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INTRODUCTION

The motor vehicie industry in Kenva has achieted significant growth daring
the last two and a half decades emerging from total dependence  on imported
vehicles to local assembiy and martTacture of some of the vehicle compenents.
This has resulted in the cstablishment of three assembly ilants and over 65 auto
ancillary units supplying both the original cquipment and repincement markets.
This growth has been achicved .(iivough private sector initiative combined with
policy support from the Sovernment. The promotion of the motor vehicle industry
by the Government has mainiv been motivated by its potential for job creation
especial'y through the cmergence of various auto anciilary industries, its role in
the transfer of technology and linkages to other manufacturing industries.

Government’s  iolc in the development of the sector has been through
provision oi finance for investment (directly or through its parastal finance
instituticns), allocation of forcign exchange, protection Lhrough tariffs and in case
of some locally manufactured items, a total ban on their importation. The protection
of the industry initially lod to comparatively high prices of locally assembled
vehicles which became increasingly out of reach for the ordinary Kenyan.

Recent libcralisation of the economy has had a major impact on the industry.
Whereas previously importation of fully built vehicles was difficult and restricted
through application of high taxes and cumbersome importation procedures, it is
now easy for individuals, vehicle dealers and even franchise holders (o import
fully built vehicles :.7 their choice.  Tariff vrotection has been reduced and in
general while unassembled vehicles intended for local assembly attract 15% import
duty, duty on fully built vehicles ranges from 30 - 45%. Vehicle compoents not
manufactured locally attract 30% duty as compared to 20% for comporents available
from local industries.

As a result of these recent developments local assembly of passenger cars
has declined while importation of cheap sccond hand cars has taken over the bulk
of the market. The situation as regards commercial vehicles has however not heen
adversely affrcted to the <same extent.  Franchise holders still find it more
attractive to asscable buscs, minibuses and trucks localty than fmport them fullv
huilt and the assembly plants are therefore concentrating o, this iine of business.
Futthermore with the decelopment  of a common  marbol  for the Pra region

(COMESA) and increasing possibility  of eloser co o woration withia the three ast
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African countries, export potential for locally assembled commercia!l vehicles exists
and is yet to be exploited. As vegards the manufacture  of sotor vehicle
components, the Iiberalization has led to very Jow capacity utilisation especially
for those auto ancillary industiies that had relied heavilv on the orgzinpal equipment
market such as soft irim and upholstery.

Thus the present motor industry in kenya may be described as one heavily
dependent on imports especially for passenger cars and simple assembly with some
local content for the commercial vehicles. It has also the potential (o export
(commercial vehicles) to neighbouring countries especially those within the PTA
region. Thc facilities for local assembiy and component manufacture have aiready
been established and have been able to produce vehicles of acceptable standards.
Furthermore ior a country with an acute uncmploymen! the support of the

industry would te in the national interest.
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I. CURRENT STUCTURE OF AUTOMOTIVE INDUSTRY

Over the vears the automotive industry in Kenva has been movilded by the
prevailing cconomic factors. Prior to the econnmic liberalization effected in Mav
1994, the industry was firmly controlled by the Governmen: thronzh Ingisiation
and selective allocation of foreign cxchange. To Jate. ihewe harriers have heen
removed, expect for selective application of tariffs and !fa=ation.

The current motor industry in Kenva can be trnctured  into scectors of
manufacturing and sales, service scctor, simple  assembling  seclor  and
conventional . component irarketing sector. The marketine and sales sector is
dominated by varicus franchizsc holders with adequate support from banks and
stabilised by numcrous insurance companies. The service sector largely kept up-
to-date by franchise holders and dominated by infarmal ector operators, is the
life line of the industry. The simple asscmbling sccior is supported by completely
Knocked Down Kit (CKD) sourced overscas by franchise helders. Conventional
component manufacturing, largely under overseas f{ranchise. is supported by
simple assembly plant’s and replacement market.

Recently and as a result of economic liberaiisation coupled with the
inflationary erosion of purchasing power of most Kenyvans the demand for imported
second cars has grown tremendously. The emergence and enlargement of the
second hand car market in Kenya to 20% market sharc within a period of 1 1/2 years
has increased the car product mix and brought in problems of sourcing  spare
parts and servicing technical know-how.

The diagrammatic relationship among the main plaver: in the industry is as
shown in Figure A.

This structural relationship is cential on the franchise holders, completely
controlling the life linc of the con*ract assemblers. Direet importers source spare
parts, mainly from far cast and ecither distribute them ditectly to the replacement
market or through the formal and informal dealers.  The seennd hand ears are
sourced from Japan and Dubai by numerous «econd hand car denlers and sold
directly to the customers.

Accarding toone frenchise Lolder, /s DUT. Dobie, theie are 31 vehicle makes
and over 3000 models imported from Japan, France, Sweden, Germany. UK, Ttaty,
South Africa, South Korea and India, with Japancse vehicles acconnting  for 607 of

the market share followed by French, Korean and indian vehijelos respectively,
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Vehicle population in Kenva is controlicd by registration and subscquent
annual renewal of licences. The tatal registration of vehicles for once vear gives
the approximate number of new vehicles brought into the country while the
number of vehicles holding current liconces gives o fair estimation of total number
of vehicles on the Kenyan roads. Table 1 and Tahie ih shows the distribution of
vehicles holding current licences for the period 1081 - 1989 giving the market
share oi each type of vehicles. The ficures for motor cars include passenger cars.
motor cycles and tracotrs. 1In order to visualise the vehicle distribution easily,
and for the sake of analysis, the two tables 1 have heen represented graphically
in Figure 1 and Figure 1b:

Similarly Table 2 and Table 2b shows the vearly vehicles registration for the
same period and the same data has been transformed into graphs in Figure 2 and
Figure 2b to produce similar graphs. More detailed registration data for the
period 1990-1994 is shown in Table 2c.

The data in Table 3 gives the vchicles sales “.v the main franchise holder for
the period from 1990 to 1995 (estimated) and the corresponding market share by
type. These figures do not include motor cycles and tractors while the breakdown
of vehicles sold in 1993, 1994 and 1995 were not readily availab'e.

The observation from Figure 1 is that the kenya motor industry has had
gradual and smooth growth (average 5% per annum). Al types of vehicles
had a uniform proportional growth. '

As a result of the above observation. the market share for each type of
vehicles has been almost constant as shown in Figure 1b.

The automotive industry in Kenya is very sensilive to changes in economic
performance, especially the generation and availability of foreign exchange
as shown in Figures 2and Figure 3. The decline of the motor industry from
1990 to 1993 was due to collapsc of donor funding to Kenya. The decline in
vehicles sales in 1932-1983 was due to civil strife in country while the
decline 1984-19385 was due to famine,

From the past growth rates the vehicle: population  in Kenya can be
estimated to 350,000 vehicles with market share distribution as per Figure
ih,

The market for new vehicles i faicly <hared amons the main francihise

holder:s.




\,’

During the last two vears D.I. Dobie (Mercedes, Nissans etc). Marshalls

(Peugeot) have had the higiest sales as indicated below:

UNITS _SOLD.

FRANCHISE HOLDER 1993 1994 1995
D. T. Dobie 817 1185 1362
Toyota 746 45 1188
Marshalls 744 1325 1396
Simiba Colt Motors 338 504 568
'yundai Motors - 579 465
General Motors 830 875 1269
Cooper Motors Co. 719 997 1175

1. VEHICLE ASSEMBLY PLANTS

Assembly Plants were set up in 1974 with the investment capital sourced
from the Government and various franchise holders such as D.T. Dobie, Marshalls.
Cooper Motor Corporation and Motor Mart. The objective of setting up the plants
was to create employment, increase Value Added and Saving on freight charges on
importation of Fully Built Unit (FBU) and generate linkages to the manufacturing
industries. The set-up plants were simple, highly labour intensive, and utilising
Completely Knocked Down Units (CKD) sourced and supplied by franchise holders
from overseas manufacturers. Simple assembljng started in 1977, initially
targeting commercial vehicies and later inc]udcc.l. passenger cars. The assembly
plants were protected by legislation prchibiting importation of fully built units.

After the economic liberalisation of 1994, the importation barriers were
removed and replaced by market forces of price differentials -:;nd quality. The
vehicles with low volume sales and complex shapes become uncompetitive to
assemble locally and are now imported fully built. Todate there are threc assembly
plants, namely General Motars (K) Ltd in Nairobi, Associated Vehicle Assemblers in
Mombasa, and Kenya Vehicle Manufacturers located in Thika.

A._Kenya_Vehicles. Manufacturers _I.td (KVM).

The sharcholders are the Kenya Government with 35% and two franchise
holders, M/s D.T. Dobic & Co. (K) Ltd and M/s Cooper Motor Corporation Holding I.td
with 32 1/2% cach. Currently the government has plans to scll shares to the
private sector but firm decision has not been reached because the other two share
holders have pre-emptive rights on the government shares.

The assembly process is labour intensive, assisted by numerous Has and

»

fixtures for each model. Wheeled trolleys on rails are the main handling couipment
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on all the lines. The manufacturing Jigs were developed hv KvM and financed bv
the franchise holders.

Kenya Vehicle Manufacturers Limited has no assembline franchise and relies
on negotiated assembling contracts from Cooper Motar Coarporations, IMLT. Dobie &
Co. Ltd and Simba Colt Motors. They are basically contract assemblers kept in
business by continued flow of CKDs from these franchise holders.

Like the other contract assemblers KVM was badly hit by the near collapse
of the motor industry in 1992 sind 1993 when the donors suspended aid support to
Kenya Goveltnment. Although the plant has an installed capacity of 6,600 units
annual production went down to 1500 in 1993 as compared to 2015 units in 1984 and
3990 units in 1978. The onset of economic liberalisation in 1993 did not help either,
although current production has increased to 2,500 units per annum. Fast
changing car models, rigid production methods, high investment in jigs and
fixtures, have the overall effect of increasing the cost of locally assembled car, far
beyond the landed cost of fully built units.

The Land Rover rehabilitation project funded by donors through Kenya
Government has been stopped because of lack of donor support. The management
of KVM believe that their problems and that of the motor industrv are rooted in the
erosion of the purchasing power of most kenyans. With this in mind, they have
been researching on the development of the threc-wheecled low cost vehicle in
collaboration with a South African manufacturer. The expected sales volume will
be 50,000 units per annum to be sold locally and in the Preferential Trade Area
(PTA) market.

B. Associated Vchicle Assemblers (AVA)

Like KVM, Associated Vehicle Assemblers is a contract assembler
incorporated in 1974 with a government shareholding of 51% and two other
franchise holders m/s Marshalls and Motor Mart holding the rest of the shares.
Currently,plans are underway for the government to sell her shares to private
investors.

AVA has five assembly lines which are designed for simple assembly, are
highly labour intensive, and confronted by the same problems of inflexibility, and
investment in development of Jips and fixtures as KVM. In 1978 AVA aszembled
3330 vehicles increasing to 8765 units in 1987 and thereafter declining gradually
to 3078 units in 1992. According to AVA management the plant controls about 627%

of alf the vehicles assembled in the country.
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C._Generai Motors (K) Ltd (GM)

General Motors (K) limited is a simple motor vehicle assembler as well as a
franchise holder. Unlike the other two assemblers General Motors (K) Hd has the
independence to decide and choose specific models for focal assembly, and more
importantly, has the capacity to suit the assembling conditions.

The company was set up in 1975 with government holding S17% of the shares
and General Motors Corporation holding the other 9% of the shares. Plans for the
government to sell shares are underway but not finalised.

The nssembly lines are simple, Iabour intensive, and designed for commercial
vehicles, troopers and saloon cars.Since formation the company has concentrated
on the assembly of commercial vehicles and ventured into saloon carz because
there were importation barriers. The onset of liberalisation  has changed the
situation and the sales volume for cars can no longer justify locoal assembling and
hence cars and troopers are now imported fullv built. On the other hand, the
assembling of commercial vehicles is profitable and competitive and is now the main
line of business in addition to distribution of parts and components to its network
of dealers. The number of vehicles assembled by GM has ecencrallvy gone down from
2,847 in 1978 to 2,339 units in 1989 and 1,750 units in 1992 which acnerally reflects
the trend with all the assembly plants.

D._Findings

Contract asscmblers have problems in coping with high product mix brought
about by the liberalisation of the motor industrv. This is complicated by low model
volumes, and at the same time the requirement for high investments in assembling
jigs and fixtures. On the other hand assembling spccialisation on specific models
looks unlikely because the contract assemblers have no independence  in model

choice.

TH. CAR COMPONENT MANUFACTURE

Over the years manufacturing of <ar components in keava has been
motivated by the desire to satisfy the demand in replacement market. Manufacture
of such items such as batteries, tyres, leaf springs, radiator«, exhaust systems,
windscreens, and rubber bushes have attained competitive «standards to survive
the current cconomic liberalisation  with minimal povernment protection. On the

other hand, the manufacturing  of high performance car parts aneh as engines,
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engine parts, transmission parts, steering syvstems, and braking svs'sm are non-

existence. The esiablishment of simple assembly plants was intended to stimulate

the manufacturing of these high performance poerts but the standards set by the
franchise holders are beyond the capacities of local technologices. In short, the car
component manufacturing in kenya has the following characteristics:

. the kenyan manufacturing industries employ conventional methods and
hence, only parts insensitive to changing vehicle models have been
developed. These include batteries, radiators, tyvres, body building, etc;

. investments in modern flexible manufactering techniques to match overseas
efficiencies for fast changing car models, have been lacking. The
replacement market has become basically import oriented;

. recent liberalisation of the economy has already put extra pressure on the
already poor manufacturing industry by bringing in new competitors from
Korea, South Africa, and Taiwan, who have virtually taken over the whole

. replacement market ;

. the current structure of the motor industry where the franchise holder is
the main player has transformed the whole kenya motor sector into a big
commercial enterprise geared towards importation and lacking adequate

incentives for local manufacturing
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IV. GOVERNMENT POLICY

Aithough the development of the motor vehicle and auto ancillary industry
has continuously  been emphasised in the past Five Year Development Plans, this
emphasis has not always been transiated into concrete policies and strategy for
the promotion of the sector. Even during the era of government interventionist
approach there lacked concrete plans on progressive manufacture of vehicle
components or the development of key industrial facilities which could act as a
catalyst for the sectors development such as metallurgical industries, forge plants,
press shops, precision casting plants, research facilities etc.

A. Rationalisation_of the Motor I::dustry_

In the late 1970s and early 1980s there was a move to rationalise the motor
vehicle industry by restricting the number of vehicle models that could be allowed
for both importation and local assembly. The intention was to create reasonable
volumes of selected vehicle models and thereby encourage local assembly and
component manufacture.A subsidiary concern was the high influx of big engine
vehicles leading to nigh fuel consumption thereby putting pressure on the foreign
exchange rescrves.In a situation where freedom of choice by individual consumer
is ranked high and importation of vchicles sometimes closely linked to external aid
and bi-lateral relationships, model selection process was blurred and the efforts
to rationalise the industry aborted.

The need to enhance the local content of locally assembled vehicles has
always been of concern to the government.At the time of setiing up the assembly
plants there was an inclusion in the investment agreements of some gradual
increase in the local content of the locally assembled vehicles. However the means
to enforce and monitor its implementation were always weak or lacking.The
enactment of governments' Legal Notice No. 22 of 1980 , L.egal Notice No.121 of 1986
and Legal Notice No 245 of 1991 was intended to enforce the use of locally made
components in both the original and replacement markets and in a way reflected
government's  frustration with the low pace at which the local content was
growing. The  notices effectively banned importation hy assemblers and parts
dealers of selected vehicle components  whose local manufacturing  was considered
satisfactory and adequate.To oversee the implementation  of the legal notices an

"Auto Liaison Committee " was put in place comprising of reprecentatives  from the
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government, assemblers, franchise holders, component manufacturers and trade
associations.With the advent of liberalisation these legal notices though not yet
formally revoked, are now irrelevant. However sourcing of local parts by

assemblers continue but for reasons of price, transport expenses etc.

C. Tariff Protection

Tariffs have been widely used by the government to protect the motor
industry in the past.Tariffs have at times been made so high as to make imported
vehicles more expensive than the locally assembled vehicles.Fuithermore in the
late 1980s and early 1990s the procedures and requirements imposed by
government (special clearance.,evidence on sou.ce of funds,restrictions on
ownership transfer upon registration etc),made importation of vehicles a
nightmare. This created a boom foi the local assemblers, led to artificially high
vehicle prices and sometimes complacency in after-sales services provision.

D. Liberalisation

During the last few years the government has been liberalising the economy
as part of the Structural Adjustment Programme.The motor industry has been
heavily affected by this process.Levcls of government protection have come down
ard individuals/agencies are now free to import vehicles or components of their
choice without hindrance. The market has as a result been flooded with cheap
sccond hand cars while local assembly now concertrates on the assembly of
commercial vehicles. The spare parts market has similarly been flooded with
genuine and non-genuine parts which has also lowered prices.

E. Privatisation_

Goevernment’s  disinvesture programme is now underway.This will affect
those local assembly plants where the government has been having shares. It also
means that it will no longer be possible for the government toinfluence the policies
and direction of these companies from within.

F. Development_of a Local Car

In the early 1990s there have been some efforts to develop a local car- so
called 'Nyayo' car.The local university and ihe most modern local engineering
workshop i.e Railway workshop have been at the fore front of this effort using the
Presidents’  Research  Fund  to undertake  the necessary  research  and
development.Although  these activities are performed in an air of confidentiality
experts in the industry are sceptical and do not see the "car’ being commercialised

i n t h ¢ on ¢ o ! f 1 t 1 r c




G. Informal Sector Support

Due to increasing levels of unemplovment, the Government has directed
considerable attention to thic informal sector since mid 1980s. Dolicies and
programmes have been put in place in support of the sector both by creating a
suitable policy environment and providing the basic requirements of finance,
training etc that the sector requires. To the extent that most of vehicle
maintenance is undertaken by the informal sector, these policies can only improve

the provision of such services to the industry.
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VI. INSTITUTIONAL INFRASTRUCTURE

The institutional infrastructure is well coordinated by the franchise holders
in the areas of training, consumer credit and finance, and establishment of
functional associations. However, the whole institutional infrastructure is trade
based catering for the interests of the franchise holders and external
manufacturers of automotive parts. The infrastructure for research and
development of local manufacturing is lacking.The government once established
the consultancy with the University of Nairobi for the development of a kenyan
car.In the end two prototype cars were developed and manufacturing machinery
purchased but it appears the final coordination, and sourcing of investment capital
never materialised.

Training in the motor vehicle servicing is vital to the franchise holders as
well as to the external vehicle manufacturers, first as a source of income for the
vast network of service workshops established by the dealers and secorndly as the
backbone of after sales service.Accordingly, some franchise holders such as
D.T.Dobie have set up training colleges, and where necessary, sponsor their
employees to train overseas with the automobile manufacturers.

In kenya there are two motor vehicle associations, namely Kenya Motor
Industry Association (KMI), and Automobile ‘Association of Kenya (AA).The
Automobile Association covers motoring, drawing it's members from motorists, who
need driving lessons and insurance covers. The Kenya Motor Industry Association
on the other hand draws its membership from contract assemblers, franchise
holders, vehicle dealers, spare parts dealers, component manufactures etc. The
Kenya Motor Industry Association has the rcle of developing a data bank on the
industry for its members, provision of consultancy services to members on
request, lobbying for maintainance of quality service tocustomers by members and
acting as the spokesman for members in formulation of policies that affect the
industry in consultation with the government.

Last but not least, consumer credit and finance is vital for survival and
growth of the motor irdustry. Censumer credit is adequately provided in form of
hire purchase loans by the Non-bank financial institutions which are currently 43
in all. The H.P. loans provided by these institutions are normally for short period
and repayable within amaximam of 24 months. Processing of such loans is normally

fast and subject to the buyer contributing on averape 40% of the vehicle cost. In
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recent months the Central Bank has encouraged these Non-bank finance
institutions to convert into full commmercial banks and this treid is likelv to
remove their current specialisation in H.P. loans and could posc problems in the
financing for purchase of vehicles in future. The insurance companies also play
a vital role in stabilising the motor industry through the provision of insurance

cover which is compulsory for all vehicles.

VII. TRANSFER OF TECHNOLOGY

The institutional infrastructure has contributed significantly tothe transfer
of technology in the motor vehicle service industrv and in the field of information
technology. The large automotive informal sector, and most of the formal sector
draw servicing expertise from workshops run by franchise holders and dealers.
Similarly training in the information technology has contributed positively to the
transfer of technoiogy in inventory keeping and computer utilisation.

In the manufacturing industry the transfer of technology has not been very
effective except in the areas of franchise controlled manufacturing. In afew cases
the assembly plants have taken interest in the operations of the component
manufacturers and have provided guidance and supervision to ensure that the
products are manufactured to the required standards. The development of a
kenya car was seen as an avenue for transfering technology but as has been
indicated the development has been slow and all together not properly co-

ordinated.

VIII. PHYSICAL INFRASTRUCTURE AND NETWORK

Franchise holders and dealers have sales and service centres in most urban
centres, providing both in-house service and field back-up service, especially the
agricultural sector. The bulk of the vehicles are maintained by the mechanic
operating in the informal sector. These are normally machanics who will have
worked previously in larger motor vehicle garages or with franchise hoiders and
have over time mastered the common vehicle repairs and maintainance procedures.
They are cheaper and often provide a faster service with an innovative approach
to handling of vchicle problems including minor adaptations to the local conditions.

The road network is adequate, although there may be cases of poor maintenance.
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IX. TECHNOLOGY IMPLICATIONS

As earlier stated the transfer of technology has taken place in the service
industry, information technology and in some limited areas of manufacturing under
franchise conditions of external manufacturers. Technological implications are as
follows:-

investments in manufacturing car components have been static and even
declined in favour of investments in marketing, sales infrastructure and
servicing industry.
joinl ventures to accelerate the pace of transfer of technology has been
discouraged by the small market size and high product mix.
value added in local assembling has remained static through government
protection and is on the decline after the liberalisation of the economy. The
structure of the whole motor industry, as it is centred on the franchise
holders. who are basically traders (not a manufacturer or assembler) does
not offer incentives for research and external collaboration.
Kenya Motor Industry Association proposes that the strategy to maximise
value added is by creating adequate barriers to the importation of fully
built vehicles through increased tariffs and at the same time give generous
incentives to the locally assembled vehicles. The optimum tariff differential
will in the long run encourage the franchise holders to concentrate on local
assembling thereby modernising the assembly plants. The high production
cost with the associated heavy investment in assembling tooling (which has
been a negative factor to the performance of assembling plants and
franchise holders) will disappear as only few viable models will be
assembled. Similarly the Jocal content wili increase through franchise
controlled manufacturing or Joint Ventures as the motor industry becomes
more stabilised.

The long term strategy for harmonising the fast changing car models with

adequate value added is by investing in flexible manufacturing processes.

Initizal  priority must be given to training in computer aided design,

opcrations of CNC machines and computer information technology. Pilot

manufacturing plants may be set up, primarily for training operators, but

a more feasible approach would ke through joint ventures, targeting the

replacement market and regional export market. In the long run, the joint
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ventures will act as catalyst for investments from local industrialists.

X. FINANCE

Kenya has a relatively well developed financial sector comprised of 36
commercial banks (foreign and local), 43 nonbank financial institutions, 7
development finance institutions, insurance companies, a stock exchange with 54
listed companies, 20 stockbrokers, and aCentral Bank. In recent years the Central
Bank has come under scrutiny following collapse of some financial institutions and
inadequate contro! of the money market. The developing of secondary financial
market is basically the responsibility of Capital Market Authority (CMA)
established in 1990. The CMA has created greater confidence in the security of
investments and has regulated new lending procedures and instruments. It has
also developed a primary market in private securities and has increased dealing=
at the Nairobi Stock Exchange (NSE) which to some extent indicates increasing
willingness to commit resources in investments. In 1994 for example a total of 43
million shares worth Kshs 3076 million were traded in the NSE as compared to 27
million shares worth Kshs 890 million traded in 1993. Deposit mobilisation is
dominated by the four main banks - Kenya Commercial Bank, Barclavs Bank of
Kenya, Standard Chartered Bank and National Bank of Kenya - which also control
lending activities.

The Development Banks have for a long time been the main source of funds
for project financing. These include the Industrial Development Bank (IDB), the
Industrial & Commercial Development Corporation (1ICDC) both being wholly owned
Government Parastrals, and the Development Finance Company of Kenya (DFCK) a
private company. These banks have participated in the financing of both the
assembly parts and the various component manufacturers in the country through
provision of both equity capital and loans. For the smaller projects including some
of the component manufacturers, motor vehicle repair garages, informal sectar
operators ctc financing has been provided by the Kenya Industrial FEstates (wholly
Government owned) and the Small Enterprises Finance Company (SEFCO}, aprivate
company, amongst others.

Commercial banks in Kenya have pencrally been a source of working capital
finance and other short term loan requirements.  The four main banks are all

quoted in the Nairobi Stock Exchange including  the Kenva Commercial Iank and
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National Bank of Kenya both of which are Government owned banks. For the
purchase of vehicles, the main source of finance has been the Non-Bank Financial
Institutions such as National Industrial Credit (NI}, Kenva Finance corporation
etc.

Most of the international agencies, (Wo- Rank. IFC, USAID etc) have offices
in Nairobi but are not involved in direct fur.iing of these projects. In the past
however some of the Development Banks h:i..c obtained loans and lines of credit
from these agencies and have used such funds fer on-lending.

Kenya‘has traditionally been 1ible to attiact forcign investment especially
from U.S.A., U.K and other Furopean Union countries in view of its relative political
and economic stability. However this stuation has changed over the last decade
due to tense and unpredicatable political climate, tribal clashes ete. With the
advent of multi-party politics and embracing of full liheralisation of the cconomy

the future is bright for investment.

XI. THE MARKET
The tables discussed earlicr show that the automobile market in Kenya is
elastic and responsive to:-

. economic performance: The suspension of donor aid and famine of 1992 and

1991 let to the scarcity of foreign exchange, seriously depressing the import
trade. Manufacturing capacities declined as materials became too cxpensive
or ran out of stock. The demand for transport declined and few vehicles
were purchased. The growth of Gress Domestic Product was negative in
1991/92, and only grew by 0.2 per cent in 1993, increasing by 3% in 1994
after the donor funding was restored. The registration of new vehicles
followed the same pattern.
Increase/Decrease  is real incomes of the people and consumer credit: Real
incomes of the people of Kenya have been declining due to relatively  high
inflation rates. The ability to purchase new vchicles has been erroded and
has only been restored by provision of consumer credit by employers  at
subsidised interest rates.

- Vehicle sourcing and price differentials: The declining  real income of most
Kenyans has called for sourcing of cheap, less sophisticated  car models from

India and South Korca. Sourcing of second hand c¢ars from Dubai and Japan
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has growth tremendously to take 20% of the market share.

In future, itis expected that the current liberalisation policies will continue
influencing the sourcing of motor vehicles from suppliers with prices affordable
by Kenyans. Sourcing of commercial vehicles from India and Korea will increase
tremendously and similarly for second-hand cars from Japan and Dubai.

A. Market Size and Future Trends

Table 1 and fig. 1 show that vehicle population in Kenya had a smooth growth
from 200,000 units in 1981 to 277,000 units in 1989, posting an average growth of

5% per annum. In fig 1b the share of market by type was stable at:

Motor cars - 56%
Pick-ups - 30%
Lorries/truck - 137
Buses/minibuses - 11%

[t is expected that the average growth of 5% per annum has been maintained
for the period 1990-94 and by calculation the current vchicle population is about
400,000 units. [t is also interesting to note that commercial vehicles (pick-ups,
lorries, buses etc) take 50% of the market share and as noted carlier, this is the
area with the highest potential for local assembling, first, because the product mix
and model change is not so high as for saloon cars especially the Indian source,
and secondly, because the saving on freight ch.‘}fécs is a big incentive to franchise
holders.

The market scene has become very competitive  with Western Europe
commercial vehicles and Japanese ones competing in terms of guality and price and
Indian vehicles, with inferior quality, but offering very attractive prices. Since
the manufacturing and commercial activities are controlled by the Asian community
it is expected that the indian source will establish a firm base in Kenyan
automotive industry. [t is also expected that locally assembled commercial vehicles
will be much cheaper and will compete effectively in the repional markets within
the PTA countries especially Uganda, Tanzania and Rwanda,

Sourcing of spare parts is highly responsive to price as real incomes for
most kenyans decline. In kenya there are two types of spare parts namely genuine
and non-genuine.  Genuine spare parts are imported from manufacturers certified
by the vehicle manufacturer while non-genuine spare  parts are copied by
companics in Korea, Taiwan cte and usually have low price and low performance.

The war between genuine spare parts and non-genuine spate parts nas been going
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on for a long time and it seems the non-genuine spare parts are winning as the
economic conditions become harder for most Kenyans. Furthermore with
liberalisation of the economy many more spare parts importers have entercd the
market and are offering stiff competition to old established importers and lowering
the price in the process. Sourcing of these parts is expected to shift to Korea,

Taiwan, China and South Africa.

XI1. ENVIROMENTAL CONSIDERATIONS

The Contract Assemblers utilise Completely Knocked Down Kits with no waste
generation except in painting shops where small juantities of paints waste is
carefully drained as per regulations of the local authority.

The used oil from servicing workshops is carefully collected and sold as
industrial oil {after blending) to numerous casting shops in the country.

Currently there are no specific recycling industries for scrapped vchicle
bodies. However, there are numerous casting shops which purchase the scrapped
engine part:., transmission parts etc and melt them and cast various items for the
manufacturing sector. There are also numerous second-hand spare parts dealers
who disassemble the old vehicle and sell the parts. All these activities help to
decrease the volume of unserviceable vehicles in towns and cities.

The road transport policy especially on invasion of gases is lacking.
FINDINGS & RECOMMENDATIONS

The reccommendations on the development of automotive industry are derived
from the following findings:-

The Kenya automotive market is relatively small, about 20,000 units per year,
but shared by about 10 franchise holders, numerous dealers, and many
second-hand car dealers. This market is characterised by high product mix,
about 41 makes and over 3000 models.

The assembly plants employ labour intensive technology and are unable to
cope coffectively with the high product mix and fast changing maodels. Their
status as contract assemblers  denies them the independence  of model
choice, on which to build specialisation  and cost rationalisation.

Local manufacturing  industries use conventional methods and lack flexibility
to «ope with the fast changing models and to compete effectively  with

manufacturing, cfficiencies of  the  far  cast, Fianchise  controlled
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manufacturing has covered parts insensitive to car model changes.

The franchise holders who are basically not manufacturers hold the decision
on the models to be assembled by the contract assemblers. Since they are
motivated by immediate profit, their choices do not take inte account the role
of specialisation and cost rationalisation by the contract assembler. In the
end the fully built units become more profitable than locally assembled
vehicles.

Declining real incomes for majority of Kenyans., and current economic
liberali;ation, has brought increased sourcing of second-hand cars from
Dubai and Japan, bringing in all types of models irrespective of whether the
service back-up is available or not. Although tariff barriers exist, the
importers take advantage of loop holes in the legislation and eventually
avoid the barriers. Corruption among the custom officers makes it worse.
These second-hand cars are already destabilising the already unstable
contract assemblers.

Government policies support contract assemblers by charging lower import
duty (15%) for Completely Knocked Down Kits than for fully built units{(45%).
However the tariff barrier is not enforced and some importers bring in new
vehicles and declare them as second-hand _vehicles.

Recommendations

After discussion with Kenya Motor Industry Association (KMI) one way of
improving local assembling is to dislodge the role of the franchise holder as the
decision maker and subsistute with the assembler. This is however, not possible
because of the current ownership of the assembly plants. The other option, which
looks more feasible, is by increased assembling, through installation. of enforceable
tariff barriers to all fully built vehicles including the second-hand cars. Current
tariff barriers have many loopholes such as cheating on age of car (on which duty
payable is based) and evasion of duty paymert through corruption.

The barriers on importation of fully built vehicles will shift the emphasis to
local assembling by the franchise holders. Their immediate problem vill be the
high product mix, assembling tools and price. The obvious solution will be to limit
the number of models, concentrating only on models with high volume sales. This
will lead to moder specialisation and cost rationalisation. Local manufacturing will
become a reality as model variation becomes minimised.

The management of import barriers and incentives given to local assembling
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1s crucial to the success of this proposal. The tariff system shown in Appendix 1
should be revised increasing duty for fully built units from 45% to 50% or more and
an extra flat rate levy on all imported recond-hand cars. On the other hand the
import duty on locally assembled vchicles should be lowered to 10% or less. In
order to avoid cheating and corruption the enforcement of these policies should
involve all interested parties. The assemblers and franchise holders should be
involved in the clearing of the vehicles at the ports of entry.
REFERENCES _
(1) Report on Automotive Parts and Components Manufacturing in Kenya (Apri!
1993) - W. K. Kiiru & D. W. Ngii.
(ii) Economic Survey 1995 - Republic of Kenva.

(iii) Kenya Gazette Supplement, The Finance Bill, 1994.
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APPENDIX 1

IMPORT DUTY FOR VEHCILES AND SELECTED COMPONENTS

(i)

(i)

(iii)

(iv)

(v)

(vi)

(vii)
(viii)
(ix)
(x)
(xi)
(xii)
(xiii)
(xiv)

(xv)

Description

Vehicles (i.e buses) with seating
capacity of upto 25 passengers

Vehicles (i.e buses) with seating
capacity exceeding 25 passenger

Passenger cars

Vehicles for transport of goods upto
5 tonnes gross vehicle weight

Vehicles for transport of goods of
5 to 20 tonnes gross vehicle weight

Vehicle for transport of goods over
20 tonnes gross vehicle weight

Bumpers & parts thereof

Safety seat belts

Brake lining

Suspension shock absubers
Radiators

Silencers and exhaust pipes
Clutches and parts thereof
Steering wheels column and boxes

Other vehicles parts and accessories

Un Assembled
for local
Assembly

15%

15%

15%

15%

15%

15%

Rate of Duty

30%

20%
20%
30%
20%
30%
30%
30%
207
20%

20%
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TABLE 1: VEHICLES WITH CURRENT LICENSES BY TYFE

['YPE o flewl | uEr [ 192Y TUTRE | g5 | |98(‘_;>_!___‘?_~_f fuss o 196n
Jotor cars L 114107 115316] 116852, 122380" 128788 127351 132 235 14T 190531
dick-ups &vans | 57969 54358; 50R1%  GASO5! ﬁow' 694.)7‘ IATIE: 7e5hl 23348
-orries § frucks | 23956, 23634 233350 24760 *m.,s 25130 2 916" 2azan. 31523
Juses & minibuses | _ 5432: 5724 _ 5950:  7001; 2217} 82181 @172 n756. 12340
Total 1201,5547 204 02 205,764 2ts°75i230 032 2302151 244.141° 260,754 277 397
i | | T | '
TABLE 1b : MARKET SHARE FOR VEHICLES WiTH CURRENT LICENSES
IYPE 1981 : 1982 | 1983 | '984 | 1885 | 1986 | 1907 ' 1uge - 1989
viotor cars 36.6:  $6.50  56.81  558i 5491 5537 FAG 44 £i2
)!(_:kjlps &vans 28 8, 29 1 20; 29 6 10.2 :’,O’gi an . 20 l. 20
-orries & trucks 119, 11.6} 113, 11 3 114 10.8; 11.4: 114 1.5
Juses & minibuses 21 28 29° 233 35 380 38 A1 45
Fotal 10077700, 106, _1o0i _160; _100] _ iov, 0o oo
S A S U R D | _
FIGURE1: VEHICLES WITH CURRENT LICENCES
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TABLE 2:NEW VEHICLE REGISTRATIONS Ry 1vPE:

TYPE RS mu IQM 1'{:_\';1 _ l"&;_{, 1ase l‘l:_/ IF«E':': 1asa :
Motor cars | 4513 4515 4335, S8 3017 BARE, AR LiRL Reg
Pick- -ups & vans 6808 04-174 1415l SIS7. 4652 47510 47200 4782 48-17{
Lorries & trucks 1111 625 %41 10420 anr T04G) 1336 1584 1584
Buses & minibuses | <165 13551 1355; MU 1421 1006 ___'_{’_ﬂ‘__lzf_?g _1{‘_‘2!
Total 1,187, 11,972 11,3490 13,111 11207 14,026, 15,7311 16.612 17143,
TABLE 2b :MARKET SHARE OF NEW VEHICLE REGISTRATIONS g ‘ 5
TYPE 1981 [1082 [1883 (1924 (1985 1986 ;1987 ‘IQ::“.»____EQ_E:_(_}_;
Motor cars 3138 38 44 41.6{ TS l 304;‘ one 51_9_!
Pick- ups & \gans 7 A 48] 455] 1ag 9: 05 415 0, 0 vse oA
Lorries & lrucks B 5 A542 5. 2- C: 10.9; T4 3.4: a5 a2
Buses & minikuses 152 113 i 9. 109! 127 136 112 _!_0;9;__!_(1&
Total 100)° 100 100; 100i __100; 100) I_O_QL 100 100;
[ e , V___i_ - ;g o : - ,' 3 ,i : n
FIGURE2: NEW VEHICLE REGISTRATIONS
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JAELE 3: LOCAL VEHICLE SALES BY MAIN FRANCHISH HOLDERS
591,19 37 1uu4 )

TYPE 1400 (165911602 /1992 1 1uu4 ; 1ugh \
Passenger cars 5033§3\‘353'{344‘.;n_a A na
Pick-ups . 458612045,2328:na ina ina

Lorries & trucks | 2547: 192 4;1521in.a ‘na ina
Buses & minibuses | 1366 036110"‘3 ‘na ina na

Total _ 113582{9463; 8365!4524]6950; 622
: : i ¢ ' :
L
TABLE 3b: MN"KET <;HARE- OF VEHICLE SAI ES BY FRAZICHISE HOLDF AN
TYPE 11990 ‘1ag1! 10"" : '
Passenger cars coan 3Q' 451 .
Pick-ups Y S 1 1 28
Lerries & trucks  © 120 200 18 . |

3
v

Buses & minibuses | 10! {0i 13

e ——y

- et - e

Total . 100: 190} 100, Z
' | ; ; :
(1% H |
i ! i
FIGURE 3: SALES BY FRANCHISE HOLDERS
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TABLE 2C: NEW REGISTATION OF ROAD VEHICLES, 1990-1804

TYPE 1990: 1991: 1992/ 1993! 1994"
Saloon Cars A703] 4124; 4247, 4542, 6303
Station VVagons 2452; 2558; 2031 1823 2428
Panel Vans, Pick-ups, etc. | 4998! 3043 3723; 2510; 2340,
Lorries/Trucks 16111 1272; 1105, 750 1091
Buses & coaches 814 762! 7i8! 519; 318
Minibuses 525! 304 447] 285. U7,
Special Purpose Vehicles 35) 38 371 200 14
Trailers 419; 4230 2900 291] 139
RoBers, Graders, Cranes 42" 49; 3 55 39
Wheeled Tractors L1127, 700i 6371 474: 430
Crawfer Tractors fop 8 12 2
Motor & Autocycles 11831 1246; 1364] 1133; 1248.
Three Wheelers 10 2 1 1
Al Vehicles i 18023} 15516: 14724! 124207 15813:






