
Technology Industrial Services (IT-IS) of Britain, Acccrds
Inter-Enterprises de Transfert ~t d'adaption de technologies

in France and the F-Ide Ccmpany of 3IDA in Sweden. 3asically
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what these bodles do is identifyv small scalz technologies in
their respective countries that can saitably be transplanted
into the participating developing countries. Missions to the
participating developing countries, identify partners with
whom the technolozy transferring firms will collatorate. This
more flexible adhoc approach has been hailed as gaining a
better response :han attempts to impose rigid systems with
computerised information services.

IDB'S ROLE IN IMPRCVING EROJECT EVALUATICN TECHNOLOGY SELECTION
The two aspects in technology selection is the technological

information acquisition and utilisation. The selection is

from locally developed and imported foreign tet .uologies. If

the technolngical infoimation is available thrcugh an establisned
information network system, project initiators can only benefit
from the information by obtaining competent advice on the
technical recuirements of their rrojects. IDB would have to
support the development o2 au official consultancy organisation
to provide this service. This will ensure that technology
selection is giveh anppropriate considera.ion at the proje-t
generation stage and that it is consistent with the Naticnal

Plan and Government's development priorities.

The Bank's current projects financing pattern is biased towards
imported technology. As this arises partly rrom the tied
internaticunal credit finances, ccnsideration for flexibility,
more financing for locally acquired resources and the un-
packaging of imported plant deals will have to be negotiaced

for with the lenders and plant suppliers,




IDB policy shouid be to support the growth of an indigenous
technological base, which objective will be pursued by getting
the Bank's Research and Promotion Division to work more
nascently with the project sponsors in liaison with various
Government scientific and research organisations such as

Kenya Industrial Research Ianstitute (KIBDI), the National
Council for Science and Technology (NCST) and tke Industrial
Promotion Department (IPD) of the Ministry of Industry in
technology identification, evaluatior and selection.







