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PREFACE

As part of the programme cof the Industrial Development Decade for Africa,
UNIDO's Regional and Country Studies Branch is issuing a series of studies
determining both the major problems of African manufacturing and the potential
for regenerating the sector. The aim is to outline policies and measures that
may result in overall improvements and to identify individual plants for
assistance. While earlier documents in the series deal with key issues and
continent-wide analysis, this report and similar studies on Zambia, Liberia,
Morocco, Tanzania and Angola provides country-level diagnostic surveys of the
rehabilitation needs of African manufacturing industries.

The surveys are economic and policy diagnoses of the industrial sector in
selected countries. They provide estimates of resource requirements for
selected industrial plant rehabilitation, as well as assessments of expected
results from such rehabilitation. The surveys also provide contributions
towards the tormulation of sectoral, national and regional policy measures and
institutional developments, and the identification of full feasibility studies
and advisory services which may be required as part of the follow-up.

The present report is a diagnostic survey of rehabilitation needs in the
agro— and mineral-based industries of Kenyan manufacturing industry.
Specifically, the report focuses on the plants in the cotton-based, vegetable
processing and ceramics industries. Apart from suggestions to improve the
performance of these plants, the report also contains suggestions for
improvements at the sectoral and general policy levels.

The report is structured as follows: Chapters 1 to 3 present an overview
of the economic policy and institutional environment in which plants operate
at the national, sectoral and sub-sectoral levels. Chapters 4 and 5 discuss
the selection of plants and provide background information on the branches to
which these plants belong. Chapters 6 to 8 are in-depth analyses of the
rehabilitation needs of three specially selected plants and contain
confidential material. GCenerai and plant-level findings and recommendations
are then summarized in chapters 9 and 10 and the report concludes with a
summary of project concepts, Chapter 11,

The report was prepared, at the request of the Kenyan Government, by a
UNIDO field mission which visited Kenya from 5 January to 2 February 1990.
The members of the team were Mr. Ceorge Assaf (team leader) and Mr. Masayoshi
Matsushita of the Regional and Country Studies Branch, UNIDO and UNIDO
consultants, Mr. Thomas Alberts, M:. Bjorn Almquist, Mr. Jan Bjoerk, Mr. Peter
Coughlin, Mr. John Litondo, Mr. Craham Smith and Mr. Maurice Thorne. As part
of its work programme, the missicn held meetings with senior officials in key
ministries and Government agencies -~ in particular the Ministry of Industry
which acted as the Government focal point for the mission - senior
representatives, managers and technicians of private and parastatal
enterprises and with resident representatives of Kenya's development
assistance partners, including the European Community, JICA, JETRO, NORAD,
World Bank and USAID. Consultations were also held with the UNDP Resident
Representative and field officers. A list of institutions visited and persons
met is to be found in Annex 2.
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GENERAL COUNTRY INFORMATION

582,646 sq km (including area of inland water)
21.8 million (1987), 22.7 million (1988)

3.7 per cent per year (Government estimate, 1988)
Nairobi, Mombasa, Kisumu, Nakuru, Machakos, Meru
$8.7 mn (1987)

$393 (1987)

4.8 per cent (1987), 5.2 per cent (1988)
agriculture/forestry/fisking 30.8%

industry 19.0% (of which manufacturing 11.5%)

services and other 50.1% (1988)

$748 mn (1987), $785 mn (19%88)
coffee 31%, tea 27%, petrcleum products 16% (1987)

European Community 42%. Uganda 9%, USA 5% (1987)
$1,431 mn (1987), $1,495 mn (1988)

industrial machinery 24%, petroleum and products
21%, motor vehicles and chassis 9% (1988)
European Community 43%, Japan 11%, USA 97 (1987)
91 per 1000 live births (1988)

54 years for males, 56 for females (1983)

59.2 per ~ent of persons 15 years of age or older
94 per cent

English is the main language of education,
business and government. Kiswahili also serves a

language of trade and government operations.

20 Kenya shillings (KSh)

] Xenya pound (KE£) =
= 100 cents

1 Kenya shilling

$1
$t

KSh 17.75 (average for 1988)
KSh 19.28 (as of 3 April 1989)

* Data for 1987 and 1988 are provisional in most cases.
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INTRODCCTION

The issue

Manufacturing is a leading growth sector in the Kenyan economy. Of late,
the sector has accounted for about 12 per cent of GDP, but in recent years it
has experienced a period of significant decline. Available data suggest
annual gross investment in the manufacturing sector has been declining since
1978.° In 1985, gross investment was 40 per cent of its 1978 level in real
terms. This severe drop in gross investment suggests that disinvestment has
occurred. This explanation is also corroborated by informal observaticn. The
growth of manufacturing has been stymied in recent years by variable economic
conditions and uncertainties in the business environment.

The stagnation in manufacturing is also reflected in the fact that there
has been very little structural change in the sector. The leading branches
have been, and continue to be, food products, tobacco, textiles, electrical
machinery, fabricated metal products, chemicals, paper and paper products.

The consumer goods branches - largely food, beverage and tobacco products -
account for over 50 per cent of manufacturing value added (MVA). The branches
preducing irntermediate products account for an insignificant share of
manufacturing MVA in comparison.

Recent surveys> of Kenya's manufacturing sector have concluded that
many firms are producing at less than optimal capacity - 50 per cent or less.
Thus, although manufacturing industry in Kenya could play a leading role for
economic growth, in recent years it has failed to do so. Manufacturing has
therefore not generated a dynamic growth process and has not satisfied
domestic demand or achieved its significant export potential.

Under-utilization of industrial production facilities is one of the major
factors hindering the renewal of economic growth in Kenya. If this trend
could be reversed, greater utilization of installed capacity and improved
productivity would be the most economical means of restoring dynamism to the
manufacturing sector and overall economic growth in Kenya.

Kenya has now reached a stage in its economic development at which
manufacturing industry will have to assume a more substantial role.
Manufacturing, especially the public sector, needs to be regenerated to be
2ble to increase domestic value added and essential inputs for primary sectors
such as agriculture. This enhanced role for manufacturing industry requires
revitalization, rehabilitation and restructuring of Kenya's current
manufacturing capabilities. Particular attention should be paid to the
parastatals sector which accounts for a significant number of Kenya's ailing
industries. This regeneration of Kenya's manufacturing capabilities must be
supported by an effective institutional infrastructure, human resource
development and an appropriate policy framework.

1/ Kenya: Sustaining industrial growth through restructuring and
integration, UNIDO, Regional and Country Studies Branch, PPD.85, 22 June
1988; Kenya: Industrial Sector Policies for Investment and Export Growth,
Yolume 1, June 30, 1987, World Bank Report No. 6711-KE, pp. 9-11.




Sessional Paper No. l of 1986 and recent budget speeches by the Vice
President and Fiaance Minister, the Hon. Professor George Saitoti.i have
stressed the need to re-orientate more of the country's productive capacity
towards export production, and the essential need to raise productive capacity
to stimulate growth. In this connection, it has also been stressed that there
is a large scope for raising efficiency in manufacturing industry,
particularly in the parastatal sector.

The Government of Kenya is clearly well aware of the probiems of
manufacturing industry and its needs for rehabilitation and regeneration. It
is for this reason that the Covernment has decided to launch a process ot
regeneration of industry by diagnosis and rehabilitation of ailing firms. The
aim of the Government's regeneration efforts is to induce much-needed dynamism
to industry and thereby to break the vicious circle of increasingly poor
performance. UNIDO has, therefore, been requested to assist and support the
Goverument 's regeneration efforts by undertaking this diagnostic survey of the
rehabilitation needs of Kenya's manufacturing industry with special emphasis
on the parastatal sector.

Structure of the diagnostic survey: Top-down/3ottom-up aporeach

The main objective of this report prepared by UNIDO is to provide a
diagnostic survey of plant rehabilitation needs in a few economically
strategic firms in key industrial branches of the Kenyan manufacturing
sector. The approach used in this survey provides for an analysis ot
industrial rehabilitation requirements which integrates the poiicy, economic,
technological, managerial, human resources development, tinancial and
marketing dimensions, thereby focussing on plant-level rehabilitation within
the context of the overall macro-economic environment.

The methodology employed in this survey consists of a Top-down/Bottom-up
approach to rehabilitation.?

From a Top-down perspective, the approach moves the analysis of
rehabilitation needs successively from the macroecoromic level down to the
plant level. Thus Kenya's recent economic development is first reviewed in
its international ccntext. This macro-economic or country level analysis
includes an asscssment of the evolution of key elements of the country's
macro-economic, policy and institutional framework.

At the sectoral level, manufacturing is reviewed in terms of overall
characteristics, major problems and constraints, trade, and assessment of
policies and institutions relating to the sector. The relationship of
manufacturing to agriculture and other primary sectors is given special
consideration. This is to fully explore the possibilities of production basedq
on locally available raw materials and the development of rural areas.

1/ See, in particular, Budget Speech for Fiscal Year 1989-1990 presented to
the National Assembly on 15 June 1989 by the Hon. Prof. George Saitoti,
Vice President and Minister for Finance, Republic of Kenya.

2/ This approach is described in detail in Annex 6.
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The same type of analysis of key characteristics, constraints,
potentials, policies and institutions is made at the subsector and branch
levels.

Finally, at the plant level, a detailed analysis is made of a few
especially selected, economically strategic firms. This analysis makes a
comprehensive assessment of plant level rehabilitation needs in terms of
management and organization, human resources development, financial structure,
marketing, technological, economic and policy aspects. The analysis also pays
particular attention to issues of maintenance and repair, quality control and
raw material supply.

In order to assure that rehabilitation is not impeded by environmental
factors, the Top-down analysis is complemented by an assessment of each firm
in terms of its working environment, from the Bottom-up. In this Bottom-up
perspective, an effort is made to assess what changes in the economic and
institutional environment - government tariff and duties, macro-economic
policy, company taxation, and so on - constitute preconditions to successful
plant level rehabilitation.

An important element cf the approach is a concentration on a few
important firms in key subsectors with good backwards and forwards linkages to
other firms, industries and sectors, especially primary sectors such as
agriculture and other natural resource sectors.

Emphasis on a few economically strategic firms with good linkages in key
subsectors concentrates resources where they can have most impact. It also
maximizes the muitiplier effects of any given investment in that, should these
firms be successfully rehabilitated, they will exert a significant
“pull-effect” on other similarly placed firms. They thus become the motors to
start the regeneration process going and provide the dynamism for more
widespread economic growth.

In summary, by examining a few economically strategic firms in key
subsectors in their total working environment by taking a Top-down/Bottom-up
perspective, UNIDO believes it can identify the means for key firms to achieve
long-term economic viability and at the same time to galvanize other similarly
situated firms into rejuvenation.

In line with this approach, as shown in Figure A, the report is divided
into two parts. Part I provides essential background information for the
actual detailed integrated rehabilitation analysis in Part II. It is only
against this background information that it is possible to appropriately
assess the rehabilitation needs and regeneration issues at the plant level so
as to provide appropriate diagnosis and workable solutions.

This means that the analysis in Part I covers both macro-zconomic,
industrial sector policy and institutional issues and draws out implications
for the plant level.

UNIDO firmly believes that before a serious effort can be made to carry
out detailed rehabilitation of industry in Kenya, it is necessary to diagnose
the precise reasons for, and the nature of, the problems/constraints now faced
by industry. This is in order to identify the exact measures, investment or
market studies, policy and institutional issues, that need to be examined in
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Fiqure A: Structure of the report: Top-down/bottom-up approach

ECONOMIC AND POLICY CONTEXT

PART I: [Chapter 1]
ECONOMIC ENVIRONMENT FOR
AND REHABILITATION
INSTITUTIONAL RESOURCES,
BACKGROUND POLICIES AND
TO THE INSTITUTIONS
REHABILITATION ANALYSIS [Chapter 2]
1
AN
MANUFACTURING SECTOR
AND ITS
REHABILITATION
[Chapter 3]
PART II: SELECTED INDUSTRIES AND THEIR
DIAGNOSTIC REHABILITATION
REHABILI- [Chapter 4]
Iﬁ}'ﬁ’\?‘s.s THE CHOICE OF PLANTS
[Chapter 5]

VEG.
PROCESSING
INDUSTRY

TEXTILES
INDUSTRY

MOUNTEX PVP (EA) LTD.
[Chapter 6] [Chapter 7] [Chapter 8]

GENERAL OBSERVATIONS AND
RECOMMENDATIONS
[Chapter 9]

SUMMARY OF PLANT LEVEL FINDINGS
AND RECOMIMMENDATIONS
{Chapter 10]

SUMMARY OF PROJECT CONCEPTS

[Chapter 11]
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greater detail as part cof the subsequent detuiled rehabilitation analys

s at
the subsector, branch and piant levels. In uother worcs, it is only r

v broad
classification of current problems and their causes can an appropriate
approach to rehabilitation technical assistance te designed.

The material in Part I, thus, constitutes essential preparation for an
appropriate focus te the rehabilitation analysis in Part II.

Part | also serves as a guidance to potential toreign investors/
partners. 1t provides usefu! information on the prospects for Kenya's
manufacturing industry in the torm of a review of current industrial
developments in the context of established national resources and in the light
of changes in the macro- and industriii economic framework, and also in the
international, institutionai and policy environments.

Part II contains the actual rehabilitation analysis. It consists of »
chapters - Chapters 4 to 11 - and constitutes the core of the report.

Chapters &4 and 5 discuss the selection of key candidate plants and
provides a concise analysis of the branches to which they belong.

Chapters 6 to 8§ are devoted to in-depth analyses of three specially
selected industrial plants in key subsectors - ceramics, textiles and
vegetable processing - with good linkages to primary sectors such as
agriculture and other natural resource sectors. In these chapters a detailed
analysis is made of the rehabilitation needs of the three key firms, focussing
on aspects such as management and organization, financial structure, human
resocurce development, marketing, plant and economic performance, state of
physical plant and capacity utilization, and maintenance and spare parts.

The study concludes with chapters 9, 10 and Il which present a summary of
general and plant level findings and recommendations, and proje:t concepts,
respectively. The recommendations made are of both a short and 'ong-term
nature. They address, in additicn to plant specifir problams, issues of a
more general nature related to the macro and industrial economic policy
framework in the context of required changes for successful plant-level
rehabilitation.

[t is important to point out the limitations of this report. The report
is based on a detailed examination of only three economically strategic firms
in key subsectors. These firms have been chesen to be representative of the
branches of industry to which they belong. This means they hava to be
important firms and typifv the kinds of problems, constraints anc potential of
firms in the respective branches. In essence, they must serve as models from
which lessons can be learned that have applicability to the branch of industry
as a whole.

In the particular rase of this survey, three firms were selected in three
major branches of manufacturing industry in Kenya - ceramics, textiles and
vegetable processing. Each of the firms chosen are economically important aind
are representative of the problems, constraints and potential of tirms in the
particular branches of industry to which they belong. They are also major
firms in the branches they represent especially in terms of volume of sales,
market share and number of employees. Thus, an in-depth examination of these
three firms will have important implications for the branch of industry of
which they are part and probably for manufacturing in general.
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However, given the limited nature 2nd scope of this UNIDO diagnostic
survey - it was only possible to make an in-depth survey of a small aumber of
firms, it is important not to inf=r too much from this analysis. Clearly, an
examination of the problems and potentia]l of a few economically strategic
tirms in key branches is only relevant to manufacturing as a whole in as far
as the branches of industry chosen are representative of manufacturing
industry io general. Though, as is detailed in the %ext, the ceramics,
textile and vegetable processing branches are representative and important to
manufacturiag, other major branches of industry - for example, paper and paper
products and chemicals - need to be examined tn give more balance and
perspective to the findings and recommendations. This survey, then, should be
seen as a first round of analysis. Subsequen: more detailed and comprehensive
analysis with a broader coverage of important firms and branches of industry
will certainly need to be undertaken bty the CGoveranment and supported by the
various tilateral and multilateral agencies. On the other hand, this survey
does identifyv the main areas in which future investigations should be focused.

This report, therefore, must be seen as only providing the basis for more
detailed follow-up work and poliry analysis both at the overall economic and
industry sector leveis and at the branch and plant levels. Thus the various
recommendations made in the report regarding the rehabilitation of particular
tirms should not be regarded as comprehensive proj2ct proposals. They must be
complemented by more detailed technical and economic analyses in order to
provide effective practical guidelines for subsequent impiementation.




PART 1
ECONOMIC AND INSTITUTIONAL BACKGROUND TO THE REHABILITATION ANALYSIS

Part I consists of three chapters - Chapters 1 to 3. These chapters
provide essential background information against which the actual
rehabilitation analysis in Part II can be properly understood and carried out.

Part I also serves as a guidance to potential foreign investors/
partners. It provides useful information on the prospects for Kenya's
manufacturing industry in the form of a review of current industrial
developments in the context of established nztionel resources and in the light
of changes in the macro- and industrial economic framework, and also in the
international, institutional and policy environments.
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CHAPTER !
REGENERATING KENYAN MANCFACTCRINC:
THE ECONOMIC A\D POLICY CONTEXT

i.1 1he Curreat economic Situstion - f3ctars 3nd treads

i.1.1 Production

Since indepeudence in 1963, compared to most other Sub-Saharan countries,
Kenya's economic performance has been impressive. In 1986, the country's per
capita income was US$ 300 which is in the upper end for the low income
developing countries. Kenya has also developed better in terms of social
indicators than other African countries belonging to the same income level.

Kenya's economic development, however, depends to a large extent on
external ractors, the most important being its terms-of-trade. Changes in,
tor example, export prices send ripples through the economy and generate
disequilibria which the Government has had difficulties in counteracting.
Another salient feature in Kenyan development is its high population growth
rate, about 4 per cent per year, which has been a limitation to growth in per
‘apita income.

[n 1986 the Government noted that:

"Kenya has come through a series of economic crises: the oil price rises
cf the 1970s and the decline in Kenya's terms of trade, domestic
inflation of the early 1980s, the world recessisn of the same pericd, and
the devastating drought cf 1984. Kenya has coped suceesstully with these
crises, which can be scunted as a major ac-omplisbiment. But the ccst has
been high: economic growth has slowed te the point wher: average incomes
have barely risea ian the late 1970s. But because the short-term problems
have been brought under control, while progress has been made an
re-orienting the economy, 1986 presents a rip= spporiunity toe look much
further ahead, towards the end of the century, to determine what kind of
an economv Kenya is going to have then and how it is zoing to get
there.":

The regenzration of Kenyan manufacturing must bhe looked at within the
context of changing the country's economic structure and policies as weil an
the international context,

Overall performance

The rate of economic growth in Kenya, as measured hy GDP, shows
substantial fluctuations as can be seen trom Table 1.1.!. The country's

experience can be broken down into six periods.

- the "Kenya miracle'" of 1964-1973, with an average growth rat: of around
6.5 per cent per year;

1/ Economic Management for Renewed Economic Growth, Preamble, Nairobi, 1986.
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- the vears 1974-1976, in which the annual CDP growth rate averaged 3.5 per
cent (less than the rate of population growth), due to rising oil prices,
international recession and widespread drought in Keajyz;

- the coffee and tea price boom of 1976-1977, resulting iargely from a
severe frost which disrupted Brazil's coffee exports. As a result, GDP
growth rates were 8.2 and 7.9 per cent per year in the period 1977-1976;

- the period from 1979-1984, with a reduced rate of growth attributable to
several distinct causes: the collapse of the East African Community (EAC)
in 1977, the oil crisis of 1980-1981, renewed world recession in the
early 1980s and another drought in 1984;

- a period of renewed growth since 1985, partly attributable to the return

of favourable weather conditions, a general improvement in Kenya's
terms-of -trade, and the effects of the restructuring programme in Kenya.

Performance of major economic sectors

Agricultural sector

Agriculture is particularly important to the economy insofar that it
employs about 80 per cent of the labour force and accounts for about two
thirds of the value of Kenya's exports. However, in terms of value added, its
contribution to GDP is only about 30 per cent.

During the period 1974-1988, there have been great variations in the
growth of the agricultural sector ranging from -3.9 per cent in 1984 to 11.2
in 1982 (Table 1.1.2). Such large variations in performance bave taxed the
government's ability to maintain economic equilibria. Overall performance has
been quite good as can be seen from Table 1.1l.1.

The agricultural sector has top priority in the government's long-term
planning, with particular emphasis on high value, labour intensive crops.
Food self-sufficiency is emphasized, although the lack of new lands suitable
for cultivation means that increased production will have to come from
improved yields.

Over half of the cultivated land area is still devoted to subsistence
crops, although there has been a steady increase in the area devoted to higher
value cash crops. However, the importance of traditional estate crops such as
coffee and tea, representing over fifty per cent of total exports, has not
diminished. It is the vulnerability of these crops to shifts in international
commodity prices, and climatic variations, which accounts for the relatively
greater variability in agriculture's share in GDP. Moreover, because of the
large share of agricultural exports in total exports, changes in international
prices rapidly affect the economy as a whole.
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Industrial sector

The manufacturing sector, which will be covered in detail in chapter 3,
provided 13.2 per cent of CDP in 1987. This amounts to over 70 per cent of the
contribution of the industrial sector to GDP. (See Table 1.1.1 for details).
Compared to other Sub-Saharar countries Kenva's industrial sector is large.
There are 56C medium- to large-scale, 720 small-scale and 1,600 micro-
enterprises. (Some sources claim that the aumber of microenterprires are more
than 10,000). As can be seen from Table 1.1.2, apart from government services,
manufacturing has been the fastest growing sector cof the cconomy.

Kenya's manufacturing sector has been oriented to meeting domestic needs,
having been established to cater to the demestic market through a policy of
import substitution. High levels of protection were provided for key
manufacturing sub-sectors such as metal products, wood products, paper,
non-electrical machinery and tertilizers.

Agro-industry is the most impertant sub-sector. Food, beverage and tobacco
products accounted for about 44 per cent of Kenya's manufacturing value added
(MVA) in 1987. Other major branches of agro-industry (textiles and garments,
leather products, wood and paper products) accounted for, on average, another 12
per cent of MVA. The remaining 44 per cent is accounted for by a relatively wide
range of other branches such as petroleum, rubber, plastic, chemical, metal,
cement, glass and ceramic products.t’

Tabie 1. 1.01: GJP by industrial origin, 1380-1337
(current Kf)
1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

Traditionatl Economy 149.39  155.79 159.59 164.58 170.48 178.40 192.90 191.15 197.34 204.27
Forestry and fishing 20.33 21.05 21.83 22.74 23.80 24.50 25.00 26.33 27.20 28.09
Building and construction 45.37 48.05 48.02 48.96 50.58 54.01 6411 56.80 58.01 59.60
Water collection 18.41 18.71 19.00 19.29 19.58 20.34 21.14 21.95 22.80 23.69
Ounership of dwellings 65.28 67.98 70.74 73.59 76.52 79.55 82.65 86.07 89.33 92.89

Honetary Economy 2646.64 2542.66 2700.57 2833.66 2896.16 2969.°3 3109.84 3293.01 3452.42 3634.18
Agriculture 810.05 817.66 B867.33 964.06 979.07 941.05 975.59 1023.39 1062.57 1109.26
Forestry and fishing 26.63 27.55 28.37 30.91 33.52 32.89 33.12 33.63 37.11 L1.64
Mining and quarrying 7.95 8.7 5.45 6.61 6.69 7.41 8.11 8.40 9.12 10.15
Manufacturing 333.97 351.47 364.13  372.32 389.07 405.84 424.07 448.67 474.3¢ 502.80
Construction 118.29  126.61 136.73 120.58 109.96 105.72 110.19 116.72 120.26 126.5%
Electricity and water 40.10 39.26 45.30 &3.71 49.45 26.21 26.16 28.37 31.18 33.88
Trade, rest. & hotels 303.33  318.38 322,52 299.40 307.78 332.60 355.22 389.98 412.53 436.27

Transport, storage & com. 140.87 148.85 151.71 195.87 201.51 202.29 206.54 215.42 22(.90 234.02
finance & business serv.  170.13  169.26 221.34 206.92 223.58 222.50 244.51 261.02 274.52 291.27
Ownership of dwellings 118.16  124.16  135.84 140.69 135.18 187.98 193,20 199.25 205.63 212.20

Domestic services 26.06 28.33 30.69 32.75 34.88 37.16 39.74 43.32 47.82 52.11
Government services 382.39 403.84 425.20 441.35 459.89 473.13  497.26 528.73 554.13 586.16
Other services 51.85 £6.99 $9.32 62.68 68.46 96.20 99.10  106.05 111,764 119.7¢
Less: Imputed bank

services & charges -81.16 -78.41 -93.36 -84.19 -102.88 -99.40 -102.97 -105.94 -113.43 -121.8%

Total GOP at Fector Cost 2596.03 2698.45 2860.16 2998.24 3066.64 3147.98 3302.7¢ 3484.16 3649.76 3838.45

Source: IBRD and Economic Survey 1989, p. 15.

1/ " Central Bureau of Statistics, Statistics Abstract 1989, Nairobi, p. 126
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Tabla 1.:.2: Growth rates of -eai GIP by industrial or:igin. .380-1987
(percentage change in constant 1982 prices)

1980 1981 1982 1983 1984 1985 1986 1987 1988

Agriculture 0.9 6.1 11.2 1.6 -3.9 3.7 4.9 3.8 6.4
Forestry ond fishing 3.5 33 6.9 6.8 0.1 1.3 3.2 7.3 8.4
Mining and quarrying 10.1 -37.7 21.3 1.2 10.8 9.4 3.6 8.6 1.3
Manufacturing 5.2 3.6 2.2 6.5 4.3 4.5 5.8 5.7 6.C
Construction 6.7 5.8 -8.2 -5.3 -0.5 9.1 -1.6 3.9 4.2
Electricity and water -0.9 10.9 -2.0 9.6 -32.6 1.6 6.4 7.3 6.7
Trade, rest. & hotels 5.0 1.3 -7.2 2.8 8.1 6.8 9.8 5.8 5.8
Transport, storage & com. 5.7 1.9 29.1 2.9 0.4 2.1 4.3 4.4 6.1
Finance & business serv. -0.5 30.8 -6.5 8.1 -0.5 9.9 6.8 5.2 6.1
Ounership cf dwellings 4.7 7.5 3.7 -1.2 26.4 3.1 3.4 3.4 3.4
Domestic services 17.7 8.3 6.7 6.5 6.5 6.9 9.0 10.4 9.0
Goverrment services 5.6 5.3 3.8 L.2 2.9 5.1 6.3 4.8 5.8
Other services 9.9 6.1 5.7 9.2 37.6 5.2 5.0 7.4 7.1
Less: imputed bank

services L charges -3.4 16.1 -9.8 22.2 -3.4 3.6 2.9 7.1 7.4
Total GDP at Factor Cost 3.9 6.0 4.8 2.3 2.7 4.9 5.5 4.8 5.2

Source: Table 1.1.1.

Tiqure |.1: GDP at constant 1382 prices,  1379-1988
(Kenya £ million)

4500

3500

m | 1 1 i ol 1 1 1 1 L
1979 1980 1981 1982 1983 1984 1985 1986 1987 1988

Sources: Central Bureau of Statistics, Statistical Abstracts 1989 and Mission
estimates.
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Electricity consumption increased by 3.6 per cent per year between
1981-1985. The Govcrnment has announced ambitious plans to develop Kenya's
hydroelectric and geothermal potential, in order to decrease its reliance upon
imported oil, increasingly scarce firewood and imported electricity from
Uganda.

Kenya remains totally dependent upon oil imports to meet its domestic
requirements, although renewed exploration led in March 1988 to the discovery
of oil deposits which are as yet of undetermined commerical viability.

Kenya's mining industry is still relatively small, and concentrated in
quarrying and in non-metallic or chemical minerals. The main products are
soda ash (220,000 tonnes in 1989) and fluorspar (67,000 tonnes). Mining of
gold has resumed in recent years. Salt (12,000 tonnes) and limestone products
(37,000 tonnes) also yield significant export revenues, although they involve
little further processing in Kenya.

The service sector

The service sector accounts for the largest share of GDP, with the most
notable growth occurring in subsectors benefitting from Kenya's thriving
tourist industry (trade, restaurants and hotels; transport, storage and
communication; finance and business services). In re-ent years tourism has
become the largest single foreign exchange earner for Kenya.

Government services have grown at a rate slightly above that of GDP. As

a result, their contribution to GDP has slowly risen from 14.7 per cent in
1379, to 15.6 per cent in 1987.

~...¢ Cozmegity trade

The main sources of foreign exchange earnings, apart from petroleum
products based on processed imported cil, are coffee and tea, which together
accounted for about 60 per cent of total exports of goods and services during
19%7-88+",

The international terms-of-trade have varied significantly for Kenya
since Independence. According to information concained in the Economic Survey
tor various years, in the period 1979-1988, the terms-of-trade have alternated
from being unfavourable for the first 5 years to favourable for next five
years. Apar®t from great variability in the terms-of-trade, no definite
ronciusions can te drawn from this data.

Exports are important to the Kenyan economy. In 1964, exports
represented 34 per cent of GNP. Since then the share of exports in GNP has
decreased to 26 per ceat in 1982 and to 22 per cent in 1987.7  Tnis
development is common to many other countries pursuing an import substitution
policy. [t seems cxceedingly difficult to maintain a rapid export growth,
while protected industries are being established. Another consequence of this
trend is halance of payments deficits. This will be discussed later.

1/ FEeconomie Survey 1989, p. 81.

2/ Development Plan 1989-1993, p. 15.
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According to the World Banki', the share of manufactured goods in total
exports has fiuctuated around 1l per cent.

As is shown in Table 1.1.3, the main destination for Kenya's exports is
the European Community (EC), with the UK alone accounting for 20 pcer cent of
total exports. The next largest regional destination is Africa, headed by PTA
members Uganda and Tanzania. As a result of the breaking up of Preferential
Trade Area (PTA), there has been a pronounced decline in the share of
manufacturing exports going to Uganda and Tanzania which has dropped from 35
to 28 per cent (1975 and 1983 respectively). EC countries also supply the
largest proportion of imports, followed by Japan, a major supplier of motor
vehicles and electronic equipment, and United Arab Emirates, Kenya's main
source of crude petroleum. Imports from PTA member countries are
insignificant.

1.1.3 Public finance

Ambitious development plans have in the past necessitated an increasing
role for the Governmment in Kenyan development. As a result government
expenditures as a percentage of GDP have increased rapidly and in 1988-1989
were over 39 per cent. In order to finance this expansion, for many years the
Government has incurred an overall budget deficit. Different measures of the
deficit can be found in Table 1.1.4 below. However, there has been an
increasing concern among policy makers about the deficit with the result that
the Government is now committed to decrease it substantially in the future.
The "Sessional Paper No. 1 from 1986" sets the target to reduce this deficit
to 2.5 per cent of the GDP by the year 2000. The Development Plan projected
this deficit to be 4.5 per cent in 1988/1989 and as can be seen from the
table, the target was almost reached in that year. By 1992-1993, it is
planned that this deficit will be reduced further to 3.1 per cent.

Table 1.1.3: Kenya's main trading partners, 1988
(Us$ million)

Export destinations Source of imports _
United Kingdom 186.9  (20) United Kingdom 333.7  (19)
F.R. of Germany 114.7 (12) Japan 216.6 (12)
Uganda 83.7 (9) UAE 201.4  (1l1)
Netherlands 48.8 (5) F.R. of Germany 167.3 (10)
Usa 46.2 (5) France 108.9 (6)
Italy 32.8 (&) Usa 88.3  (5)
Tanzania 24,3 (3) Netherlands 86.2 (3)
France 17.5 (2) Italy 63.9 (4)
Japan 13.7 (1) India 28.8 (2)
All others 383.3  (40) All others __b70.1  (26)

Total 951.9 (100) Total 1,765.2 (100)

Source: Central Bureau of Statistics, Economic Survéy 1989, pp. 84-85.

Note: In parentheses, percentage share of total.

1/ Kenya: Industrial Sector Policies for Investment and Export Growth, p. 32.
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Table 1...4: Analysis of key fiscai iagicators .384/85-1988/89

Overall Deficit as % of 1984/85 1985/86 1986/87 1987/88 1988/89
Total expenditure -l6.7 -13.0 -21.0 -11.4 -11.7

GDP at current market

prices -5.8 -4.3 -7.5 -3.9 -4.6

Total government expenditures

as % of GDP at current market

prices 34.5 33.0 35.6 33.8 39.4

Source: Central Bureau of Statistics, Economic Surve;—kggg, p- 63

Note: 1987/88 and 1988/89 figures are provisional.

As can be seen from Table 1.1.5, to finance total debt the Government has
increased its borrowing mainly by a rapid increase in the foreign debt and, to

a lesser extent, by borrowing on the domestic market.

Table 1.1.5: Central qovernment pubiic debt, 1364-1388 &/

1964 1972 1974 1978 1982 1987 1988
Value (KE Mn)2’
Debt (D)
Domestic 18.0 88.5 129.1 283.6 454 .2 716.9 706.4
Foreign 68.1 105.8 136.3 242.3 859.3 2280.7 2717.4
Total 86.1 194.3 265 .4 525.9 1313.5 2297.6 3423.8
Debt service (DS)
Domestic 3.2 9.5 9.4 29.4 77.2 206.4 254.3
Foreign 3.0 7.2 8.6 31.2 102.6 257.4 284.3
Total 5.2 16.7 18.0 60.6 179.8 463.8 538.6
GNP 348.9 731.3 1016.0 2049.8 3363.9 6363.2 7324.0
Exports 119.7 200.1 357.2 593.1 877.6 1400.4 1664.9
(XGS)=”
Debt ratios
D/XGS 56.9 52.8 38.2 40.9 97.9 162.9 205.6
DS/XGS i.7 3.6 2.4 5.3 11.7 18.4 17.1
D/GNP 19.5 14.5 13.4 12.4 25.5 35.8 46.7

Sources: Republic of Kenya, Development Plan 1989-1993, p. 15, and Central
Bureau of Statistics, Economic Survey 1989, pp. 21, 22, 70 and 72.

exclude factor incomes.

b/ The Kenya pound (KE) is equal to 20 Kenya shillings (KSh).

a/ Calendar year totals, derived by averaging two financial years.

Exports

The Kenya

pound has been tied since October 1975 to Special Drawing Rights (SDRs),
rather than to the US dollar. The U. N. exchange rate as of 14 December

1989 stood at KSh 21.5 (KE 1.075) to the dollar.

Although the exchange rate is pegged, it is subject to frequent

adjustments. Two adjustments amounting to over 20 per cent were made in
1981, and other significant adjustments made in December 1982, when there
was a 12 per cent devaluation against the SDR. After December 1982, a
"crawling peg' system was adopted, with the exchange rate tied to a

basket of Kenya's main trading currencies.
c/ Exports of goods and services.
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1.1.¢ External debt and the Di.sace of piyments

The burden on the Kenyan economy caused by its debt service charges has
grown encrmously in the 1980s. Government statistics presented in Table 1.1.5
show that while the ratio of external debt to GNP increased 2.4 times, the
ratio of debt service to exports increased 10.1 times. The Government thus
considers that reducing the level of debt servicing is of critical importance.

In addition 5 the external public debt there is also a significant
external private debt, the servicing of which probably represented about an
additional 5 per cent of export earnings in 1987 (mission estimate).

Like many other developing countries, Kenya needs to impurt most capital
goods, certain intermediate goods and many raw materials, especially oil. But
exports have not grown encugh to finance these imports. While in the period
1965-1969 exports financed 73 per cent of imports this ratio had dropped to
57 per cent ian the 1980-1984 period.*’

Although the data in Table 1.1.6 are not directly comparable, they
sugzest that there has been a significant contraction in exports in the 1980¢
as well as for imports. although the latter to a lesser extent.

The budget deficit as well as the stagnant growth in exports explain the
growing foreign debt. Its repayment will further aggravate Kenya's economic

difficulties.

1.2 Recent poiicy charges &ad their impact

Radical changes in economic policies are rare in Kenya. Fundamental
changes in economic policies are implemented over several years. Kenya is in
the process of introducing such fundamental changes in the economy. The
process was inititiated many years ago. Since the beginning of the 1980s
there has been a growing roncern over the negative effects of import
substitutior policies and of the stitling influence of the state in the
economy. Among these negative effects can be mentiorned:

- the slowing down of overall growth

- the sluggish performance of exports

- the rapidly growing foreign publi~ debt and service payments
strangling needed imports and hence threatening future growih

- the persistent budget deficit and the squeezing of the private
sector of needed capital

The Government has received support from the World Bank since the eariy
1980s to support structural changes with a view to facilitate more efficient
use of resources in both the public and private sectors.

Sessional Paper No. 1 of 1986 established the basis for a reorientaticn
of policies towards a more market oriented economy. The Development Plan
1989-1993 states: "First, the Plan pionecrs the incorporation of the
structural adjustment process."z The Plan outlines the following
objectives:

i/ Republic of Kenya, Sessional Paper No. | of 1986 on Economic Management
for Renewed Growth, Nairobi, Kenya, 1986, p. 21.

o—

2/ Republic of Kenya, Development Plan, 1989-1993, Nairobi, 1989, p. 33.
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Table 1.1.6: Summary ba.ance of payments
(US$ million)

1980 1981 1982 1983 1984 1985 1986 1987 1988

CURRENT ACCOUNT

Trade
Exports(fob) 1261 108t 936 937 1034 943 1170 909 790
Imports(fob) 2378 1834 1468 1198 1348 1273 1457 1623 1399
) Net trade -1117 -753 -532 -271 -314 -330 -287 -714 -609
Exports as per
N cent of imports 53.0 58.9 63.8 77.4 76.7 74.1 B80.3 56.0 56.5
Services
Receipts 823 718 708 608 635 652 736 831 673
Payments 740 741 601 554 618 611 701 828 685
Net services 83 -23 107 54 17 41 35 3 -12
Transfers
Receipts 167 248 164 215 214 220 242 257 300
Payments 19 32 31 35 37 29 35 43 31
Net transfers 148 216 133 180 177 191 207 214 269

Current account
balance -886 -560 -292 -37 -120 -98 -45 -497 -352

CAPITAL ACCOUNT

Private long-term 149 3 11 -5 9 S 29 12 -15
Government long-term 395 258 66 101 138 -25 5 197 224
Government corporations 4 51 7 23 -15 -31 69 75 34
Short-term 134 17 29  -14 41 46 32 109 42
Capital account net 682 329 113 105 173 -5 135 393 285
Errors and omissions 10 31 -19 20 -10 -12 -1 11 8
OVERALL BALANCE -194 -200 -198 88 43 -115 89 -93 -59
MONETARY MOVEMENTS

Changes in reserves 47 120 -30 -200 -60 50 14 198  -46

Transactions with IMF 148 71 198 116 -2 56 -~106 -109 96

Changes in other

liabilities 0 8 30 -2 17 9 2 3 10
Total, monetary movements 195 199 198 -86  -45 115 -90 92 60

Sources: World Bank, Kenya: Recent Economic Developments and Selected Policy
Issues, 26 September 1988, p. 82; and Central Bureau of Statistics,
Economic_Survey 1989.
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- A growth rate target of 5.4 per cent

- An orientation of industry towards the export market

- An enhancement of the investment climate for both local and foreign
entrepreneurs

The budget speeches presented each year by the Finance Minister further
elaborate on the reorientation of policies.

A series of measures have been taken to implement Government policies
during the last few years:

- The tax system has been streamlined, including a reduction in corporate
taxes from 45 to 40 per cent. As of 1990 a value added tax (VAT) was
introduced which replaced the previous sales tax. A VAT is more
conducive to an efficient use of rescurces.

- The import licensing system has been modified and the number of goods
which can be imported more or less automatically has been increased.
There will be further liberalizations of imports in the future.

- The Covernment is streamlining and simplifying the tariff system.
Protection of domestic industry will depend less on import licensing and
more on the tariff system.

One area of conflict among policy makers, has been the role of
parastatals and the private sector. A review of policy statements and
documents reveal that there has been a gradual shift towards government
divestiture and privatization of parastatals. While Sessicnal Paper No. | of
1986 reiterates the continuity of past policies and one element of which has

been "... concentration of Government on the provision of economic
infrastructure and social services ..."!7, the Development Plan elaborates
further on this issue. According to the Plan, in the past the policy " ...
emphasized the Government's role and involvement in commercial activities even
where the private sector would be more efficient and failed to effectively
grapple with the unemployment problem”.®  In the last budget speech
(1989-1990) by the Finance Minister and Vice-President of Keunya, there was an

explicit reference to government divestiture and privatization of parastatals.

Some senior goverument officials also expressed their opinion to the
UNIBO mission that unprofitable parastatals should be closed down and that the
Government would consider privatizing them.

A series of actions have been taken to improve the investment climate.
The procedures for investment approvals have been simplified by the
establishment of the "one-stop office” in the Investment Promotion Centre to
simplify procedures for foreign investors to establish themselves in Kenya.
The restrictions on foreign companies to borrow in the domestic capital market
have been somewhat relaxed.

The Government is studying the roles of Development Finance Institutions
(DFIs) and the results of the studies should pave the way for decisions on the
restructuring of these institutions. The scope of price controls has been
reduced and further liberalizations are expected in the future.

1/ Sessional Paper No. | of 1986, p. 3.

2/ Ibid. p. 33.
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The successive liberalization of markets could well result in growing
income- and wealth-inequalities to such an extent that the present strategy
may become non-viable. The objective of the Government of Kenya (GOK) to
channel resources to the informal sectors, for economic growth and employment
creation, may be difficult to attain without concerted efforts by the
Gevernment .

In summary, the enabling environment for industrial rehabiiitation has
improved significantly in the last few vears. Further improvements in the
environment can be expected wiihin the next fuw years. In the past there has
been a reduction in foreign private investment in Kenya. whether these policy
changes will be enough to attract a significant inflow of foreign private
capital remains an open question. Still, the need to strengthen the role of
Kenyan investors and entrepreneurs will remain for many years to come.

1.3 The international and regional contexts

1

1.3.. Jeveiopmeat sssistance

Accelerated economic growth in Kenya will necessitate an increasing flow
of capital to the country. In the past, externally funded development
assistance has grown slowly (1981-1986) as can be seen from Table 1.3 below.
These flows have been of approximately the same magnitude as COK's development
budgets.

cable 1.3: Externa..y fuzded deve.opmext assistaace 3/
(US$ million)

1981 1982 1983 1984 1985 1986 1987

United States 78.0 54.0 78.0 43.0 76.0 31.0 44.0
United Kingdom 71.9 56.2 46.0 47.2 40.5 46.3 43.2
F.R. of Germany 42.3 31.3 54,2 39.0 36.4 6.2 57.2
Japan 27.1 21.3 54.8 32.2 33.4 54.9 69.6
Other bilateral 161.0 192.8 137.3 16l.4 186.4 238.5 25/.b
Total bilateral 380.3 353.6 360.3 342.2 372.7 &416.9 4ll.6
IDA 14.8 83.6 19.8 35.6 34.9 3C.0 72.1
European Community 46.0 28.7 16.6 16.6 15.8 1.2 29.3
world Food Progr. 3.9 5.9 2.2 14.9 15.1 3.7 1.6
UNDP 8.1 8.4 5.9 5.2 5.6 6.3 5.9
Other multilateral 12.5  20.6 15.2 7.8 18.2 19.2 18.4
Total multilateral 85.3 147.2 59.7 88.1 89.6 70.4 127.3
Total ODA%” 465.5 502.7 420.3 430.3 462.4 487.3 598.9
Bilateral as per

cent of total

assistance 81.7 70.7 85.8 79.5 80.6 85.6 78.7

Source: OECD Development Assistance Committe, GCeographical Distribution of
Financial Flows to Developing Countries, Paris, 1989, pp. 166-167.

Note: a/ Gross official development assistance (ODA).
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In 1987, there was a significant increase in assistance to Kenya. This
may well be a reflection of a growing confidence in Kenva's restructuring
programme and in the new liberalization policies.

Bilateral aid accounts for the largest share, about 30 per cent, while
multilateral aid for only some 20 per cent. During the same period the USA,
UK, Germany and Japan were the main co-operation partners.

Kenya's serious balance of payments situation has led to a series of
foreign exchange crises. The country has resorted to IMF stand-by
arrangements on seven occasions since 1973, to the world Bark for two
structural adjustment loans, and to the high-interest Euro-dollar market for
loans of several hundred millicn dollars. The most recent IMF package
(February 1988) features a stand-by agreement worth US$ 85 million and a
credit of US$ 90 million under its low-interest structural adjustment facility.

.

1.3.2 Reqioni) economiC Cs-opersiticn

The breaking up of the Fast African Community in 1977, caused strains in
the Kenyan economy, because Kenyan manufacturing had invested with a view to
exporting to the Community.

Since then, Kenyva has been an active promotor of the Preferential Trade
Area Treaty (PTA). The PTA became cperational in 1983 and has 16 members.=
The treaty is to encourage trade by reducing, and eventually eliminating,
tariff and nontariff barriers on selected commodities. These are included in
a Common List.

Since most members suffer from s!nrtages of foreign exchange, a Clearing
House was established to permit the use of national currencies. The balance
due for members is paid in convertible currencies.

However, the share of intra-PTA trade in total PTA trade was only 8 per
cent in 1980 and fell to 6.2 in 1987, Still, the share of intra-PTA trade
going through the Clearing Hcouse nas increased from 9 per cent in 1987 to
73 per cent during the first 10 months in 1989. Aimost 60 per cent of the
trade was settled in local currencies. Hence, member states saved needed
foreign exchange.

Important discussions are underway to make PTA more effective. Proposals
include the making of PTA members' currencies convertible, and to create a
monetary union as first step towards creating a common market. The need for
intensified regional co-oper«tion is considered a priority area of action by
the Kenyan Government.

1/ The PTA members are: Burundi, Comoros, Djibouti, Ethiopia, Kenya,
Lesotho, Malawi, Mauritius, Mozambique, Rwanda, Somalia, Swaziland,
Uganda, Zambia and Zimbabwe.
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CHAPTER 2
THE ENVIRONMENT FOR REHABILITATION RESOURCES, BOLICIES AXD INSTITUTIONS

2.0 The zatural rescurce base and itS renmewa. aS they re:ate to the

current diaqunostic survey

The following discussion is focused on conditions that have a direct
influence on the industries examined in this survey - namely, the ceramics
industry and the textiles and vegetable processing industries.

Kenya has a total land area of 571,416 km®, a comparatively long coast
and a number of lakes covering a total area of some 10,700 km®>.

Kenya is also endowed with a range of natural resources, particularly
rich farm land, favourable climatic conditions in large areas, and natural
forests which unfortunately are facing serious problems as a result of
excessive cutting and encroachment by agriculture. Industrial forest
plantations cover 165,000 hectares producing raw material mainly fcr sawmills
and the pulp and paper industry.

The country’'s mineral resources are limited to non-metallic minerals
including felspar, kaolin, wollastonite, flourspar, gypsum ard vermiculite,
all of which are essential for manufacture of crockery, tiles and sanitary
ware. Mining of these minerals was very erratic and with substantial
variations in quantity during the period 1977-1986. Detailed krnowledge of
locations and extent of deposits appear to be limited.

Kenya has rivers and geo-thermal energy sources which are used for
generating electrical power. In 1987, these energy sources had a combined
capacity of about 400 megawatts. Further development of these rescurces is
continuing.

Out of its totai agricultural land of 52.05 million hectares, about
.8 million hectares are classified as high potential tarm land and 3.!
miilion herctares as medium potential land. The mission did not have access to
detailed land-use plaas but concludes that the availability of land per se is
not a restricting tactor for increased production of cotton and/or vegetables.

Cotton is the major raw material in the textile industry and is,
according to available figures*” currently grown on about 140,000 hectares.
Thus cotton is grown on only 7 per cent of the total area of 1.8 million
hectares which are classified as suitable for cotton production in 18
districts of Kenya.

During the late 1970s there was a substantial increase in overall cotton
output leading to a record output of 62,179 bales, or 11,3500 tonnes in 1979.
Due to various reasons, there has been a constant decline in the output of
cotton during the 1980s and by 1987-1988, total cotton lint production in
Kenya was only 36,632 bales or about 5,700 tonnes.3®’

1/ Ministry of Agriculture, Kenya Agriculture Research Institute, World

Bank/CAMP Assisted Research Project, report of October 1988.

2/ Statistics obtained from the Cotton Lint and Seed Marketing Board.
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Major constraints for increased cotton production include severe delays
of payment to the producers, sometimes more than one year. As a result, many
farmers have abandoned cotton production and turned to other competing cash
crops such as sugar cane and horticultural crops. A new legislation, the
Cotton Act, 1988, which introduces a modified marketing system for cotton seed
is intended to improve the situation and increase farmers interest in growing
cotton. However, the average yield of cotton lint is low in Kenya, about
100 kg/hectare.

But results from various trials in different parts of the country show
that the yield per hectare can be increased to between 450 kg and 900 kg of
lint per hectare if improved varieties and production technology are adopted.
Considering the price of cotton, which also reflects the world market
situation, it is doubtful whether cotton production can in fact gain any
greater popularity if the crop yields and hence the iacome per hectare are not
improved.

Increased cotton production in Kenya is dependent largely on the
resources to improve the varieties of cotton, develop better production
techniques, and substantially improve the extension services to the farmers.

In addition to deterioration of the crop yields the turn-out from the
ginneries have degraded with an impact also on the quality of the lint. This,
in association with sometimes inadequate storage facilities at the farm and
co-operative society level, results in cotton lint of low quality which the
cotton mills have no alternative but to accep:.

Although the potential for increased cotton production in Kenya appears
to be quite considerable there is a long way to go to satisfy the demands of
the ginning materiai cotton industry for cotton fibre,

Vegetables are grown on about 70,000 hectares with a concentration in the

Central and Rift Provinces. Table 2.1.1 shows the hectarage of vegetables
grown in all provinces.

Table 2.1.1: Area used for vegetables, .9388

Province Hectares
Rift 11,932
Central 32,597
Western 7,348
Nyanza 6,299
Eastern 8,055
North Eastern 127
Coast 2,914
Total 69,272

Source: Horticultural Crops Development Authority

Tomatoes and onions are grown in every province and, as with most of
other types of vegetables are more or less concentrated to areas where they
grow best. For instance, carrots are mostly grown in the Central Province,
beans are grown in the Central Province but also in the Western and Rift
Valley Provinces, and different types of Asian vegetables in the Eastern
Province.
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Table 2.1.2: Production of vegetabies :363-.388 seiected crops

Hectare 1,000 tonnes Tonnes/Hectare

Year Year Year
Crop 1963 1988 1963 1988 1963 1988
Cabbage 945 33,200 4.77 591.6 5.1 17.0
Carrot 600 3,040 1.85 27.4 3.2 9.0
Cauliflower 102 27 490 1.04 & 9.8 10.2 2 20.1
Chili 3,069 2,300 2.80 7.1 0.9 3.1
French bean 354 6,530 0.39 16.3 1.1 2.5
Garlic 131 27 150 0.20 0.9 1.5 & 5.9
Kale 566 18,550 0.79 157.7 1.4 8.5
Onion 330 7,300 1.53 80.3 4.6 11.0
Sweet pepper 60 780 0.23 6.3 3.9 8.1
Tomato 531 15,500 4.79 314.0 8.9 20.1

Source: Annual reports for 1963 and 1988, Ministry of Agriculture.
a/ 1970 figure
b/ 1976 figure

Table 2.1.2 shows that vegetable production has developed significantly
since independence. The creation of the Horticultural Crops Development
Authority in the 1960s has contributed to this development through the
launching of several projects important to the vegetable industry.

The future availability of raw material for the textiles and vegetable
processing industries is largely dependent on agricultural policies and the
prices paid to producers.

Efficiency and an adequate technological structure of Kenyan
manufacturing industry is essential, and a prerequisite for industry to be
able to offer attractive prices for raw materials. If farmers are paid
sufficiently attractive prices for high quality raw material, the future raw
material base is not expected to be a constraint for further expansion cf
either the textiles or the vegetable processing industry.

In the 1960s and 1970s there was an "Export Marketing Development
Project" assisted by FAO/ITC. A "Horticultural Nursery Project' and a
"Horticultural Extension and Training Project” took off in the 1970s followed
by a scheme for establishing 'Horticultural Production Centres' in the 1980s.
This project is designed to organize farmers and train them in growing
horticultural crops, advance credits, supervise the production and narket the
products on behalf of the farmers and pay them after the recovery of advanced
credits.

Although the project still continues, only a few centres have been fully
developed due to lack of finance. The developed centres have reportedly been
very successful.

The mission concludes that policies and socio-economic conditions
affecting the farmer's choice of crops is the dominating factor influencing
the future availability of raw material for both the textiles and vegetable
processing industries.
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Very limited statistical information is available to show the amount of
mineral resources locally available for processing, especially for ceramic
manufacturing. The minerals of economic significance, not necessarily for
ceramic manufacturing, include soda ash, flourspar and salt.* Cther
minerals, such as diatomite, carbon dioxide, gypsum, kaolin and others used as
industrial and construction materials are currently being exploited for
domestic use. In general, as shown in Table 2.1.3, mineral production has
risen in recent years.

Table 2.1.3: Quantity and value of mineral production, 1384-1988

Mineral 1984 1985 1986 1987 19882
Quantity (tonnes):
Mineral
Soda ash 226,000 227,760 230,000 228,000 220,000
Flouspar 50,883 57,949 30,851 46,568 67,351
Salt 58,352 67,212 61,980 72,269 94,682
Limestone products 2’ 20,855 30,479 35,000 37,460 28,601 2
Other 35,818 37,202 39,276 37,705 38,459 *
Total 391,908 420,603 417,107 422,002 449,093
Value (KE'000):
Soda ash = 11,836 13,180 16,314 17,542 17,477
Fluorspar © 2,951 3,761 3,129 0,302 2,399
Salt 2,744 2,662 2,763 2,317 3,043
Limestone poducts 662 1,126 1,150 1,173 924 2
Other 1,500 1,558 1,963 1,779 1,783 ¢
Total 19,693 22,287 25,219 25,513 26,626

|
!
|
|
]
|
i
|
i
|
:
i

Source: Central Bureau of Statistics, Economic Survey 1389, Nairobi, May 1939, p.
108.
Notes: a/ Provisional.
b/ Excluding limestone used as input into cement product.
c/ Export value only.
d/ Rough estimates only.

As Tabie 2.1.3 shows, except tor flourspar, there is not much detailed
information on the production of minerals used for ceramic manufacturing. Although
some raw materials for ceramic manufacturing are available locally such as teldspar
and wollastcnite, the mission found that a significant amount of inputs were imported
{(for example, plaster-of-Paris and glaze inputs). However, in recent years, ceramic
manufacturing tirms have had to make use of substitutes for these imported inputs
because of financial difficulties. For example, imported kaolin has been substituted
with soapstcne from Kiisi and imported clay balls with Ngumba clay. The substitution

of imported raw materials has created problems with product quality, and necessitated .

the use of a mixture of local and imported materials to maintain reasonable quality
standards.

The mission suggests that the exploration of minerals be continued to ensure
that there is adequate raw materials for the mineral processing industries and to
reduce the dependence of the industries on imported inputs.

1/ Republic of Kenya, Development Plan, 1989-1993, p. 173.
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2.2 Triasport communications and ernergy

2.2.1 Transportation

Air transportation

Kenya has a very good international and domestic air transport
infrastructure with a main international airport in Nairobi (Jomo Kenyatta)
served by more than 25 scheduled international airlines. This makes Nairobi
the major hub in the region and one of the most important air transport
centres in Africa. Commercial traffic at Nairobi in 1987 amounted to 1.9
million passengers and 49,700 tonnes of freight. Domestic flights from
Nairobi are all centred on Wilson airport.

A medium-sized airport is located at Mombasa, which also handles some
international flights. The airport handled 520,000 passengers in 1987 and
10,500 tonnes of freight. In addition the country is serviced by more than
150 airstrips located throughout the country.

Sea transportation

Mombasa is the principal seaport of Kenya and is one of the most modern
in Africa. It serves all of Kenya and also provides vital sea transport
services for Uganda, Tanzania, eastern Zaire, Sudan, Rwanda and Burundi. The
port is dredged to a depth of 11 metres and has 16 deepwater berths, 2 bulk
oil jetties, 2 bulk dry wharves, 1 cased oil jetty, 2 lighterage quays and an
explosives handling jetty. The port is equipped with 17, 40-tonne gan:ry
cranes and 53 portable cranes capable of handling 20 tonne loads. In addition
the port has could storage facilities and warehousing. Its container facility
is the largest and most well equipped in the region. Container shipments have
been further facilitated by the installation of a new inland depot near
Nairobi, thereby allowing easy movement of containers to and from Mombasa by
rail.

Road transportaticn

Kenya has an extensive road network connecting most parts of the :ountry
and linking up with the road networks of neighbouring countries. The national
road network comprised of 54,200 km in 1986, of which 6,700 km was paved. Of
all roads, approximately 12 per cent are classified as irternational and trunk
croads, l4 per cent as primary roads and 67 per cent as minor roads. The
secondary and minor roads are generally passable all year, except in
abnormally heavy rains. Rates for road transport are negotiable and vary from
one transporter to another. The cost of a 12 tonne lorry from Nairobi to
Mombasa would be KSh 3,000-5,000.

Rail transportation

Kenya is served by a single-track railway system connecting Mombasa,
Nairobi and Kampala in Uganda. There are branches to Kisumu, Nanyuki and
Tanzania. The system operated by Kenya Railways carried 3 million tonnes of
freight and 3.8 million passengers in 1987. Approximate freight costs from
Mombasa to Nairobi are KSh 190/tonne, Mombasa to Nakuru KSh 240/tonne and
Mombasa to Kisumu KSh 300/tonne.
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2.2.2 Commyrnications

Post and telecommunication services are provided by Kenya Posts and
Telecommunications Corporation (KPTC). The services are operated efficiently
and communication with the major cities of the world are =xcellent. KPTIC
recently installed an international subscriber dialling system, allowing
direct dialling worldwide.

Overseas calls to Europe and the United States cost approximately
KSh 58/minute and to the Far East KSh 78/minute. Local calls cost
KSh 1.15/unit and the telephkcne rental costs KSh 840 per line per year. A
communication tax of 15 per cent is also charged. In 1987 there were a total
of 145,00C telephone exchang2 connections in the country.

International telex services are available and telex rental services are
provided by major hotels. There are approximately 2,400 telex subscribers in
Kenya. Costs range from KSh _0 per minute to the U.K. to KSh 43 per minute
to the USA plus a 15 per cent tax. Other services such as telegraph and
facsimile service are also available from the KPTC.

2.2.3 Energy
Electrical energy

Expansion of electrical capacitv has kept pace with growth in demand. In
1987 the hydroelectric capacity in the country was 353.5 megawatts; thermal
(oil-fired) capacity of 176.2 megawatts and geothermal capacity of 45
megawatts, a total of 574.7 megawatts. Further development in hydro and
geothermal power continues. Most electricity is supplied by Kenya Power and
Lighting Company Ltd. (KPLC) and its associated companies, the Kenya Power
Company and Athi River Development Authority.

Kenya Power and Lighting monthly chargesi/ are:

- For users of less than 7,000 units (KWH), the fixed chargze is KSh 30
and additional unit charges are KSh 0.37 for the first 50 units;
KSh 0.87 for the next 30 units; KSh 1.07 for the next 3G units and
KSh 1.33 per unit up to 7,000.

- For users of between 7,000 and 100,000 units (at 240 volts single
phase or at 415 volts three phase) the fixed charge is KSh 120, the
unit charge is KSh 0.97 and a KVA demand charge is KSh 50 per KVA of
demand per month.

- For users of more than 100,00C units the charges are the same as for
the previous group except that the unit charge is KSh 0.51.

1/ Investment Promotion Centre, Investor's Guide to Kenya, May 1989.
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Industrial Fuel

Supplies of industrial diesel fuel, liquified petrolewn gas (LPG) and
kerosene are all available {rom the refi.nery in Mombasa. However, the
refinery is old and breakdowns are quite frequent with the result that
supplies of o0il are sometimes in short supply. Supplies of LPG from the
refinery are not sufficient for the domestic demand, so that industries
relying on this fuel for their operations suffer disruptions to their
production.

Current prices of fuels are approximately:

Indust-ial diesel: KSh 3,250/tonnet” ,
Kerosene: KSh 5,210/tonne (KSh 4,273/1,000 litres whglesale=‘)
LPG: KSh 8,341.5/tonne (KSh &4,817/1,000 litres”)

2.3 Management training and human resource development

1.3.: ¥anagement training

At present, Kenya has a large number of institutions which cater for
managerial training needs at all levels. In the capital itself there are no
less than 45 institutions listed with the Kenya Trainers Association.

The most important organizations for this purpose are, apart from the
universities, the Kenya Institute of Management (KIM), the Kenya Association
of Manufacturers (KAM), the Kenya Institute of Administration (KIA), the
Federation of Kenya Employers (FKE), ¢nd the Government Training Institute
(GTI). All these training facilities are organized under one umbrella
organization called the Kenya Trainers Association.

Big companies usually have their own training programme for management
training. Training is also offered by major suppliers of equipment such as
International Business Machines (I0M) for computer systems or suppliers of
services like Price Waterhouse and others.

KIM is the biggest of these training institutes. It is a private
organization started in 1954 by a number of private companies to improve the
standard of managers in the country's business enterprises. Special emphasis
is put on training people at middle manager levels, a category of managers
which needs urgent improvement in Kenya.

Courses are held for all levels of managers and supervisors in a
company. A new point of departure is training for entrepreneurs for the
small-scale business sector; this training is intended to give assistance to
people who have started a small business or who are about to start up a
business. KIM can also provide financing for training as well as loans for
starting up a small business. KIM has a particularly interesting training
programme for small business. The programme is called PROT which stands for
Problem Oriented Training. This facility can be used for small companies that
have wound up in trouble. This is a sort of advisory service. KIM has access
to approximately 2,000 managers within different fields and specialities who
can act as teachers and advisers.

1/ Investment Promotini Centre, Investors Guide to Kenya, May 1989.
2/ Caltex 12 January 1990.

3/ Ceramic Industries (E.A) Limited, 12 January 1990.
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The management training usually consists of evening courses where three
levels of examinations can be obtained. This particular section of the
institute is intended to be the core of a future business school.

KIM is also collaborating with foreign training organizations such as
GOPA-Consultants in the Federal Republic of Germany. GOPA-Consultants has oune
representative, Dr. Ralph Engelmann, working on a full time basis with the
small business training programme at KIM. From the UK, Kim has cbtainred an
aid package intended for training purposes.

Training in the use of computers within the various sections of a
business such as Management Information Systems, will soon be available in the
institute when the necessary computer systems have been acquired.

The training offered at the institute is mainly for KIM's own members
while for instance, public or governmental companies have their own training
facilities for their managerial staff (see below).

Kenya Association of Manufacturers collaborates with the Kenya National
Chamber of Commerce for training that is mainly geared towards problems
concerning export, shipping, customs tarifts and so on. That training is
mainly intended for members of KAM and the Kenya National Chamber of Commerce.

Kenya Institute of Administration is giving courses mainly to senior
government officers and employees of parastatal companies. The Government
Training Institute in Mombasa is providing the same type of training as KIA
but for lower level managers. Both ¢f these organizations are cc-ordinated
under the Directorate of the Personne! Management Department of the 9tfrice of
the President.

The Federation of Kenya Employees is an organization offering management
training in collaboration with ILO, from which they obtain funds.

All mentioned training organizations co-operate when necessarv and when
their training programmes complament each other.

The training offered by the various institutions mentioned above appears,
in the mission's cpinion, to be of a high standard and performed by
professional staff, However, there are certain defi-iencies with regard to
training in Management Informaticn System. This is now given higiest priority
within KIM and ccmputers and associated software are being purchased.
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1.3.70 Huzaz resource deve.opzent ./

Kenya's formal industrial training system has steadily developed since
its inception in the early 1970s. The Industrial Training Act was enacted by
the Kenyan government in 1970 "to make provisions for the regulation of the
training of persons engaged in industries”. The Act was to establish training
schemes under the Directorate of Industrial Training (DIT) which was
established in 1971. In the same year the National Industrial Training
Council (NITC) was created under the Act and an Industrial Training Llevy was
establ ished.

DIT and NITC are the two basic establishments under the Industrial
Training Act. NITC is the body which implements policy and makes final
decisions and approvals. It has authority to approve new Training Schemes and
Levy Orders. DIT is responsible for: 1) the provision of training programmes
and facilities for industry in both the private and public sectors, 2) the
administration of the Levy Fund, and 3) the Curriculum Develcpment, National
Co-ordination and Technical Support System.

The objective of government trairing poliicy is to improve the quantity as
well as the qualicty of industrial training, and also tc ensure that firms
share training costs equally and to promote trainirg in the private sector.
There are two main bodies within the training system responsible for
implementing government policy towards industrial training: the NITC and the
Industrial Training Levy Fund.

NITC, which is a legislative body, has divided the countryv’'s training
needs into 11 industrial sectors,?” and with an Industrial Training
Committee (ITC) for each sector. Each ITC has a technical sub-committee which
is supposed to identify the training needs of industry. In addition, another
ITC is established specially to develop management training. Each of these
three bodies in the hierarchy has tripartite representation from DIT, Trade
Unions and Federation of Kenya Employers.

1/ This section draws heavily on information provided in Irmgard Nubler,
"The Formal Industrial Training System and Policy in Kenya', Working
paper No. 444, Institute for Development Studies, University of Nairobi,

September 1986.

2/ Eleven industrial sectors identified by the Industrial Training Act are
as follows: Motor Engineering, Transport and Allied Industrial; Banks and
other Financial Institutions; Textile and other Allied Industries; Saw
Milling, Timber, Furniture and Allied Industries; Food Processing and
Allied Industries; Printing, Publishing, Paper Manufacturing and Allied
Industries; Engineering and Allied Industries; Chemical Manufacturing,
General Processing and Allied Industries; Commercial, Distributive and
Allied Trades and Industies; Plantation, Agriculture and Allied
Industries, Building, Construction, Civil Engineering and Allied
Industries.
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An important instrument of the government's training policy is the
Training Levy Fund. This Fund was set up for each of the 11 industrial
sectors and ITCs. Each firm registered in the Fund is obliged o pay a levy
according to a formula specific to the industry of which it is a part.
Reirbursement for some of the training costs is given for apprcved in-plant
and in-centre training programmes. The Industrial Training Levy covers
systematic and formal training within the modern formal sector. The levy
system intends to promote the training in firms and to give firms more
responsibility for the development of skilled manpower. Therefare, ali
trainees in the approved training programmes have to be sponsorad by emplovers.

In 1979 with the assistance of UNDP/ILO, the Kenya Integrated Training
System (KITS) was developed. KITS embraces all industrial training, the
principal components ot which are:

- the Indentured learner system (operatives)

- the Craft Apprentice system (skilled workers)

— the Technician Apprentice system (technicians and supervisor)

- the system of Nationai Trade Tests

- institutional trairing (rational training centres, technical schools,
Polytechnics, Kenya Textile Training Institute (KTTI))

- KITS training materials

— other learning materials

An important recent study has examined the quantity and quality of
training by the number of companies and of trainees in seven selected
industrial sectors.* Of 2,889 companies registered at DIT in the seven
sectors, a mere 474 companies have been involved in formal industrial training
in the period of 1979-1985. This implies that the training levy fund is not
giving most of the companies an incentive to train their employees. Many
companies consider the levy simply as a tax. Small-scale companies which sent
their empioyees for training were disturbed by the delay of refund due to the
shortage of funds. As many large-scale firms have the.r own training system,
they Jdo not have to use the govermment facilities.

In the period of 1979-1985, the number of trainees in the seven sectors
was 12,158, out of which only 3,432 (28 per cent) received technical training
at the craft and technician levels, the original target group for the training
system. During the period 1983-1985, most of the training given was for
management training. Since management costs are very high, companies tock
advantage of the levy fund.

The distribution of the levy fund also has a problem in that only a
handful of large-scale companies have received significant refunds, while
small-scale companies with less than 30 employees received, an average, only
5.4 per cent of the refund.

In sum, the nature and scope of industrial training in Kenya needs to be
examined to streamline operations, speed-up reimbursement of training costs,
and to give additional incentives for firms to offer appropriate industria!l
training.

1/ Irmgard Nuber, op. cit. 1986.
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2.4 Industria. poiicy

The sluggish rate of growth in the exports of manufactured products has
been of major concern to the Government. In recent years investments in the
industrial sector appear to have been negative. Kenya's industrial policy
seeks to increase foreign and domestic investments in industry. During the
last decade, there has been a successive shift in emphasis towards relying
more on private as opposed to public investments in industrial development.
The strengthened role of the private sector in Kenyan development is further
discussed in section 2.5.

Policy changes have been introduced to provide incentives to increase
exports of manufactured products. In this regard, a package cf poiicy
measures have been implemented and new measures will be introduced within the
next few years (see section 2.7). A review of some of the major policy
changes would suggest that a significant improvement in the enabling
environment is taking place.

A cumbersome import licensing system is still in effect in Kenya.
Depending on the availability of foreign exchange, import licenses have been
granted according to a pre-determined list of priorities. The declared policy
is to rely less on quantitative restrictions and more on the exchange rate and
tariffs. As a first step, the list of goods which can be imported with few
restrictions has beea increased (from 803 to 1,121 items between 1984 and
1987).

Often, the Government has, however, relied on quantitative import
restrictions when foreign exchange reserves have dwindled. Policy
alternatives such as using the exchange rate, reducing domestic ‘emand and
absorbing liquidity in the economy have not yet been fully expiored. One of
the key tests for the credibility of the new policies will be the successful
liberalization of imports.

There are uneven and high levels of protection. Inefficient producers
are shielded from competition and efficient producers can charge undue high
prices to consumers. Measures have been taken to rationalize tariffs so that
similar goods bear simiiar tariffs. The number of tariffs has been reduced
from 25 to 12. A further step will be to reduce the rate of protection. The
latter policy change is subject to discussion among policy maxkers. Although
the official policy is to reduce protection to foster competition, cthers
claim that potentially efficient companizs will be liquidated.

There has been little, if any growth, in exports in manufactured
products. The high protection provided through the import licensing system,
and through the tariff structure has made ;roduction for the domestic market
more profitable than exporting. Moreover, high tariffs on imported inputs and
an over-valued exchange rate made many Kenyan products uncompetitive in world
markets. In 1974, the Government established the Export Compensation Scheme
by which eligible exporters receive a compensation. [n 1984, this
compensation was raised from 10 to 20 per cent of the export value. At
present, the Government of Kenya is introducing a system by which import
duties will be reimbursed for exports. Plans are well advanced to establish
Export Processing Zones (EPZ). A manufacture under bond scheme for the export
market allows duty free imports as well as exemption from the saies tax.
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Prices for a wide range of manufactured products are controlled by the
Government. In 1987, the prices of 1l “asic foods and beverages and of 40
manufactured goods were subject to price control. Since then, the range of
price controls has been reduced and further liberalizations have been
announced.

Taken together, these policy changes should greatly improve the enabling
environment for future industrial growth. However, there is stiil a certain
ambiguity in industrial developmeat policy. Too often the implementation of
policies bear little resemblance with stated intentions. This ambiguity has
to be removed, since potential private investors carefully assess the
investment climate. Liberalization of capital flows in the world market also
has repercussions in Xenya. Today, international capital moves freely in the
world market, and stated policy intentions must be substantiated. The
development problems of Kenya have bSeen eloquently stated in government plans
and documents. The Government has recognized the need tor a significant
increase in the flow of capital to Kenya. Important steps have been taken
towards implementing t} is cbjective and should pave the way for a continuaticn
along this reorientation of development strategy.

2.5 Strengthening the ro.e of the private sector

Since Independence, policy planners have sought to keep Kenya a mixed
economy, wherein Government and the private sector play specific and
complementary roles.”  Although the private sector has played an important
role in the Kenyan economy, the government predominates, through direct
participation, as well as indirectly, in productive enterprises and marketing
channels.

Through the International and Commercial Development Corporation (ICDC),
Development Firance Company of Kenya (DFCK), The Kenya National Chamber of
Commerce and Industry (KNCC), Industrial Development Bank, Ltd. (IDB) and
other Development Finance Institutions (DFIs), the Government holds
controlling or dominant ownership shares in a large number of enterprises.

The Government's portfolio includes more than a hundred industrial companies -
38 parastatals and minority holdings in 66 industrial enterprises. Most of
the majority holdings are in textiles, sugar refineries, and cement
production.®’

1/ Sessional Paper No. 10 of 1965 on African Socialism and Its Application
to Planning in Kenya.

2/ UNIDO, Regional and Country Studies Branch, Kenya: Sustaining industrial
growth through restructuring and integration, Industrial Development

Review Series, Vienna: United Nations Industrial Development
Organization, June 1988, pp. 22-23.
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The Government exer:ts strong influerces on many enterprises, especially
food manufacturing and textile industries, directly through numerous marketing
boards, which buy commodities from primary producers and distribute to
manufacturers, and on terms of purchase and sale that are set by the boards.
The many complaints by managers of enterprises about supplies and prices
demonstrate that the terms are not efficiently determined. The marketing
boards include: the Coffee Board, Tea Board, Sisal Board, Pyrethrum Board,
National Cereals and Produce Board, National Irrigation Board, and the Cotton
Board. Besides control from these marketing channels, the structure and
performance of the manufacturing sector is shaped by the Government's
administration of the Kenya Railways, Kenya Post and Telecommunications
Corporation, and che Harbours Authority.

Although the financial rate of return of 7 surveyed parastatal
enterprises was good (at 15 per cent) in a 1986 worid Bank survey, private
sector enterprises showed rates of return that were significantly better (at
20 per cent). It should be pointed cut that the rate of return on parastatal
enterprises is more easily attainable because they are operated behind a
higher protective barrier - an effective rate of protection of 184 per cent
versus 60 per cent for the private sector firms. Moreover, negative rates of
return have been recorded for the parastatals, which dominate the sugar and
textiles industries.=~

A number of firms in the public sector are in a poor financial state.
They are operating at iow levels, due to insufficient working capital, and
they have contracted heavy debts, which are beyond their means to service out
of operating profits. Some are allowed to default for long periods on their
debts because closure of the firms would create difficult problems cf
unemployment. Several enterprises have been kept in operation under
receivership for a long period in order to avoid the consequences of closure.

Because of poor performance of the parastatal investments in
manufacturing, the portfolios of the DFIs are under review for evaluation of
the strategic importance and classification of each parastatal. The
enterprises are classified according to need for rehabilitation or
restructuring, the need for diverstiture, as well as the need for retentisn.
Clearly, though not yet explicitly, the decision-makers are moving toward a
lower degree of goveranment involvement in manufacturing primarily through
privatization and through promotion of private sector investmenti by
African-Kenyans and foreign investors.

The recommendations and assistance given by the World Bank in Kenya's
structural adjustment programme support privatization of industry. in the
same direction, the government will limit its initiatives to those activities
that cannot be fulfilled by the private sector.

The direction of these changes to reduce the role of government and to
leave more of the market economy to the private sector is not new. Past
development plans, especially the fourth plan, emphasize the government's
intention to strengthen the private sector. The steps taken to liberalize
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imports by rationalizing custom duties and import classifications within three
schedules are evidence of the Covernment's commitment to strengthen the
private sector. For similar reasons the Government has introduced the Foreign
Investment Protection Act, the Investment Promotion Centre, the Kenya External
Trade Authority, and recently the Restrictive Trade Practices, Monopolies and
Price Control Act.

These actions and policies are driven by the urgent need to reduce the
increasing numbers of unempioyed in the labour force and to reduce the deficit
in the merchandise trade balance. These problems have been aurtured in the
eavironment of parastatals and government controls. Employment and export
earnings are not growing fast enough. Consequently, the Government is moving
to improve the enabling environment for the private sector to grow, creating
more jobs and exporting more.

The current development plan, for 1989-1993, departs from previous plans
that have been oriented towards sectors and projects. This plan presents a
strategy to return to a stable growth path along which real income per head
increases, employment grows, production diversifies, and everyone participates
ir the development.

The first priority is to create productive employment for nearly two
million new entrants to the labour force between ncw and the year 2000. This
growth will be generated by agriculture and industry, including small-scale
ecterprises. The rext priority is greater foreign exchange earnings, followed
by increased expenditure from the private sector on basic needs services. In
these efforts, the government will provide policy and operational support to
the private sector, while looking after the natural environment. The private
sector will be given a greater role in the economy, as well as being given
access to the necessary technical and financial resources.

The major pattern of development objectives for the economy from the
present to the end of the century, shows modest contraction of public sector
participation in production and great expansion of the private sector,
measured in terms of capital investment, employment, output, and exports.

For this pattern of objectives to be achieved, the government must not
crowd out the private sector from access to financial resources for
investment. Domestic financing of the government budget must be reduced.
Private sector savings are about 20 per cent of GDP, while private sector
investment is about 12 per cent of GDP. The private sector is contributing to
financing public investment and part of government consumption. The
government deficit, and possibly investment, must be reduced, releasing funds
for investment by the private sector, in order for the private sector to
fulfilled its new mandate to create jobs and exports.

2.5.1 Support to smail- and medium-scaie enterprises (S¥Es)

The current Development Plan recognizes that small-scale enterprises and
the very small economic activities (jua _kali enterprises) have been

insufficiently exploited in the past. The neglect is to be redressed so that
they can make a crucial contribution to meeting the national targets for
employment and income generation, as established in Sessional Paper No. 1 of
1986.
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The Government intends to support smaller enterprises by establishing an
appropriate enabling environment. The environment will be "firmly rooted in
policy restructuring and liberalisation covering the pricing structure, trade
regime liberalisation, foreign exchange management, wages and investment
policies and financial restructuring."?

The Plan states that the Government intends to encourage the sector by
amending rules and regulations in order to reduce constraints that are
presently proportionally heavier on smaller {irms. These constraints include
administrative procedures for cobtaining various business, trade, and import
licences, and other constraining requirements, such as compliance to building
codes.

The Government intends to support and promote the dissemination of
information, upon which rational business decisions must be made. The
Ministries of Foreign Affairs, Technology and Research, Labour, Manpower
Planning and Development, and Information and Broadcasting will be channels
for bringing new knowledge to this sector of entrepreneurs. The information
will be related to markets for materials, products, and technology.

Besides review and amendments to rules and regulations, as already
menticned, the Government intends to set up Small-Scale and Jua Kali Business
Allocation Boards at the level of districts for the allocation of land.
Financing wiil be a focus in review of the network of NGOs that assist the jua
kali or micro- enterprise sector. ICDC and Kenya Industrial Estates (KIE)
will continue to support medium size businesses in their financial needs. The
Co-operative Bank will be expected to take a greater intcrest and provide more
help.

The Plan also calls for the Capital Markets Development Authority to
formulate and implement means to assist the smaller enterprises to expand
their capital bases. Complementary to this effort will be new initiatives by
the government to bring together Kenyan and non-Kenyan entrepreneurs in
partnerships. Efforts will be made to see that skills are transferred in such
partnerships in the normal procedures of business. In-service training,
workshops, and seminars will be be encouraged.

while most of the details for government support to the small- and
medium-scale sector are yet to be devised, the current development plan shows
the Government’'s concern for the sector and intentions for renewed efforts to
support it. For the present, the various financial institutions, training
institutes, and NGOs will be the dominant support.

1/ Republic of Kenya, Development Plan 1989-1993, Nairobi, p. 165.
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1.6 Strengthening the role of the institutions invoived in industris.

development and regeneration

A great number of public instituticons as well as private organizations
are involved in the promotion and regeneration of industrial development in
Kenya.

From the point of view of industrial development, government institutions
involved in promoting industrial development suffer from a number of
shortcomings.

There is insufficient co-ordination, and sometimes outright competition
between Ministries and agencies that are partners in a project or in the
execution of a policy.

Both foreign and private investors have complained about the time delays
in obtaining necessary official approvals and also about the arbitrariness of
decisions. The Government is conscious of these deficiencies and important
steps have been taken to change this state of affairs. For example, the
liberalization of imports is one such important step.

Besides establishing policies and regulating the industrial sector, the
Government through its agencies is directly allocating investment funds and
credits for the sector’'s development. A number of DFIs exist and the public
sector has ownership in a large number of enterprises. These institutions
affect Kenyan development in various ways. Scarce resources are channelled
through them to promote development and it is in the country's interest that
the companies are operated efficiently. The DFI's have been criticized for
having low returns on their investments due to the poor portfolios. Because
of lack of clear objectives, the roles of these institutions need to be better
def ined.

Parastatals have been criticized because of weak management. The
ultimate responsibility falls on the Board of Directors which desigrates the
managing director. A board of directors of a company should reflect the
interests of the owners. In case of public enterprises, the owner is the
State of Kenya and the Directors have to make sure that the companies are
operated in a commercialiy efficient way. Moreover, at times, social, as
different to commercial considerations have to be taken into account as well
when making decisions. For example, in setting prices a state monopoly should
not use its market position to reduce output to increase profits, or social
reasons may be so compelling that a low rate of return can be accepted.

However, too often, company objectives are not clear, with the result
that company management cannot define the business strategy of the company or
even present yearly business plans. Appointments of Boards of Directors, and
subsequently General Managers, have not always been guided by the principle of
finding competent personnel to secure efficient and profitable production in
the companies.

The role of the public sector in industrial development needs further
clarification. As was mentioned in Chapter 1, the present trend is that the
Government will let the private sector perform most productive functions.
However, in the case of industrial development, the Government needs to
provide needed infrastructure, such as telecommunications, supply of water and
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electricity. Although there is ample evidence of poor performance of
parastatals in both developing and industrialized countries, there are also
examples of efficiently operated companies. To the extent that the Government
of Xenya wishes to retain ownership in strategic enterprises, their economic
performance must be strengthened.

A major part of the industrial sector is related to agro-industries.
Such industries are strategic to Kenyan development. Such industries involve
not only the Ministry of Industry, Finance, Development but also the Ministry
of Agriculture. Adequate infrastructure facilities are essential for
agricultural development. Increases in Kenyan exports will largely be in the
form of processed agricultural goods. A comprehensive approach to
agro-industrial development is needed and complementary public institutions to
support this development are also required.

1.7 [mproving the macro-economic environmert

-

2.7.1 Controi of public finances

Three major issues emerge concerning the control of public finances: the
size of the budget deficit; the increase in government employment while
non-wage recurrent expenditures decrease; and how and whether deficits crowd
out private investment in Kenya.

The Government's fiscal status deteriorated between fiscal years 1984 to
1987 and thereafter improved slightly (see section 1.1.3). "The overall cash
deficit (including grants) increased from 3.9 per cent of GDP in FY84 .....
to 5.4 per cent in FY86" and 4.6 per cent in FY89.:  Total government
expenditures as a per cent of GDP also rose from 34.5 per cent in 1984-85 to
39.4 in 1988-89.%° Though difficult, the Government has tried to increase
its revenue by improving tax collections and imposing socme cost-sharing upon
beneficiaries of public health and education services.

Expenditures, especially for labour costs, have been hard to restrain.
The share of labour costs including transfers to the Teachers' Service
Commission increased steadily from 60.3 per cent of recurrent expenditures in
1980-81 to 70.6 per cent in 1986-87 and then fell to 66.3 per cent in
1987-88.2 As a result, real non-wage recurrent expenditures per civil
servant declined by nearly one-third (32.3 percent). This trend has quite
worried the Government:

1/ Republic of Kenya (1989) Economic Survey 1989, Nairobi: Government
Printer; World Bank, Country Operations Division, Eastern Africa
Department, Africa Region Kenya: Recent Economic Developments and
Selected Policy Issues, Washington, D.C.: World Bank, 1988,

2/ Republic of Kenya, op. cit., 1989, p. 63.

3/ World Bank, op. cit., 1988, p. 47.
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Unless a better balance between personnel costs and complementary outlays
is achieved, the productivity of many branches of government will fall
below acceptable levels. Eventually, many services may cease to be
offered at all, while officers continue to draw salaries.®’

Each Ministry now has an employment ceiling to help restrain personnel
expenditures. Employment in the central government declined 1.4 per cent in
1988, though overall public-sector employment, including teachers, has been
increasing by 5.0 per cent per annum between 1986 and 1988.

The pressures to expand educational opportunities have been especially
insistent. Introduction of the 8-4-4 educational system and several yearly
double in-takes of students into an increased number of universities '"caused
the share of education in the recurrent budget tc rise to 38 percent."ir

The Government and the World Bank have both been concerned lest the large
loans to Government crowd out private investment.

Although the proposition about crowding out is still being hotly debated,
there is some rather mixed evidence to support this conclusion. For example,
the change in credit extended to the government socared trom Kt 42.5 million in
1984 to KE 265.9 million in 1985 - the worst year - while the change in credit
to the private sector rose from Kf 123.5 million to KE 163.5 wmillion. Two
years later, when lending to the government decreased by K 86.4 million,
credit to the private sector soared, growing by KE 251.3 miliion in 1988 as
against Kt 150.2 million in 1987. Though lending to the private sector and to
the government may be correlated, the relationship is not unequivorablie. For
example, the World Bank's recent report on the manufacturing sector in Kenya
states that '"In addition to forced bank lending to the Government through the
liquid assets ratio, there is evidence of a very small goverament crowding out
effect on the supply of credit to the private enterprise sector [emphasis
added].?” Moreover, though fixed investment shrank to its nadir in 1985 -

17.4 per cent of GDP - it ciimbed back to 22.8 per cent in 1988 while gross
investment equalled 29.8 percent.? These are not bad ievels, although
investment is funded increasirgly by foreign savings (13.7 per cent in 1983,
31.2 per cent in 1988). To know the urgency and appropriateness cof
governmental policy reforms, clearer evidence is required to verify and
measure crowding out. This evid=nce is not yet available but may be
forthcoming.

A far less debatable proposition is that the Government should use its
resources more efficiently, strategically focused to boost productivity
throughout the economy, for example, through expenditures for research and
development, needed training, export-market research, and communica%ion and
transport networks.

1/ Republic of Kenya, Economic Management for Renewed Growth. Sessional
Paper No. | of 1986. Nairobi: Government Printer, p. 32,

2/ Republic of Kenya, Development Plan 1989-1993, Nairobi: Government
Printer, 1989, p. 61.

3/ See World Bank, op. cit., 1987, p. 143.

4/ World Bank, op. cit., 1987, p. 101.
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1.7.2 The currency and foreign-exchinge-rate regime

The Kenyan Central Bank authorities maintain a managed peg of the Kenya
shilling to the currencies behind the IMF's Special Drawing Rights by using
weights reflecting Kenya's pattern of trade with those countries. In addition
to the exchange rate, the Government also imposes import licensing procedures
to ration foreign exchange according to priorities embedded in three
schedules, ranging from nearly automatic to severely restrained imports.
Though overpricing of imported inputs and underpricing of exports is a major
conduit for illegal transfers of funds abroad, the Government merely relies on
General Superintendence Corporation and Veritas to check the value and newness
of most imports, but not exports. The Government has not tried tc train and
institute local capacity to check even high-value, fairly homogeneous
imports.~

Kenya's terms-of-trade and foreign-exchange earnings fluctuate widely,
mostly due to big variations in international prices for coffee and tea.
Instead of using strongly counter-cyclical monetarv and fiscal policies, the
Government allows most of the changes in international incomes, minus
distribution costs, to be passed on to the farmers. Consumption, investment,
and imports surge and later drop. When export earnings fall, the authorities
tighten non-tariff import controls and only marginally increase tke exchange
rate.

These big swings in trade policy make long-term inves:ment planning
difficult and risky and may discourage export diversification. Especially
since the Central Bank's premiums for forward foreign-exchange contracts is
prohibitively expensive (about 2 per cent per month), investurs cannot relv ou
the availability and price of foreign exchange and 1mpozteJ fnputs and, herce,
the relative profitability of different economis secrtsrs.s  Even the
existence of the export-compensation scheme is not assured. For example,
early in 1983, the Government suddenly suspended the schems for three months.
Many Kenyan exporters lost big sums on contra-ts concluded long before.

Stung, many were very rcticent to resume importing. Years passed before they
tried again. Having learned from this =xperience, the Covernment resisted
pressure from the World Bank to change radically the export compensation
scheme to a three-tier system in 1989. But in other ways, the large
expansions and contractions due to export booms still whipsaw the domestic
economy.

Though the Foreign Investment Act guarantees foreign investors the right
to repatriate all their profits, they have cften encountered long deiays.
Previously, investors had to deposit their profits in low int rest frozen
accounts while awaiting foreign exchange, sometimes for years; now, they are
permitted to invest in deposit accounts at market interest rates. The
Government is now trying to speed up the allocation of foreign exchange for
this purpose.

L/ Coughlin, P. and Ikiara, G.K., Industrialization in Kenya: [n Search of a

Strategy, Nairobi: Heinemann; London: 1988 pp. 133, 142, 2464, 246, 274,

280, 300.

2/ World Bank, Industrial Development ¢ :* - nance Division, Fastern and
Southern Africa Region Kenya: Indust. .~rtor Policies for Investment
and Export Growth. Report No. 6711-Kt. ington, D.C., World Bank

1987, p. 125.
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Since 1982, the Government has gradually, but increasingly devalued the
shilling's real exchange rate. Despite a reversal in 1984, the real exchange
rate had devalued nearly 22 per cent by 1987.-~ “ The Covernment seems
committed to continue this trend, making Kenya more attractive to tourists and
promoting import substitution and exports.

2.7.3 Pricing poiicCy

Government policy affects prices in many ways through direct price
controls, value-added taxes (formerly, sales taxes), tariffs, non-tariff
barriers, expcrt compensation, inflation, and direct and inc.rect controls on
real wages.

Price Controls

The Government has steadilv decreased the number of price-controlled
items. Even meat is no longer price contrclled. Due to political exigencies,
the Government does regulate the prices of a few popular necessities, for
example, rice, maize meal, sugar, sodas, galvanized steel roofing sheets, and
beer (except in high-class bars, restaurants and clubs).

The new Mononolies and Price Commission within the Ministry of Finance
oversees prices and, as mandated, should curtail business practices that
restrain trade and competition. However, the Monopolies and Price Commission
is experiencing opposition from business circles. This opposition may reduce
its future effectiveness.

Sales Taxes

In the past, many firms, es-~cially small ones, wholly or partly evaded
paying the 17 per cent sales tax. This gave them a big competitive edge if
the large firms in their industry could not so easily escape paying taxes.
Though, starting February 1990, the sales tax will be changed into a 17 per
cent value-added tax, the implicit subsidy for certain dishonest or small
firms continues.

Tariffs and non-tariff barriers

For various Structural Adiustment Programmes, the Government has promised
to switch non-tariff barriers into their tariff equivalents, lower the level
of protection, and make tariffs more uniform. Though this has occurred for
many products, overall the pattern is less clear. Between 1978 and 1984, the
average nominal tariff rate increased from 29.5 per cent to 4l. 0 per cent.?

But a World Bank study during the third quarter of 1986 found that the average
nominal rate of protection was 34 percent; and the effective rate of
protection averaged 89 percent, though with wide variations between
industries.*

1/ World Bank, op. cit., 1988, (Table 3.7), p. 87.

2/ Sharpley, J. and Lewis, S.R. Jr., "Kenya's industrialization, 1964-84."
Discussion Paper No. 242, (Table 9), IDS (Sussex), 1988.

3/ World Bank, op. cit., 1987, p. 52.
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Although the rate of effective protection in Kenya's industrial sector is
not excessive by the standards of many developing countries that have followed
an import-substitution development strategy, it is nonetheless high and the
most serious distortion in the economy's incentive structure.t’

The Government is presently implementing a manufacturing-under-bond (MUB)
scheme for investors willing exclusively to export their output. Such firms
will get imported inputs tax free; and the import licensing will be quick.
Using clout derived from an inter-ministerial cabinet-level subcommittee
formed specifically to overcome the obstacles to foreign investment, the newly
single-s*op Industrial Promotion Centre expedites approvals for foreign
investments, now within a month. By late January, the Centre had received 50
projects; of those nine, including four manufacturing-under-bond, were
operating. Thirteen MUB projects had been approved. Appointed in mid 1989,
the Centre's Director - formerly the executive director of the Kenya
Association of Manufacturers - moved with alacrity to employ dedicated
personnel and set up a system to help investors. The Centre apnarently has
strong, serious support from very high within the Government. This bodes very
well for Kenyan manufacturing.

The notorious, widespread smuggling of consumer goods may spur
discrimination against local production if, as suspected, material inputs used
to locally manufacture those goods cannot escape paying tariffs so easily.
Since consumer goods - textiles, shoes, tiles, and so on - come in bulk, sent
by multifarious traders, whereas manufacturers' material inputs often come in
small lots from major overseas exporters, tax evasion may be easier for
finished consumer goods. Thus the differential permeabiiity of the import
cordon can impede the second stage of import substitution. Hrwever,
corruption by the custom's authorities can turn protection into an illusion,
or worse, its opposite. The problems of corruption among the ports and
customs authorities is an area that must be ugently addressed by the
Government.

Export compensation

The Government pays compensation - 20 per cent of the f.o.b., value - to
oxporters of approved items with at least 30 per cent local zontent.
Nevertheless, due to the high import content ef most manufactured exports, the
net oxtra incentive to export is little for many products after subtracting
taritfs caid directly and indirectiy on inputs used to make the exported
item, loreover, most payments go to just two large multinationz! cempanies
=xperting pineapnles and cement. Red tape and delays of ftour to five months
‘n receiving the payments have for long reduced the programme's
ettectiveness. The list of eligible items was slashed to about 700 items in
1988 te help government speed up the payments. Some manufacturers do report
an improvement, but no systematic survey exists.

In early 1988, the World Bank tried to get the Government to switch to a
muiti-tiered export-compensation scheme with each tier set to offset
apprvoximately the value of the export's imbedded tariif{s. Fearing the revised
scheme would cause a bureaucratic nightmare - many appeals about detaiied
financial calculations - the Government and, eveatually, the World Bank backed
away from Lhe proposal.

1/ World Bank, op, cit., 1988, p. 28.
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Inflation and real wages

After historically high rates of inflation during the early 1980s, the
Government held inflation to less than 12 per cent (Table 2.6). Real wages
fell about 13 per cent between 1980 and 1988. This increased the
competitiveness of Kenyan manufacturers in the world market and against
imports.

-
&

abie 2.7: Chances ir annuai rates of infiation ind chinges

and in re3! sverage earnings, .980-:9388
(percentages)

1980 1981 1982 1983 1984 1985 1986 19587 1988

Change in
consumer prices 11.3 24.8 18.3 10.1 11.0 11.5 5.8 10.0 10.7

Change in real
average earnings 0.9 1.2 -12.5 -6.9 0.7 -1.5 3.0 0.1 1.9

Source: Republic of Kenya, Economic Survey (various years), Nairobi:
Government Printer.

2.7.4 Credgit and interest rate poiicies

For manufacturing, the important aspects of the credit system are: the
tendency of Commercial Banks to extend mostly short- and medium-term finance;
the lack of sectoral priorities by the development finance institutions
(DFIs); the failure of DFIs to roll their loans over to fund new investments;
the inability of many DFIs to offer funds free of significant foreign-exchange
risks; the prohibitive expense of the Central Bank's futures contracts for
foreign exchange; and the absence of long-term export credit financing.

Lending policies by financial institutions are very conservative and
biased against all but the largest manufacturing enterprises.

In general, Kenyan commercial banks will not extend term loans for more
than three years. Moreover, such loans have to be backed by collateral
whose marketable value exceeds the face value of a loan by a considerable
margin (often 150 percent) ...... Banks have become increasingly
reluctant to accept land deeds as collateral because of the long-time
lags involved in actually gaining possession. Because of these strict
collateral requirements small and medium sized firms [which] usually have
little equity backing are rationed out of the loan market, with the vast
majority of loans going to large prime domestic borrowers.*”

The non-bank financial institutions' demands tor collateral are also stiff;
and most of their loans are for only two or three years.2’

1/ World Bank, op. cit., 1987, p. 1l41.

2/ 1bid., p. 148.
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The allocation of credit shows little evidence of being guided by a
development strategy stressing the need to fill gaps in the nation's
industrial structure. Aside from a weakly enforced, poorly defined Central
Bank requirement that at least 17 per cent of each bank's loans must help
agriculture, there has been no effort to steer investment into priority
sectors. The DFIs passively wait for project proposals to be brought to them
for evaluation and finance. Iu the years since independence, the DFIs have
not gradually funneled more funds into industries producing intermediate
inputs or capital goods.® The DFis have a nearly frozen portfolio with a
few very prciitable firms subsidizing massive losses by others. The DFis have
tailed to roll over their assets by starting a firm and then selling it after
a few years in order to fund new projects. This has limited the DFIs’
develcpmental impact.

The DFIs, especially the Industrial Development Bank, have too much
foreign exchange to lend, but with no ability to cushion a barrower's
tcreign-exchange risk. Many borrowers have been hit very hard by the
recurrent devaluations of the shilling and have become very reticent to borrow
foreign currencies. FPresently there is no reasonable solution for
manufacturers since the Central Bank's forward contracts for foreign exchange
sell at a pronhibitively expensive premium. The government is now discussing
ways it can partiy absorb this risk. The absence of lcng-term export-credit
financing is a related problem that stymies exports, especially since foreign
suppliers often get a competitive advantage by being able to offer long-term
financing to prospective importers.

1.8 Potentis. for economic co-operation 3nd deve.opment

Kenya participates in three major trade agreements: the Preferential
Trade Area Agreement (PTA), the Lomé Convention, and the General Agreement on
Tariffs and Trade (GATT).

Preferential Trade Area Agreement

The PTA with 16 members is a major initiative to divert to and create
trade among southern and eastern African countries.> It aims to gradually
eliminate tariff and non-tariff barriers within the region. Despite having
signed the agreement, many countries are hesitant to implement its
provisions. The persistently large trade surpluses by Kenya and imbabwe
cause the weaker economies to question whether, overall, their manufacturing
sector will henerit by getting supplies from within the PTA (Table 2.7).
These: doubts have inspired some to delay publication of their Common Lists
detailing the reduced tariffs applicable to eligible imports from within the
PTA. Others do not pay their own exporters export compensation if the PTA
Clearing House is used since the net payments between countries are cleared
only every two months.2”

1/ This conclusion is derived from an unpublished statistical analysis by
Parbara Goetz made available to the mission of the allocation of equity
and loan finance by the Industrial Development Bank, I[ndustrial and
Commercial Development Corporation, and Development Finance Corporation
of Kenya between 1965 and 1983.

2/ See section 1.3.2 for listing of members.

3/ Hall, S. 1987. '"The Preferential Trade Area (PTA) for eastern and
southern African states: Strategy, progress, and problems.” IDS
(Nairobi), Working Paper No. 453,
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Although doubts about the benefits of intra-PTA trade hinder regional
co-operation, the Kenyan Government has not yet officially recognized that it
should adjust its policies and institutional procedures to be more receptive
to imports from other PTA countries. A long-term vision of the region's
potential and how to achieve it is required. Petty mercantilism emphasizing
selling but not buying will only brew discontent and frustrate the region's,
including Kenya's, potential. As manufacturing slowly develops within the
region, forces will build opposing bureaucratic and chauvinist impediments %o
realizing economias of scale achievable with specialization.

Spontaneously, some trading houses have been trying to facilitate trade
through countertrade and triangular deals. But this has been hard. The
Central Banks generally do not have standard, easy procedures to approve
two-way trade deals requiring minimal foreign exchange. The custom
authorities are not set up to permit duty-free imports for prccessing and
onward export even when the input-output relations would allow little
measurement-errar. Even dies, mculds and patterns cannot mcve easily between
countries so as to use excess capacity better.

A significant problem is the inadequacy of the region's transport
infrastructure. Eastern Africa does not have a regional organization like the
Southern Africa Development Coordination Conference (SADCC) that focuses on
building up the region’'s infrastructure. Moreover, a special problem for
Kenya has been the steady deterioration of the services in Mombasa port. This
has led some freighters to divert trade to the port at Dar es Salaam.

Another immediate problem with the PTA was the requirement that only
majority locally-owned firms could be eligible for the reduced PTA tariffs.
This stricture was slackened temporarily for five years, but many
foreign-owned firms in Kenya will be disadvantaged if the clause ever comes
into full force. Still, the pressures to increasingly localize the ownership
of manufacturing in Kenya may be attractive to Kenya's long term development.

ab.e 2.8: Kenyan trade within the 2referentii. Tride Ares.

se.ected yesrs., .9373-.987

(K£'000)
- _ 1979 1981 1983 1985 1987

Exports

Domestic 65.5 108.5 124.7  135.7 140.3

Re-exports 10.6 9.7 8.5 9.5 16.8

Total 76.1 118.2 133.1 145.3 157.1
Imports 10.2 13.9 14.3 24.6 35.2
Ratio: Exports/imports 7.5 8.5 9.3 5.9 4.5

fource: Republic of Kenya. Statistical Abstract 1988.
Nairobi, Government Printer, 1988, p. 52.
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Lome Convention

long with other countries from Africa, the Caribbean, and the Pacific,

Kenya is a member of the Lome Convention for aid, co-operation, and trade with
the European Economic Community (EEC). They get preferential access to the
EEC market and nearly all industria: products are exempt from duty. Though
their exports are not supposed to suffer quantitative restrictions, some
restrictions, especially through the Multifibre Agreement, do apply. Firms
from countries which have exhausted their textile quotas are beginning to set

. up stitching operaticns manufacturing under bond in Kenva so as to sell more
cloth into the EEC. As yet, no quota has been imposed on Kenya; and Kenya
enjoys preferential access to the EEC market.

Ceneral Agreement on tarirfs and trade

Along with other less developed countries (LDCs), Kzsnya benefits from the
generalized system of preferences (GSPs) programmes of rifferent countries and
econemic zones. The GSPs allow LICs, inciuding Kenya, lower tariffs and
preferential access to markets for most manufactured rroducts. GSPs reduce
the margin of speciai preterence that some develcped countries grant subsets
af LICs so as to maintain special historical and economic links. But often a
GS? s restricted to exclude certain products, for example, textiles or
shoes. These rsstrictions and the very underdevelopment of most LDCs means
that, in practice, the more advanced LICs benefit most. For example, the
EFC's "GSP schome had eroded the tariff advantages which would be enjoyed by
the ACP over otiwr developing countries.”= Wwhen discussing GSPs, Kenya
usuaily has littie intluence except, perhaps, as one among many LDCs taking a
united positicn.

2.9 Assesszent of the enviraonzent for reRrabi.itstion

Kenva's manufacturing sector has been growing steadily, though more
slowly now. Cradually, the linkages hetween industries are becoming more
robust and complementary, thus reducing the diseconomies imposed on firms due
te werking in an environment where many inputs and services are of poor or
unrelishle quality or just not available locally. Despite hureaucratic
abstasles and resulting expenses, supplies can nermally be outained either
from loval wholesalers or as imports. 7irms rarely shut for lack of raw
materials. And, when firms, except parastatals, go into receivership, the
marxet 1sualiv works within a year or so to put the assets to productive use
again in different hands.

The government is increasingly aware that unnecessary bureaucratic
obstacles stifle initiative and curtail productivity. During the latter half
of the 1980s, the government began to liberalize the business environment by:

. - simplifying the tariff and import-licensing systems to liberalize imports;

1/ Moss, J. and Ravenhill, J., '"Trade between the ACP and EEC during Lome
I.” In: Stevens, C., ed., EEC and the Third World: ¢ Survey 3. The
Atlantic Rift, London, Hodder and Stoughton in association with the
Overseas Development Institute and IDS (Sussex), p. 150.




1d:2332r - 40 -

- devaluing the shilling to avert the tremendous inefficiencies and
misallocation of resources arising when businessmen must recur to the
black market for foreign exchange;

- reducing and centralizing the procedures to establish new busiress
ventures;

- reducing the number of products subject to price comntrol;
- easing the repatriation of funds by foreign investors;
- assisting potential exporters to travel to promote their products; and,

- lessening the harassment of the informal sector.

The Government understands that, by regulating industry, it has sometimes
engendered stagnation or even decline, for example, in the productive chain
from cotton to ginneries and cotton-textile factories. Though some parastatal
manufacturing firms are very successful, others are nightmares of
nismanagement and financial losses. Recognizing this, the Covernment is
committed to privatize many of its parastatals, though concern about their
future ownership and productivity causes delays. Still, it appears certain,
the government has chosen its path. The Government, with a welcomed realism,
is creating an attractive enabling environment for business initiative, and,
hence, rehabilitation.
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CHAPTER 3
THE MANUFACTURING SECTOR AND ITS REHABILITATION

3.1 General overview

Soon after Kenya achieved independence in 1963, tne objectives for the
country’'s national development plans were propounded in African Socialism and
its Application to Planning in Kenya, the title of Sessional Paper No. 10 of
1965. The paper clarified that the Government was dedicated to large scale
development of infrastructure. The Government also planned to be involved in
productive enterprises. Nevertheless, the paper clearly made the point that
market forces of a private sector economy would be predominart.

The Government has since produced five Development Plans based on the
objectives that were expressed in Sessional Paper No 10. Those Plans centered
on various aspects of progress, alleviation of poverty, and equitable
distribution. The sixth Development Plan (1989-1993) has "Participation for
Progress™ as its theme, calling for the commitment of everybody to development
activities for structural adjustment. It is the first of three plans to be
based on the objectives for 1988-2000, which are set out in Sessional Paper
No. | of 1986 on Eccnomic Management for Renewed Growth.

In the first plan, the Government was confident about the canacity of the
agricultural sector of the economy to be the basis for economic growth and
foreign exchange earnings. Foreign exchange was vital for purchases of
fertilizers and other essential agricultural inputs that were needed to
increase the productivity of ag_-iculture. Foreign exchange was aiso ueeded
for purchases of capital equipment and material inputs for the deveicpment of
industry.

While agriculture was mainly, though not excliusively, orientad t¢ the
production of cash crops for exports, manufacturing was largely crientzsd to
production for domestic needs, particularly import substitution. The
objectives were to develop the nation's industrial productive capacity, o
increase empicyment, and in the long term to reduce expenditures of foreign
exchange.

The GCovernment took the initiative to provide the basis for expanding
production in both agriculture and manufacturing through public investment in
physical infrastructure (roads, railway lines and equipment,
telecommunications, ports, energy generaticn and distribution, and so nan).
Marketing boards were established to encourage production and to expand tie
monetary economy. Most of these steps were taken in *the interest of
developing the African entrepreneur in agriculture and industry. At the same
time the government maintained an effort to expand large scale, modern
manufacturing investments by assuring foreign investors c¢f a secure and
profitable investment environment with guarantees of pruperty ownership,
repatriation of capital and remittance of profits. This policy was enunciated
in Kenya's Foreign Investment Protection Act and incorporated in the
Constitution of Kenya.

The manufacturing sector grew significantly from irndependence to the
early 1970s. During the period, 1963-1973, value added in manufacturing grew,
on average, by 9.1 per cent per annum. This rate of growth exceeded the
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average annual rate of growth of GDP, 6.2 per cent. Towards the end of the
1970s and beginning of 1980s, the rate of zrowth of manufacturing value added
(MVA) fell to 4.6 per cent. The changes in the rate of growth are shown in
Table 1.2,

The rapid growth in manufacturing during the first decade is attributed
to a strategy of industrial development through import substitution. The
strategy required a number of policies, which at first had the desired effects
but eventually created -~onflicting forces that now are causes of inefficiency
and slower industrial growth. For example, import substitution policies
require a high degree of protection of manufacturers, resulting in the market
being supplied by relatively high cost manufacturers. The foreign exchange
cost is sometimes high for machinery, parts, and production inputs that are
required to keep an import substitution enterprise in uperation and the
employees «ngaged.

Most subsectors of manufacturing recorded increases in MVA between 1984
and 1988. Real output in the manufacturing sector grew by 5.7 per cent in
1987 and by 6.0 per cent in 1988. The branches in food products that had the
largest increase were meat and dairy products and grain mill products.
Significant increases were made in metal products, petroleum and other
chemicals, and paper and paper products. A few branches show a small degree
of negative growth. The only significant decline was in the rubber products
branch. Miscellaneous food products and miscellaneous manufactures grew by
18.5 and 20.6 per cent, respectively. Textiles grew by 2.4 per cent; clay and
glass products grew by 5.1 per cent.

There has been little structural change in manufacturing. The leading
branches continue to be food products, tobacco, textiles, electrical
machinery, fabricated metal products, chemicals, paper and paper products.
Consumer goods branches continue to account for over 50 per cent of MVA, and
the branches that produce intermediate products constitute a relative minor
segment of manufacturing in Kenya.

Yood, beverage and tobacco products have accounted for over 40 per cent
of Kenya's manufacturing value added in recent years. Other major branches of
agre-industry, namely, textiles and garments, leather products, wood and paper
products, account for another 15 per cent of MVA. The remaining 45 per cent
of MVA is derived from many other branches, including petroleum, rubber,
plastic and chemical products, glass and ceramic products, cement, and metal
products. The values of the output from various branches are shown in

Manufacturing acrounts for 13.1 per zent of total GDP and three-quarters
of total industrial GDP. Manufacturing's share of GDP has increased by only a
small amount from 12.9 per cent of GDP in 1984. The share of total industry .
in GDP has increased by the same number of percentage points. Wage employment
in the manufacturing sector is 13 per cent of total employment. Manufacturing
as a whole employs 14.8 per cent of the men in the labour force and 6.4 per .
cent of the women.




I1d:2332r

- 43 -

Tabie 3.1: Value of manufacturing output by sub-sector 19330-1387

(in current KE thousands)

1983 1984 1485 1986 1987
Subsector/branch
Meat and dairy products 97.2 123.8 154.2 189.7 233.3
Canned vegetables, fish,
oils and fats 79.5 87.9 129.3 147.3 158.6
Grain mill products 148.7 193.4 218.9 280.0 311.7
Bakery products 43.6 53.1 60.4 83.4 85.0
Suger and confectionery 80.5 93.7 94.2 105.7 125.6
Miscellaneous foods 413.6 556.2 653.9 813.5 1,028.7
Beverages and tobacco 128.4 144.1 216.0 277.4 298.7
Food processing
(including animal feeds) 991.5 1,252.2 1,526.9 1,897.7 2,241.6
Textiles 99.5 112.5 145.0 182.1 186.6
Clothing 63.0 59.8 68.8 87.9 103.9
Textiles and clothing 162.5 172.3 213.8 270.0 290.5
~eather products and footwear 22.1 28.9 39.6 42.0 54.8
Wood and cork products 37.2 43.4 43.5 44.8 57.6
Furniture and fixtures 18.6 18.8 21.5 21.2 15.7
Paper and paper products 74.6 92.7 93.6 97.4 109.6
Printing and publishing 51.1 57.6 54.7 56.4 60.7
Wood and paper products 181.5 212.3 213.3 219.8 243.6
Industrial chemicals 81.9 86.6 91.9 97.9 134.8
Petroleum and other chemicals 392.0 506.0 617.6 797.2 912.5
Petroleum & chemical products 473.9 692.6 709.5 895.1 1,047.3
Rubber products 50.9 64.7 64.2 71.2 98.7
Plastic products 32.8 38.3 42,6 45,1 68.56
Pottery and glass products 8.1 8.4 3.6 8.7 7.5
Non-metallic mineral products 74.9 88.3 1 96.4 102.1 140.3
Building materials & ceramics 166.7 199.9 211.8 222.1 315.2
Metal products 167.7 198.2 242.0 298.9 337.4
Electrical machinery 13.7 16.2 20.0 21.7 20.3
Non-electrical machinery 87.1 97.5 119.6 143.9 179.0
Transport equipment 142.9 166.1 208.4 243.4 315.1
Metals and metal products 411.4 478.0 590.0 707.9 851.8
Miscellaneous manufactures 13.7 21.6 30.6 37.5 44.8
Total, all manufactures: 2,425.6 2,956.7 3,535.6 4,296.7 5,089.7

Source: Central Bureau of Statistics, Statistical Abstract 1989, p. 126.
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Human resources: employment in the manufacturing sector

Employment data recorded by the Government covers wage and salary
employment in the modern secter, and urban and rural small-scale enterprises.
In these sectors the total number of employment was 1.6 million in 1987 which
was less than 20 per cent of the total labour force in Kenya. In the period,
1983-87, emplovment grew at 3.7 per cent in the modern sector and 9.0 per cent
in small-scale enterprise sector.

Manufacturing employment in private and public sectors and in total in
the modern sector accounted for 20.5 per cent, 5.9 per cent and 13.3 per cent
respectively in 1987. During the period 1983-87, manufacturing employment has
increased at an annual rate of 3.4 per cent. In 1988, employment in the
manufacturing sector made a marginal increase of 0.3 per cent. This was the
lowest growth in empiocyment recorded for the sector since 1982. This poor
performance in employment creation was partly due to the fact that two sugar
factories and two textile mills were non-operational during 1988. In
addition, some textile mills were operating with fewer employees because of an
lack of adequate market for their products.

Food and beverages and textile and wearing apparel sub-sectors have the
largest shares of employment and together accouant for 50 per cent of the total
manufacturing labour force. The basic metals and capital goods sub-sectors
also have a large share (20 p r cent in 1987) of total manufacturing
employment. In particular in 1987, the manufacture of rail road equipment,
which is wholly public owned, accounted for 7.7 per cent of the total
manufacturing employment.

However, manufacturing employment is small in comparison to the total
labour force which includes unrecorded self-employed and unpaid family
workers. This implies that there is a significant potential labour force for
manufacturing in urban and rural areas.

3.2 Yaior problems ind constrzints

Marufacturers are confronted with relatively few natural constraints and
problems in Kenya compared to many countries in Africa and elsewhere. The
country has a significant coast line. Cood port facilities have been built in
the excellent harbour in Mombasa. Nairobi has proven to be a convenient
location for stopovers on the routes of international airlines for refueling
and passenger destinations. The climate is favourable.

The economic environment is also favourable. Government expenditures on
education and the moderately large population provide manufacturers with a
good source of human resources. Besides the port facilities, the nation has a
considerable amount of physical infrastructure. For example, the road network
is good, although not always in good repair on the important Mombasa-Nairobi
connection. Electric power is generated in sufficient quantities at the
hydroelectric plant on the Tana River and supplemented by the thermoelectric
facilities in the Rift Valley. Amenities in cities, major towns, and most
urbanized areas are modern and more or less adequate for the population.

There are few problems with roads, street lighting, electric power and water
supply, medical facilities, cultural facilities, and so on.
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Nevertheless, manufacturers still confront a number of problems and
constraints. There are many controls on enterprises. Among the chief ones
are import licences and taxes. Price controls are no longer the constraint
that they have been until very recently. Import licences have always
presented severe contraints. For example, manufacturers can only guess as to
what proportion of their requested amount would be allowed, when the licence
would be issued, and how the exchange rate would change, if at all. The
procedure results in considerable waste. Manufacturers are thought to
over-estimate their import needs. Stocks are costly if the entrepreneur
wrongly guesses the action that will be taken on an import licence that is
either granted early or granted for an amount that is larger than necessary.
Insufficient or slow approval may result in underutilization of capacity,
reduced production, and other inefficiencies.

In addition to constraints due to the process cof application and
obtaining impeort licenses, Kenyan manufacturers face further constraints
because of their distance from suppliers. Those constraints include long
delivery periods, unfavourable prices on small orders, and unfavourable terms
on Kenyan manufacturers that are not known by the supplier.

Economy-wide constraints are insufficient foreign exchange, import
policies of existing and potential trading partner nations, and deteriorating
terms of trade.

Foreign ownership is a constraint on the volume of exports to PTA
countries if the firm is not eligible for PTA preferences that are available
only to firms under African management.

3.3 Linkages

Interindustry trade is weak in the Kenyan economy, but expanding.
Linkages are developed in the large food processing industry with agricultural
producers, transporters, and packaging suppliers. The motor vehicle
assemblers and coach builders have established some linkages with smaller
workshops for a few components. Linkages are weaker in most other industries.

Focusing on the sectors of this study, namely, cotton-based textiles,
vegetable processing, and the ceramics industries, many actual linkages can be
traced, but potential linkages are probably more numerous.

The cotton-based textile industry is linked backwards to primary cotton
production via cotton ginning enterprises, to suppliers of dyes, printing, and
finishing chemicals, and to producers of synthetic fibres for blended
textiles. The main forward linkages are to tailors and to final consumers
through retail outlets. Significant potential exists for other linkages to
engineering workshops for machine parts, to specialized tailors for curtain,
upholstery, and such textiles, and to the hotel and service industries, and
the foreign market.

Vegetable processing is obviously linked to farmers and toc the upstream
producers of food products. The sector is linked to producers of tins and
packaging materials, to producers of pallets, and transporters. Potential
linkages could be possible to machine manufacturers and existing foward
linkages could be expanded in wider markets.
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The ceramics industry is also obviously linked to the domestic
non-metallic mineral sector for the supply of clay, feldspar, kaolin, and
other composites. It is linked forward to the hotel industry and to
construction, for tableware, tiles, and sanitaryware. As in the other
industries, there is scope for expansion of linkages to engineering works tor
dies, machinery, and parts. Further linkages could be developed to Lhe power
supply industry for insulators, to chemical laboratories that use porcelain
items, for example.

3.4 Ownership patterns

African entrepreneurs own very few medium- and large-scale firms. Unga
Limited, the largest grain miller in the country, is one of the few. The
medium- and large-scale manufacturing enterprises are aimost entirely owned by
multinational companies, Kenyan Asians, or the Goverument, largely in the form
of parastatals.

The ownership structure is to some extent a constraint on expansion ot
investment. Political pressures for Africanization of ownership and
employment are additional constraints on management and at times a threat to
the long-term existence of the enterprise.

Because property ownership in the fast developing urban areas ot Kenya,
especially in Nairobi, has always enjoyed long-term canital gains, has few of
the bureaucratic problems of import licences, training levy taxes, and sc on,
many investors prefer to own property in the Nairobi area. Property ownership
is perhaps easier for somebody who has no industrial experience or technical
background. The pattern of ownership mainly shows that buildings are owned by
Africans and manufacturing concerns are owned by non-Africans.

3.3 Spatia. districution

Government planners designated oight larger tiwns as centras ot growth,
in one of the first Levelopment Plans, in order to relieve the pressures of
rapid urbanizaticn on Nairobi and Mombasa. [n 1986, the Lovernmerl annous.d
an industrial decentralization peclicy o creute a suitable ervironment tor
industrial employment in the rural areas.

Incentives have been provided for the developmant cof the small-scale
sector. These include reductions and exemptions trom income and cales taxes.
The 1989 budget provided for a redvction from 53 to 4205 per oot ey oa lo el
firms, a foreign company rate ~ut “rom 32.0 _o 50 per cent, for INVEesLuent,
deduction for capital experdiiure of 33 per cent for Saitsihil and Mombasa, ol
85 per cent for other arzas. These incentives are only marginal induocments
to establish production farilities outside the tw) largest coilice, Naireli ond
Mombasa. Industry is likely to remain concentrated in Nairohi, Mombasa, d
Kisumu., There is no indicativn that other centres will grow, althongh Thika,
near Nairobi, and Nakuri. have brcome mors atlractive as the road connections
have improved considerably.




Id:2332r - -

3.5 Trade in msnufactured products

Kenya exports are predominantly agricultural commodities, notably coffee
and tea. Petrcleum products out of its refinery in Mombasa also figure large
in the export accounts. Exports of industrial supplies have grown in recent
vears, especially since 1986. Significant increases in industrial supplies
have been in hides and skins, textile fibres, sisal, and minerals such as
sodium chloride and flourspar.

cable 3.6.1: Total exports &/ by broad economic categorv, 1984-1983
(KE million)

1984 1985 1986 1987 1988°°
1. Food and W e 46706 | 49211 | 646:77 | 451-85 | 54636
Primary . .. .. .. .. 420-70 | 446-17 598-61 402-81 | 492-57
For lndustry .. .. .. 208-58 | 233-25 | 391-88 | 19697 | 248-00
For Houschold Consumpuon e e 212-12 | 21292 | 206-73 | 205-84 | 244-58
Processed .. .. .. .. .. .. 46-37 46-54 48-16 49-04 53-718
For Industry .. .. .. .. 379 1-66 21 303 5-49
For Houschold Consumpnon .. .- .. 42-58 44-88 46-05 46-01 | 48-30
2. Industrial Supplies (Non-Food) .. .. .. 113-21 128-14 146-71 147-20 | 194-38
Primary .- . . .. .. 58-68 64-05 78-01 85-04 | 11371
Processed .. .. .. .. .. .. 54-53 64-08 68-70 62-16 80-66
3. Fuel and Lubricants .. .- .. .. .. 142-19 126-51 106-85 101-20 | 118-34
Primary .- . .- .. .. 0-01 0-01 0-02 0-03 —
Processed .. B .. 142-18 | 126-50 | 106-82 | 101-18 | 118-34
Motor Spirit e el .. .. 3191 27-05 24-39 24-56 | 2545
Other .. e e .. .. 110-26 99-45 82-43 76621 92-89
4. Machinery and other Capital Equipment .. .- 2-16 2-63 4-17 4-06 5-61
Machinery and Other Capital Equxpmau .. 1-85 2-16 3-16 3-36 4-55
Parts and Accessories .. .. .. 0-30 0-48 1-01 0-70 1-06
5. Transport Equipment e e e . 1-24 1-57 323 4-14 534
Passenger Motor Vekicles . . .. .- .. — —_ 0-27 0-38 009
Other .. e . .. .. 0-14 0-37 072 0-89 1-63
Industrial .. e ee e .. 0-14 034 0-68 0-78 1-61
Non-Industrial .. .. .- .- .. — 0-03 0-04 011 002
Parts and Accessories e .. . 1-10 1-19 2:24 2-87 363
. Consumer Goods not elsewbere snivifuce .. .. 28-42 33-37 49-95 4721 4182
. Durable .. .. .. 053 0-64 513 1-30 1-36
" Semi-Durable . e e .. .- 7-11 10-37 12-40 9131 1271
Non-Durable .. e e . e e 20-78 22-36 32-42 3429 | 3345
7. Goods not elsewhere Specified .- .- .. 0-54 017 0-29 0-24 0-18
TovaL .. e e e e .. 754-81 | 785-10 | 95797 | 75341 | 917-T2
PERCENTAGE SHARES:
3. Food and Beverages . .. .. .. 619 62-8 67-5 60-0 59-5
2. Industrial Supplies (Nowl-'ood) .. .. .. 15-0 16-3 153 19-5 212
3. Fueland Labricants . .. .. . 18-8 16-1 112 13-4 129
4. MMMMCIMW .. .. 03 03 0s 06 0-6
5. Transport Equipment .. .. 01 02 03 06 0-6
6.(knuuunrchndsuuektwbatqpuﬂkﬂ .. .. 38 43 52 59 52
7. Goods not cisewbere specified . . .. 0! - — — —
ToraL .. o ee s e e 1000 1000 100-0 1000 | 1000

Source: Republic of Kenya, Economic Survey 1989, Central Bureau of

Statistics, Ministry of Planning and National Development, Nairobi,
May 1989.

/ Exchange re-exports.
/ Provisional.
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The value of manufactured exports is not large. The value and relative
proportions of exports are shown in Table 3.6.1. The value of food and
beverages, industrial supplies (non-food), and fuel and lubricants was 93.6
per cent of the total of merchandise exports. The remaining 6.4 per cent
consisted of commodities that are classified under machinery and other capital
equipment (0.6 per cent), transport equipment (0.6 per cent), consumer goods
not elsewhere specified (5.2 per cent), and a negligible amount of other items.

“able 3.6.2: Total imports bv brcad econozic category, .384-:988
tKf million)

1984 1985 1986 1987 1988°

L l-‘oodmdllﬂanga e s .. e .. 127-58 | 109-00 | 116-21 98-10 | 10097

Primary e ee e el 83-41 50-74 37-01 35-34 B8

For lndust!y . .- .. .- 77-06 34-49 21-50 21-63 13-95

For Household Consumptxon . e s 6-35 16-25 15-51 13-71 14-87

Processed .. e ee 44-18 58-26 7920 62-76 T2-14

For Industry . . e 37-89 45-13 | 422-02 40-68 60-21

For Household Consumpnon O, 629 13-13 3718 »Q7 1193

. Industriat Supphd(Non-Food) e 289-14 | 353-33 | 40797 | 46897 | 641-60

Primary . e e 15-3) 13-59 14-70 16.51 21-86

Processed e e e el 273-84 | 339-73 | 393-27 | 45246| 61974

3. Faddand Lubeicants .. .. .. .. . 33243 | 376-19 | 238-55 | 282-42| 24591

Primary e e e e e 295-78 | 347-96 | 210-48 | 248-27 ] 21575
Processed ceee e e e 36-65 2323 28-07 3415 30-17
Motor Spirit e e e e 4.05 469 581 315 593

Other ce e e e e 32-59 23-55 2:27 31-00 AU-24

4. Machinery and other Capital Equipment . .- 184-89 | 180-19 | 25446 ) 31967 | 414-7

Machinery and Other Capital equpmau . 129-14 | 12444 | 18100 | 214-76] 259-57

Parts and Accessories .. . §5-75 5576 7346 | 10491} 154

5. Transport Equipement . ... 11346 | 122-16 | 25961 | 190-72| 26719

Passenger Mosor Venicles .. .. .. .. 13-21 1935 | 28-%4 3461 43U

Other . e e e 59-52 56-60 | 164-84 90-84 | 13798

Industrial .. e e e e 58-40 55-39 | 162-50 87981 1324

Non-Industnal .. .. .. .. .. 1-13 121 2-35 2-86 5-54

Parts and Accessorizs e e e 40-713 46-20 65-83 6s-27 85-98

6. CenmmetGoodsm(dsewbcnlpedﬁcd .. 47-40 53-96 59-79 060 93-91

Durable .. e . 9-90 10-60 10-03 2.2 20-96

Semi-Durable . .. e e 8T 10-61 9-44 11-76 16-66

Non-Dureble .. .. .. .. .. .. 2874 32:76 40-32 46-63 56-29

7. Goods not elsewbere Specified e e 2:30 1-18 1-30 0-41 1-30

ToraL .. .. .. .. .. .. {09721 11,19600 {1,337-89 | 1,430-88| 1,765-14

PERCENTAGE SHARES:

1. Food anc Beverages .. e e . 116 91 8-7 69 s-7
2. Industris] Supplics (Non-Food) ce e 264 295 30-5 328 36-4
3. Fuel and Lubricants . .. 303 K) B 17-8 19-7 139
4. Machlwynndubetc-pml Eqdpnat . 16-9 151 190 24 235
S. Traasport Equipment .. . 10-3 10-2 19-4 13-3 15-1
6. CometGoodsnoldnwﬁaeQﬂdﬂd .. 43 4.5 4.5 49 $3
7. Goods oot elsewhere specified .. .. 0-2 01 01 —_ o1
Tovae .. .. .. .. . . 1000 1000 1000 100-0 1000

Source: Republic of Kenya, Economic Surv:y 1989, Central Bureau of

Statistics, Ministry of Planning and National Development, Nairobi,
May 1989.
Note: a/ Provisional.
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Imports (shown in Table 3.6.2) are dominated by industrial supplies (non-
food). The declining trend in food imports is evidence of increasing food
production in Kenya. The value of imported petroleum products fluctuates with
the changing price of petroleum. The changing importance of imports of
machinery and other capital equipment, as well as industrial supplies,
reflects the growth of gross fixed capital formation in the economy since 1985.

One of the major objectives of the current development plan is to expand
the "capacity of the industrial sector to diversify into export orientation in
support of traditional exports of agriculture and tourism".*’ The
Government intends to encourage exports, particularly non-traditional
exports. Kenya's policies have been increasingly oriented in toward this end,
since the earlier policies of import substitution have been shown to be no
longer suitable. Various trade liberalization measures, concerning import
licences, the exchange rate, and schedules of customs duty, are aimed to make
Kenyan products more competitive on the international market.

An Export Compensation Scheme, has been developed since 1974 to permit
duty drawbacks on imported inputs and to refund indirect tax revenues to
export-oriented firms. In 1386, as many as 700 products were eligible for the
Export Compensation Scheme. Manufactures frequently complain about the
scheme, saying that the paper work for the application for drawbacks and
refunds consumes a considerable amount of time and, moreover, the refunds are
uncertain to be paid even after a very long time. The scheme is structured
such that it disproportionately benefits exporters of manufactures to
developed countries, especially canned pineapples. Larger firms are thus the
main beneficiaries.

3.7 Policies and institutions for the manufacturing sector

Governmental institutions, both centralized and decentralized, foczus .g.on
the manufacturing sector for planning, regulating, training, rescarching, and
purchasing. For these functions, the standard institutions exist. A recent
review of the role of government inscituticns in Kenya's industrialization,
haw concluded that:

Kenya has an impressive number of institutions to facilitate industrial
develcpment. There are institutions established to provide finance for
small, medium and large enterprises and other. charged with control and
research respensibilities. Though most of these institutions have the
right national objectives, implementation is often poor. The chizctives
tend to be ignored in the actual operations of the institutions ......

A serious lack of co-ordination among various government institutions
exists even when they are handling related industrial issues. This
failure together with a lack of resources has reduned the sverzll ifmvact
of these institutions., Policy makers in various government srgans also
lack intimate knowledge of the structure of Kenyan industry, its
resources and constraints. This has reduced the ratalytic role of
government in the manufacturing sector and has rentributed to a failure
to clearly identify and encourage those industries with the highest
potential.

1/ Developmer' "ian 1989-1993, p xx.
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The overall picture emerging ..... is that aithough various institutions
have been established, they have not been effectively used to achieve
faster industrial growth.-

Thus, although the required institutions are mostly there, their
motivaticn, focus and performance should improve.

To iilustrate the problems of performance and focus, the rest of this
section discusses four governmental institutions that are especially critical
for industrialization: the Ministry of Planning and National Development, the
big parastatal development finance corporations, the Industrial Promotion
Centre, and the Central Tender Board. Though others, for example, the Customs
and Excise Authorities, Price Controller, Kenya Industrial Research and
Development [nstitute, and Kenya Bureau of Standards are also important, a
full discussion is beycnd the scope of this report.

The Ministry of ?lanning and National Development together with the
Ministry of Industry plan the development of manufacturing by vetting
feasibility studies, especiallv for eccnomic infrastructure, and determining
the policies and incentives required to guide industrialists. Fcr exampie,
the Government oifers strong tax incentives fer manufacturers to locate their
enterprises outside of Nairobi and Mombasa. It also offers 20 per cent export
compensation and Las Instituted a new manufacturing-—in-bond scheme for
exporters.

Though, during the 1650s and 1970s, the Covernment directly promoted
industrialization through many joint ventures with multinational corporations,
it virtually ceased doing this during the 1980s except for its prolonged
support for seriousl!y ailing parastatal manufacturing firms. In 1985, the
government abeclished the ad hoc inter-Ministerial New Projects Committee which
was supposed to vet industriai projects. Although the committee had many
problems — political interference - rapidly changing membership, inadequate
professional support, it was the only central forum for approving and
disapproving projects. By abolishing it instead of restricting its scope and
enhancing its status and staff support, the Government abandoned a powerful
tool of econcmic development planning: the ability to steer funds away from
low-priority projects and into much needed activities. Instead, Government
lias increasingly relied upon macroeconomic and sectoral policies to guide
manufacturing.

The large parastatal development finance institutions - I[DB, DFCK, ICDC,
and less so KIE - were once dynamic forces for industrialization in Kenya,
especially during the 1960s and 1970s. During the 1980s, they became
increasingly passive, too busy nursing the sick companies in their portfolios
rather than aggressively promoting new industrial activities and divesting in

1/ [kiara, G.K, ""The role of government institutions in Kenya's

industrialization', 1987. In: Coughlin, P. and lkiara, G.K., eds.
Industrialization in Kenya: In Search of a Strategy. Nairobi: Heinemann;
London, p. 247.
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order to gain funds for new ventures to help fill the gaps in Kenya's
industrial structure. That dynamism, vision, and ability to set priorities
has been missing. Recognizing some of these problems, the Government has
commissioned a currently ongoing study of the development banks to evaluate
whether restructuring them would help.

With the appointment of a new Director in mid-1989, the Industrial
Promotion Centre finally began to get the high-level support plus external aid
required to streamline the procedures to approve a new project in Keuya.
Previously, up to 30 approvals - but usually about 12 - were needed before an
investor could begin a project. Now, an inter-Ministerial Cabinet-level
Committee meets monthly to authorize approval there and then for any project
that has encountered bureaucratic obstacles in getting some approval. This
Committee has sufficient clout to cut across the normzl lines of bureaucratic
power. As a result, the Centre is truly becoming a one-stop office where
entrepreneurs go to get all the required approvals, currently, within one
month. The centre processes simple cases without referral to the
inter-ministerial committee. The newly dynamic Centre holds promise of
reversing the worrying trend of low or negative capital inflows.

The Government continues to miss many opportunities to use its Central
Tender Board (CTB) to promote industrialization. The Board mairly considers
the price and quality of a product and the reliability of the supplier.

Foreign-exchange content, linkage effects, emplcyment creation, etc. are
hardly ever considered in the awarding of tenders. Most CTB officials
were not aware of the role that the tendering system could play in the
economy ...... The decentralization of the tender system leaves the CTB
with only 40 per cent of the tenders. This weakens the CTB further.*’

The decentralization has increased the travel and marketing costs as well
as the opportunities for corruption - costs that many small producers caunot
afford. This often gives importers and large manufacturers an unnecessary
advantage. With tender boards in 40 districts plus Nairobi, many
opportunities to achieve bulk-purchase discounts or to encourage 'ocal
production are lost, though a much-reduced list of items eligible for
decentralized tendering may have helped promote rural production.

3.7.0 Human resource development institutions in manufscturing I-

In this section, institutions of formal technical téaining arz reviewed
with a focus on industrial training in Kenya.

A considerable variety of formal training institutigns exist in Kenya:
youth training centres, youth polytechnics, secondary techniral srhools,
national youth service, Harambee Institutes of Techrology, national
polytechnics and universities. The curriculum technical training in these
institutions includes not only industry related training, hut service training
and general education as well.

1/ Ikiara, G.K. 1988. op. cit., p. 239,

2/ This section is based on information contained in Dr. Mauri Yambo,
Technical Training and Work-Experience in Kenya: A National Tracer Study

of the Leavers of Harambee Institutes of Technolqu and Youth
P lztechnxcs. December 1986.
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Youth polytechnics ar. the single largest of all the types of training
institutions. These institutions comprise about one-third of technical
training institutions and train about one-third of ali trainees. The original
purpose of youth polytechni: training was to prepare orimary school leavers
for self-employment in rural areas. The current goal, however, is to provide
primary school leavers and higher school leavers with practical skills to
facilitate self- or wage-employment in local areas.

In 1984, a metion was passed in the Kenyan parliament which urged the
Government to establish a Youth Polytechnic in every location in the country,
which amounted to 876 locations in 1984. By 1985 the number of government-
aided Youth Polytecnics had increased to 321 with an enrollment of about
21,500 trainees.

Secondary Technical Schools had 9,200 enrollments in 18 schools in 1983.
The courses offered by the schools were mechnical engineering, electrical
engineering, motor vehicle mechanics, agricultural mechanics, welding,
masonry, plumbing, surveying, carpentry and industrial tailoring.

The National Youth Service (NYS), originally intended as a post-primary
training programme, has recently increased its intake to admit secondary
school leavers. In 1985, NXYS had a total enrollment of 7,000. The courses
offered by the NYS includes motor vehicle mechanics, panel beating, welding,
general fitting, carpentry/joinery, masonry, plumbing, painting/signwriting,
tailoring/dressmaking, upholstery making, and other service training such as
typing and shorthand.

Harambee Institutes of Technology (HIT) were initiated by local self-help
groups with considerable involvement of politicians and civil servants. The
purpose of the HIT programme has been to train secondary school leavers in
various skills, generally at the craft level intended to facilitate self or
wage- employment. In 1984, there were 15 operational HIT with 3,900
trainees. The courses offered in the HIT largely overlap with other
institutions.

National Polytechnics, among all the industrial training institutions,
play a leading role in training a technically proficient workforce, especially
in the private sector. Three National Polytechnics have been established in
the urban centres in Kenya - Nairobi, Mombasa and Eldoret. Kenya Polytechnic
(Nairobi) and Mombasa Polytechnic had a combined enrollment of 3,036 in
1987-88. The Poiytechnic in Eldoret was only recently opened, as such it is
not clear what is the exact size of its enrollment.

Kenya Polytechnic offers courses in manufacturing industry related
technical skills. These courses are given in the engineering department
(mechanical, electrical, antcwobiie, general, aeronautical and
telecommunications). In 1987-88, enrollment for these courses in Kenya
Polytechnic was 976 or 28 per cent of the total enrollment. If other industry
related courses such as building and civil engineering, and laboratory and
other technicians are included, industrial t-aining accounts for 54 per cent
of total enrollment.

Mombasa Polytechnic has a greater emphasis on manufacturing industry
technical training than Kenya Polytechnic though the total number of trainees
was only 1,547 in 1987-88. The engineering department had 724 trainees, or
4] per cent of the total enrollment and by including other industry related
courses, industry related trainees account for 62 per cent of total enrollment.
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Although the total enrollment of trainees has been unchanged, around
5,000, in the two national polytechnics since 1984-85 - the National
Polytechnics including the new one in Eldoret are likely to retain a
significant share of the total technical training capacity in Kenya.

University education lies on the top of all training institutions. The
Lniversity of Nairobi has by far the largest student :apacitv in Kenya. In
1987-1988 the total number of students exceeded 10,000 and the number of first
degree course students was 8,300, of which 817 students were enrolled in
engineering course. In other universities - Moi and Kenyatta universities -
no course is offered in the field of engineering. In 1987-1988, the total
number of students enrolled in Kenyan universities was 17,000, of which 15,000
were undergraduates. Among undergraduates, the ratio of engineering students
was only slightlv higher than 5 per cent. It should be noted, however, that
many Kenyans go abroad to pursue university educaticn, particularly in North
America, Western Europe and India, and those graduates who obtained a degree
overseas have established important positicns in Kenyan industry.

Finally, although Kenya appears to be steadily increasing its training
institutions, especially those imparting technical skills at all levels, it
appears that the country is still not producing the right number and quality
of trained people for manufacturing employment.
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PART I1
DIAGNOSTIC REEABILITATION ANALYSIS

Part II presents the actual rehabilitation analysis of the report and
consists of six chapters - Chapters 4 to 11. The various chapters discuss the
selection of key candidate plants, provide a precise analysis of the branches
to which they belong and present an in-depth analysis of three especially
selected industrial plants in key subsectors - ceramics, textiles and
vegetable processing — with good linkages to primary sectors such as
agriculture and other natural resource sectors. The detailed analysis of the
rehabilitation needs cof the three key firms focuses on management and
organization, financial structure, human resource development, marketing,
plant and economic performance, state of physical plant, capacity utilization,
maintenance and spare parts as well as issues relating to the macro- and

industrial economie policy and institutionil framework.

Finally, Part Il presents a summary of general and plant level findiugs
and recommendations and project concepts of both a short- and long-term nature.
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Chapter 4
Selected Industries and their Rehabilitation

.J‘
~
|

4.1 Cotton-based textiies

4.1.! Overall characteristics

The textile industry - spinning, weaving, knitting, and finishing fabrics
- is Kenya's second largest manufacturing employer: in 1987, it had 20,123
employees, or 12.0 per cent of employment in manufacturing. Of the total
labour force in the textile industry in 1987, 5,663 were in knitting mills.
Since 1983, employment in the industry has been growing faster (8.7 per cent)
than the average for all manufacturing (3.3 per cent); and so has its quantity
index of production (7.0 per cent as against 5.1 per cent).

The textile industry has strong backward and forward linkages to other
manufacturing industries, such as ginneries, filament extruders, mechanical
engineering, and garment and furniture manufacturers. In 1987, the ginneries
had 1,180 employees; and the garment manufacturers, 8,253. As yet, dyes and
most chemicals used in the incustry are not made locally.

Though the textile industry in Kenya was traditionally based on cotton, a
long-term profound shift towards using more synthetic fibres - polyester,
viscose, nylon - has occurred since the early 1970s. Most mills, even those
that had exclusively woven cotton fabrics, now increasingly produce
cotton/synthetic blended fabrics. This switch has been stimulated partly
because the production of locally grown cotton has been decreasing and the
government, through the Cotton Lint and Seed Markoting Board (CLSME), has
allowed insufficient imports of cotton, and even that reticently.

The textile industry operates at a high rate of capacity utilization - 81
rer cent in 1986 and is diverse, robust, and fairly mature.* In 1986, 14
large factories were fully integrated from fibre blowing through fabric
tinishing. Five plants import polyester pellets to produce and spin
continuous~filament yarn; one of those plants also produces continucus-
filament nylon yarn. In the 1980s, the industry began to decrease raw wool
and export wool tops, and, more recently, to spin wool yarn for local
consumption. A factory in Nakuru is installing machinery to spin wool-carpet
yarn, mainly for export. And, Kenya Threads, a large African-owned
enterprise, exports the bulk of its output of cotton yarn whenever the local
price of cotton is equal to or less than the international price.

1/ Coughlin, P. (1986) "The gradual maturation of an import-substitution
industry: The textile industry in Kenya,'" Discussion Paper, Industrial
Research Project, Economics Department, University of Nairobi, Mimeo;
World Bank, Industrial Development and Finance Division, Eastern and
Southern Africa Region (1987) Kenya: Industrial Sector Policies for
Investment and Export Growth, Washington, D.C., World Bank, pp. 275-87.
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In both spinning and weaving, "Kenyan firms display superior
technological mastery in [both spinning and weaving], with levels creditably
near world best-practice levals.”>" The industry is also highly protected:
in 1986, its effective rate of protection for polyester yarn and diverse
fabrics ranged between 72 per cent and 93 per cent.®’

Though from 1980 to 1987 the textile industry reduced imports of fabrics
from US$ 40.7 million to US$ 14.0, its exports fell from US$ 6.1 million to
Us$ 3.3 million.?"

Kenya has not yet succeeded to export much yarn, fabric and garments.

For some products, the Kenyan producers are not efficient, e.g., shirts,
towels, and linen. For others, they are only etficient enough to
penetrate the limited regional market and to keep out most imports, e.g.,
most blankets and sweaters. For yet others, some firms have begun to
sell into the European markets, e.g., T-shirts, men's briefs, dress
pants, some ready-made suits, and wool tops® .

Kenya may, however, begin soon to export much more. In response to the
Covernment's whole-hearted, high-~level support for the new single-stop
Industrial Promotion Centre tor encouraging foreign iavestors, four toreign
investors manufacturing garments under bond for export only, have started
production. Thirteen other projects manufacturing under bond - mostly garment
manufacturers - had been fully approved by Jancary 1990 and await for the
entrepreneurs to start investing. The centre also reports many inquiries by
potential investors.

Since Kenya still has easy access for its garments in the European
Economic Community's market, investors from Asian countries stymied by import
quotas under the Multifibre Agreement are considering sewing garments in Kenya
using fabrics from their countries. Gradually, the local textile factories
should be able to sell fabrics and yarns to these new factories. If
continued, these new investments would much change the focus and
competitiveness of Kenya's textile industry.

4.1.2 Major probiems 3snd constraints

Thecugh other, lesser problems exist, three major constraints bridle
Kenya's textile industry: lack of sufficient cotton at a good price and
quality, lack of specialization and economies of scale in the textile mills,
and often weak managerial skills.

1/ World Bank, op. cit., 1987, p. 283.
2/ Coughlia, P., op. cit., 1986, p. 39.
3/ These statistics comprise all of SITC 65 except for garments, SITC 658.

4/ Coughlin, P., op. cit., 1986, p. 40.
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Cotton shortages and inadequate quality

Local cotton production has shrunk despite strong growth of the textile
industry (Table 4.1). In addition to climatic variations, the main reasons
were:

- the sharply declining real prices to farmers (Table 4.1);

- the very low yields and, hence, profitability of the crop for
farmers;t”

- the more than one-year delays in paying farmers.

These reasons have caused many farmers to stop growing cotton. For
example, in Busia district, the longer farmers had to wait to get paid, the
more reticent they were to grow cotton for the next season.?” The delays
resulted both from the dire financial situation of the CLSMB and the cotton
co-operative societies' delays in forwarding payments to the farmers.>

To obviate part of the delays, the CLSMB began during 1988 to pay farmers
directly, instead of through their co-operative societies. CLSMB's officers
report that, as of January 1990, the farmers have been fully paid for the
1988-89 crop. With the reduced delays and higher payment per kilo, the CLSMB
hopes that the 1990-91 cotton harvest will be much better.

Despite shortages, CLSMB has onlys reticently imported cotton, and then,
in very insufficient quantities (Table &4.1). In response to complaints from
textile manufacturers, the government began in early 1989 to require
manufacturers to submit a joint request for imports through the Textile
Manufacturers' Association. Still, the requests are delayed both by the
association, the CLSMB which must give a letter of no-objection, and the
import-licensing and foreign-exchange authorities. The result: factories
still do not get enough cotton.

Nor is the quality good enough. Kenya produces medium-staple,
medium-strength cotton that lowers the quality and strength of the varn and
decreases the efficiency in weaving. Tine lower quality is also difficult to
sell in export markets. Partly fer this reason, factories manufacturing under

1/ "The farmers’ cotton yields are fairly low, averaging about 100 kilos of
lint per hectare. Results of research experiments in various parts of
the country, however, show that with improved varieties and production
technologies, yields of between 450 and 900 kilos of lint per hectare can
be realized.” National Fibre Research Centre (Mwea Tebere) (1988)
"National cotton research project.' Report for the Kenya Ministry of
Agriculture, p. 2.

2/ Etyang, M. (1979) "Price elasticity of cotton supply in Busia Distriect.”
M.A. research paper, Economics Department, University ot Nairobi,
pp. 60-101.

3/ Routsi, J. (1989) "Cotton ginning industry in Kenya: The case of the
co-operative ownership and management mode."” IDS (Nairobi) Working Paper
No. 470, p. &4; Dijkstra, T. (1988) ""Cotton lint and cotton seed for the
domestic narket in Kenya.' Report for the Kenya Ministry of Planning and
National Development, Nairobi, Mimeo, p. 1l2.
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bond resist using local fabrics. The CLSMB has not encouraged factories to
import stronger, longer-staple cotton for blending with local fibre tc upgrade
the end product. This reticence has hampered the industry's etfort to secur~
the domestic market against the many imported - often smuggled - fabrics.

Table 4..: Farz-qate orices and sales of cotton to CLSM3,  1980-1988

Farm-gate Price Real farm- Net
price Price gate price?’ Production imports
(KSh/kg) index {KSh/kg) ('000 tonnes) ('000 tonnes)
1980 3.41 1.00 3.41 38.1 n.a.
1981 3.41 1.18 2.89 25.5 n.a.
1982 3.52 1.44 2.44 24.3 n.a
1983 3.69 1.64 2.25 25.8 n.a
1984 4._48 1.82 2.46 22.8 1.1
1985 4.80 2.02 2.38 38.0 -1.7
1986 4.70 2.16 2.17 25.4 -.4
1987 4.82 2.34 2.06 23.8 -.9
1988 5.86 2.62 2.24 10.92" 1.9
1989 6.00 n.a. n.a. n.a. n.a.
1990 10.00 - - - -

Sources: Kenya Government (1986 and 1989) Economic Survey for 1986 and
1989. Nairobi: Government Printer; Kenya Goverment (1984)
Statistical Abstract, 1984. Nairobi: Government. Printer; and for
prices for 1989 and 1990, interview with F. Kebeney, production
officer, CLSMB, 30 January 1990. Statistics for net imports come
from Kenya Goverment (1986 and 1988) Annual Trade Reports for 1985
and 1987, Nairobi: Government Printer.

a/ This index was constructed from official indexes for middle- income
Nairobi prices and recalculated for the base year, 1980.

b/ Previsional estimate.

Specialization and economies of scale

Loss of economies of specialization is the major cause of loss of
productivity by Kenyan textile firms relative to technologically similar best-
practice firms in the UK.!” The Kenyan plants are sub-optimal in

1/ Pack, H. (1987) "Productivity, technology choice, and project design,
with an application to the cotton textile sector.” In: World Bank.
Appropriate Industrial Technology, Phase II. World Bank Report
No. 671-77, Washington, D.C.
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size and produce too many types of products to achieve economies of

scale.=" Since the plants are usually closely linked to but a few
wholesalers, they feel pressured to satisfy all the diverse demands of these
wholesalers.®

Weak managerial skills

Apart from a few with muitinational links, most textile firms in Kenya
are weak in marketing and product design, partly due to the industry's inward
orientation and the limited competition in certain products.if For example,
Mountex is the only local producer of 48" bed linen; and Kenya Taitex Mills,
of nylon fabric. Many firms, especially parastatals, have very weak upper
management and miss easy, immediate opportunities to reduce costs or increase
production and sales. Most managers - public or private - do not understand
and use the concept of marginal costs, and, hence, forego the chance to use
compartmentalized pricing to capture new domestic or export markets.?

Other problems

The industry faces other, lesser problems. Much of the equipment is old,
and many factories have significant imbalances between sections. Engineering
maintenance is often deficient, and few firms have systematic preventive
maintenance programmes. The engineering difficulties are compounded because
Kenya's mechanical engineering capabilities seldom surpass medium precision,
and their reliability is quite mixed.>” This, of course, drives up the
costs of cperating a factory.

Despite existence of the Kenya Textile Training Institute and the textile
training schools at many factories, "all firms complained of a general
shortage of skills. There is, therefore, a long-term need to provide
appropriate training programmes in the country.'=

On-site amenities for workers are often lacking or sorely deficient.
Moreover, the heaith conditions in many, especially cotton factories are often
had and sometimes atrocious, with thick cotton lint in the air, while workers
- lint caught on their eyebrows, caps, and overalls - toil unprotected even by
a mask.- Respiratory ailments are common and, in some factories, are a
ma_.v cause of absenteeism.

1/ World Bank, op. cit., 1987 p. 283,

2/ Coughlin P.,op. cit., 1986 pp. 33-37.

3/ World Bank, op. cit., 1987 p. 285,

4/ Coughlin, P., op. cit., 1986 p. 23.

5/ Coughlin, P., "Converting crisis to boom for Kenyan foundries and metal

engineering industries: Technical possibilities versus political and
bureaucratic obstacles.' Africa Development, Vol. 10, No. &4, 1985,

6/ World Bank, op. cit., 1987 p. 285.

7/ Coughlin, P., op. cit., 1986 pp. 32-33.




[d:2332r - 62 -

Many factories discriminate apainst female production workers absolutely:
except for maids and secretaries, they hire no women. Other factories have
mainly women in certain sections and only men in others. No systematic study
exists of differential productivity by sex, and the experiences and views of
managers in diverse textile factories in Kenya.

4.1.3 Linkages

Kenya's cotton-based textile industry has many forward aad backward
linkages (Figure 4.1). For example, ginneries provide cotton; mechanical
engineering suppiies spares; and the local chemical industry supplies some
chemicals, though most are imported. The cotton-based textile industry
supplies the major input for garment and furniture manufacturers: cloth. It
also supplies cloth to wholesalers who supply retialers and small garment
manufacturers.

Due to declining real prices for cotton and long d=lays in payments,
local farmers have been growing iess and less cotton. In reaction, the
cotton-based textile factories have gradually shifted towards using imported
synthetics and cotton, thus weakening the domestic linkages.

Growth of the locai cotton-based textile industry wouid stimulate many
agriculture-based industries, for example, edible oil precessing, animai
feeds, and cotton lint for hospital gauze and sanitary toweis.
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4.1.4 Ownership pattern

Most texti. .rms and filament extruders in Kenya are owned either by
the big developme.... finance institutions, such as IDB and ICDC, or by private
Kenyan citizens.

The non-Government sector of the textile industry is overwhelmingly owned
by Asian-Kenyans (though there are several instances of equity shares by
overseas Asians,. There is only one medium-sized firm with majority African
shares, but this is also managed by Asians. The parastatal textile firms have
Africans in top management positions, but rely partly on some expatriate
(Indian and/or European) technical managers.

The private firms have usually concentrated managerial control in local
Asian hands, and have drawn extensivelv on textile technicians from India for
know- how and engineering expertise. However, there has been a clear tendency
to Africanize technical pesitions as people with the appropriate training have
become available.

The Government through its investment houses owns six companies that

employ 3,755 workers. The reliative distribution between Zovernment-owned and
privately-owned companies was not available to the mission.

4.1.5 Spatial distripution

There are 53 known companiesi' involved in the textile industry branch,
which are carrying out weaving, knitting or filament extrusion. Their
distribution is as follows:

Nairobi 17
Mombasa
Thika
Nakuru
Eldoret
Nanyuki
Athi River
Ruiru
Total

[
yon

teo

e e PO W

v

The above companies do not include garment manufacturers unless they also
possess the ability to make their own tabrics. Of the above companies, nine
are involved, to some extent, in garment manufacture. Fourteen of the
companies i.cegraice spinning with either knitting or weaving.

1/ Coughlin, P., The Gradual Maturation of an Import Subst:tution Industry:
The Textile Industry in Kenya, 1986.

2/ Even though there are 53 known firms, the location of 2 of the firms is
unknown.
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The distribution is naturally heavily concentrated in Nairobi and
Mombasa, the two major population centres of the country, which are the main
markets for mu-* of the production from the mills. Synthetic textile
producers, whi rely on imported inputs have a preference for the two main
centres.

4.0.6 Human resources

In 1987, the cotton-based textile industry including wearing apparel, had
a 20 per cent share of total manufacturing wage employment. In the period of
1983-1987, employment in the textile industry grew at an annual rate of 5.0
per cent. In the same period, employment in the spinning, weaving, and
finishing textiles branch at an annual rate of 9.7 per cent. Though the
textile industry grew rapidly until the middle of the 1980s, the numbers
employed reached a peak in 1986 and since then have declined. The decrease in
the numbers employed in the textile industry may be a reflection of the fact
that two textile mills have recently closed and many textile mills are now
operating with fewer employecs.

The Government has established a training school for the textile
industry, "Kenya Textile Training Institute™ (KTTI) in Nairobi ip arde:- to
increase the number of skilled textile specialists. It is currently managed
by the Ministry of Technical Training and Applied Techn~logy. KTTI is the
ouly specialized textile training school in Kenya where textile firms can send
their employees to upgrade their technical skills. Although there have been
certain criticisms with respect to its training schemes and obsolete equipment
and facilities, there is no doubt that KTTI is the major technological and
training center of the textile industry in Kenya.

Particular training weaknesses in the industry at present are in
industrial design, weaving and quality control. Usually in the development of
the textile industry, women's labour force is a major contributor. However,
women are not utilized to an optimal level in some factories in Kenya. In
particular factories, there appears to be a strong prejudice agaiust using
female labour.

4...7 Poiicies and institutions relating to Cotton-oased taxtiles

The main policies and institutions affecting the cotton-based textile
industry in Kenya are general policies which concern exports, the supply of
domestic and imported inputs, management of parastatal textile firms, and
training.

Besides the new manufacturing-under-bond programme tor plants producing
for export only, the Government grants other manufacturers a 29 per cent
export-promotion payment on the f.o.b. value of exports. After subtracting
the value of tariffs imbedded in their inputs, this payment still renders a 9
per cent to 12 per cent incentive for exporters woriing outside the
manufacturing-under-bond scheme.>’

1/ Coughlin, P., op. cit., 1986 p. 39.
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[mported uncarded cotton attracts a 30 per cent tariff and no sales tax;
imported uncarded polyester fibres have a 25 per cent tariff and no sales
tax. These tariffs have imposed a significant disadvantage on the textile
industry because the bans and tarifts against imported fabrics and clothing
have been so permeable, and, hence, partly illusory. As a result, unofficial
imports are large and restrict the industry’'s growth.

The selection of top managers for most of the six parastatal textile
firms is quite politicized. Often, the Managing Directors and Cerneral
Managers have no business experience or training, though there are
exceptions. For example, the General Manager at Rivatex is a certified public
accountant. Significantly, he succeeded in completely transforming his
company from a big loser to a fairly profitable enterprise. But his example
is not the norm. Top managers of most parastatals lack the business vision,
initiative, and tcughness required, and, instead, often overload their
factories with unneeded staff in acquiescence to political exigencies® .

The Government's bureaucracy is often timid and procrastinates long, even
years, before making urgently needed financial decisions to rehabilitate some
parastatal factories. These delays cost hundreds of millions of shillings,
sometimes far more than the costs for rehabilitation.®  Meanwhile,
shortages of working capital, especially for spare parts, aggravate the
factories' problems; and the managers confront daily crises that prevent them
from concentrating on strategic improvements, for example, through market
studies, persornel training, better work incentives and managerial information
systems, and key investments to balance out equipment.

4.2 VegetaGle proCessing

4.2.]1 Overall characteristics

Although vegetable processing has a long tradition in Kenya, significant
development of the vegetable processing industry started only after
independence. According to the '"Sessional Paper on Crop Development to Year
2000", 18 December 1988, there were no exports of processed vegetables from
Kenya in the early 1960s. About 25 years later, in 1987, Kenya exported
processed vegetables with a total value of KSh 700 million. This should be
compared with the export of fresh vegetables which approached 1,500 tonnes in
1963 with a value of KSh 3.1 million. By 1987, vegetable export had increased
to 36,000 tonnes., or a total value of KSh 1.1 billion.

1/ Coughlin, P., op. cit., 1986 pp. 24-25.

2/ For example, Nzoia Sugar Company was losing about KSh 100 million per
year, though rehabilitation would have required around KSh 80 miilion
including an infusion of KSh 30 million for working capital. The losses
continued for more than five years before the government decided to both
rehabilitate and expand the factory. See: Coughlin, P. "Decisions and
their Financial Implications at Nzoia Sugar Company.' Paper presented to
a seminar on the sugar industry and sugarcane outgrowers' associations,
Webuye, 7-10 September 1986.
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Export of vegetables in the early 1960s did not involve sorting, grading
and packing to the same extent as is required now. Today, international trade
in vegetable is very competitive. An industry has developed which in
conventional terms should probably not be classified as simply processing.
However, vegetable processing is an important part of the branch which
contributes the major part of export earnings.

There are only a few important, larger processing companies, three of
which have canning factories processing vegetables for the domestic market and
for export. There are only a few firms engaged in freezing french beans,
exlusively for export (see Table 4.2.1), and one dehydration plant whose
products are also exported. In addition, there are a few smaller plants using
vegetables as raw material for processing. These include the manufacture of
potato crisps, and tomato sauce.

Since the climate in Kenya permits the growing of fresh vegetables
practically all throughout the year, the growth in domestic demand for
processed vegetables wil. not be particularly rapid. For this reason, a major
part of the production of processed vegetables must be exported. World
markets for processed vegetables are highly competitive and a great number of
countries, not least in the Third World, are attempting to increase their
exports. The cost of packing material is significant in the total costs of
products - on account of this, the supply of intermediate inputs, such as tin
cans, at competitive prices is a pre-requisite for iacreased exports.
Consumers in the industrialized countries are being increasingly concerned
about the high content of chemicals in processed and fresh food. There is not
yet sufficient awareness in Kenya of these changes in consumer preferences.

§.2.2 fajor probiems and consi-~aints

The braunch includes a number of different types of processing Indus:ries
and technical problems common %o the branch as a whole have not been
identified. Given that the financial situation of a company is satisfactory,
the acquisition of spare parts should not be a problem. They are m stly
available from locai workshops and imported spare parts can generaily Le
ordered through the same firms. Direct approach tc overseas manufacturers is
also possible,

One major constraint tor exporting fresh vegetables has been the lack of
air-freight capacity. Since importers, in the world markets, usuolly require
deliveries of specified quantities and gqualities at certain dates, freight
constraints will serionsly hamper exports of fresh vegetables.

4.2.3 Linkages

Figure 4.2 jllustrates the linkages of the vegetabl.s processing branch.
The linkage pattern is not very strong and the number of rompanics registered
at the Ministry of Industry, or otherwise discussed by the mission are
comparatively few as is shown in Figure 4.2. It is worth mentioning that
there are no firms engaged in sorting, grading and packing which are
registered in the agro-industry sub-sector. The reason is obviously that the
value added is considered marginal and that there is nn processing in
conventional terms. A modern efficient sorting, grading and packing conpany
requires substantial investments in equipment and is féirly labour intensive.
Such a firm could also be a combination of fresh vegetable market supplier and
processor of dehydrated frozen or canned products. The mission has not been
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able to identify a firm in Kenya with this particular protile. A future
development might be to process dried soups and so on, based on domestically
available meat extract trom the meat processing branch and dehydrated
vegetables.

Vegetable processing is sometimes combined with processing of fruits
and/or berries. This is also the case in Kenya but not to any large extent.

“iqure 4.2: linkage vegetable processing oranca
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Firms .n the vegetsn.e dracch of tze agro-industry sub-sectar

_ Fiem T T Location T Products(s)
i. Ngoro Canning Factory Ltd. Nakuru Canned french beans
2. Trig-0-Ken n.a. Frozen french beans
1. Go-Tresh Agrapha Ltd. Nairobi Potato crisp, fried nuts
4. Fine Fcods Ltd. Nairobi Potato crisp, etc.
5. Ambica Foods Ltd. Nairobi Potato chips, ec.
6. Premier Food Industries Ltd. Nairobi Canned and boiled products
7. Truefovods Ltd. Nairobi Tomato paste
8. Kabazi Canners Ltd. Nakuru Canned carrots, beans,

mixed vegetables
9. One Shop Enterprises Nairobi Potato crisp, fried nuts, etc.
1. Mount Kenya Agro Industries Kiganjo Dried onion and pepper

Source: Mission's field survey.

Note: n.a. = not available.

2.2.6 Ownerszip patteras

The Preocessing industry branch has registered 584 companies.
is almost entirely privately owned, the most important

being:*

Company

- Delmonte

- Njoro Canning Factory
- Premier Foods Ltd

- Kabazi Canning Ltd

~ Tru Foods

- Tropical Food Processors
- Frig-0-Ken

- Kenya Orchards Ltd

- Go-Fresh Agrapha Ltd

- Mount Kenya Agro Industries

Location

Thika
Nakuru
Ruaraka
Nakuru

Nairobi
Mombasa
Nairobi
Machakos
Nairobi

Kiganjo

The branch
private companies

Product Number of

employees

Canned fruits
Canned beans
Canned, bottled prod.
Canned carrots, beans

mixed vegetables

Tomato paste, sauce 340
—————— 300
Frozen french beans 40

Fruit jams

Potato chips fried
nuts

Dried onion and pepper 75

The Government has a minority share in Kenya Food Products Ltd. and owns,

through ICDC, 100 per cent of the shares

Naivasha.

in Pan Vegetable Processors in

The above mentioned government participation represents less than 5 per
cent of the industry's total output.!”

1/ The information given above was obtained from the Horticultural Crops
Development Authority, the Ministry of Planning, Kenya National Chamber

of Commerce & Industry, and the Bureau of Statistics.

Statistics and

background material are very difficult to obtain, if available at all,
they are usually old and out-of-date.
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4.2.5 Spatial distripution

The vegetable processing industry has 16 major companies, which are
registered at the Ministry of Industry and the Horticultural Crops Developrent
Authority. They are distributed as follows in Table 4.2.2.

Table 4.2.2: Number of vegetable processing companies, by iocation

Location Number Location Number
Nairobi 8 Nakuru 1
Mombasa 1 Machaka 1
Thika 1 Kiganjo 1
Njoro 1 Naivasha 1
Ruaraka 1

Sources: Ministry of Industry, Register of Agro-Industries, 7th September
1989. Horticultural Crops Development Authority, meeting with
mission, 1 February 1990.

Note: It should be noted that the two sources did not give the same
companies, some were common to both lists, others were only on one
list. The above totals are a combination of the different companies
on the two lists.

The distribution system for fruit and vegetables is carried out through
32 large wholesale and retail stores and numerous small family owned
businesses. Of the larger wholesalers/retailers, 29 are located in Nairobi
and 3 in Mombasa.

Associated with this subsector are also 6 fruit juice processors/canners,
all of which are located in Nairobi.

4.2.% Human resources

There is little intormation on human development specific to the tcod
processing industries in Kenya. What little informati:n that is avaiiable
suggests that engineers and quality control specialists in rood procrssing
industries usually have a degree in food science from dom:stic universities.
However, with the development of food processing industries in Kenya, there
may be a need for greater numbers of food technologists with increased
technical sophistication especially, for example, in processing teshniques
such as freeze-drying.

4.2.7 Policies and institutions s thev relate to the vegelsb.e processing

branch

Many overall government policies significantly affect the vegetabie
processing branch, although generally in a positive way. The production of
vegetables has pricrity in Kenya's development strategy, because it is a high
value product. Moreover, vegetable production can be undertaken efficiently
by small and large farms alike. The production technology can be labour
intensive, and increasing Kenya's vegetable production could also provide much
needed employment.
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Vegetable processing mainly uses domestic raw materials and thus provides
important backward linkage effects. A large part of processed vegetables are
exported and thus fall within a priority area of Government policy.

The vegetable processing branch is particularly sensitive to the policy
instruments used by the Government. To export processed vegetables, the price
of the product must be competitive in the world market. Because of this, the
price is sensitive to the prevailing exchange rate, and if, the Kenyan
shilling is overvalued, exporters would find ditficulties in marketing the
products. Moreover, the processing of vegetables requires important inputs of
imported or locally produced goods such as oil products and packaging
materials. The prices of these, depend in turn on exchange rates, and import
and tariff policies. The vegetabie processing branch would clearly benefit
from market liberalization, including foreign trade.

The tax system, such as the VAT, export and import tariffs, is being
revised and the proposed changes should be beneficial to the branch.

4.2 Ceramic industry

4.3.. Overai! characteristics

The ceramic industry in Kenya is small and presently produces a very
limited range of products. Three companies are known to be current producers
of glazed ceramic products. Wall tiles, sanitaryware, and tableware are
produced by Ceramic Industries (East Africa) Limited. Giftware items - mostly
figurines, such as dogs and cats - are manufactured by Atlantis Ceramic
Industry. Porcelain Products Limited produces tableware, but on a small scale
in comparison to Ceramic Industires. These manufacturers are the only
producers of glazed ceramic ware in the non-metallic mineral products
subsector of manufacturing. All are situated in Nairobi.

Ceramic Industries is the most significant firm in the sector; the other
firms are very small. Ceramic Industries and Porcelain Products are operating
under receivership. Ceramic Industries is the only producer of items that are
basic to the industry: crockery (tableware), wall tiles, and sanitaryware.
Therefore, practically viewed, it is the ceramic industry in Kenya.

A few manufacturers are making unglazed floor tiles, rcofing tiles, and
bricks, including refractories. Besides these manufacturers of structural
clay products, an unknown number of small potters in the informal sector are
making earthenware. The greatest number of these producers are in the western
regions of the country.

The size of the industry is small, in comparison to the manufacturing
sector as a whole. The non-metallic mineral products subsector, comprising
ceramics and earthenware, glass, structural clay products, cement and plaster,
concrete products, and so on, as a whole, accounts for about 3 per cent of
total manufacturing output and 3.2 per cent of total manufacturing value added.
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The non-metallic subsector is broken down to one further level in the
national accounts: clay (or pottery) and glass products, on one hand, and non-
metallic mineral products (cement, concrete, and all other non-metallic
mineral products), on the other hand. The manufacture of clay and glass
products account for 8.2 per cent of the total output of the non-metallic
subsector and 19.1 per cent of the subsector's manufacturing value added.

The average annual rate of growth of the manufacture cof clay (pottery,
glazed ceramic, and structural clay products) and glass products from 1983 to
1987 was 7.7 per cent. Production increased a further 5.1 per cent between
1987 and 1988. These rates of growth compare to 5.1 per cent and 6.0 per cent
growth in total manaufacturing in the years from 1983 to 1987 and 1937 to
1988, respectively.

Compared to 1987, the output of floor and wall tiles declined marginally
in 1988. During the same period, the production of glass bottles and
windscreens for automobiles, the two major products made of glass, increased
by €.0 per cent and 37 per cent, respectively. It appears that the 5.1 per
cent rate of growth in clay (including ceramics) and glass products results
from strong growth in giass products, which offsets the low or declining
growth in the production of ceramic and structural clay products.

It is important to note that the ceramic industry is a labour-intensive
branch of manufacturing and, therefore, provides potential employment
generation with growth of the i.dustry. It also utilizes local materials for
a large proportion of its material inputs. The proportion has increased
recently, as the major producer in the branch has made a concentrated effort
to use more local ciay in place of imported clays, despite resultant problems
in production. Despite the large use of local clay, the branch is entirely
dependent upon imports for its requirements of glaze, which accounts for about
20 per cent of the total cost of production, or about 60 per cent of the
materials of production.

4.3.2 N3‘or probiems 3ng constraints

The major problems of the branch are those that are found in the rest of
the manufacturing sector, namely, insufficiencies in technical know-how,
financial management, aud raw materials or intermediate inputs. Nearly all
other problems are secnndary, though rritically consequential.

In a number of enterpriscs and industrial branches, marketing and
import-dependency are sther major problems. Presently, marketing is nct a
major problem in the ceramic industry, but import-dependency is critical. The
appearance and quality of the final product in ceramics depends as much on the
glazed surface, which is produced by imported glaze, as on the body, which is
made of local clay and other minerals.

Import-dependency can bte the root cause of production stoppages due to
delays in receiving shipments of imports, high financial cost due to working
capital being tied up for long periods in the purchasing procedure, and
inferior product quality. This latter problem is shown by a recent example at
Ceramic Industries. Surplus or waste glaze was reclaimed and recycled when
the glaze stocks were exhausted. The dependency on imports was temporariiy
removed, but the solution created its own problem, which was a poorly glazed
surface.
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Other problems in the branch are matters of old equipment, lack of
replacement parts, lack of local sources of reliable supply and zood quali.y
replacement parts or repair services. A major problem the branch faces is the
fact that there is insufficient experience and technical capability in ceramic
production at the level of top and middle management and a similar shortage of
technical capability and skills among supervisors and workers.

A major constraint is the low degree of development of local sources of
raw materials. Consequently, the supplies are irregular, of varying and
unknown qualities. Some are absolutely not available, for example, glazes and
plaster-of-Paris, used in making moulds. The reasons for this constraint are
partly due to the small size of the branch, and therefore, low demand for raw
materials. Other reasons may be an inadequate geological survey, and also a
failure to seek and obtain technical assistance from various potential sources.

Poor product quality is another seriovs problem and constraint to market
expansion. Inferior products are produced due to prohblems of materials and
manufacturing techniques, and to old designs. Consequently, the products are
net competitive against imports, without a high protective wall, sales revenue
is low, and the branch's potential for export distribution is virtually
eliminated.

The branch is constrained by a lack of detailed ~ost accounting. This is
part of the overall constraint of inadequate financial management. Some of
the consequences are excessive expenditures on overhead. They ware wvery high
relative to total costs of production for the major prodicer of tae branch,
during the period of about six years before it was placed under rezeivership.

Without detailed cost accounting, the managers of the enterprises in the
branch cannot know the relative rates of profitatility among the various
products, and cannot pinpsint the location and crcurrence of suressive osts,
or unnecessary expenditures. With two out of three companies i the branch
under receivership, because of defaults on lcan repayments, the indication is
vhat the managers did not adequately monitor the tinancial pozition of their
companies. Perhaps they made investments that wore nobl we il avalaited,

In summary, most problems and constraints in the Lran b can e Lracad t)
the primary problems of gaps i1 technical know-tow, inadoquate analvais and
management of finances, and deficiencies of one kirnd or anciher 1 raw

materials and intermediate inputs.
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The ceramic industry has very strong backward [inkages to the mining of
non-metallic minerals and as these are wormally located in rural arcas, there
is a beneficial income generating effect in these low income areas. Some
temporary employment is also created during the periods when wxtraction takes
place.
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Backward linkages also exist to the engineering industry for the supply
cf spare parts and consumables but unfortunately some engineering concerns
cannot supply the required items at the right quality. Improvement in the
training of the machinists in this sector wculd enable the linkage to the
ceramics sector to be strengthened.

Forward linkages exist to the building industry, which uses large
quantities of sanitaryware and tile products. The value of sanitaryware in
normal construction contracts in Keiya can amount to l5 per cent of the total,
the majority of which is imported. Development of the ceramics sector would
strengthen this linkage considerably with considerable savings in foreign
exchange expenditure.

Forward linkages also exist to the domestic consumer and the tourist
industry, crockery being sold to both individuals, supermarkets, hotels and
restaurants. In all cases, the products are substitutes for imports.

There is scme potential for exporting a small proportion of production
into the regional market, once the volume of production has been increased and
quality standards improved.
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Apart. trom Ceramic Industries (FA), Ltd. and Poreelain Products Ltd.,
there 1s a small private company called Atlantis Ltd which is prodgucing small
amounts ot giftwares,

Porcelain Products Ltd., which was founded by the previous Managing
Director of Ceramic Industries went into receivership in 1987 and has now o
limited proguction of tableware.
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Ceramic [ndustries was a private company until the beginning of the
1970's when ICDC bought a 20 per cent share of the company. In 1980, ICDC,
together with ICDC Investment and the Development Financing Ccmpany of Kenya,
DFCK, acquired the remaining stock of shares, except for 8 per cent which
remains in private hands. ICDC and ICDC Investment holds 75 per cent of the
shares and DFCK hclds 17 per cent, this gives ICDC complete control of the
company. Ceramic Industries went into receivership in 1988. The question of
new ownership was not settled at the time of the mission's visit (February,
1990).

¢.3.5 Spatial distripution

The formal sector contains only three main companies concerned with the
manufacture of whiteware ceramics, all of which are located in the Nairobi
area. These companies are:

1) Ceramic Industries (EA) Ltd., located on Kitui Road in the industrial
area. This company is the most important company in this sector and
produces crockery, sanitaryware, wall tiles and small quantities of gift
items. The company is presently in receivership but is still producing
its full range of products.

b) Porcelain Products Ltd., located on Shima-La-Tewa Road, Nairobi. This
company was established by a former Ceneral Manager of Ceramic Industries
(E.A.) Ltd. but is now in receivership. The company is still producing
a limited volume of crockery items but as many of its employees have been
made redundant by the receiver, it is currently operating well below its
capacity.

c) Atlantis Ceramics Ltd., located on Factory Street, Nairobi does not
manufacture a full range of crockery and produces only giftware items,
such as vases, fruit bowls and plates.

d) Ageca (Kenya) Ltd., located on Kijabe Street, manufactures ceramic beads.

The concentrated distribution of ceramics companies in Nairobi, is a
natural consequence of the fact that the major market for the products is in
the Nairobi area. A second ftactor is that the local raw materials for ceramic
manufacture are within a reasonable travelling distance of Nairobi and the
deposits are easily accessible from major roads.

4.3.6 Human resources

In 1987, wage employment in the ceramics industry in Kenya was recorded
at less than 1,000, but there are a significant number of people engaged in
the small or cottage scale sector of the ceramic industry. Because of the
underdeveloped nature of this sector, no institution has been established as
yet to provide formal training for ceramics. What domestic training that is
available is inadequate and provided on-the-job. However, small numbers of
Kenyans are sent abroad for advanced training. Unfortunately, funds for such
training are limited. In short, human resource development for the ceramic
industry in Kenya is woefully inadequate and is a major cause of the
industry's current problems.
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4.3.7 2slicies and institutions as they relate to the ceramic industry

The performance of the Kenyan econcmy began to improve in 1985 after a
few poor years due to drought and other external circumstances. 'n 1986, the
GDP growtn rate rose to 5.5 per cent pe- annum. Inflation declined to 5.7 per
cent due to the government's constrained expenditures and economic management
in the preceding years. 1985 was a good year in the Kenyan economy, and as
the planners were in the early stage of writing the 1989-1993 development
plan, the government produced Seszional Paper No. 1 of 1986 on "Economic
Management for Renewed Growth." New directions in policies were being
formulated for liberalization of the economy.

Going into the second half of the 1980s, the Government began to review
the structure of customs duties on imports and the procedures for issuing
import lirences. Presently, policy rhanges are being made toward further
rationalization of customs duties and lowering of tariffs.

The procedure for obtaining an import licence is an additiomal time
censuming job for the ceramic industry, which depends on imported glazes for
its production. After the licence to import is obtained and the glaze is
cleared through rustoms, 40 per cent duty is paid. Glazes are exempt from the
17 per cent sales tax. Most equipment is subject to 20 per cent customs duty
and is exempt from the sales tax.

The Government has no policy that is specifically applicable to the
ceramic industry. The industry is affected equally with other industries by
such institutions as the Investment Promotion Centre and government policies
for promoting exports.

The branch is small and there are no institutions specifically for the
ceramic industry. The Kenya Industrial Research and Development Institute
(KIRDI) and the Kenya Institute of Management (KIM) are two institutions that
possibly could offer assistance in the problem areas of the branch.
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CHAPTER 5
THE CHOICE OF PLANTS

5.1 The selection process

The choice of plants was made by the mission after consultations with the
Ministry of Industry, other government departments, including the Ministry of
Finance, the Ministry of Planning and National Development (MPND), the
Investment Promotion Centre (IPC) and representatives of the Kenyan business
sector and of the country's main bilateral and multilateral co-operation
partners.

During a preparatory mission in Octnber 1989, it was agreed that the
Ministry of Industry, in consultation with MPND and other relevant Kenyan
authorities, would forward the Government's suggestions for sub-sectors and
industries to be the focus of the diagnostic survey. As agreed, the Ministry
of Industry forwarded a list of 23 candidates for rehabilitation. The
candidate firms represented a wide spectrum of subsectors, ownership and
geographical distribution. Out of the 23 firms, 10 were private and the
remaining 13 parastatals.

Upon the arrival of the UNIDO mission in January 1990, the Investment
Promotion Centre (IPC) presented an additional list of il companies to the
mission for consideration.

ror the final selection, the following criteria were applied:

(a) The plants should be selected within strategic industrial sub-
sectors, such as agro-industries.

(b) The plants should have a good future economic potential and thus be
viable rehabilitation projects.

(c) The plants should be able to attract funding from donor(s), banks
and or commercial enterprises, and should be of a bankable nature.

(d) The plants should have the economic capacity to reduce imports
and/or increase exports.

(e) The plants should exhibit a maximum number of forward and backward
linkages in order to enhance the impact of eventual rehabilitation
efforts.

(f) The plants should be able to mobilise domestic resources and utilize
locally available materials.

(g) The plants should have a significant empioyment generation potential.
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(h) The plants should be drawn from both the public and the private
sectors.
(i) The plants should enhance the socio-economic welfare of women.
(j) The plants should enhance the participation of Kenyan entrepreneurs.

(k) The plants, in terms of their rehabilitation, should promote a
greater role for the private sector.

(1) The plants selected should contribute towards an improved regional
balance within the country ("district focus").

The criteria for plant selection have taken into account, as much as
possible, the statements of priority made by the Government of Kenya (GOK),
particularly in: Sessional Paper No. 1 of 1986 on Economic Management for
Renewed Growth and the Development Plan 1989-1993 and also UNDP's Fourth
Country Programme for Kenya 1988-1991.

5.2 Selected enterprises

After further consultation with Kenyan authorities, the mission selected
four companies to be included in the survey. These were:

(a) Mount Kenya Textiles Ltd. (Mountex)

(b) East African Bag and Cordage Ltd.

(c) Pan Vegetables Processors Ltd. (PVP)

(d) Ceramic Industries (East Africa) Ltd.

After having visited the plants, it was decided to exclude East African
Bag and Cordage from the list. This was because the company was in the process

of being sold to a private company and it was agreed that at this stage a
rehabilitation study would be premature.

5.3 Justification

Although the three chosen plants are all parastatals, they were selected
as candidates because the rehabilitation package developed for the firms
examined, if considered a viable option, provide ways and means for their
subsequent privatization.

This emphasis is in keeping with the GOK's declared intentions to assess
privatization as a policy instrument where appropriate. In this context, in
the opinion of the mission, the possibilities for enouraging an increasing
role of Kenyan entrepreneurs in these companies, both in their role as
financiers and as managers, should be fully explored.
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Mount Kenya Textiles (Mountex)

This company was established in 1973-74 by Lonrho with financing from
developrient banks. It became operational in 1976, but soon went into
receivership. In 1978, the goveranment took over the company. The machinery
originally installed was not adequate and after rehabilitation efforts the
plant started operations in January 1989.

The company inherited a debt of about 60 million Kenyan shillings. Poor
economic performance and successive devaluations of the shilling have led to a
situation that the company's assets could only cover a small part of its debts
if the ccmpany were to be liquidated. Alternative uses of the plant are
limited. From an economic point of view, the basic question is whether the
plant can make a profit sufficiently large to pay its current costs, interest
and amortization charges on a loan equivalent to the value of the plant in its
best alternative use. It is the opinion of the mission that, from an economic
point of view, the rehabilitation of the plant could be justified.

Pan Vegetable Processors Ltd. (PVP)

The history of this company dates back to the 1960's. Its present
production structure was established in the late 1970's when a joint venture
was formed. The company was purchased by the Industry and Commerce Development
Corporation (ICDC) at the beginning of the 1980's. After some rehabilitation,
the company resumed production in 1987. Since then, it has operated at a loss.

The company produces dehydrated vegetables mainly for the export market.
Rew materials are obtained from two farms operated by the company as well as
from other farmers in the region.

In order to make the company profitable a series of measures have to be
taken. In view of past experiences and its present situation, doubty can be
raised as to the rationale for rehabilitating this company. Therefure, on
strictly commercial grounds, there may be a good case for liquidating the
company.

However, viewed within the broader context ot Kenya's economic
development there are important factors to consider. The activities of the
plant satisfy a great number nf Kenya's development objectives. it praoduces an
export product and uses local raw materials. Women work both on the two facrms
and in the plant. I[n~reasing vegetable production in the regi 1 would gencrate
additional! employment, because vegetable preduction is iabour intensive. The
plant is located in Naivasha and thus satisfies the district fouus criterion.
From these perspectives there are compelling reasons to select the company for
in-depth examination.

Ceramic Industries (EA) Ltd. is the only company ir Kenya prcducing
ceramics on an industrial scale. it has three lines, sanitary wear, tiles and
cutlery. The company is under receivership and outstanding liabilities are
significantly higher than assets.

Many other African countries have profitable ceramics factories and there
should be room for at least one in Kenya as well.
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CHAPTER 6: PLANT PROFILE
MOUNT KENYA TEXTILE MILLS LTD. (MOUNTEX)

6.1 History of the company

Mount Kenya Textile Mills Ltd. {Mountex) started in 1974 as Nanyuki
Textile Mills Ltd., located 208 km north ¢f Nairobi. From its inception; the
mill was beset with problems such as use of old machinery, no proper financial
structure, and lack of market demand for its finished products.

The company was incorporated on 15 July 1974 with a nominal share capital

of KSh 2,000,000 (100,000 shares of KSh 20 each). The initial distribution of
the shares is shown in Table 6.1.

Table 6.1: Mountex distribution of company shares

Shareholders Per cent®’
Kenya Industrial Development Investments Ltd. 26.0
Fast African Development Extract Co. 25.2
David Whitehzad and Sons 12.5
German Deve!opment Bank 7.5
Industrial Development Bank 12.5
Motor Mart Holding 16.0

Source: liountex.
Note: a/ Percentage shares do not add-up to LOO per cent duer to
rounding error.

Most shares were either wholly or partly owned by Lonrho Group
subsidiaries. The Lonrhc Group therefore was the major shareholder, with some
75 per cent of the shares.

When the mill was established, the capacity was 10 million m® of cioth
per year, or roughly 830,000 m® of finished cotton cloth per mouth.

On completion in December 1976, the project experienced 'teething"
problems, including: poor management, hign cost of cotton and poor cloth
quality that was unmarketable. In designing the factory, the engineers
mismatched the production flow through the various departments. This led to
bottlenecks which prevented the projected target of 10 million m® of cloth
from being achieved. Also, the installed machinery in all the production
departments was second hand; their spares were not readily available; and most
operations were labour intensive.

Beset by problems and low sales, the company could not meet its loan
obligations. Hence, it was placed under receivership in 1977.

On 26 June 1978, the Industrial Development Bar.x and the Government of
Kenya set up Mount Kenya Textile Mills Ltd.
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The new company acquired all the assets and liabilities of Nanyuki
Textile Mills Ltd., and the share capital was increased to KSh 68 million.
This takeover meant that the new owners inherited all the problems of the
previous owners.

Since 1978, the Government of Kenya has had a compelling interest in the
company. The ownership was and is:

Government of Kenya 87.5 per cent
Industrial Development Bank 12.5 per cent

The company's inherited problems still persist today. Although attempts
have been made to improve the company's sitcation, for example, by
rehabilitation, introducing new machinery, extension of the production areas -
and introducing new synthetic fibre lines, the company still has not been
turned around.

6.2 Existing situation

(a) Summary of current problems

The company's current problems comprise both thecse which it inherited
from Nanyuki Textile Mills Lid. and new problems which have surfaced during
recent years. The problems are major obstacles to the firm's profitability.

The major problems are:

weak financial structure;

- poor management and human resources development;

- old and technologically backward machinery;

- lack of spare parts;

- bottlenecks in production departments, especially weaving;
- high cost of energy due to old machinery;

- high cost of services;

- unreliable supply of cottcn; and

- occupational hazards, especially in weaving.

(b) Management and organization

Mount Kenya Textiles Ltd. (Mountex) is located in Nanyuki approximately
200 km north of Nairobi.

Mountex was founded in 1973-74 by Lonrho as a private company and
collapsed within a year and went into receivership. Various financial
institutions such as the African Development Bank, the Industrial Development
Bank, the Development Finance Company of Kenya and DEG - Deutsche
Finanzierungsgesellschaft fiir Beteiligung in Entwicklungslaendern GmbH have
come to rescue the company over the years.
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Mountex is today wholly owned bv the Goverament.
Jf Mountex incliude:

The Board of Directors

Chairman: Mr. M. Akifhulle

Managing Director of East African
Development Bank
Managing Director of

dank

Mr. Reginald Ogee Industrial Development

Mr. Wilfred Koinange Permanent Secretarv of Ministrv of Industry
Mr. C. Mbindio Permanent Secretary of Ministry of Finance
. Mr. John V. Bosse ‘“anaging Director of Development Iinancing
Company ot Kenya

Jeutsche Finanzierungsgesellschaft fur
3eteiligung in Entwicklungslaendern CmbH
(DEG)

Mr. Hansmann

The General Manager attends board meetings but is not a permanent member
ot the Board of Directors. Board meetings are meant to be held guarterly but
in practice they are uvsuaily held only once a year in <onnection with the year
end report.

The Board is extremely top heavy with high level representatives from
ministries and institutions. They practically never ake part in any board
meetings but send alternates or nominees who usuaily ado not have power or
status to take decisions. This makes it very difricult to proceed with
impiementation of decisions as it takes a long time for decisions %o be
actually taken.

figure 6.1: Management structure of Hount {enya Textiles Ltd.

General Manager
Mr. Aaron Kand:ie

|

Assistant General
Manager
Mr. Rana
1 | 1 | | ] 1
Spinning Weaving Processing Chief Personne! and Salus Chiiet t
Engineer Manager Manager Accountant Training Manager Manager Engineer
Mr. Siaywas Mr. Khaglile Mr. Ogombe Mr. Mutuota Mr. Ndunga Mr. Singh Mr. Koclwar ]

The General Manager, Mr. Aaron Kandie is a Kenyan national and has been
employed by the company for the past 15 months. The General Manager began his
studies at Makerere University. He obtained a scholarship tn continue his
studies at the University of Michigan where he received his B.A. and M.A.
degrees in economic geography (economic statistics, mathematics and economic
geography).

The General Manager has had a variety of high level positions as a civil

servant culmina<ing as Permanent Secretary of the Department ot Personnel in
the Office nf the President.
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The General Manager, a political appointee, appears to be an intelligent
and able man. However, his abilities may not be well suited to this position
where specialist experience and expertise is needed. These deficiencies do
not make him the ideal candidate to ensure the long-term viability of the
company. The mission recommends that a properly experienced General Manager
be found as a more long-term solution to the company's problems.

The middle management at Mountex appears to be a large, but unbalanced
team with glaring examples of very good and less competct mern. Most of the
managers have been with company for many years. The mission's assessment of
the various managers, where information was available, is given below:

- Mr. Rana, assistant General Manager, has been with the company for 10
years, and seems to be performing well.

- The Chief Engineer, Mr. Kochmar, appears to be an excellent cngineer, who
has established a workshop where 70 per cent of all the spare parts
needed are made. Refurbishing of machinery is also done here. However,
the mission notes that there is no systematic preventive maintenance
programme .

- Mr. Singh, the Sales Manager also gives a good impression and appears to
have the marketing department under good control.

- Mr. Khaguli heads the weaving department, which is the weakest link in
the production chain. In the mission's opinion, many of the bottlenecks
in this department can be traced back to the very poor management of this
department. Mr. Khaguli appears to have certain problems with his
subordinates. At the end of 1989, 40 workers left the company's weaving
department at one time. The reason for this protest is not known.

- Mr. Ogombe, the Processing Manager, is a very able manager who appears to
handle people well. He is highly competent on the technical side and
runs his section very well.

- The Chief Accountant, Mr. Mutuota, has not been with the company for a
very long time but gives a good impressi-n as a dedicated worker. He has
no knowledge of using computer systems in accounting.

- Mr. Siaywa, Manager of Spinning Department, has been with the company
since 1986 and the General Manager is quite happy with him, but the
mission has not been given sufficient information to be able to form an
opinion about him.

The company is not running at full or even near full capacity which means
that if and when production is increased it might be necessary to reinforce
the sales department.
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(¢) Human resources

1. Management team

There is very limited information on the training background of the
existing management team, except for the General Manager who seems to have a
high level of experience in administrative and personnel matters. However, it
was quite clear from his former education and work experience that he has very
little knowledge of textile manufacturing and marketing.

The mission was not able to obtain detailed information about the
background of the various middle managers of the company.

2. Production departments

There are three different production departments, that is, spinning,
weaving and processing. Each of these departments has a Manager, a Deputy
Manager, officers, supervisors and workers. As of Cctober 1969, aside from
the Manager and Deputy Manager, the spinning departzent had 2 officers, &
supervisors and 289 workers; the weaving department had 2, 6 and 372; and the
processing deparment had 3, 3 and 170 respectively. Among experienced
workers, charge-hands are assigned for each production line. There are no
women working in the factory.

Most of the workers are either unskilled or semi-skilled labour. Only
about 5 per cent of the labour force is classified as skilled. The firm
provides ample opportunities for both in-house and external training for all
level of employees. As part of its in-house training system, it provides a
weaving training workshop. Newcomers in the weaving department are first

R B

N R e S L A T IS S-S N Y
weeik. lhey then begin technical training. After the three months ot basic
training in the workshop, they are initially assigned to work on two weaving
machines. After six months training, an average worker can manage six weaving
machines. An additional six months training usually makes it possible for a
trainee to manage 12 machines. The ability to cope with 12 machines is the
accepted required expertise in the weaving department.

The training system as such is well organized and efficiently
co-ordinated in the weaving department; particularly the three months basic
training workshop given to newcomers.

The spinning and processing departments do not provide any particular
theoretical training for newcomers. They learn their work skills strictly via
on-the-job training. Almost all the workers are literate and have received at
least seven to eight years of education. They acquire necessary knowledge and
skill quickly. On average, after four y2ars of experience they are promoted
to become charge-hands. After three years of experience as charge-hands, they
can be promoted to become supervisors.

As for external training, the firm is sponsoring some of its employees by
taking an advantage of the government training facilities provided by the
Directorate of Industry Training (DIT) under the Ministry of Technical
Training and Applied Technology. Many of the employees in management and
supervisory positions have been trained in the facilities of DIT or have been
sent to India for education and technical training.
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There is a technical training school - Kenya Textile Training Institute
(KTTI), specially established for textile industry training under DIT in
Nairobi. Currently six employees of Mountex are undertaling the training
course in KTTI. The training course adopts a so-called sandwich system, that
is, a half year of theoretical aund practical studies in KTTI and a half year
of work in the plant, and then back again to KITI tor turther studies. In
this way, students can acquire knowledge and skills directly useful for their
work in the plant.

Although Mountex has been making an effort to sponsor its emplovees for
further training, the majcrity of the workers in the production piant are
unskilled or semi-skilled. They simply repeat the same prccedure of unskilled
work on the production line with very little knowledge »f the machinery and
equipment they use and also with little concern for the quality of products
they produce. They seem to lack a conducive working atmosphere and have
little motivation.

Working conditions in the plant are rather severe. The workers are
working almost without any break for eight hours in three different shifts.
The night shift which starts at 11 p.m. and ends at 7 a.m. is especially hard
and strenuous. Despite air conditioning running all the time, the air in the
factory is stuffy and hot. In addition, cotton dust is extremely unhealthy
and causes respiratory problems, in particular, in the weaving and spinning
departments.

The medical officer repcrts that many workers in these departments have
respiratory difficulties and tend to be susceptible to fiu. Absentreism is
very common. Although they are encouraged to wear a special masx in the
factory, few workers have oue due to the fact they are uncomfortable and
inconvenient to wear. Hearing difficulty is anctner occupationai hazard that

recommended to wear ear plugs, but again because Ol S$LBiiar reasons glvol
above, most of the workers seem to be unprotected against the hazard.

It has turned out that therc are a significant number of turnovers in the
production departments. At the end of 1989, 40 employees in the weaving
department left the plant and never returned. To fill the gap, the firm had
to recruit new 70 trainees. The high employee turnover is very -ostly to the
firm and also affects the quality of the woven material.

3. Maintenance department

As of October 1989, the maintenance department consisted of z# chief
engineer, a superintendent, a mechanical engineer, 4 technicians,
3 supervisors and 56 workers. About 60 per cent of tne emplcyees in the
maintenance department have had tormal technical training in Poiytechnics in
Nairobi, Mombasa and Maseno or in the Harambee Institutes of Technology. The
rest of the workers have been trained on-the-job.

The number of skilled workers in the maintenance department is reiatively
higher than those in the production departments, but the skills acquired in
the technical training schools tend to he specialized in certain fields such
as automobile ot electrical mecharics. On the other hand, the knowledge and
skills required for the textile industry are:hardly taught. In fact, in
Kenya, there are few technical schools in which textile machinists,
maintenance fitters, turners and boilers are produced. So far, all these
skills are taught on-the-job in Mountex.
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Overall performance of the maintenance department is good. Many of the
workers are highly competent. To save on maintenance costs, a motor rewinding
section was established within the factory and a small foundry installation
has been proposed as a future investment to further reduce maintenance costs.
All of the recent extensions of the factory have been carried out competently
under the chief engineer's supervision.

The working environment in the workshop is clean and safe. There does
not seem to exist any occupational hazards. The nature of work requires
highly skilled mechanical performance. This also requires a significant
safety net and favourable working conditions, but as machinery in the
production plant is running for 24 hours, the night shift is required in the
maintenance department to look after the machinery and equipment.

The turnover of the workers is also high in the maintenance department.
However, their reasons for leaving Mountex seem to be different from those in
the production departments. People in the maintenance department usually
leave for posts elsewhere for promotion and higher salaries. Recently, three
employees out of four who were sent to a Polytechnic in Nairobi for technical
training did not come back to Mountex.

In conclusion, working conditions on the production lines of Mountex have
many problems. A significant number of employees suffering from respiratory
problems, absenteeism and turnovers have resulted and have been affecting
productivity and the qualitiy of products adversely. Lack of incentives and
motivation is another factor causing the performance of the firm to stagnate.

(d) Financia: Structure

Table 6.2..: Summary balance statemeat for Mount Kenya Textiles Ltd.
(KSh millions)

Fiscal Year

1987 1988 1989
Fixed assets 113.5 200.7 195.9
Stocks and work in progress 30.8 3l.4 43.7
Accounts receivable 24,4 37.2 40.8
Monetary assets 12.1 5.4 1.5
Total Assets 180.8 274.7 281 .8%7
Liabilities:
Current 45,5 78.5 97.1
Long-term 301.7 431.0 516.1
Total liabilities 347.2 509.5 613.2
Equity (166.4) (234.8) (331.4)

Source: Mountex's audited accounts.
Note: The company's fiscal year ends 30 June.
a/ Joes not add due to rounding error.




Id: 2334r - 88 -

Mountex is owned 87.5 per cen* by the Government of Kenya and 12.5 per
cent by the Industrisl Development Bank. The company's liabilities have far
exceeded its assets tor a number of years (Tabie 6.2.1). Since the Goverument
has supported the company, the nlant has not been forecloused by its
creditors. Though Mountex has been collecting sales taxes on its sales, it
has not forwarded that money (KSh 72.3 zullion) to the Treasury. This
togetber with a Rs. 30 million (KSk 95.2 millicn) loan in 1988 by the Keuya
Government (with the Industrial Development Bank as the Government's agent)
enabled Mountex to construct new buildings and purchase new machinery pius
spares to rehabilitate broken machines mostly in the spinning and weaving
sections.

Except for KSh 90.5 million, the cumpany's long-term debts are all
denominated in convertible currencies (To*'e &£.2.2). The interest rates are
not soft. They range between 8.5 per cent ind 10.0 per cent p.a. plus a l
per cent or 2 per cent penalty for lats payments. With the gradual

devaluation ot the Xenya shilling between 1778 and 1959, Mountex has suffered
a threefold increase in the shilling value of the criginal principal {KSh >57.1
million) due in 1978.* Since Mcuntex has never been able to pay any cf the

instalments on its long-term debts, interest plus penaity charzes have heen
geometrically compounding =ach year, that is, interest is ~harged on unpaid
interest. Though charging interes.L on interest contravenes anti-usury laws in
some countries, this has apparently been standard practice in Kenya. This
practice swells the amounts Mountex owes by just over K5t g0 mlilicn.

reciating its assets:

Mountex uses reasonable, standard rates in dep
v, fittings, curniture zand otfice
0 r

buildings, 2.5 p2r cent p.a.; pi:ant, machiner

equipment, 12.5 per cent p.a.; motor vehicles, 23.0 per cent p.a.; and land,
ey 1
Sa0ie £.c.or Jistriaution of Lgng-ters gests  NSunt SENVE Lgxil.e§ .id
o S [nitial . U Balance
Year ot AMOLLL Fah as
Interest initial of lean equivalent 30 June 198
Creditor rate foan (miliiony) (mi:lions) (rnilliong;
East African Development
Pank 10 1578 Cs$ 3.1 3.7 thlL A
East African Development
Bank 1 1974 Ksh 1.1 1.1 3.7
Industrial Development Bank 10 1978 DM L. a. 15,3
Development Finance
Corporation of Kenya 10 1975 DM t.o H.2 2.y
Deutsche Entwicklung .
Cesellschatt 8.5 1978 DM 3.9 14.3 Ohon
Covernment of Kenya 3 1473 NGL 1.7 bl Lz
Government of Kenya " 198% KSh A5.2 6.7 6.2
Total alo.d

é§§£§§?“ﬁﬁ&icéd accounts and loans contracts.

Notes: a/ According to the directors report of 1989, this loan is
apparently now payable in Kenya shillings though it was
initially made in Deutschmarks.

b/ Not available.
17 From mid 1978 to mid 1989, Mountex estimates it lost KSh 146 million due
to foreign-exchange devaluations, that is, nearly a third of itsg
long-term liabilities in mid-1989.
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(e) 3uildings and iasts..atiors

(1) Buildings
The buildings are located on 6.8 hectares and comprise:

480 m”of main office block

13,186.5 m® of factory compiex

202.6 m° of boiler shed

876.12 m® of engineering shed

876.12 m® of stores for chemicals and dyes

There is also a temporary wooden structure presently used as an in-house
training school, particularly for weaving. One pertion of the wooden
strecture is used as a clinic.

The factory site has a chain link fence and one main steel gate
entrance. The office block is made of concrete blocks with corrugated iron
sheet roofing. Internally, the office is divided into rooms, including a
large boardroom. A ceiling is provided throughout the office block.

The factory complex houses all the manufacturing departments including
raw materials stores able to hold 1,500 bales of coiton or synthetic fabricz.
The other departments are divided into spinning and weaving. The processing
department, engineering department, a warehouse and a store for chemicals and
dyes are hcused in separate buildings.

The fartnry complav's huildines Ravs rancrats anreal framee with ~anavas-

e o R aD velUgalud Lluil siacros. Lt L10Jdlo ale Lulilsie.g

in concrete screed. Generally, the buildings appear structurally sound though
in the processing area, the floor is pitted due to chemical corrosion.

The factory was apparently planned to allow future extensions. However,
there appears to be no space inside the factory for additional machinery
unless the old machinery is removed to create room tor new ones. Presently,
there are some plans made for extension to wvarious buiidings, provided there
are enough funds.

Some buildings do not have fire protection facilities. Only certain
sheds have a hose-reecl system; other buildings have portable fire
extinguishers as the only fire fighting systems. In the event of a maior
fire, much damage could occur due to inadequate fire protection. There is no
fire hydrant system outside. Reportedly, the company plans to install the
system with fire pumps utilizing the present 1,000 m’ raw water ground tank.

In the mission‘s opinion, the company's fire tighting facilities snouid
be urgently examined and improved.

(ii) Installations

The various departmental machinery and processes were examined to ASSESS
their function, capacities and the condition of the installed equipment.
Bottleneck areas were assessed and causes of such bottienerks identified.

The factory's installations have five major activities related to the
following departrients: godown for raw materials (under the sales department ),
spinning; weaving; processing; warehouse, and engincering departments.
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Godown

The Godown is the main central store under the sales department. It can
store up to 1,500 bales of raw material. Though it presently gets only 200
bales per month for storage, on average, only two weeks stock is held. The
sales department indicates how many bales to order. The bales requisitioned
by the spinning department depends on the yarn required by the weaving
department. There is no problem identified in the godown department other
than lack of raw materials to be stecred.

Spinning department

The spinning department is where the yarn is prepared for weaving of
cloth fabric. At every stage in the manufacture of the yarn, there are
machinery of various capacities. The mission was informed by the spinning
manager, Mr. Joseph Siyaywa that the installed capacity for the mill was 7,000
kg per day of yarn based on three shifts of 22.5 hours per day for all fibres
in various combination. However, in various sections of the spinning
department the capacities are higher than reported.

Blowroom section

The blowroom is the first stage in the process where cotton, polyester
and viscose are prepared in two separate lines. One line is for 100 per cent
cotton; the other is for a 67/33 per cent polyester/viscose blend.

Initially, the complex was planned for cotton fibre only. The
cotton-line equipment installed then was manufactured in 1960. The quality of
the cotton lap from the blowroom was very bad due to the inadequate machine in
the blow-line. This eventually affected weaving, and the finished products
could not be marketed. To improve the line, certain machines were replaced
with new ones. The line still has the old blender, a new manocylinder,
another new machine called E.R.M. These machines further help to open up the
cotton to prepare it for the scrutchers. The old scrutchers were retained.
This arrangement improved the finished lap, but, since the blenders and the
scrutchers are old, the lap is still not uniform and wastage is high.

The department cannot identify the quality of lap due to the lack of a
laboratory.

The polyester/viscose line blend is new and has few problems. The line
has a blender which feeds into the hoppers and scrutchers to produce lap.

The two lines operate on 22.5 hours per day, six days a week, Monday to
Saturday. Sunday is an off-day. .

Considering all these problems due to the poor quality of lap and high
wastage the cotton 'ine can only provide 3,500 kg of lap per shift if the .
equipment were use! 100 per cent. However, the line runs at 75 per cent
utilization due to frequent machine stcppage and produces 2,625 kg per shift,
or 7,875 kg per day. Though the polyester/viscose line could make 1,500 kg
per shift at full capacity, it uses only 75 per cent of its capacity for the
same reason, that is, 1,125 kg per shift, or 3,300 kg per day. Therefore,
total lap production in this section is about 11,175 kg per day. This is
3,300 kg more than the rest of the factory's design capacity. This
over-capacity arose when the polyester/viscose blends line was installed later.




Id: 2334r - 91 -

Carding section

The lap is fed into 24 carding machines; 15 of these machines were
manufactured between 1950 and 1955. The other 9 machines were manufactured in
1987. So far, the new machines have had sufficient spares. The old carding
machines break down frequently, and it is difficult to get spares for them.

Sliver is produced on these machines from lap. Each new carding machine
produces 40 kg per hour of sliver, whereas each old machine produces 8 kg per
hour. Due to lack of raw material and frequent breakdowns, the old and new
machines operate at a capacity utilization rate of S0 per cent. Given this,
the nine new carding machines produce 4,050 kg per day of sliver while the 15
old machines only make 1,35C kg per day. Thus, the combined capacity at 50
per cent utilization is 5,400 kg per day and this makes the card machines a
bottleneck area.

However, the section is capable of producing up to 10,800 kg/day, if the
maintenance of the machines was improved and the raw material supply was

assured.

Drawframes machines section

The sliver from carding is processed by the drawframe machine at a 1:6
input/output ratio. This improves the fibre paralization, regularization and
reduces the weight per length.

The section has 8 machines; half are new. The old ones were manufacturecd
in 1969; ard the new ones, in 1987. The old drawframes have a problem: they
can only draw in a 1:5 ratio. Beyond that, the sliver breaks. They also lack
spare parts. When the mission visited the factory, one old machine cair and
two new pairs were working. The old pair can make 500 kg/shift of siiver but
it only makes 425 kg/shift, or 1,500 kg/day because of btreakdowns and lack of
raw materials. The four new machines also work in pairs. One pair is for
cotton sliver; the other, for polyester/viscose blend. The polyester blend
line is running slower since the fibre is delicate. The cotton line runs
fast. If all the old machines are working the capacity will be 3,000 kg/day.

The polyester blend line can produce 424 kg/shift; and the new cotton
line, 915 kg/shift. Both these lines work at 80 per cent utilization, and
both produce 3,660 kg/day, or, combined, 4,128 kg/day.

The drawframe section is a bottleneck since the old drawframes are out of
action due to lack of spares.

Roving frame

The roving frame (also known as speed frames, fly frames or simplex) use
sliver from the draw frame to produce roving.

There are four new and three old roving frame machines. One of the old
machines is out of commission due to lack of spares. The new machines can
produce 600 kg/shift at 85 per cent utilization. In total, these four
machines make 7,200 kg/day. The old machine produces 325 kg/day. Currently
with two old machines, production is 1,950 kg/day. The total output from the
working roving frames is 9,150 kg/day.
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The output from the new ring frame machines based on the average count of
20 Ne is 70 kg/shift/machine, or 3,990 kg/day of yarn. On the old machinery,
the total output is 5,500 kg/day. From the ring frame section, the total
cutput is 9,449 kg/day with 80 per cent utilization, 7,559 kg/day of yarm is
produced based on 20 Ne count.

The ring frame section is capable of feeding the weaving section with
7,559 kg/day of yarn.

Quality control in spinning is bad mainly due to lack of adequate
laboratory tests. A well equipped quality control laboratory is required
especially to check the yarn's evenness, the weight, count, impurities,
strength, and stable length. Many problems experienced in the weaving
department could be identified at this stage and remedial action taken before .
the yarn is sent for weaving.

The section has a yarn winding machine to make yarn solely for sale
outside the company. This machine has 120 spindles. They do cone-to-cheese
winding and impart a twist in the yarn. Due to lack of yarn, the machine is
used for just 10 per cent of its capacity.

The two old roving frame machines that are running, lack spares aid are
prone to breakdown. However, the section does cope with whatever comes from
the drawn frames. There could be a bottleneck if the two old Simser machines
broke down as has happened before. If a breakdown occured, this would reduce
production to 7,200 kg/day.

Ring frame

The roving is fed to the ring frame spinning machines to produce yarn.
There are 19 new model G5/1 Lakshmi Reiter machines in the new shed with 120
spindles each. These new machines were manufactured and installed in 1987.
There are 29 old ring frames with varying ages. These include:

- fifteen 8-Rm Simser (manufactured in 1936)

- seven Simser 720 (manufactured in 1970)

- seven Simser Hartman (manufactured in 1958)
One Simser 720 is out of commission due to lack of spares.

The counts produced are 8, 14, 20 and 28 Ne for cotton and 28 Ne for
polyester blends. If finer counts are required, then combing will be

necessary after the carding. Combers would also improve the yarn quality.

Weaving department

The yarn from spinning is brought to the weaving department in various
counts. The department has two sections: the yarn preparation section and
the loomshed.

Yarn preparation

The yarn preparation section does cone winding, warping, sizing,
pirnwinding (weft preparation).
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Cone winding

In the cone winding process, the yarn is improved by removing thick and
thin areas in it. Since the yarn received is of poor quality, much time is
spent to improve it before weaving. If the quality control in spinning were
better, cone winding would present little or no problems. Each cone contains
up to 60,000 metres of yarn. The cone winding section has the following
machinery:

iable 6.2.3: Cone winding section: michine specifications and production

Production

No. of Speed capacity

Count No. M/C No. spindle (Rpm) (kg/day)

28/20 Ne Autoconer (padmatrix .nade 2 100 1,000 1,836
in India)

14 Ne Textool RT96 (made in India) 1 120 600 2,200

14 Ne Textool RJ (made in India) 1 120 600 2,200

28/20 Ne Schlaforhost (made in 1 96 700 2,200
Germany 1975)

Source: Mission survey.
Total production capacity in this section is 8,236 kg/day.

Actual total production is, on average, 5,353 kg/day. This is a serious
bottleneck which needs to be addressed. The Schlaforhost machines are old and
break down often. However, the weaving manager is confident that, if he had
enough trained personnel, machine efficiency would increase from 40 per cent
to 75 per cent. Reduced production in this section slows down the other
weaving sections and, hence, the processing department.

The maximum machine utilization couid be 65 per cent if absenteeism and
machine breakdowns were controlled and trained personnel were available.

wWarp reparation

The yarn from cone winding goes for warping where up to 600 yarns are
placed on a cylinder. Since the yarn is not strong, many yarns break during
warping and slow the beaming. The yarn defects have been traced to either
spinning or cone winding problems.

There are three machines in the warping section. Details are shown in
the following Table 6.2.4.

Table 6.2.4: Warping section: nachines and specifications

M/C No. _ Creel capacity Speed M/Min
Lessona (1975) 2 432 threads/machine 500
Bathboi 1 600 threads/machine 500

Source: Mission survey.
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The Lessona machine is used for 25 per cent of its capacity; and the
Bathboi machine, between 35 per cent to 40 per cent. Total production is
6,125 kg/day in this section. The machinery appeared to be working well.
This section is able to crpe with what comes from cone winding. Should the
situation improve in cone winding there could be a bottleneck. The low
capacity levels here are due to manual arrangement of yarn ends on the
cylinder. The actual times to run the yarn to the cylinder is very short.

Sizing

The next section, sizing, combines several warp beams into one big beam
and strengthens the yarn by adding starch into it. This helps the yarns
endure strains and stresses during weaving. Sizing also reduces roughness

which could cause problems during dyeing.

The machine in the sizing section are given in the following Table 6.2.5.

Table 6.2.5: Sizing section: machines and specifications

M/C No. No. of cylinders Creel capacity
Lessona 1 9 10
Ambica 1 9 12

Source: Mission survey.

The machines use only 65 per cent of their capacity working on two
shifts. Production is 8,442 kg/day. With three shifts, the production would
be about 12,600 kg/day, equivalent to 77,244 metres of cloth per day. This
sizing section has ample capacity.

The machinery in this section is performing well. No major operational
problems have occurred.

Drawing in

The drawing in section draws all the weaver's beams according to the
design of the fabric to be woven. In the same drawing in section, the weft
(pirn winding) is also prepared from a cone. For this step, the machines
being used are shown in Table 6.2.6.

Table 6.2.6: drawing in section: machines and specifications

M/C No. No. of Speed
spindles (Rpm)

Schloforhast (made in Switzerland) 9 10 10,000
Lakshmi Reiter (made in India) 1 36 10,000

Source: Mission survey.
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The machines wind the pirn (weft) for the specific looms. The weft for
Ruti looms is made on a Schlaforhost pirn winder, and the weft for Northrop
Looms are made on a Lakshmi Reiter pirn winder. The reason is the pirn for
Ruti looms cannot fit in the shuttle of the Northop looms and vice versa.

Reportedly, if all the looms were working, additional pirn winding
machines for Northrop looms will be required. However, the present pirn
winders seem to cope with the reduced capacities of the looms since several
Northrop looms are out of order.

Loomshed

The loom section has 332 looms; 14 are new Ruti looms with 56 inch
maximum width capacity of fabric, and 38 Northrop looms of 44 inch maximum
width capacity. Only 260 looms are operating in the loomshed and two are in
the training school. The rest of the looms are all out of operation due to
lack of spares or have been cannibalized for spares to keep other looms
running.

The old Northrop machines in the loomshed are likely to break down
further reducing production. Thic requires urgent attention.

The 260 looms in the loomshed could make, on the average count, 38,500
metres of cloth per day (6,200 kg/day). However, with all the problems of
machinery breakdown and labour sickness capacity utilization is, on average,
just 60 per cent.

Seven hours are lost on Mondays starting up, warming up the loomshed and
stabilizing the machinery. On Monday the relative humidity is much lower than
the required 85 per cent. This results in many yarn breakages.

There is a very high turnover among the weavers. Good weavers frequently
go to other, higher paying textile mills. For example, in December 1989

along, 40 experienced weavers left and new ones have had to be recruited.

The high incidence of respiratory sickness among weavers also increases
absenteeism and reduces production.

The weaving department is Mountex's biggest bottleneck.
g dep 4

Processing department

The grey cloth from weaving are of the following types:

100 per cent cotton
67/33 per cent polyester/cotton blend
67/33 per cent polyester/viscose blend.

The grey cloth passes through various process routes called druglines to
produce various finished cloths. Presently, there are 14 druglines with a
fifteenth polyester/viscose line having been added.

Before any processing is done the grey cloth is checked for weaving
defects such as cracks, floats, warp streaks, double ends, weft cracks and so
on. The quality of the end product will to some extent reflect the efficiency
of the checking process. In the absence of laboratory equipment checking is
done visually only.




Id: 2334r - 96 -

From this point, the grey cloth undergoes six preparatory processes.
First, dry processing is undertaken, where singing with flame to remove the
loose lint, then shearing, cropping to remove the uneven sides, are done.

Second, calendering is done with two rollers at high temperature and two
rcllers at cold temperature to give ironing effect on the grey cloth.

The grey cloth goes through further operations to finally prepare it for
dyeing. The detergents and alkaline imparted during sizing in weaving are
removed, including impurities. Then, desizing removes most of the sizes used
in the weaving section. Finally, the grey cloths are caustisized with caustic
soda at the rate of 30 m/min. The process:

- improves dyestuff absorbency;

adds luster or shine to tine cloth;
gives the cloth streagth; 'd

- gives it dimensional stabi'ity.

The last pcreparation of the grey cloth is bleaching where the cloth is
prepared for colouration to further improve absorbency. The machine for this
purpose is one month old.

From these four preparatory stages the cloth now goes for colouration in
two ways. First, the cloth is taken for dyeing, fixation with fixing agent
washing, soaping to remove superficial dyes, and lastly to be rasin-finished.
There are a number of reasons for the rasin finish, for examgle, fireproof
cloths, waterproof cloths, crease resistance finish and so on.

Lastly, the sorting of cloth of different qualities and grading are made
and the material taken to the warehouse. Packaging is done readvy for sale.

Processing can be divided into two sections, pre-treatment and
finishing. In the pre-treatment section, the equipment is capable of handling
40,000 metres of cloth per day or 6,600 kg/day but due to the bottlenecks
experienced in the weaving section, the equipment is only able tc handle an
average of 23,000 metres/day on three shitts.

This section works five days a week, unlike other departments, due to
lack of adequate stocks. The section has an installed capacity of 1,200,000
metres of cloth per month. However, to achieve this capacity, the section
will require 180 employees instead of the present 90.

The intermediary zones of the pre-treatment preparation sections have the
following machinery:

- Five jiggers - all operating at 5,000 metres of cloth per shift or
15,000 metres per day. The rated machine utilization is 95 per cent
or 14,250 metres/day.

- One set drying machines working for three shifts produces
48,000 metres/day. At machine utilization of 95 per cent, this is
45,600 metres/day.
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- Hot flue - this is used mainly for fixation work. The machine runs
at 20 metres/minute. This produces 28,800 metres/day on three
shifts. At 95 per cent utilization, this macnine produces 27,360
metres/day.

- One printing machine which runs at 20 metres/minute and is capable
of 28,800 metres/day; at 95 per cent machine utilization, the output
of this machine is 27,360 metres/day.

The intermediary zone is therefore capable of handling 1,380,000 metres
per month at 85 per cent machine utilization. There are no bottlenecks
experienced here.

There are two stenter machines in the finishing sectioa. One stenter
machine was recently installed and the other one is old. These machines are
used for re-doing returned cloths to remove creases and also for finishing new
cloth which are ready for sale. Each machine runs at 40 metres/minute. This
gives a latent capacity of 50,616 merres per day of cloth per machine. At a
machine utilization of 95 per cent, each stenter machine produces 53,280
metres of cloth per day. For the two machines, the total output is 106,560
metres/day. There is a large capacity on this machine.

The processing zone uses 600,000 litres of water. It is pre-treated by
the de-ironization plant before use. The caustisizing process uses a lot of
water that can be recycled by recovering caustic soda for re-use. The rest of
the effluent from this area goes to oxidation ponds where the water is
disposed of by evaporation.

it was noted that not all machinery in the processing department are used
in the process of the various druglines. At the moment, the cloth products
that are being made are processed without a procblem. Should any cloth product
become very marketable there is a likelihood of bottlenecks with the machinery.

The processing department has a studio and a chemical store. In the
studio films are prepared on a cylinder for the various patterns. The studio
has two darkrooms, cameras and film processing facilities. So far they have
experienced no problems in this area.

The chemical store is mainly where the dyes and chemicais are mixed to
give the shade of colour required. There is no checking of cloth quality at
every stage of the production process. The quality control is done visually.
It is important to have a laboratory for this purpose.

Warehouse

The various types of finished cloth are stored in the warehouse. The
folding machine used is an old mechanical type with a mechanical counter. The
folding is not accurate. There is therefore a likelihood of extra metres

being counted per bunch. A new and hetter folding machine is essential.

Engineering department

This department is run by the Chief Engineer, who has eight years
experience in the industry. This department provides support services to all
the departments including administration.
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Their major problem now is keeping the old machines running. The high
cost of spares has led the Chief Engineer to start manufacturing some of the
items in the factory workshop. This includes repair of broken gear teeth
instead of purchasing new ones, rewinding of burned motors and so on. This
has saved the company a substantial amount of money in purchases.

At present the engineering department has a staff of 73 personnel - 16 of
these are electricians of various skills, six builders, 40 mechanics who are
semi-skilled; the rest are unskilled. Lack of proper skilied labour and the
frequent breakdown on cld machinery, means that the Chief Engineer is unable
to initiate preventive maintenance programmes. Most of the machine repairs
are done either on breakdowns or on Saturdays.

As for specific services it was found that the installed electrical
capacity is 1,800 KVA, however, the maximum demand is 1,300 KVA. This gives a
limited expansion capability. Upgrading of the maximum demand will ke
necessary if the expansion of the factory is extensive.

The factory has three boilers, one of which is a spare. The other two
are running for 24 hours and only shut on Saturday evenings when the rest of
the plant is shut down. The oil consumption for these boilers is 12,000
litres/day. The condensate return is 70 per cent of the boiler feed water
requirements. The rest of the water requirement is made up from the high
level tank. There are no facilities for measuring the amount of steam
utilized or the amount of water pumped to the boiler. For cost purposes the
energy utilized is calculated backwards from the oil consumption and divided
pro rata for each department; similarly for electrical supply.

The water used by the site is pumped in raw form from the Nanyuki River
to a 1,000 m’ concrete tank. From this tank, it is pumped through a
treatment plant and into a 300 m’ high level tank. The water requires
minimal treatment as it is from melting snow and the only impurities are
gathered along the way. However, the temperature of the water is generally
low. Approximately 10°C pre-heating of the water is therefore necessary
before going to the boiler. At the moment there is no pre-heating of the
water.

There is also a central compressed air service. Several machines around
the complex have pneumatic controls. Some machines used to have their own air
compressors, but due to lack of spares, most have been removed and connected
to the central compressed air system. This system is working now at full
capacity. In some areas, for example weaving, they require compressed air to
blow lint from the looms. But when this is done this fouls up the rest of the
departments and several machines with pneumatic controls malfunction. Lack of
cleaning of the machines causes wear and tear of parts and hence associated
increased maintenance costs. A new compressor is required urgently.

In conclusion, the engineering department is coping well with its
maintenance duties given the state of the old machines.
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() Inputs

The main inputs are cotton fibres, the raw polvester, viscose, chemicals
and dyestuffs.

The company's productivity has been hampered by the failure by the Cotton
Lint and Seed Marketing Board (CLSMB), which has the monopoly for marketing of
all Kenya cotton, to meet the full orders placed by Mountex through Textile
Millers Association. Alsc the cotton's weak and medium stable length lowers
the quality of finished products.

Because of lack of sufficient cotton, the CLSMB has allowed the Textile
Manufacturers Association to import cotton from Tanzania, mainly from regions
around Lake Victoria. Since Mountex finds this Tanzanian cotton to be of
better quality than Kenyan cotton, the mill blends it with local cotton to
improve the quality. Mountex imports polyester and viscose fibre from Germany
and Austria. Increased use of this synthetic fibres has been due to
inadequate supply of cotton.

The dyes and chemicals used in the processing department are also all

imported, mainly from India and Germany, though a few chemicals are bought
locally.

(g) Product raage

Mountex produces several cotton-based products and one main polyester
viscose product, all for the local market. Production for the budget year
1988/89 for the company as a whole, of the company’'s various products are
given below in Table 6.2.7.

Table 6.2.7: Productior volume and value of Nouatex, by product, [388/89

Product Volume Value Share of total
meter/month (Ksh) (per cent)
Kangas 275,000 6,600,000 39.8
Bed sheets 48" 200,000 4,800,000 28.9
Bed sheets 60" 25,000 750,000 4.5
Polyester viscose 100,000 2,800,000 16.9
Linen 55,000 990,000 6.0
Curtains 20,000 640,000 3.9
Total 675,000 16,580,000 100.0

Source: Sales department at Mountex.

At present, local production by Mountex and its competitors can only
satisfy approximately 60 - 65 per cent of the local demand. This means that
there are no immediate marketing problems. However, strong financial reasons
exist favoring specializatiorn. If production picked up the market for certain
products would be saturated and a diversification of the product range might
prove necessary.
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In this event and if supply of cotton continued to be irregular, one
possible road to take might be to temporarily expand the polyester viscose
production since there is a high demand for this product.

(k) Plant and economic performance

i) Plant performance

The present installed capacity varies within and between departments and
creates production bottlenecks (Table 6.2.8). These bottlenecks arose
because, under the rehabilitation programme undertaken after 1986, new
machinery was added in some sections, though the old machines were retained.
Though the new machinery performs well, old machinery does not. This slows
down production.

Table 6.2.8: ProducCtive capacity by section, Mountex

Actual Capacity

production Rated capacity utilization
Department kc/day _kg/day per cent
Spinning
Blowroom 8,738 11,650 75
Carding 5,400 10,000 S&4
Draw frames 4,128 7,430 56
Roving frames 7,200 8,470 85
Ring frames 7,559 9,449 80
Weaving
Cone winding 5,353 8,236 65
Warping 6,125 15,-13 40
Sizing 8,442 12,662 67
Looms 6,200 9,920 62
Processing
Total for all deparments 23,100 metres 48,000 48

Sources: Interviews with Mr. A. Juma, assistant spinning manager,
Mr. Siyaywa, spinning manager, Mr. Khaguli, weaving manager, and
Mr. Ogombe, processing manager, 18, 19 and 25 January 1990.

The company's entire operation appears to be held up by the bottleneck in
the cone winding and warping sections, which can only produce about 6,000
kg/day. The poor performance of the loom shed also reduces what the
processing section gets though it could handle about 1,200,000 metres per
month.

In summary, the bottlenecks are: in the spinning department, carding and
draw frames; in the weaving department, cone winding. The low efficiency
achieved on the loom shed is mainly due to old machinery starting up time on
Mondays, and many weavers with little experience have been employed.

Overall the plant's capacity utilization is between 40 per cent and
67 per cent in the weaving department.
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The engineering department does not have a preventive maintanence
scheme. Repairs are done when machinery breaks down. These frequent
breakdowns of machinery have lowered the mill's performance. Also lack of

sufficient funds to purchase enough spares has contributed to the maintenance
problems.

ii) Economic performance

Though Mountex has the capacity to produce 1,000,000 metres of cloth per
month (pm), it produces less than 60 per cent of its capacity. For example,
it made only 585,000 metres of cloth in fiscal year 1989. Consistent with
reports elsewhere in the industry, management claims that it could easily get
sufficient orders to justify higher purchases of raw materials. Now that
Mountex has new or repaired machinery, the main reason for company's low rate
of capacity utilization is its inability to get sufficient cotton from the
Cotton and Lint Seed Marketing Board (CLSMB). Despite promises to fulfill the
company's orders for cotton, CLSMB often delivers less than promised and,
thus, repeatedly forces Mountex to produce less than planned.

Although the cotton textile factories now use the Textile Manufacturers
Association to place orders with CLSMB jointly for enough imported cotton to
cover the nation's cotton deficit, CLSMB has been quite reticent to import
cotton. Hence, the total supply of cotton has been insufficient for many
cotton mills in Kenya.

CLSMB's unreliability in fulfilling orders and the resulting severe
under-utilization of Mountex's capacity has encouraged management to begin to
use more imported polyester and viscose fibres. Once import licenses are
issued, the company can rely on the delivery of those imports. In 1986,
Mountex produced 100 per cent cotton products; now about 8 per cent of its
production is for blended fabrics, and Mountex aims for about 15 per cent
blended fabrics. This shift towards synthetic fitres reflects a long-term
trend over the last two decades by Kenya's textile industry away from natural
fibres towards imports, thus partly reversing import substitution in textiles.

Mountex also faces secondary, though important, constraints in using its
full capacity. After using an Indian loan of Rs. 30 million to buy equipment
in 1988, the factory's equipment is balanced much better than before, but
significant imbalances still exist and would show up acutely if Mountex
produced much more. For example, the draw frames only have a capacity of
6,600 tonnes per day (tpd) though other sections can handle at least
8,000 tpd; to 9,000 tpd; and a few sections can process considerably more. Of
its 332 looms, about S0 have been cannibalized for spares. But a second
shipment of KSh 500,000 worth of spares is in the port at Mombasa. Management
reports that these will be sufficient to repair 30 of the idle looms.

Unlike many otlner textile firms in Kenya, Mountex does not run at ful:
capacity (168 hours per week); it operates just three 45-hour shifts. To
produce more, Mountex would need to train more weavers. According to the
production manager, the company would need about three months to train
additional weavers if the supply of cotton increased radically
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Since Mountex is presently not by any extent using its full capacity,
maragement has experimented very iittle about how to squecze more production
from its machines and workers, for example, by adjusting the machinery's
speeds or paying production bonuses to workers. More attention to the
productivity of men and machines is needed. Also, despite the recent large
investment in buildings and machines, gross output and value added have grown
little in current prices (Table 6.2.9), and have been nearly static in real
prices using the implicit GDP-deflator for the monetary economy.<
Meanwhile, employment socared from 663 in 1986 to 1,130 in early 1990.

Table 6.2.9: Value added at Yount Xenyas Texti.es Ltd.
(KSh millions)

Fiscal year

1987 1988 1989
Gross product
Sales 98.6 111.1 112.0
Change in finished
inventories (2.0) 2.5 (.9)
Change in work in process 2.6 (4.0) 12.1
Total gross product 99.1 109.7 123.1
Inputs
Raw materials 48.8 62.4 64.9
Other material inputs and
purchased services 23.7 25.6 27.2
Total inputs 72.4 88.C 92.1
Value added 26.7 21.7 31.0

Source: Audited accounts and management's report about average
employment.

The company's performance depends oritically upon how well it ¢s.s ity
capacity. As production increases, many categories of expenses increase much
less than proportionately or, often, not at al}l, for example, depre-iatian
charges do not increase, and labour can be used more efficiently. Mountex's
management indicated reasonable, though rough estimates of how much -=.ach
category of expenditures would increase in order to make 800,000 metres pr and
1,000,000 metres pm (Table 6.2.10). Accordingly, if Mountex ware to produe
about 28 per cent more cloth than presently at its rurrent efficiency levels,
it would cover all costs except financial cherges. That is, if it were to
make about 750,000 metres of cloth pm. If it produced 1,000,500 metves pm, 1t
would make about KSh 14 millicn in profit before financial charges witbont
significant fine tuning of its production =fficiency. Motivating worker, :
better, reducing energy costs per metre, and improving machine «ff i iencies
could then allow Mountex to earn good profits on its assets,

1/ Between 1987 and 1989, the implicit deflator rose ny ll1.1 percent,
Hence, in real prices, Mountex's gross output grew very slowly from
KSh 98.6 million to KSh 100.8 million; and value added, from KSh 26.7
million to KSh 27.9 million.
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Access to raw materiais is the key. But goverumert policy, not the
company's management, controls that.

Tapie 6.2.10: Marginadl incoze, expenses 3nd profits at se.ected ieveis

of production, Mount Kenya Textiles Ltd.

40 per cent 71 per cent
1989 more more
(585,000t) (819,000t) (1,000,000t)
% 2" Ksh X KSh
Value of prod. 123,106 40.0 44,794 70.9 79,442
Costs:
Raw materials 64,926 40.0 25,976 70.9 46,059
Production overheads 50,844 7.8 3,974 14.6 7,426
Administrative costs 15,617 1.6 229 3.1 450
Selling costs 2,250 37.8 851 67.1 1,510
Total costs 132,637 23.4 31,024 41.8 55,445
Change in gross profits
before financial charges (9,531) 13,769 23,997
Gross profits
befcre financial charges (9,531) 4,238 14,466

Source: Derived from audited accounts for !'989 and rough estimates of marginal
costs by category provided by the production manager for Mount Kenya
Textiles Ltd.

Notes: a/ These calculations assume no significant additional investment.
See Annex Table 1 for more detailed estimates and an explanation
of the methodology.

b/ Percentage share of the 1989 value of production and costs that
would be required to increase production by 40 per cent and 71 per
cent.

Protection

Though Kenya has banned the imports ot used clothing since the late
1970s, much clothing enters the country illegally. Gstensibly, the textile
industry is heavily protected. The tariff on most fabrics is either 60 per
cent or 70 per cent; discontinuous synthetic fibres attract a 25 per cent
tariff, and continuous synthetic fibre tow attracts a tariff of 30
percent.” Importers must pay 17 per cent sales tax on both fabrics and
fibres. The effective rate of protection on cotton and cotton-polyester
fabrics has been and still is 83 percent.2’

'/ Tow is semi-processed carded cotton,

2/  Coughlin, P., "The gradual maturation of ar. impert- substitution

industry: The textile industry in Kenya." Repor® for the World Bank,
1986. Mimeo. p. 39. The effective rate of protection measures the
protection that tariffs on a firm's output, net of tariffs on its inputs,
yield the firm for doing a specific process, e.g., converting cotton to
cloth, The extra margin provided the firm by the protective tarifts is
expressed as a fraction of the value added, in international prices, for
that process.
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Profit record

Mountex has been incurring losses even if its mounting foreign exchange
losses, interest and penalty charges were excluded (Table 6.2.11). Despite
large investments and expanded capacity, sales have not yet increased much.
Between 1987 and 1988, depreciation charges for plant and machinery more than
doubled from KSh 9.3 million to KSh 19.2 million, and other production
expenses increased by 25 percent. As a result, losses increased even without
financial charges. Thus, Mountex currently does not have profits to cover its
depreciation charges. This situation cannot be sustained for long.

Table 6.2.11: Summary income and expense Statement. Mount Kenya Textiles Ltd.
(KSh millions) -

ars
Fiscal year

1987 1988 1989

Incoma:

Sales 98.6 I111.1 112.0
Other income 1.3 0.4 0.3
Total income 99.9 111.5 112.3
Expenses before financial charges:

Cost of sales 82.7 101.7 104.6
Administration & selling costs 15.4 15.3 16.9
Total non-financial expenses 68.1 117.1% 121.5
Gross profit/(loss) before financial charges 1.8 (5.6) (9.2)
Financial charges 29.5 34.5 43.3
Net profic/(loss) (27.7) (40.1) (52.6)

Sources: Mountex's audited accounts.
Notes: a/ The company's fiscal year ends 30 June.
b/ Does not add due to rounding error.

Costs and pricing structure

None of the prices on Mountex's inputs or outputs are controlled. After
considering market conditions, Mountex prices its products to at least cover
variable costs. Though management knows that the cost of its imported inputs
would be lower if several Kenyan mills co-operaved in making import orders, it
considers the organizational and technical difficulties daunting.

Mountex has signed an agreement with the labour union that requires
paying double time for work on Sunday. This agreement is stiffer that at many
other Kenyan textile mills where management may rotate a worker's seventh
day. The agreement does not stipulate any production bonuses for labour.

Its expenses for telexes and transportation seem high, apparently,
largely arising because the general manager commutes from Nairobi and
maintains a second office there.
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Mountex is currently improving its financial controls by refining its
cost estimates by product. The company has analysed the costs and prices for
each product and conducted a sensitivity analysis to see the impact of
increasing the overall level of production. However, the cost estimates by
product imbed simplistic, probably erroneous, assumptions about how to
allocate electricity costs between different stages of production. For
example, the consumption of electricity in each section is not metered;
rather, a crude rule-of-thumb based on the horsepower of the motors in each
section is used to allocate electrical charges. Moreover, the monitoring of
each section's efficiency in producing each product is not fed into the cost
accounting. For example, if weavers became more efficient in making a certain
product, the estimate of the costs of labour, supervision, electricity,
machinery, and administrative overheads needed to produce that item would not
decline since the allocation of these costs is based on the section's total
production of each item. Such erroneous assumptions and failure of the cost
estimates to reflect changes in efficiency can seriously misguide management
as it sets prices and decides how best to specialize to enhance profits.

Though there are problems in the way costs for each product are
calculated, the mark-up on different product lines vary widely. Apparently,
the company has not seriously considered narrowing its product range to
concentrate on the most profitable items and achieve economies of scale.l”

(i) Market and competitors

Mountex is one of many producers of textiles in Kenya. The company's
production is mainly geared towards cotton-based products. The whole
production is sold on the local market and none of the products are exported.
Total sale for 1987/88 amounted to KSh 16,580,000.

Mountex's products are not of the highest quality and are therefore,
directed to people of lower incomes. Price and quality competition between
Mountex and its competitors is quite stiff. In order to compete with regards
to price, Mountex has, for some products, reduced the number of picks per inch
to 36 (competitors used usually 40 picks per inch). This lowers the quality
of the product.

The main competitors are the government controlled Rivatex in Eldoret,
Thika Cloth Mill in Thika and Kikomi in Kisumu. These companies are bigger
than Mountex and are producing similar products but concentrating more on
polyester products. Depending on the product they have an output of 1.5 to 3
times that of Mountex. It was not possible for the mission to obtain exact
production and sales figures from these companies.

L/ The World Bank strongly advocated that Kenyan textile firms should
specialize more to realize economies of scale. In a comparative study of
13 countries, H. Pack identified the lack of specialization as the major
factor lowering the efficiency of Kenyan cotton textile firms. See:
World Bank, Kenya: Industrial Sector Policies for Investment and Export
Growth, Vol. II, Washington, D.C., World Bank, 1987, p. 283; H. Pack
"Productivity, Technology Choice, and Product Design, with an application
to the Cotton Textile Sector,' Report for the World Bank, 1984, Mimeo.
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The company does not have a serious marketing problem at the present rate
of production. The factory's low capacity utilization is the main bottle neck
for efficient marketing of the products. At present only 60 - 65 per cent of
Kenya's total demand for this type of textiles is satisfied. When
rehabilitation is completed and production is at full swing the situation will
change and there will be a risk of saturation on the market for some of the
company's products. With the present difficulties of obtaining cotton for
various product lines, and since the demand for polyester viscous products are
high, it may appear attractive for the company to diversify its production in
this direction. However, a thorough market survey will be necessary in order
to find out which product line is the most profitable. Mountex's market share
for polyester products is, at present, approximately 7 per cent.

Mountex's sales department comprises of one Sales Manager, a Deputy Sales
Manager, one Sales Officer and two Sales Clerks. The company does not have
any representatives of their own in the country but sells most of their
products through whnlesalers in Nairobi, Kisumo and Mombasa.

The company has no sales representatives abroad and does not export at
all. No export is contemplated for the near future. The reason is mainly
that the local market is not satisfied and that the company's prices are not
competitive on export markets. The reason for the latter is a very strong
price anc¢ quality competition from Taiwan, India and other countries in the
Far East.

Mountex performs its sales promotion through nation wide advertisements
on radio and television, as well as in newspapers and magazines. The company
also takes part in district exhibitions in Nairobi, Nanyuki, Nyeri and Mombasa
In 1987/88 KSh 89,000 was allocated for this purpose. For 1988/89 the figure
is approximately KSh 50,000.

Sales for 1988/89 shows decreasing figures compared with the previous
year, and will reach only about KSh 13,000,000. The reasons for this decrease
in sales include problems with raw material (cotton), slow handling of import
licenses for import of raw material for the polyester line and production
constraints in the factory.

The most common wa2y of making local sales is at the factory gate where
customers pick up their purchases against cash payment.

Mountex does not have its own transport system and has therefore to rely
on outside transport companies.

(1) Policies

Mountex suffers due to the irregular and unreliable nature of its cotton
supply of cotton inputs. Even though the supply of locally grown cotton has
been decreasing, the Government, through CLSMB, has allowed insufficient
imports of cotton. In addition, Kenya's cotton has quality problems. These
quality problems could be helped if the CLSMB encouraged imports of stronger,
longer-staple cotton which could be blended with the local medium-staple,
medium strength cotton for improved quality and strength.
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(k) Constraints

Management and organization

- The present Board of Directors consists of a number of aigh level persons
from public and private institutions who rarely have the time to travel
to Nayuki to take part in board meetings. Alternates or nominees are
sent to the meetings but they usuvally do not have power or status to take
decisions. This makes it very difficult to proceed with implimentation
of decisions.

- It is recommended that members of the board be, at least partly, selected
- from private business people with experience in running a business of
this kind. In addition alternates or nominees of Board members should be
of sufficient status to make decisions. This would avoid the current
delays in the decision making process and speed implementation.

- The General Manager, who like General Managers in other parastatals, is a
political appointee without a business and management background. A
complicated business enterprise like Mountex calls for a very skilled
businessman with in-depth knowledge of the textile industry.

- There are no vacancies on the middle management level but the quality of
some managers is questionable. The Weaving Department is a very weak link
in the production and it appears that many of the existing problems in
that department can be traced back to incompetent management.

- The company has no computerized Management Information System which must
be considered a serious constraint in the every day operation of the

company .

Human resources

- Many workers in the weaving and spinning section suffer from respiratory
problems and hearing difficulties.

- Due to severe working conditions, workers are frequently absent or quit
work. The high labour turnover is a heavy financial burden to the firm
and also lowers productivity and the quality of products.

- Because of an agreement with the labcur union the job descriptions are
narrowly specified. This leads the workers to be inflexible about what
they do.

Financial structure

- Mountex has two basic financial constraints plus other legser
difficulties affecting its financial performance. The basic constraints
concern the company's tinancial structure and the de facto restrictions
upon the supply of the main raw material, cotton.

- Due to Mountex's low rate of capacity utilization, it cannot even finance
its depreciation charges. This is not sustainable for many years. To
overcome this situation, Mountex must increase its level of production.
But this is hard; orders for cotton placed with the CLSMB often go
unfilled or only partly filled. Thus, the company cannot reliably
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Build

influence the major constraint affecting its basic profitability.t”
Moreover, unless this is changed, the factory will continue to be
basically unprofitable, and a buyer would be unlikely to want to purchase
it as a running concern. Thus this constraint critically affects the
company's prospects, including the viability of any financial
restructuring.

Mountex also has important, but less fundamental problems relating to its
cost accounting system. Its accountants use many crude rules of thumb to
allocate various categories of costs to specific products. Due to this,
changes in costs due to improved efficiency in handling particular
products will not be reflected in the cost analyses presented to
management. As a result, management cannot know exactly which items are
most profitable and, hence, in which it should consider specializing. -
Not being computerized, the company's accounting department must spend

too much time in clerical rather than analytical functionms.

ings and installations

Inadequate and unreliable raw material supply has hampered production and
lowered machinery utilization rates.

Lack of spares for the old machinery further slows down production and
causes bottlenecks, for example, in the loom section.

Whereas the processing department has excessive capacity and can process
48,000 metres of cloth per day, the other departments can hardly cope
with 20,000 metres of cloth. This lowers the utilization of machinery to
less than 50 per cent in the processing department.

Problems with labour, such as skilled labour leaving, and the old
machinery in the weaving section, has slowed production.

Imbalances in various sections fo the factory have caused certain
sections to have large capacities. This reduces the return on capital in
the over-capacity areas.

Simplistic methods for assessing how much energy is used in each
department have contributed to inaccurate costings.

Lack of a proper working environment, especially in the weaving section,
causes health problems adn low man-hour and machine time.

[nputs

Mountex suffers from irregular and unreliable supplies of cotton. Orders
placed with the CLSMB often are only partly filled or not filled at all.

Also when domestic production of cotton is decreasing, the CLSMB appears

reluctant to make up the deficits by importing needed cotton.

Basic profitability refers to profits before financial charges including
interest and foreign-exchange losses.
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Product range

- The product mix is not optimized in that management, because of
deficiencies in the company's cost accounting system, does not accurately
know the costs of production for particular product lines. As a result,
management cannot know exactly which product lines are most profitable
and, hence, in which line it should specialize.

Markets and competitors

- Mountex's present problems are mainly located on the production part of
its operations. Sales of their products are not a major problem. The
local market is satisfied only to 60 - 65 per cent and it will take some

- time before the situation is likely to change.

Policies

- Mountex is particularly handicapped by irregular and unreliable supplies
of cotton. These problems are compounded by the CLSMB's reticence to
import cotton and the unreliabilities of its deliveries, and the
declining real prices and delayed payments to farmers.

6.3 Rehabiiitation requirements

Management and organization

- It is essential that the major core of Mountex's Board of Directors be
selected from high-level people with significant business experience.
The selected Board members should be committed to being full-time members
who attend Board Meetings regularly. If for some reasons Board memb-rs
cannot attend the meecings, it is imperative that their nominees or
alternates have the status to make decisions. The current situation of
poorly attended Board Meetings, or Meetings often attended by nominees
with little or no authority to take decisions, is far from satisfactory
and seriously hampers the smooth functioning of the company.

- Rehabilitation of the company aiso urgently requires a General Manager
with good business skills and demonstrated knowledge and experience of
the textile industry.

- It is also recommended that the Weaving Department be the subject of an
in-depth examination and concrete action be taken as a result of this
examination. This department appears to be the source of many of the
company's production problems.

- The company's middie management should also be subjected to a thorough
management audit with necessary adjustments made as a matter of urgency.

- Even if the rest of the middle management appears to function reasonably
well it would be recommended that the whole management, including top
management, should be the subject on extensive analysis in order to make
necessary adjustments.
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It is strongly recommended that the company acquires a numsber of Micro-
Computers in order to improve the Managewent Information System with
regard particularly to accounting, sales, purchasing and administration.
Since most of the staff do not have sufficient experience with computer
systems it is also recommended that this purchase of computer hardware is
accompanied by suitable training programmes.

Human resources

The firm should much improve the working environment in the factory so as
to protect workers' health.

The medical clinic should have better facilities. The medical officer,
with the full co-operation of management, should firmly insist that
workers use health protective devices. More appropriate and comfortable
masks should be procured, not the improvised masks currently used.

To improve working conditions and motivate workers, the firm should
install welfare facilities such as a cafeteria and shop compound which
can be used for many purposes, for example, dances, meetings, parties,
and other cultural activities.

The firm should stop discriminating against female workers and consider
biring them for work on the production lines.

Financial structure

Short-term

After training or hiring appropriate staff, the company should
computerize its accounting systems and significantly improve its cost
accounting and analysis.

To increase profitability, management should carefully evaluate the
economies of scale achievable by producing larger volumes, but less
varieties.

With a renewed sense of urgency, management should continue to strive to
purchase increasing amounts of raw materials - both cc:ton and synthetics
- so long as the company's marketing department can sell the products.*

To cut costs, the General Manager should move to Nanyuki as soon as
possible.

Management should evaluate whether the large increase in employment is
fully required. If not, the work force should be trimmed.

From the national viewpoint, Kenya's textile industry needs more
specialization and increasing reliance on domesticaliy grown fibres -
cotton and wool. But the government's own institutions have been
thwarting that goal through declining real prices and delayed payments to
cotton farmers and erratic and insufficient imports of cotton to cover
the deficit in supplies in Kenya. The recent increase in the price of
cotton from KSh 6 to KSh 10 may reflect a shift in policy to favour
cotton production. Still, so long as cotton supplies are severely
constrained, individual companies must strive to import more and more
synthetic fibres despite the implications for overall national
development.




Id: 2334r - 111 -
Medium-term

- In the medium-term, Mountex must be financially restructured and probably
privatised. Two solutions are possible: most, if not all, of the
company's debt should be turned into equity; or, its assets - free of
debt - should be sold as a running enterprise to a new owner. Either
way, the Kenya Government should forgive the accumulated sales taxes that
Mountex owes.

Buildings and installations

- The condition of most old machinery is very poor, with constant
breakdowns leading to reduced utilization levels in some sections on the
loomshed where utilization levels are as low as 40 per cent. Within the
overall rehabilitation programme for the mill complex, new machinery will
be necessary, possibly in a phased purchase scheme, to replace the old
and worn out machines. Absolute priority should be given to the loomshed
machinery draw frames and carding machines in the spinning department.

- The compressed air system needs urgent attention. The present air
compressor is working at maximum capacity. Since several machines have
their pneumatic controls feed from the central compressed air system, if
the compressor broke down the machines will not operate. Some of the
compressed air is uced to blow off lint or dust from machines. This is
poor working practice which contributes to the unhealthy dust-laden
factory atmosphere. Cleaning should be carried out by a vacuum system to
reduce the amount of lint in the factory atmosphere.

- Urgent attention is required to sort out the problems of respiratory
sickness and nearing losses. Suitable protective breathing gear should
be used. This gear should be such th .t it can allow normal breathing and
provide comfort to the users. Also suitable ear masks/plugs should be
provided to workers to reduce permanent hearing losses. The noise
reduction could be also achieved by insulating the roof internally with
suitable acoustic absorption material.

- Electricity meters should be installed in various departments to monitor
energy consumption per department for costing purposes. The installation
of these meters will also help to identify areas of poor energy
consumption. This will enable remedial measures to be taken to reduce
energy cost. Use of solar energy for heating of boiler feed water should
be considered.

. - 2 quality control laboratory should be provided and equipped with
instruments to enable quality checks of raw matecial such as :zottom for
impurities, stable lengths and so on, and other materials in the spinning
and finishing sections.

- The sewer system should be connected to the Nanyuki Municipal System to
reduce costs and to empty the present septic tanks. Since the site is
lower than the nearest municipal counextion the fuel sewer should be
pumped to the level of the municipal sewer.

- A preventive maintenance programme should be started immediately to
ensure fewer breakdowns of machinery.
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- Loss of 7 hours every Monday due to start up and stabilizing the

equipment operation can be avoided if the rehabilitated plant can operate
for 24 hours a day.

- Effluent from the factory should be neutralized and disposed of properly
to avoid possible contamination of ground water and the river system.

Inputs

- The main inputs to the mill are cotton, polyester, viscose, dyes and
chemicals.

- The supply of cotton to the mill is linked to the Government policies on
cotton growing in Kenya. For some years now, the policies were not clear
and the farmers were not motivated to grow more cotton. However, with
the new incentives especially quick payment to farmers for their crop,
the Cotton Lint and Seed Marketing Board have forecasted an increase in
production of cotton starting with the 1990 crop year. This move could
ensure an adequate supply of the cotton to the mill. Therefore for
rehabilitation the following will be necessary:

- Forward planning of the raw inputs should be made by the purchasing
officers to ensure spinning department is adequately supplied with

cotton, polyester and viscose.

- The caustic soda recovery plant should be installed in the finished
products area to save on purchases of the chemical.

Markets and Competitors

- Mountex's present problems are mainly located on the production part of
its operations. Sales of their products are not a major problem. The
local market is satisfied only to 60 - 65 per cent, and it will take some
time before the situation is likely to change.

- When production is increased there will be an urgent need for a thorough
survey of the market, in order to find out the market situation for
present or future products. This is in order to optimize the product
range and to find the most profitable product.

Policies

- The Government should re-double its efforts to ensure that sucplies of
cotton are regular and reliable. Particular attention should be paid to
halting the decline in the real prices paid to farms and also delays in
payments. In addition, the CLSMB should, as a matter of urgency, examine
its policy and procedures with regard to cotton imports. This is
expecially needed in situations when local supplies of cotton are
deficient and/or there is a need to improve local fabrics by blending it
with imported superior quality cotton. Improvement in the quality of
local cotton fabrics could greatly improve their export potential.
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figure €.3: Outline of rebhabilitation copcepl - Mountex

Ao Management support for Mountex
(UNIDO)

Kegquest by GOK to UNIDO for technical
assistance to set up and run a
computerized management information

and accounting system and designing

a systematic preventive maintenance
programme. Meanwhile, management should
thoroughly assess each product line

and begin specializing in the most
profitable lines.

‘

Artival of computers and auxiliary

and start of training using

local consultants. Mountex installs
vlectrical metres in each major
department, buys a new air compressor,
overhauls the stenter machine, and
improves the health clinic, Using spare
parts already ordered, Mountex finishes
renovating most of its currently broken
or cannibalized looms. With UNIDO's
assistance, Mountex's management studies
and launches the preventive maintenance

programme for all departments., Managementl

also studies its personnel requirements,
trims its labour force where appropriate,
and stops its policy of discriminating
against hiring women, at least in some
sections of the factory,

!
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allow adequate and timely imports of cottun

to slow or reverse the long-term shift to
synthetics. Government evaluates liow Lo
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Phase 2

Mediwn-term programme to reduce
bottlenecks

Depending on whether the raw-material
shortages are alleviated, management
evaluates the bottlenecks appearing at
the higher level of production and
makes frugal but strategic investments
in a few machines (for example, combers
and another drawing machine, and two
new scrutches in the blow room).
Mountex considers setting up a canteen
and shops for its workers.

B. Financial restructuring

Government implements its programme to
financially restructure Mountex

IMPLEMENTATION

Pl

Inted

= %11 -



Id: 233l1r - 115 -

CHAPTER 7: PLANT PROFILE
PAN VEGETABLE PROCESSORS LTD. (PVP)

7.1 History of the company

A processing plant for dehydrated vegetables was first established in
Naivasha, 90 km north-west from Nairobi, in the mid-1960s. The objectives of
the firm at that time are not clear but may have been to provide a market for
locally grown vegetables. As the Kenyan market is entirely focused on fresh
vegetables, export of the dehydrated vegetables appears to have been the
second likely objective.

Later, ‘n 1975, Pan African Vegetable Products Ltd. was formed as a joint
venture between three governmental financing institutions and three foreign
investors namely, the Industrial and Commercial Development Corporation
(IcDC), the Industrial Development Bank (IDB), the Agricultural Bank, Société
International Financiere pour les Investissement et le Développement en
Afrique, Geneva, Switzerland (SIFIDA), Barclays Overseas Development
Corporation, UK (BODC) and Bruckner-Werke FRG, Hamburg, FRG (BWAG). In
addition, it was agreed that BWAG, a major European company operating in the
World market for dried vegetables, should act as a partner and purchase PVP's
entire production for export. The paid up share capital amounted to KSh 24.7
million, 71 per cent of which was held by the Kenyan public investors. The
remaining 29 per cent of PVP shares were held by the foreign investors.

The supply of raw materials, a variety of vegetables, came mainly from
four firms around Lake Naivasha operated by PVP, and to some extent from
outgrowers in the Kinangop area. As a result of low yields in combination
with insufficient irrigated land the deliveries of raw material never reached
the requirement for full capacity utilization of the processing plant.

The installed capacity in the plant is 33,000 tonnes a year of raw
vegetables. The highest input ever of raw materials was registered in 1977
when 22,100 tonnes were supplied. This suggests that the plant's capacity
utilization rate might have been about 65 per cent. By 1980, available
figures indicate that the average plant processing capacity utiiization rate
dropped gradually to about 40 per cent. [n 1981, capacity utilization dropped
below 40 per cent.

The techrical assistance provided by BWAG, as part of the 1975 agreement,
was suspended in 1979. [t appears that this was due to PVP's inability to
fulfil quality and quantity requirements. In total, lcng term loans of
KSh 30.0 million (US$ 3.4 million) were extended to PVEF by parastatal and
foreign financing institutions and by the Ministry of Agriculture. However,
in 1982 PVP went into receivership and operations ceased. Two years later,in
1984, PVP was taken over by ICDC as a wholly owned subsidiary.

Rehabilitation of the company was initiated and focused on the tollowiug:

- Cannibalization of one drier to make two processing lines operational;
- Repair of the boiler unit;

~ Construction of staff canteen and offices;

- Upgrading of the farm irrigation systems;

- Substantial renovation of the Ceneral Managers' house;

- Paving of road network on the factory site.
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The rehabilitation efforts appear to have been slow and in 1986 PVP was
ordered by the President to resume operations, in order to again provide an
outlet for locally produced vegetables. At this time the company was
re~established as Pan Vegetable Processors the (PVP), a wholly
government-owned parastatal. This was despite the fact that the plant was not
yet fully rehabilitated and adequate management capacity and technical
expertise had not been engaged. As a result, the initial products processed
by PVP were of extremely poor quality and could not be sold. Tne stock of
processed products accumulated in the warehouse to a value of KSh. 2.1 million
by mid-1987 and approached three times that amount by the end of the year.

The present General Manager was appointed in early 1988. At the end of
the financial year 1987-1988 (30 June) the processed products in stock had
increased to KSh 9.2 million and no, or negligible quantities, of PVP's .
products had been sold. In January, 1989 an agreement was signed with
E.C. Arnold Ltd., (ECA) Heckignton, UK, to market all of PVP's products, both
the stocks held in PVP's warehouse and forthcoming production. The agreement
was for 4 years and incorporated some technical acsistance.

By mid-1989 most of the pre-agreement stock of products had been shipped
to ECA. These products were of poor quality - and poorer quality than had
been anticipated. Up to the end of June, 1989, thirteen batches of dehydrated
products had been received by ECA, all of them processed in 1989. According
to an ECA marketing report dated 10th July, 1989, the quali:y had been over
classified in Kenya in 75 per cent of the cases and culinary quality in 25 per
cent of the cases. Fifty per cent of the batches showed bacterial counts
exceeding microbiological specifications.

By the end of 1389, the agrcement with ECA had resulted in total sales of
about KSh 9 million but no deliveries had been made for some time. Very
recently, cn 8 January 1990 Michael Moore and David Waterhouse were appointed
Administrative Receivers of ECA PVP's claims on its trade partner amounts to
KSh 800,000. Aithough ECA has introduced PVP to potential end- tuyers in UK,
FRG and Holland, no sales have been made as yet. A point of importance in
this connection is that PVP reportedly does not enjoy the best reputation with
traders and potentiai buyers, particularly German-based companies. The
failure to supply products in conformity with required specifications, as in
the case of ECA, is in this context very serious. As far as has been
disclosed contacts witn Deco Foods in Israel may result in the supply of 10
tonnes of dehydrated cabbage.

It is concluded that too little attention has been paid to marketing of
the product, especially with regard to a more broadly-based clientele. For
example, at any one time in the past the company has only had one major buyer
of the dehydrated vegetables. The company has sizeable quantities of finished
products in stock. Most of this appears to have been processed from about
April/May 1989 and onward. The curreat processing capacity, considering
prevailing constraints, is approximately 1.5 tonnes per day. This implies
that the stock in the warehouse for finished products is increasing at a rate
of some 8 - 9 tonnes per week.

The company has been unablc to procure sufficient quantities of
vegetables to the processing plant ever since it re-opened in 1986. Company
farms have been poorly utilized, have experienced severe problems in hiring
workers when needed, and have suffered from break-down of irrigation
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equipment. As a result, the necessary activities before, during and after the
growing season for a particular crop, have not been carried out in a timely
fashion. Due to negligence to maintain and improve the drainage system on one
of the farms, increasing areas on this farm are suffering from water logging
and salinization.

Since 1986, recruitment of outgrowers has not been successful. Efforts
to recruit outgrowers seem to have been completely inadequate and a well
organized system for input supply, extension services and transport has not
been developed.

In addition to inadequate management of the company farms, it is
concluded that the company has never been able to establish firm relationships
with outgrowers to ensure the required quantity and quality of raw material.
This has been partly due to the company's inability to guarantee payment to
the farmers in a timely fashion and sometimes not at all. In addition, the
prices offered to farmers have not been very attractive.

Since the plant was never properly rehabilitated, prior to resumption of
operations in 1986, and since the supply of raw material has been far from
sufficient, the capacity utilization of the processing plant has continued to
be very low. The fact that the company has had no money of its own, but
relied entirely on finance from ICDC, is likely to have made the day-to-day
operation of the company more difficult. It is the opinion of the mission,
however, that the major reason for the current state of the company is that
PVP has had a poor history, since the onset, of inadequate and inexperienced
management. This has been due to lack of incentives, in salary structure and
conditions of work. As a result of this the company has also experienced
inability to retain experienced staff. Staff turnover has been extremely high
in recent years. The General Manager has been with the Company for only two
years and many of the current managemen: have only been with the firm for a
number of weeks or months. Moreover, the management appears to have
insufficient guidance from the Board of Directors.

7.2 Txisting situation

(a) Current problems

In summary, the company's current problems are the following:

- Inadequate management;

- Inefficient utilization of human resources;

- Financial structure not conducive to dynamic rehabilitation efforts,
lack of finance;

- Crippled processing capacity and outdated, energy consuming
processing technology;

- Insufficient supply of raw maierial;

- Product range not optimized;

- lmpossibility of attaining an acceptable utilization capacity rate;
givsen its installed capacity, overall poor and unacceptable
performance due inadequate hygiene conditions affecting product
microbiological quality;

- No existing market outlets.

As a result of the above mentioned problems the company produces
dehydrated vegetables at high cost, of low quality, in too small quantities,
and has no guarantee of raw material supply or market outlets.
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(b) Management and organisation

PVP is a parastatal, 100 per cent owned by the Kenyan government through
the Industrial & Commercial Development Corporation (ICDC), a holding company
which has major interests in many parastatal enterprises. Information about
the exact distribution of the shares in the company was not available to the
mission.

The Board of Directors consists of the following persons:

Chairman: Mr. J.P.N. Simba Executive director ICDC
Mr. G. Kimaru Chief Industrial Manager, ICDC
Dr. E.G. Karuri Head of Department of Food Technology and
Nutrition, University of Nairobi
Mr. G.S. wangila Representative of Ministry of Industry
Secretary: Mr. B.K. Murage Management Service Department of ICIDC

According to the General Manager, The Board of Directors, also has
representatives from the Ministries of Finance and Planning. Unfortunately
this could not be confirmed as the mission was not given access to the
statutes of the company and other relevant information which could have
corroborated this.

Apart from the above mentioned board members, the General Manager and his
staff also attend the board meetings.

Board meetings, at the factory, are normally held quarterly. Due to the
fact that the members are very high level people in industry, government, and
other important organisations it has proved difficult to assemble them all to
meetings on a regular basis. In their absence, the alternates or nominees of
the Board Members, do not appear to have status or power to take decisions.
This causes serious delays in the implementation of important decisions.

Fiqure 7.2.1: Management structure of Pan Vegetable Processors Ltd.
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1/ ICDC's Management Service Division is a major influence on PVP's
management., It is able to provide secretarial and accounting service to
ICDC's daughter companies such as PVP. Even managerial services are
available should it be necessary.
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The General Manager, Mr. Odupoy, is a Kenyan citizen who is a political
appointee of the President of Kenya. Mr. Odupoy has a background as an
Assistant Minister in the Ministry of Water and Ministry of Finance. He has
also worked as a Sales Representative and Area Manager for Wellcome Kenya Ltd,
a private pharmaceutical company in Nairobi. Mr Odupoy has no previous
experience as a General Manager and particularly of a company in the vegetable
processing business.

The General Manager begins an average working day with a meeting with the
different department managers in order to check the status of production,
sales and personnel matters. At this time, break downs and other problems in
the production lines are reported as well as reports on incoming orders,
deliveries of orders, and the status of the work force. This takes usually
about one hour between 0800 and 0900. Between 0900 and 1000 the General
Manager makes a round in the factory when, among other things he attends to
maintenance and other technical matters. From 1000 to 1100 the General
Manager deals with various technical and financial problems. Correspondence
and other office work is done from 1100 to the lunch break at 1300. After
lunch at 1400 the Generai Manager deals with routine work and reports from
various activities and takes care of any emergency that might have occurred.
At 1500 he makes a new round in the factory as well as in the warehouse, this
usually takes one hour. From 1600 to 1700, he has a meeting with his managers
for a check on all activities and the current state of business.

Formal meetings with the General Manager and his different managers are
meant to be held once a week. At these meetings various questions regarding
the running of the factory are discussed, such as long term planning,
maintenance, spare parts, personnel, and so on. There is no evidence that
meetings are held with the workers or the unions.

The organisational chart of the company shows a few vacancies at the
middle management level in the Departments of Marketing and Personnel as well
as for the post of Factory Manager. The Sales Department is temporarily
headed by the Assistant Marketing Manager, Mr. Hagoi, who appears to be
experienced and doing a good job under difficult circumstances. He would
probably function well as Sales manager. The post of Factory Manager is
occupied, also temporarily, by the Factory Engineer, Mr. Oriaro. Mr. Orario
gives an impression of being an experienced engineer and a good worker and
organizer, with several years experience of production. The Personnel
Department is at present run by the Assistant Personnel Manager, Mr. Wambugu,
until this position can be filled. Mr. Wambugu was sent out toc PVP by ICDC's
Management Service Division.

PVP has its own farms and in this area there is evidence of severe
mismanagement. This is not necessarily due to bad farm managers but is more a
result of a very bureaucratic organization where very few responsibilities are
delegated down to midcle management - for instence, regarding purchase of
spare parts.

There are no major changes contemplated in this organisational structure
except that there is a desire on the part of the General Manager tc fill the
above mentioned vacancies as soon as possible.
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A serious weakness in the organisation is that many of the staff members,
including the General Manager are under-qualified as well as inexperienced.
Most of the management has only worked at the company for a very short period
of time. Time of employment for the current management ranges from 1.5 years
(General Manager) down to only a few weeks or months for other managers. This
is a particular weakness in strategic areas such as the Accounting and
Production departments, where the Chief Accountant and Production Manager had
at the time of the mission's visit only been with the company 2 weeks and
1 month respectively.

The mission also noted that there have been frequent changes in personnel
at the middle management level in the recent past. This has apparently been
due to the fact that the salary structure at PVP is not attractive enough to
retain staff, many of whom have resigned for private industry and more
attractive government appointments.

The mission has been told that this situation is not uncommon in the
parastatal sector in Kenya. But unfortunately the situation is particularly
severe at PVP given that it is graded F, which is the lowest ranking among
parastatals.

In addition, conditions of work at PVP are not attractive either. The
medical scheme is not very generous and there is no payment of overtime.
Instead, staff are offered compensating time off, in lieu of overtime pay.
The company offers an annual salary adjustment, car loans to the management,
and two cups of tea, daily to the workers. There is no profit sharing scheme
for any of the employees and no sales commissions for the sales personnei.
The advancement possibilities for lower management are very few since there
are no funds for training or funds to fill vacancies.

Staff members that have been with the company for a longer period seem
dejected in the fac2 of the continuing difficulties of the company.

Because of this, the company has difficulty in attiracting and retaining
suitable middle management which causes dislocation and wezkness in running
the company. This situation must urgently be addressed in the near future.

The management of the company is not adequately guided by an

appropriately constituted board of directors which would be normal busiress
practice.

(¢) Human resources

Management team

The management team in PVP consists of a General Manager, a Chief
Accountant, a Production Manager, an Agriculture Manager, an Assistant
Marketing Officer, and an Assistant Personnel Officer.

The General Manager has not had any experience in the vegetable
processing business, nor has he had any management experience in a commercial
firm. It seems that he finds it extremely difficult to manage the firm with
no background in business and management. [t is doubtful if management
training can affect his performance.
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The Chief Accountant has just arrived in the firm and therefore it is
difficult to assess his capability.

The Production Manager had worked in Pan African Vegetable Processing
Ltd., the previous status of PVF, for a short period in 1981-82 as a
Production Manager and returned to PVP in 1989. He has a B.Sc. in food
technology and is managing the production lines very well despite the limited
capacity.

The Agriculture Manager is in a special position. He was seconded by
ICDC, the largest shareholder of PVP. He is competent, but does not show
interest in his work.

The Assistant Marketing Officer appears to have inadequate marketing
skills, due primarily to lack of experience.

In the management team the Assistant Personnel Cfficer has been working
the longest for the firm. He worked in a bank for 13 years and joined the
previous ownership of PVP in 1974. After he was laid off in 1982, he came
back to work for PVP in 1988. He appears to be good at handling employees and
general personnel matters of the firm, but tends to be truculent to his
superiors.

Most of the staff in the management team have only been with the firm for
a short periced time and appear to be underqualified to manage the current
crisis conditions. The turnover of middle managers is very high due to Lhe
crisis situation of the firm, the inadequate salary, and poor working
conditions.

Plant operation

The production line consists of the following employees: a senior
production foreman, 3 production foremen, 4 supervisors, 2 charge-hands, 22
permanent workers, and about 150 casuals.

Most of the skilled workers in the production line joined the firm during
the period when it was called Pan African Vegetable Processing Ltd. and tLad a
different ownership. PAVP Ltd. collapsed in [982. When the plant resumed its
operation as PVP in 1986, these workers came back to the firm. The senior
production foreman has secondary school education and has been working in the
plant since 1966. He does not have any formal training, but he has acquired
his skills through experience and on-the-job training.

The three production foremen, two of whom have primary education, and
one, secondary education, joined the firm more or less at the same time in the
late 1970s. Similar to the senior foreman, none of the foremen has any formal
training for his work, but has acquired requisite skills through experience
and on-the-job training.

The four supervisors also joined the firm at the same time as the three
foremen; all of them have secondary education and learned their skills on-the-
job.
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The process of producing dehydrated vegetables consists mainly of four
different activities or sections: preparation, drying, hand picking and
warehousing. Along the processing line the preparation and hand picking
sections largely depend on unskilled women workers. Male employees work in
the drying section and the warehouse to stock final products.

The plant is run for 24 hours with three shifts. Working conditions are
severe — hours are long with only a 15 minutes tea break in-between. The work
of casual workers is particularly monotonous and tedious, on the conveyer line
all day long. About 70 casuals, all of whom are women, are assigned every
shift to conveyer lines in the preparation and hand picking sections. The
position of casual labour at PVP is insecure and unpredictable. Every morning
they leave home without knowing whether they will be given a job or not.
Sometimes they have to go right back home without working or they may have to
work on Sunday when production is behind schedule. Their salary is considered
low and they find it difficult even to pay their monthly rent.

Even the skilled employees feel that it is extremely hard to be content
with present working conditions and salary levels. One claimed that his
income has virtually remained the same since he was laid off in 1982. There
are no fringe benefits or incentives for any of the employees. Even though
this may also be a reflection of the precarious financial state of the
company, it is nonetheless unsatisfactory.

Production control

In the quality control laboratory there is, a food technologist, 3
production assistants, a laboratory assistant, and 3 laboratory attendants.

The Food Technologist holds a B.Sc. in food technology. He joined the
firm ve.y recently. His predecessor resigned after she returned from
technical training in England. Three of the production assistants also 3oined
the firm recently in 1988, December 1989 and January 1990 respectively. A..
of them are formally educated and have a diploma in food science. Three of
the laboratory attendants, who have had secondary school education, did not
have any formal training for the laboratory work but learned their skills via
a two months period of on-the-job training.

Maintenance and repair

The maintenance and repair section consists of a factory engineer, a
senior engineering foremaun, 2 foremen, 2 supervisors and 19 workers.

The Factory Engineer holds a B.Sc. in engineering and joined the firm in
1987. Among the senior staff he was the only engineer who had a formal
education in engineering. The Senior Engineering Foreman has been with PVP
since 1964, excluding the period that the plant was shut down in 1982-86. He
has acquired his skills only through on-the-jot training and experience. Both
of the foremen joined the previous firm in 1978 and came back to work when the
new firm was established. One foreman is responsible for the workshop, and
the other for maintenance. Both of them have secondary education, but have
had no formal training outside the firm. Both of the supervisors have only
primary education and joined the previous firm in 1975. One supervisor is
responsible for plumbing, and the other, for building maintenance. Of the 19
workers, only a few have had technical training outside the firm.
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Having only a few qualified skilled workers, the engineering section is
poorly equiped to provide the required service. Despite the ample space
available, the layout of the workshop is disorganized and inefficient. In the
plant, because of the lack of qualified maintenance engineers, misallocated
equipment and machinery can be seen, many of which are out of order for long
periods of time.

The present poor state of the workshop and inadequate maintenance of
equipment and machinery lead to demoralization of the workers. On-the-job
training is very poor and few workers can develop their skill independently to
fix or produce parts and tools. A well-trained worker, who has had a formal
training outside the firm, finds it extremely difficult to apply his skills in
the workshop under the present conditions of work. Under these circumstances,
- he also finds it difficult to sustain his morale without motivation and

incentives.

Vegetable farming

The agriculture section consists of an agriculture manager, a field
officer, a farm manager, 2 farm foremen, 47 permanent workers and about
120 casuals. In addition, 380 fa.mers are reportedly engaged as outgrowers in
Kinangop. There are two farms growing vegetables for processing in the plant.

The Naivasha farm has 109 hectares. The work force consists of a farm
foreman, an unknown number of permanent workers and 50 casual workers. The
permanent workers are distributed between the two farms according to the work
required in each farm.

The Malewa farm has 96 hectares and the work force consists of a foreman,
a few permanent and 70 casual workers.

The Assistant Field Officer joined the firm in November 1989 after she
had worked in the Ministry of Agriculture for five years. Her responsibility
is to assist the Agriculture Manager in planning and allocating crops on the
farms and supervising the Farm Manager and Foremen.

The Farm Manager joined the firm in January 1990. He is responsible for
supervising the foremen and workers on the farms. He also gives advice to his
superiors concerning personnel matters, equipment and facilities, and
agricultural crops for the farms.

Both the Field Officer and the Farm Manager find that the biggest problem
is to ensure a sufficient number of field labourers; permanent and casuals
workers are available for work on the farms on a daily base. On the farms,
workers are required to do hard manual labour because there is hardly
equipment or machinery to work with. Even though there are irrigation
systems, they are malfunctioning.

Labour turnover is high because employees are not satisfied with their
salary levels and conditions of work. The casual workers are paid KSh 20 per
day whichk is higher than the minimum wage rate of KSh 16, but is not
competitive as compared to what they could receive on other farms.

In conclusion, the basic training of employees at various levels is
generally inadequate. Although on-the-job training is provided, it appears as
if it is not very well-developed and efficient.
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(d) Finarciai strucCture

Table 7.2.1 shows the financial structure of the company for the fiscal
years 1985-1988. The fiscal year commences on 1 July and terminates on 30
June the following year.

Tabie 7.2.1: PVP's total assets and capital empioyed by 30 June, !985-1388
(thousand shillings)

1985 1986 1987 1988
Assets :
Fixed assets 14,654 13,651 15,325 15,798
Stocks - - 2,092 9,225
Cash/bank deposits 83 132 391 477
Debtors - 26 91 448
Total Assets 14,737 13,809 17,899 25,948
Capital employed
Contributions by ICDC 16,677 18,854 26,990 42,724
Loans 2,102 2,365 2,693 3,034
Creditors 124 634 1,472 4,897
Accumulated losses (4,166) (8,044) 13,258) (24,707)
Total capital employed 14,737 13,809 17,897 25,948

Source: PVP
Note: The 1987-88 figures are based on PVP draft accounts.

The accounts for the period 1988-89 were not available to the mission nor
were PVP's financial statements for the period 1 July - 31 December 1989.

Fixed assets and stocks constituted 61 per cent and 36 per cent of total
assets respectively. In total, they amounted to 97 per cent of total assets.
The company does not have access to overdraft facilities and relies on ICDC
for financing of irs operations.

The composition of the fixed capital as of 30 June 1988 was as follows:

Table 7.2.2: Composition of fixed capital: 1988
(thousand shillings)

Type of capital Book value Per cent of total

Factory tuilding 5,068 32.1 i
Agricultural land 2,122 13.4

Tractors and vehicles 556 3.5

Irrigation 1,550 9.8

Factory machinery 6,214 39.3

Office equipment 288 1.8

Total 15,798 99.9

Source: PVP
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The company's machinery only represented 39 per cent of fixed capital in
1988. However, the relative importance of the machinery is much less, if oae
takes into account that the land for agriculture and the industrial site are
probably greatly underestimated.

Reports from ECA suggest that the quality of the products sold in 1989
from the stocks was low. Circumstantial evidence suggests that the value of
the stock was significantly lower than those provided in the books.

Since the company was formed in 1984, it has always been operating at a
great loss. For example, in 1987-88, recurrent costs were 40 per cent higher
than revenues. ICDC has covered these losses by "share contributions in
advance”. In 1988, these amounted to 43 million shillings and greatly
exceeded the book value of the company which was 26 million shillings. A
financial restructuring of the company is cleurly one important pre-condition
for the company's successful rehabilitation.

(e) Suil.iags azd insta.latians

General

Most of the construction of the buildings was started in 1975. At the
same time the processing building from the 1960s was converted to a workshop.

The factory has three lines with a total, nominal processing capacity ot
105 tonnes of raw vegetables/24 hrs. A cold store for fresh vegetables, a
ware house for finished products, the required installations for utilities and
the administration of the factory are included to facilitate continuous
operation, given that sufficient raw material is available. The site layout
is illustrated in Figure 7.2.2.

Insufficient maintenance over the years and lack of spare parts has
reduced the available dehydration capacity to about 50 per cent of installed
capacity. One 55 tonnes/24 hrs dehydration unit is operational, one 25
tonnes/24 hrs unit is heavily cannibalized and the other 25 tonnes/24 hrs unit
is not operational at present.

Although most of the different machines and installations in processing
lines II and IIl, used for preparing the vegetables before dehydration, are in
workable condition, or could be repaired quite easily, the plant has for all
practical purposes, only one processing line.

In order to avoid deterioration, the vegetables should be stored in the
cold room between the time they are received at the factory and the time when
they are to be processed. However, the refrigeration instal'lations are not
functioning and rehabilitation works, which were started earlier on in 1989,
were never completed. The cold store is designed for storage and handling of
the vegetables particularly the root crops in ventilated boxes of about
l m’. A forklift truck is essential for taking the boxes in and out of the
cold store for emptying into feeder hopper of the processing line. The
forklift truck however, is beyond repair and handling of the raw material is
done entirely by hand. Figures 7.2.3, 7.2.4 and 7.2.5 illustrate processing
lines, [, Il and III respectively. Comments on each line are given under
Mechanical installations below.
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Major buildings

The buildings have concrete super-structures, concrete block walls
provided with ventilation, and corrugated iron roofs. Transparent corrugated
plastic sheets are distributed in two rows on the roof of the processing
building and the warehouse to provide sufficient light in the working areas.
The section for preparation of vegetables in the processing building has tiled
walls up for about 2.5m high. The tiled floor in the processing building has
steel grill covered gutters to drain off process and cleaning water.

The cold store is designed to maintain a temperature of +4°C.
Insulation in walls and ceiling is limited to 100mm rock wool or thereabout.
There is no insulation under the concrete floor. Interior walls are clad with
galvanized steel sheets.

All buildings are generally in good repair with the exception of the
galvanized steel roofs which are badly corroded in places and also the roof
gutters. These need to be repaired at the earliest opportunity, especially
the warehouse roof and the roof of the processing building.

The overall approximate dimensions of major buildings are:

Cold store - 19m x 19 m
Processing Building - 24m x 100m
Warehouse - 2m x 60 m
Boiler House - 12m x 16 m
Warehouse, Bags seed - 9m x 18 m

Service buildings

i) Scale house/Weighbridge, laboratory

The weighbridge capacity is 40 tonnes. It has an Avery scale equipped
with registration cards for gross weight, tare weight and net weight. The
installations appeared to be in good order.

The laboratory is located adjacent to the processing buiiding. It
includes laboratory space and a store for keeping reference sample bags.

ii) Personnel facilities

The premises for toilets and locker rooms are adequate for the current
number of permanent workers. They are divided in one section for men and one
for women. Major parts of the walls in the toilet room are tiled, toilets are
of Asian type, and wash basins of elongated trough type, provided with a
number of taps. The sanitary conditions are not of acceptable standard. For
instance, the Asian type toil2ts are not suitable for the food industry. In
the outside corridor, separating the men's and women's sections and leading to
the processing hall, there are two hand basins one of them with a cold water
tap.

The arrangements for personal hand hygiene in the processing hall are
inadequate. There are all together three washbasins, all of them close to
processing Line I, out of which two have a liquid soap dispenser and one in
the final product sorting area, has an a.r hand drier. Personnel working on
any of the other two processing lines have no immediate access to hand washing
facilities. ‘
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rigure 7.2.2: The site layout
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iii) Power room

This includes the main electriczl switch boards and a stand- by generator
capable of generating electrical power only to run the driers in case of power

cuts. The generator unit is not operable and at present dismantled.

iv) Staff canteen

The staff canteen was put up around 1985 as part of the rehabilitation
efforts. It is a separate building with a kitchen, adequate store space and a
cafeteria with a number of tables and chairs. Here, tea is served once to
every shift. No cooked foods or snacks are served to the employees.

v) Workshop
This is located in the old processing building, built in the 1960s, which
is situated close to the warehouse. The workshop has adequate space for its

purpose but is disorganized. It is inadequately equipped with tools and the
workshop machines are mostly out of order.

Rewinding of electrical motors is done in a separate part of the workshop.

The spare parts store is simple and could be improved, however, it is
adequate, considering the current general shortage of spares.

vi) Fuel tanks

These are situated reasonably close to the boiler point unit. The tank
capacity for heavy fuel oil is 2 x 100 m® and the tanks with accessories are
placed on a concrete slab surrounded by a concrete wall, about 1lm high.
Miscellaneous

There is a waste water tank for processing and cleaning water, including
tubing for transfer of waste water to the adjacent Naivasha farm where it is

used for irrigation.

i) Deep wall including pump

Details regarding depth, water analysis and capacity were not available.
However, the capacity of the well is reportedly sufficient for the needs of
the factory and the quality was said to be good.

ii) Buffer water tank

This is made from concrete and is located close to the processing
building and reportedly sufficiently large as a buffer during periods of high
water consumption.

Administration and office building

The premises are sufficiently large to accommodate required
administration personnel. There are signs of inadequate maintenance such as
worn painting on doors and floors, worn floor covers, and cn on.
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Roads, railway, drainage

All roads and communication areas on the factory site are tar- sealed as
a result of the rehabilitation efforts prior to re-opening of the factory in
1986. Cne railway siding at the warehouse and one at the storehouse/fuel tank
area facilitates easy rail transports of both incoming goods such as bags,
agricultural inputs and fuel o0il and shipment of finished products.

The factory site has one main storm water drainage canal which appears to
be sufficient. Sewage from toilets is treated in a septic tank which is
emptied by the municipality. No effluent from this system is connected to
other drains.

Mechanical installations

The following presentation is concerned with Lines I, II and IIl in the
processing building and installations in the warehouse, the cold store and the
boiler plant.

The main features of processing Line I are illustrated on Figure 7.2.3.
This line is commonly referred to as the carrot Line. The different machines
used for preparing the vegetables before drying are connected by a tilted
screw conveyor or a belt conveyor. The tilted screw conveyors are provided
with piping and nozzles for spraying water. Hence, for all practical purpeses
it could be said that the carrots are washed and cleaned in stages from the
soil remover hopper to the trimming/sorting table. The attachments for
tipping of the boxes by a forklift truck into the feeding hopper are missing.
The soil remover hopper lacks the belts on the outlet rollers and the first
drum washer does not work since the motor is out of order. Hence, the carrots
are fed by hand into the tiited screw conveyor feeding the vertical washing
unit. The pre-cleaned prcduct is now fed into a batch steam peeler which is a
cylinder type machine manufactured by Paul Kung & Co. (FRG) in 1974. It
operates at a maximum pressure of 173 Psi (3 BAR) and was last inspected on
3rd September, 1980. The automatir control unit is out of order and the
peeler is now adjusted and controlled manually. Renewed iuspection and
testing should be arranged at the earliest possible opportunity.

After the second horizontal washer, the produc: is fed onto a
conventional sorting/grading table with conveyor belts. At the time of the
mission's visit, 30 workers were engaged in sorting and trimming the carrots
which were of low quality green spots, splits, unsatisfactorily trimmed tops
and decay cavities now steamed and washed away. Rejects were dumped on the
floor, taken out in baskets or crates and subsequently sold as animal feeds.

It is essential at this stage to point out the almost impcssible tasks of
sorting out a top quality product for dehydration from sub-standard raw
material, given the way the products are stored and handled.

The carrots now pass through an Urshell dicer brfore entering the
blancher, which operates at 90°C, and into the belt drier. This is a
continuous cross current drier manufactured by Buttner-Schilde-Haas AG (FRG).
The drier has basically three temperature zones, starting out from 85 - 90°C
moving down to 70°C and ending up at 60°C after about six hours when the
dehydration process is completed. The drier has a rated capacity of 3 tonnes
of raw material/hr. Documentation or manuals have not yet been found by the
new production manager. Hence, detailed specifications regarding steam
consumption, air velocity in the different sections of the drier, evaporation
rate and so on cannot be quoted.
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At the time of the mission's visit, the temperature in the second and
third zones was 5 - 10°C above the levels mentioned above. The temperature
of the product is not tested at any point by routine inspection but an
increase of air temperature by 10°C at the final stage of the dehydration
process suggests that the product temperature is higher than is intended.
However, a recent test of outgoing material temperature showed 54°C and
modified routines for testing and monitoring the temperature of the final
product is contemplated, in addition, to control of moisture content which
varies between 5> and 7 per cent.

There is no conveying system between the drier outlet and the following
section for final sorting and grading of the product. Instead the carrots are
collected in small bins, temporarily put in bags, and later emptied in the
elevated buffer hopper befcre the sorting line. The buffer hopper serves
three sorting lines, each manned by 6 workers. Like on the rest of the line,
the sorting is done in three shifts when primarily off- coloured pieces are
removed. This is a tedious process and the average output per hour,
illustrated in Table 7.2.3 is low.

table 7.2.3: Performance in the final products sorting saction

Final product

Number of Total Total rejects per hour/worker
Shift workers output kg per cent kg
A 17 300 6 2 2.16
B 19 320 10 1.4 2.16
c 22 420

Source: Ledger at the sorting section PVP.
Note: Percentage share of respects UN total output.

The sorted final product is collected in buckets and subsequently emptied
into bags - (black polythene inner bags and multi-layer outer paper bags) of
20 kg. Each bag receives a number which includes date of processing. Samples
for quality control are taken after the products have been through the drier,
and at the bagging station. The quality control procedures are described more
in more detail in the section on quality control below. Bags are now
transferred to the warehouse.

The performance of processing Line I can be assessed by the actual
figures for the period, 16 January 0600 hours, through 17 January 0600, when
1,441 kg. of finished dehydrated carrots were produced. These figures are
considered to be fairly representative of current operational patterns.

Based on the average conversion ratio for 1989, 4.7 per cent, about
30.7 tonnes of raw material, was processed in 24 hours. This ratio is
significantly lower than results previously achieved which, according to
available information, was 6.5 per cent.
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A comparison with the rated drying capacity of Line I gives the following
result per 24 hours:

Final
Raw material Ratio Produce Difference

Tonnes Tonnes Tonnes
Achieved 30.7 4.7 1.441 6.5
Produced 6.5 1.995 0.554
Full
capacity 55.0 4.7 2.585 1.144

6.5 3.575 1.437

Source: Mission's own estimates:

The average input of raw material was 1/3 tonnes/hr which is 1.0 tonnes
less than should have been the case. Assuming that the forklift truck and the
three first stages in the vegetable preparation line had been operational, the
output per unit of time would have improved by about 80 per cent. Further
assume that the quality of the raw material had been first class and that the
losses of soluble dry matter in the blanching process were reduced through
introduction of sugar in the blanching water, the production of dehydrated
finished carrots would then have increased by 100 per cent, or slightly more
depending on, for example, the dry matter content in the carrots.

This exercise illustrates the order of improvements that can feasibly be
done. Given that sufficient quantities of good quality raw material is
available the annual production of dehydrated vegetables on Line I could be
increased significantly with only modest investments. The raw material supply
is crucial and can only be ensured through forceful measures on the company
farms and by organizing and implementing a more adequate outgrower programme.

Provided an appropriately phased overall cropping and harvesting
programme is adopted for vegetables required on the market, the annual
production from Line I only would be of the order of 860 tonnes of dried
vegetables. This estimate is based on 20 per cent down-time for repair and so
forth, and assuming 300 working days per year. If the processing line is
operated as at present, the annual production would be about 350 tonnes of
dried vegetablles.

The drier in Line Il is of the same manufacture as Line I but with a
capacity of 25 tonnes of raw material per 24 hours. However, this drier is
completely cannibalized and future rehabilitation should not be considered.

Figure 7.2.4 illustrates the product flow using the Line I drier since
Line II's drier is cannibalised.

The Line II is primarily used for green beans and cabbages. These
regrettably are loaded by hand into the spray batch washer because the feeder
hopper with mechanical device for emptying the transport boxes is not
functioning. From the batch washer, the beans are conveyed to a three-drum
snipper machine. This machine has only one set of snipper segments which are
sometimes too large, depending on the size of the beans, resulting in unduly
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high losses. The vibrating conveyor at the drum outlets is working at too
high a speed. The reason for this appears to be that the wrong size pulley
has been used as a spare. Correction of this practice is essential, or the
conveyor will soon break down. The beans are now conveyed to a cutting
machine, and these to the blancher before being fed to the drier.

In the case of cabbages, the product passes a slicer and a batch washer
before entering the blancher. Hence the bean and cabbage processing iines use
some common equipment, although a few machines are specific to each individual
product. The connecting conveyors are mobile and so are some of the
preparation machines.

After the drying process, in this case on the Line I drier, the product
is subject to final sorting/selection prior to packing.

Apart from the comments made above regarding some of the equipment,
everything appeared to be in operating condition.

The flow diagram for Line III is illustrated in Figure 7.2.5. Onions,
leeks and dill are the main products which implies that a variety of equipment
is used to prepared the vegetables before drying. The lines are not put up
permanently, but combined depending on which product is to be prepared. Some
operations are done manually - for instance, trimming of onions, sorting of
dill and trimming/separation of leeks.

The drier is of the same type as the Line 1l drier which was
cannibalized, primarily in order to make the Line III drier operational. At
present, however, this drier is out of order due to break-down of conveyor
chains. After drying, the onion flakes are sorted and packed.

The dill is rubbed by hand on a sieve, then fractioned in a vibratory
separator, and finally subject to magnetic control before packing to ensure
that no metal particles contaminate the product. The leeks are also sorted
after the drying and prior to packing. All packed and labelled products are
transferred to the warehouse. Sampling for quality control is organized and
carried out in the same manner as described in Line I.

These processing lines were not in operation at the time of the mission’'s
visit but equipment and conveyors alike were reportedly in operational order.

Material handling

The deliveries of vegetables are dumped on the floor in the processing
building and then loaded by hand onto the processing line. The crates of
about one m3, which are intended to be used for intermediate storage in the
cold room and for transport to the processing lines, are not used. This is
because the forklift truck is defunct. As a result, the feeding capacity onto
the processing line is inadequate in relation to drying capacity and the
dehydration process becomes uneconomical.

Hence, feeding of the processing line evenly at a sufficient rate is
important. This cannot be done manually without a buffer bin with a
feeding-out device. Repair of the Line I feeder hopper, soil remover, washer
No. I and the connecting conveyors should be done as soon as possible. This
would significantly increase the overall processing capacity, given that the
quality of raw materials is also improved.
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By introducing a mobile conveyor to the top of the feeder hopper, manual
loading of Line I can continue but with satisfactory capacity. In the medium
term, the rehabilitation of the cold room should be completed, a forklift
truck acquired and a sufficient number of storage handling crates repaired.

In the long term, new crates would be needed when crate handling is introduced
in the entire handling transport chain from the producer to the processing
feeder hopper. This would facilitate rational handling of products, reduce
damages, and thus also improve overall quality.

i) Warehouse

The equipment in the warehouse is limited to a scale, a plastic bag
heat-sealing device, a hand operated bag sewing machine and a fumigation unit.
This is a vacuum chamber with a circulation system of the fumigant
manufactured by Degesh, FRG. All equipment is reportedly operational, but the
fumigation unit has not been used since the 1970s. Handling and stacking of
the bags is done manually using a hand trolley palletizer.

ii) Cold store

The refrigeration unit has two new Searl-Bush compressors with 30 hp
electric motors, installed in 1987. Freon is used as the refrigerant. The
compressors have not been used and the plant is not operational because the
installation works were never finalized.

iii) Boiler

The boiler is manufactured by Standard Kessel, Duisburg, FGR in 1974.
The heating furnace is 275 m’, the maximum fire output of 8.9 G.cal/hr and
the maximum boiler output, 1,400 kg/hr. With a maximum working pressure of 12
bar. The unit was subject to inspection, including a hammer test, on
5 January, 1989 and a steam pressure test on 9 January, 1983. A certificate
for 12 months was issued on 13 January 1989. The required annuval inspection
will reportedly be arranged very soon.

Steam is conveyed to the processing building in insulated tubings. A:
the time of the mission's visits, there was a leak in the main trurk which is
likely to have caused considerable losses, and a nuber of the gauges on the
boiler were out of order.

Quality controi
The routines for sampling and the subsequent analysis are as fcllows:-

(i) Sampling of raw material deliveries at the weighbridge; 25 kg. samples
regardiess of quantity of product. The entire sample is sorted by hand
and evalualated for:

- Size

- Perfection of trimming (root crops, cnions etc)
- Splits

- Foreign matter (washing)

Trimming is done if required and total rejects added up and expressed as
a percentage of the total. Payment to the producer is done on the basis of
calculated net quantity. At this stage no analysis is carried out for dry
matter content as a basis for payment.
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(ii) Sampling before processing for determination of dry matter content.

(iii) Sampling in the finished products area. These samples are taken every
hour for reconstitution tests and from every bag. The samples from the
bags are mixed to a master sample on a day-to-day basis and aralyzed for:-

- Moisture content
- Rejects (picked by hand)
- Colour
. - Size of cuttings, uniformity
- Microbiological analysis including:

- Total count

- E. Coli

- Staphlycoc Aereus
- Bacilleus Cerius
- Yeast and molds

If requested by the buyer, the test programme may be modified. All
samples are kept for reference until the stock has been sold and dispatched.
The above mentioned procedure reflects the current situation as described by
the present laboratory staff. It is not clear, however, if the same routines
have been implemented in the past.

The laboratory is equipped with all apparatus necessary for the analysis
carried out at present. It is clear from the list that rehabilitation of the
laboratory equipment is necessary, but the costs involved are also minor.

Plant maintenance

There has been no strictly scheduled maintenance programme in the past.
On the contrary, apart from the rehabilitation effcrts i:: the mid-1980s, it
appears as if maintenance has been done primarily as a consequence of
break-downs. Since the beginning of 1990, a scheduled prevention maintenance
programme has been introduced. A weekly 24 hour maintenance shift has been
adopted, running from Sunday morning to Monday morning. A total of 25
technical staff comprise the maintenance team which covers electrical and
mechanical engineering and also, to some extent, civil works. About 75 per
cent of the maintenance staff are said to be properly trained, while the
remaining 25 per cent should be classified as helpers. The qualifications of
the maitenance crew is discussed in section 7.2 (c¢), Human resources.

The acquisition of spare parts has hitherto been done by administration

staff members, with little or no participation from maintenance people. This
. is likely to be one reason why the appropriate quality of, for example,
gaskets, gears and so forth, have not been purchased. The sub-standard
spares, which have been available in the past, have reportedly led to
unreasonably frequent break-dcwns and unnecessary production stops. The
system of spare parts procurement has been changed recently and it is
anticipated that the frequency of break-downs will decrease.
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In addition to the scheduled preventive maintenance programme, the
processing equipment are subject to running maintenance during operation.
This includes mainly greasing, checking of oil, and repairs in case of
break-downs. Preventive maintenance and cleaning, and mechanical or
electrical break-downs were responsible for 14.1 per cent of and 7.3 per cent
respectively of down tune in 1989. This represents a total of 1,934 hours
according to available figures.

Plant hypiene, vital considerations

A pre-condition for successful operation of a food industry is that the
routines for plant hygiene and personal hygiene of all staff engaged are
meticulously designed and implemented. No statistical information has been
obtained from PVP regarding results from microbiological tests of the
different products. However, in the marketing report from ECA dated 10th
July, 1989, an account is given of the microbiological status of a number of
consignments of different dehydrated products, and samples. These may not be
representative for all products produced in a year, but they are indicative of
the fact that hygienic conditions are not acceptable. A few areas are
obvious. The presence of E. Coli and Staphlycoc Aereus is a sign of likely
faecal contamination. This may have originated from irrigation water applied
to the vegetables, especially if overhead irrigation is used. The process
water may also be the source of the difficulties or it may be caused by
unsatisfactory personal hygiene.

The sewerage system from the factory toilets have reportedly no
connection whatsoever with the waste water system transferring the plant
process and cleaning water to the irrigation ponds. But it is possible that
the waste water from the plant is in fact contaminated either from the raw
material or personnel working in the plant. In this case irrigation practices
must be carefully examined.

The personal hygiene of the workers is, however, a more likely source of
contamination and reference is also made here to the section on Personnel
facilities, where comments are made on the inadequate personal sanitary
facilities at the plant. The chlorinated rinsing troughs at the plant
entrance from the toilet/locker section and the handbasins with chlorinated
water provided to rinse the hands before commencement of work at the
beginning of a shift, or after visits to the toilets, are certainly essential
but insufficient.

Cleaning of the personnel facilities is the responsibility of the
personnel section. Cleaning is inadequate at present. Cleaning can continue
to be the responsibility of the personnel section but it should be supervised
by the Production Manager and acceptable to him.

However, to facilitate good personal hygiene, the toilets should be
changed. Individual sanitary-ware wash basins should be installed including
liquid soap dispensers and warm air hand driers. All personnel handling the
finished products should wear latex, or plastic protection gloves to ensure
that the product is not contaminated through direct human contact.
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The details of these matters must be looked into and implemented at the
earliest possible opportunity. Strict rules must be adopted, implemented and
controlled. The close human contact with the dehydrated products also
warrants the introduction of a system of medical check-ups of all personnel.
The above actions are essential elements in any programme aiming at future
continued operation of the PVP processing plant.

At present, the plant is cleaned with water on a day-to-day basis and a
napsack sprayer is used to apply chlorinated water in areas particularly apt
to propagate bacteria and other organisms. This does not appear to be
sufficient under present circumstances and a more dynamic and effective
cleaning and hygiene programme should be elaborated and enforced.

(f) Inputs

Raw Materials

The fresh vegetables are supplied to the dehydration plant from two
company operated farms, the Naivasha farm and Malewa farm, and from a number
of outgrower farms.

Naivasha farm

This has a total area of 109 hectares (240 acres) of flat land which is
located about 2 km from the plant. Due to water logging and salinization of
the soil only about 45 hectares (100 acres) are currently cultivated of which
38 hectares (85 acres) are planted. The salinity of a large portion of the
soils limits the possibilities of a diversifed cropping pattern. In fact, on
parts of the farm only leek, which is fairly salt-tolerant, can be grown
successfully. No information was obtained regarding the crop yields. The farm
is provided with an overhead sprinkler irrigation system using also process
and cleaning water from the processing plant. If this is contaminated by
bacteria, and/or other organisms, the hygienic quality ot the vegetables may
be adversly affected. This is particularly the case with, for example,
cabbages. However, other vegetables could be contamination by pathogenes if
harvested soon after being irrigated.

The farm is generally poorly managed. Silt and plant growth have clogged
the ditches which are filled with stagnant water. As a result large parts, if
not all, of the farm are inadequately drained and no attempt would prove
successful to leak out the salt from the soil by application of large
quantities of water. If the drainage system is not re-installed and improved
the salinization process will continue.

Malewa Farm

Malewa farm is located about 4km from the processing plant. The total
area is 96 hectares (211 acres) which slopes gently. The soil appears to be
generally friable with few exceptions only. About 69 hectares (152 acres) are
presently under cultivation while the remaining 27 hectares are idle, not even
fallowed. The farm has an overhead sprinkler irrigation system using water
from a nearby river. Break-downs of the irrigation pump motor reportedly
occurs from time to time but there is no spare motor and it takes a long time
to get it repaired. For example, the irrigation system has been out of order
since December and the farm manager or the agricultural field officer did not
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know when irrigation of the crops could be resummed. The main crop on this
farm is carrot, at least at present, but some beans are also grown. At the
time of the mission's visit to the farm the overall impression was that of
mismanagement. Carrot crops were over-ripe and had deteriorated in quality,
crops in the emerging stage were wilting since they could not be watered, and
weeds covered virtually every section of the farm.

Operation of the farms

Although production is carried out according to a plan this does not seem
to be based on a crop rotation programme aiming at maximum performance. The
present farm manager was employed only two weeks before the mission's visit
and had obviously not had a chance to prove his capability. His resources are,
however, very limited and it cannot reascnably be expected that he will be
able to change the current, almost chaotic situation resulting in very little
output from the farms. In addition to tiie farm manager, two foremen and one
worker are permanently employed. There are numerous problems in engaging
casual labourers who are paid KSh 20 per day. The company has three tractors,
in total 223 hp, which are not available to the farms at all times. The
procedures to get spare parts, inputs and casual labour is bureaucratic,
splits up responsibilites, and hence does not promote efficiency at any level.

Qut of the total available area, 205 hectares, only 107 appear to be
cultivated and planted at present. Detailed data were not obtained regarding
crops, harvests timing, and so on. It would seem, however, that two crops are
not regilarly harvested per year, probably on the order of i.8 or even less.
The current cropping intensity based on total hecterage would thus come to
about 0.9.

Some data:

Soil preparation: disc ploughing, 3 x disc harrowing, roller compaction.

Planting: Single row hand operated drill

rertilizer: about 110 kg di-amonium phosphate/hectar

Weed control: pre-emergence herbicides

Pest control: limited use of insecticides as required, some use of

fungicides especiaily on beans and leek.
Irrigation, normal: 3x2 hr/week day 0-20, estimated total water application 50
mm/week; 2x3hr/week day 21 - & months - 50 mm/week.

Harvest: carrots; tractor mounted lifting device - hand picking,
beans, leek; hand picking.
Expected yield: carrots, 18 tonnes/hectre beans; 3.5 tonnes/hecter

It is concluded by the mission:

- that the option of efficient semi-mechanized vegetable production has not
been exploited, and that the current methods used are inefficient.

- that the poor organization, conditions of work and lack of incentives at
all levels does not promote farm development and better production.
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Qutgrowers

These are mainly located around Lake Naivasha and in the Kinangop area,
about 25 km from the factory. The farms arcund the lake are larger, irrigated
and produce reportedly on a contract basis. No information was available
regarding number of farms and area of production. In Kinangop the farms are
small cultivating I or 1.5 hectares at the most. They are rain fed and use
largely traditiona! cultivation practices. The problems are mostly related to
lzck of seeds, inputs and advisory services throughout the year, in addition
to Lack of transport which mostly has to be arranged by hiring vehicles. The
farmers have commonly nc cash which makes the system cumbersome, despite the
fact that FVP pays for the transport and deducts the cost when paying the
farmer for his deliveries. No contract exists but an agreement is reportedly
reached from time to time. However, there is no firm commitment from PVP to
purchase the crop it a pre-determined price. As a result the farmers sell to
ttie fresh market whenev~r possible and when prices are more favourable.

In practice, the price ultimately paid to the farmers by PVP is not
attractive and the payment is invariably delayed. Interviews with a number of
farmers reveals that they accept sayment within two weeks of delivery. There
was no informatlon available on present and potential out-growers in the area.

Green beans zre currently procured also from other areas such as Njoro,
at a distant of about 80 km and fror Kericho about 60 km away.

The following lists some of the current prices for vegetables paid to farmers:

Beans 4.50

Cabbage 0.60

Carrot 0.80

Courgettes 1.50

Onion 2.90 beginning of season
2.00 end of season

Potatoes 1.40

Supplies of vegetables in 1989

Raw material deliveries in 1989 are given in Table 7.2.4 They are not
entirely consistent with the raw material input quantities shown in
Table 7.1.3 but the differences are small. Had the entire plant been
operational, 2.100 tonnes of vegetables would have been supplied per month,
assuming 25 days operation per months, and 80 per cent plant utilization.

Since the available capacity in the plant has teen reduced to Line I and
Line [II, for most part of the year, the demand for raw materials is
calculated at 1,600 tonnes/month. Again, the actual supplies have been on
average, 450 tonnes/month corresponding to 28 per cent of required input with
variation between 110 tonnes in June and 1,056 tonnes in October. The sizable
fluctuations throughout the year indicate that the planning of raw material
supply has been grossly inadequate.

High quality raw material is a prerequisite for a' good finished product.
Moreover, this is of paramount importance for success on the market, and
especially on the world market where competition is fierce. Table 7.2.5
illustrates the quantities of different qualities of réw materials received in
1989.
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Table 7.2.4: Deliveries per month of raw materjal, 1989 -
(tonnes) -
'S
Month Honthly .
{rop Onions Beans Carrots Cabbages Courgettes Cauliflowers Tomatoes Dill Potatoes Kale Capsicums Tumnips Swedes Broccoli  total o
5.
Jaruary 118 344 43.8 315.9 - - - 9.2 1.8 - 4.0 - - - 527.9 ol
February 128.5 7.8 538.2 308.6 - - - - - - - - - - 511.1 >
March 94.6 1.4 52.8 91.2 10.9 - - - 6.4 - - - - - 257.1 ~la
April - 4153 22.1 . - - - - - - - - - 125.3 gl '
May - 65.8  35.3 17.6 49.9 8.0 - - - - - - - - 176.6 2 (e P
June - 2.3 - 24.9 - 3.8 - - 11.4 - - 12.0 - - 110.4 v 8 "~
uly - 0d 8 21.8 - 17.1 - - 32 - - - 71.9 - 234.7 T !
August - 92.4 13438 179.6 - - 12.8 - Ml - 1.2 - - - 161.9 o
Septerver - 129.5 170.4 214.6 - - - - 189.0 4.6 - - - - 108, 1 -
Ttover 5.7 79.1 85,2 383.6 - - - - 178.4 - 0.2 - - 2.2 1056.4 -
Noveroer NN R 274.6 305.3 - - - - - - - - - - 633.7 E
Decender 2.8 d5.e 1313} 54.4 - - - - - - - - - - 307.1 =
Tota. 43,0 8Tl 410 1,939.6 114.3 56.9 12.8 9.2 759.3 4.6 5.4 12,0 719 2,2 54105 pag
-
=
Source: PVP producticr data. -
-
o
o
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table 7.2.3: Quantity ind quality of raw material

(tonnes)

0-5% 6-20% 20-50%

Grade Grade Grade Per cent
Crop I II ITI Re jects Total re jects
Onion 5.1 225.7 153.6 55.6 440.0 2.6
Beans 130.5 158.3 212.6 68.9 570.3 12.0
Carrots 215.4 368.3 632.7 195.6 1,412.0 13.8
Cabbages 319.8 832.8 584.3 202.7 1,939.6 10.5
Cauliflowers - 6.3 40.3 10.3 56.9 18.0
Courgettes - 21.2 73.3 19.8 1143 17.4
Tommatoes - - 10.4 2.4 12.8 18.7
Dill - - 7.4 1.8 y.2 19.3
Potatoes 389.6 164.1 1477 57.9 759.3 7.6
Capsicums - 1.1 3.4 0.9 5.4 15.9
Turnips 11.5 - - 0.5 12.0 4.0
Swedes 49 .6 18.5 - 3.8 71.9 5.2
Broccoli - - 0.5 1.7 2.2 80.0
Total 1,124.1 1,797.0 1867.1 622.3 5,410.5 11.5

Source: PVP production data.

The grading of the raw material is done only on the basis of percentage
rejects including foreign matter and does not consider other criteria such as
stage of maturity, texture, dry matter content, and so on. Thus Grade I
accepts total rejects up to 5 per cent, and Grade II from 6 to 20 per cent.
Jeliveries with over 50 per cent rejects are not accepted. The quality is
determined on the basis of the sampling discussed earlier in the section on
uality Control. It should be noted, however, that large volumes of rejects,
sub-standard raw material, are in fact fed into the processing line. In 1989
an estimated 914 tonnes of rejects wore processed, more than 15 per cent ot
the total input. According to PVP about !0 per cent rejects or 540 tonnes are
sorted out trom the total inout of raw material in the preparation section.
Aassuming, that about 5 per cent 15 removed in Uhe cleaning/washing operation
on the Tine, the remaining quantity, approximately 350 tonnes, is dricd and
ervolittie s sorted ont o at o bater stage. based on information in
Gible JU000 it is caldealated that these 350 tonnes correspond to 18,9 tonnes
of pinished product, ont ot which between o4 and 2 per cont are sorted out
(Table 702230 about i/ per cent or 004 tonnes. The remining, Approximately
N o tonnes ot low prade product, 1n blended into the tinished product at
ratio ot youghly o per cent, This excercise tllustrates the impossible task o
sertinyg ont oa choice preade product trom low grade raw materiai. In addit 1o,
abont 30 tonnes of tael oil, worth some quarter ot a million Kenyan shillings
s wasted on material which should not have been processed in the irst place,
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Future raw material requirements

The future demand for vegetables as raw material for PVP depends on the
ultimate decision as to the exact form of plant rehabilitation discussed in
section 7.3. Consumer groups are becomming increasingly aware of the
importance of high quality food, free of all residues from crop protection
agents and air and water poliution. The supply area of PVP does not suffer
from any pollution and chemicals have not been used extensively hitherto. This
is a situation which must be maintained and exploited to formulate an image
about PVP products. A pre-requisite for success is obviously that the
processing technique used in a future rehabilated PVP plant is designed to
retain the high quality of the raw material in the finished product.

Table 7.2.6 shows estimated demand for raw material at the various stages
of the rehabilitation process. It is assummed here that the average crop yield
1s 30 tonnes/hectare which corresponds with the estimates made earlier by
FAO.*” The size of outgrower farms vary from one area to another. For
instance the farms surrounding Lake Naivasha are considerably larger, on
average, than the farms around Kinangop.

The calculations are based on the assumption that the out-grower farms
grow vegetables for supply to PVP on 0.5 hectares each.

Table 7.2.6: Estimated demand of raw material hectarige

and numper of cutgrowers

Rehale Phase 1 2 3
Operational Lines I I+I1 [+II+III
Raw material tonnes 16,500.0 24,000.0 31,50G.0

PVP farms:
TOTAL 205 Hectares

Cropping intensity 1.2 1.6 2.0

Harvested hectares 240.0 330.0 500.0

Total food, tonnes 7,200.0 9,900.0 15,000.0
Out-growers:

Total supply tonne 9,300.0 14,100.0 16,500.0

Total hectarage 310.0 470.0 550.0

Number of contract farms 620.0 940.0 1,100.0

Source: UNIDO Mission estimate

This preliminary estimation is “urther based on the assumption that a
future rehabilitated PVP processing plant, where the rchabilitation is done in
stages has the original processing capacity of 33,000 tonnes of raw material
per year. Other rehabilitation/development scenarios may be decided and this
is discussed in section 7.3. It is expected that rehahilitation of the farms
is commenced at a very early date allowing for gradual increased production
regardless of the future of PVP as a company.

I/ FAO: Banker's Programme, Investment Centre, Rehabilitation of raw
vegetable production in Pan African Vegetable Products Ltd., Project
brief, 23 October 1981,
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Table 7.2.6 illustrates the extent to which out-growers will have to Lt:
engaged under the assumed circumstances. A firm relationship will have to be
established with these farmers built on mutual respect and trust. Such
cenditions can only be achieved by embarking on a well formulated out-growers
co-operation and development programme. This should Incorporate supplies of
inputs,qualified extension services, transport and credit facilities - both
for short term and long term requirements and investment in irrigation
equipment. Quality criteria must be established for all products and the
appropriate rules {or payment confirmed in contracts with the individual

. farmers. A basic issue is that farmers must not be exploited, but must receive
a fair price for their product which is linked to an incentive system focused
on increased supplies of guaranteed high quality.

(g) Product range

Pan Vegetable Processors Ltd. produces several types of dehydrated
vegetables such as: carrots, cabbages, french beans, potatoes, leeks and
onions. As can be seen in the breakdown, approximately 70 per cent of PVP's
output is exported.

The current breakdown given below, is for the company's annual producticn

for 1989:
Product Volume Value Value of exports
(tonnes) (KSh) (KSh)
Carrots 65 2,834,000 2,820,048
Cabbages 50 1,090,000 1,050,000
French beans 25.5 2,445,960 2,445,960
Potatoes 39 1,614,600 1,592,244
Leek 7.6 48,600 48,600
Onions 33.5 3,350,000 -—
Total: 220.6 11,383,160 7,936,352

Source: Sales department at Pan Vegetable Processcrs Ltd.

The company nas also a small relatively insignificant production of
swedes, turnips and capsicum which are grown on the company's own farms. The
exact numbers were not available at the time of the mission's visit.

No major alterations are contemplated in regard to the product range. In

order to expand the local market an introduction of dried soups and tomatc
purée could prove to be profitable.

’ {n) ?.iant performance isnd economic performance

Plant performance

The plant was set up to produce dehydrated vegetables for the export
market. The originally installed capacity of the plant was 33,000 metric
tonnes per year. It appears, however, that not more than 15-20 per cent has
been achieved since the plant resumed production in 1986. At present, two out
of three production lines are non-operational. The overall performance of the
plant has been very poor throughout as will be discussed below.
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Statistics from operation of the plant during the period January -
December 1989, provides valuable data reflecting the current shortcomings of
the plant.

Table 7.2.7 presents details the reasons for down-time. As can be seen
from the table, lack of raw materials is by far the most serious factor
impeding plant performance, responsible for 68 per cent of total down-time.
With acceptable management, organisation of the company farms and a reliable
outgrower system, this figure should be zero.

Reconstruction of the company farms and the organization of an efficient
outgrower system is a key issue in a PPVP rehabilitation programme.

Table 7.2.7: Plant down-time 1983

(hours)

Reasons Line Line Per cent
I II Total of total

- Lack of raw material 3,125 3,108 6,233 68
- Planed maintainance and cleaning 648 648 1,296 14,1
- Mechanical and electrical break 303 371 674 7.3
~ Fuel shortage 254 212 456 5.0
~ Crop change 192 103 295 3.2
- Power cut 54 50 104 1.1
- Re-drying 16 94 110 1.2
Total down-time 4,582 4,586 9,168 67.1
Time utilized 2,246 2,242 4,488 32.9
Rated production time 6,828 6,828 13,656 100.0

Per cent utilized 32.9 32.8 32.9 -

Source: PVP, Production data.

The time for preventive maintenance and cleaning appears to be, on
average, about 12 hours per week. This should be assessed in relation to the
number of hours the plant has been actually producing, cn average, 43 hours
per week. In this perspective the figures for preventive maintenance and
cleaning time are high.

At first instance, the down-time due to technical faults may not seem
high. But in comparison to the time the plant has been running, the down-time
for break-downs on the basis of 80 per cent utilization of available :time
would have been well over L5 per cent. Most of the break-downs experienced
during the year were related to the driers, in particular the gear boxes and
the drive belts. This was reportedly especially the case during the period
September - November. This is not surprising because raw material intake
during the year had a peak from August to November. This is a clear
indication that the drying section is the weakest link in the plant and that
the frequency of break-downs here is likely to be augmented substantially if
capacity utilization is increased. Since increased capacity utilization is a
second key issue for acceptable performance, the question must be addressed
whether there are options to introduce alternative processing techniques.
Production stops because of fuel shortages are entirely unacceptable and
appears to be due to either lack of funds for purchase of fuel oil or
inability to order in time.
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Production stops are probably due to inefficient management or lack of
finance. However, an analysis of fuel consumption over the year in
Table 7.2.8 illustrates clearly that energy consumption in PVP, hence the
burning of fuel has been extraordinarily high for most parts of the year. A
major reason is under-utilization of plant capacity caused by lack of raw
material. It also indicates that the overall design of the plant does not
allow for partial operation of the processing capacity without serious adverse
influence on production costs.

Table 7.2.8: Boiler fuel consumption, 1989

Rate of consumption

Boiler Finished Lts/Hr  Lts/Kg

Fuel running production finished
Month litres hours Kg product
January 110,645 375 18,168 295 6.1
February 113,752 329 18,849 246 6.0
March 77,916 306 15,476 254 5.0
April 30,211 136 4,244 221 7.1
May 52,596 188 7,075 279 7.4
June 35,993 151 4,615 238 7.8
July 53,044 195 13,652 272 3.9
August 165,550 546 63,845 303 2.6
September 177,432 497 43,755 357 4,1
October 228,994 583 54,932 393 4,2
November 158,694 502 25,724 316 6.2
December 79,962 364 15,527 220 5.1

Source: PVP, Production data.

Table 7.2.8 gives data on fuel cousumption, hours of operation, quantity
of finished product and fuel consumption per kg finished product. Had the oil
consumed per kg finished product, on average, been at the same level as for
the period July to Gctober, the overall consumption of oil would have been
about 225 tonnes or in value terms KSh 675,000. The idea of maintaining an
acceptable level of energy consumption is to ensure adequate raw material
supplies at all time, or failing this a different processing technique wculd
need to be introduced.

Changing from one product to another has reduced the time for efficient
production by 3.5 per cent. From an operations analysis point of view it is
of more importance to relate the down-time for crop changes to total time
utilized. When this is done, a figure of 8.5 per cent is arrived at, which is
quite high, The number of changes will have to be reduced through better
planning of raw material supply. In particular this will allow for longer
periods of sustained operation with one and the same crop. However, this
will be difficult under present circumstances where only one drier is working.
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The power cuts are costly, especially at present where the stand-by
generator is out of order. The number of production stops in not known. Each
power cut of any length of time may entail a total loss of about 900 kg of
finished product, or at the best, partial loss and substantial degradaticn of
product quality. At an average export price of US$ 2.64/kg, (weighted average
PVP/ECA CONTRACT 1989-90) one single power cut may result in a loss worth
about KSh 50,000 at current rates of exchange.

It is understood that the re-drying responsible for 1.2 per cent
down-time does not occur very often. In this case it was a matter of reducing
the moisture content a few per cent since the buyer had requested a processcd
product requiring lower moisture content to avoid caking. It is arguable
whether a case like this should be included under down-time.

Table 7.2.9 gives an account of raw material input, finished product and
conversion ratio. The normal conversion ratio here is the average result
registered in earlier years of operation, which then refers to what can be
obtained. It is noted that with the exception of potatoes, courgettes and
swedes, which represent 33 per cent of total output, the conversion ratio has
been substantially lower than expected. Irrespective of the reasons, it is
concluded that the poor conversion ratio experienced in 1989 resulted in
losses of about 60 tonnes of finished products. Assuming again an average
export value of US$ 2.64/kg, the overall losses, above what is expected in the
dehydration process, are estimated at KSh 3.2 million.

Table 7.2.9: Raw material inout, finished product ané conversion ratio, 1389

Conversion ratio

Raw material Finished product Per cent Difference
Crop tonnes tonnes actual Normal per cent
Onion 440.1 21.0 4.8 7.0 -31.4
Bean 559.7 32.9 6.0 6.5 -71.7
Carrot 1,410.4 66.7 4.7 6.5 -27.7
Cabbage 1,931.0 65.7 3.5 5.0 -32.0
Potatoe 759.2 88.0 11.5 11.0 +4.5
Conrgette 100.2 3.6 3.5 3.5 -
Din 9.2 0.4 4.1 5.0 -18.0
Nurmp 12.0 0.5 4.7 - -
Swede 71.9 4.0 5.6 5.0 +12.0
Kale 4.5 0.2 4,2 5.0 -16.0
Capricum 5.2 1.6 3.2 3.5 -8.6
C/flower 56.9 2.0 3.6 - -
Totamoe 12.8 0.3 2.4 - -
Broccoli 2.2 0.05 2.2 - -
Total 5,375.3 286.9 5.3 - -

Source: PVP, Production data.

The capacity utilization calculated from raw material input in relation
to rated processing capacity is 16.3 per cent.
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Summary of plant operation constraints

- lack of raw material is a major reason why the plant output is cnly about
35 per cent of available processing capacity or 16.4 per cent of
installed capacity.

- technical break-downs occur mostly in the driers which are the weakest
points in the processing lines.

- the energy consumption is prohibitively high to a large extent due to
operation of the driers with too low input of raw material per unit of
time relative to designed capacity; savings of about 225 tonnes of fuel
oil worth KSh 675,000 over the year should have been possible.

- the defunct stand-by generator may have caused losses up to KSh 50,000
each time there has been a power cut, depending on the duration of power
cuts.

- poor conversion ratio in the dehydration process has resulted
in the loss of about 60 tonnes of finished product worth about
KSh 3.2 million.

- the hygenic standard of the finished product is inadequate; the reasons
for this include, unacceptable facilities and routines for personal
hygiene and the lack of conveying systems for finished products which
increases the human contact with the final product, hence the likelihood
of contamination.

Economic performance

The company does not have updated estimates on production costs by
product. In January 1989, PVP reached an agreement that ECA in UK would market
all its export products. Data are available for the period 1989-90 on 16 of
PVP's products. The following Table 7.2.10 compares the prices charged to ECA
and the estimated costs of PVP's most important products for the period

1989-90.
Table 7.2.10: Comparison between ECA prices and
company estimated costs, [3893-1990
(Shillings)
i. 2. 3.
) Product ECA price PVP cost ECA mark-up, per cent
3=(1./2.-1)*100

Carrots 44 35 25.7
Cabbage 48 40 20.0
Green beans 104 93 11.8
Leeks 62 41 51.2
Potatoes 38 47 -19.1

Source: PVP
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In order to bpe profitable, the company would also have to cover fixed and
marketing costs and include a profit margin. The difference between the ECA
prices and PVP's costs are ftar too small to permit PVP to be prefitable. In
addition, PVP's actual processing costs have been much higher, because
production has been smaller than planned and because of the inefficient way
the plant has been run, resulting in higher costs per unit of output.

One explanation for low production levels has been the Cifficulty the
company has experienced in obtaining raw materials frum the farmers. There are
several reascns for this. One important factor has been the inability of the
company to pay the farmers promptly. When the former company was closed in
1982, many farmers did not get paid for products delivered. As a result,
farmers are reluctant to grow vegetables for the plant. Morover, the price
paid to farmers may no% be sufficiently attractive during certain periods of
the year when other market outlets become more interesting. Finally, it is
difficult for the farmers to obtain timely inputs, such as seeds and
fertilizers, and to deliver the produce to the factory. The previous company
provided both inputs and transport to the farmers. The present incentives
offered to the farmers are less interesting than those given by the previous
company .

There are no data on production costs for the two farms operated by the
company. Still, the low level of land utilization and improper farming
practices suggest that vegetable production costs are very high on PVP's farms
in relation to those of most farmers in the region.

The low quality of output of dehydrated vegetables has resulted in market
rejections of PVP's products, which in turn, have reduced revenues for the
company.

In order to be profitable the company must be able to identify products
with the highest profit margins and concentrate its efforts on these. It has
to arrange for the timely delivery of high quality vegetables to the plant.
The contracts to be arranged with the farmers, including various services to
the farmers, must be sufficiently interesting to them so that vegetables
prices paid to the farmers can remain compatible with the profitable operation
of the plant. The plant must use its installed capacity fully and produce
products which meet the quality requirements of the world markets. The company
has failed on all accounts and the result has been continous losses as will be
analyzed below in Table 7.2.11.

Table 7.2.11: Profits and loss accounts
('000 shillings)

1985 1986 1987 1988
Sales 559 1,477 529 3,822
Other income - - - 161
Total income 559 1,477 529 3,983
Cost of sales 1,039 1,217 843 5,581
Salaries 292 891 832 3,208
Repairs/maintenance 142 220 529 1,453
Others 1,141 1,283 1,478 3,131
Depreciation 2,110 1,745 2,061 2,060
Total cost 4,724 5,356 5,743 15,433
Loss 4,165 3,879 5,214 11,450

Source: PVP
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As can be seen from Table 7.2.11, losses have been high and have
increased substantially since the company resumed production in 1986. Unless
drastic measures are taken ICDC will have to continue to supply PVP with new
funds each year to cover the losses.

Although the final accounts for 1988-89 and for the first 6 months
1989-90 were not made available to the mission, current data indicate that the
situation has not improved in 1989. In fact, losses have probably increased
even more.

In January 1990, ECA went under receivership in the UK. PVP has thus lost
its only organized market outlet to world markets. It seems highly doubtful
that PVP will be able to market most of its produce in the near future. If
this assessment is correct, the company will be building up stocks of finished
goods. As these stocks have a limited shelf life, there is a danger that the
products will deteriorate rapidly in quality, thus rendering them next to
worthless.

(i) Karkets and competitors

Pan Vegetable Processors Ltd. (PVP) is the major producer of dehydrated
vegetables in Kenya, except for a small company in Kiganjo near Nyeri. This
other company has a share of the local market of less than 5 per cent.

The local market is mostly geared towards fresh vegetables hence the
demand for dehydrated vegetables is very small and the majority of the
company's production is therefore exported.

The competition on world markets is very strong mainly from frozen
products. In addition, PVP's products are of relatively low quality and high
price, approximately 40 per cent higher than its competitors.

Local sales are limited to schools, hospitals, the National Youth Service
and the Government.

Before its collapse in 1982 the company - then called Pan African
Vegetable Products Ltd. - used, for all intents and purposes, only one sales
outlet on the international market: Bruckner-Werke AG in Hamburg, West
Germany. This company acted as a partner and minority shareholder in PVP.

Bruckner-Werke is one of the major European companies operating in the
world market for dried vegetables. This company purchases dried products from
all over the world and, after re-processing, grading and packaging, sells a
sophisticated mixed product to soup makers, caterers, canners and retailers.

The co-operation between Bruckner-Werke and PVP was not always a happy
one. PVP complained about low prices and Bruckner- Werke about the low quality
of PVP's products (sve also below).

The collapse of PVP in 1982 terminated this co-operation with the
Bruckner-Werke.
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When production was taken up sporadically in 1987, the gquality of the
products was very low and the company faced great difficulties in marketing
the production. In late 1988, PVP teamed up with E.C. Arnold Ltd. (ECA) of
Heckington, Lincolnshire, England in order to have them act as their sales
representative in European markets. An agreement was signed in January 1989 in
which ECA was to:

- sell the redundant stock held at PVP warehouse
- produce a production plan for PVP for the first six months of 1989
- establish a sales forecast for ECA for PVP's 1989/1990 crop

The majority of the stock was shipped to E.C. Arnold Ltd. The initial
shipments were of the required quality and therefore sales was achieved.
However, subsequent deliveries did not meet the agreed quality requirements.

PVP's producticn plan for the first six month never met assumed targets.
Production, mainly cf cabbages with some beans and carrots, was much lower
than was expected. This caused delays in providing trial quantities to
customers who were prepared to place forward contracts.

E.C. Arnold did actively promote PVP by attending a number of exhibitions
and making several foreign trips, visiting agents, food fairs, and
exhibitions. The result of E.C. Arnold Ltd.'s promotion activities on behalf
on PVP was positive and apparently a number of contracts was agreed.
Considerable amounts of money was spen. by E.C. Arnold Ltd. on these promotion
activities,

In the agreement with E.C. Arnold Ltd., during the first six months, E.C.
Arnold Ltd. was to distribute PVP's products in USA, France, Austria and
Switzerland. E.C. Arnold Ltd. was to cover directly, through their export
department, Holland, Belgium, Scandinavia and Ireland.

E.C. Arnold Ltd. went bankrupt in the beginning of January 1989.

The available material shows that there may have been major problems
between E.C. Arnold Ltd. and PVP in the areas of production and quality
control. The same complaints that were made by Bruckner- Werke regarding
substandard products and irregular deliveries were also made by E.C. Arnold
Ltd. before they collapsed.

As a result of follow-up meetings related to PVP, the mission was
informed that the Nairobi based firm Ex-Ken, an exporter of dehydrated
vegetables, has had business relations with PYP since 1987.

The major events in Ex-Ken's relationship with PVP can be summarized as
follows:

- Ex-Ken signed an agreement with a European importer of dehydrated French
beans for the delivery of 100 tonnes of dehydrated beans during 1987.

- In a contract between PVP and Ex-Ken. dated 22 July 1987, it was agreed
that deliveries should be carried out as follows:

18 October 1987 24 tonnes
12 November 1987 24 "
30 November 1987 (at the latest) 26 "

22 December 1987 16 "




Id: 2331r - 153 -

- PVP managed to deliver only 8 tonnes of dehydrated French beans in 1987.
The European buyer made three trips to Kenya in 1987 to assist PVP in the
processing of beans.

- The contract included a paragraph where PVP agreed to replace any
consignment, at no extra cost, in case the product was rejected due to
deficient quality; no complaints were made about the quality of PVP's
products.

- The contract gave Ex-Ken first right of refusal to re-negotiate for the
purchase of beans for 1988.

- A new agreement was entered for 1988 for the supply of 100 tonnes of
dehydrated French beans; the total deliveries for that year amounted to
24 tonnes.

- For 1989 there was no formal contract but reportedly an understanding
that PVP should supply 50 tonnes of dehydrated French beans during that
year; a total of 16 tonnes were delivered.

- Ex-Ken came to the conclusion that the inability on the part of PVP to
deliver products according to agreements was due to lack of raw material,
shortage of fuel oil and manpower. As a consequence, and in an effort to
facilitate the deliveries from PVP, Ex-Ken purchased and paid for fresh
beans which were delivered to the plant, arranged for supply of fuel oil
and advanced payment, and forwarded payment that was used for the workers
wages. The amounts thus paid up were deducted from the money paid to PVP
for delivered products.

In addition, in a telex from a German importer to Ex-Ken, dated 12
January 1990, there was a ' firm order for 5 tonnes of dehydrated cabbage'" a
delivery which had been signed by Arnold Ltd. The telex alsc included "order
for all stock and all further production for reliable accounts”.

This message must have arrived before, or at the time PVP were informed
about the collapse of E.C. Arnold Ltd. The offer was reportedly communicated
to PVP but rejected.

This episode shows:

- that PVP has had great difficulty upholding commitments for deliveries of
contracted products;

- that PVP can produce a product acceptable to the European mariet; and

- that PVP has demonstrated lack of flexibility to exploit possible market
outlets.

On account of the present situation, a dialogue between PVP/ICDC and
Ex-Ken may be rewarding in the efforts to find a solution to the PVP's
marketing problems.

According to market research made at Bruckner-Werke and E.C. Arncld Ltd.,
the market in Europe for high quality dried vegetables is very good but
extremely quality conscious.
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If PVP is to have a chance to compete on the world market there has to
be improvements in various parts of its production. There are several
bottlenecks that have to be removed. One of those is in the field of quality
control, a problem area which has also been pointed out by PVP's previous
representatives in the UK and Germary. The prodvct lines alsc require major
urgent attention. The problem here is not only : question of volume but also
of reliability of deliveries. A customer must be able to rely on the agreed
delivery times and quality specifications.

In the case of marketing, PVP has been relying on only one major
distributor, on the export market, both before and after its collapse in 1982,
This implies a substantial risk on PVP's part, as the experience in 1982 with
the collapse of E.C. Arnold Ltd. has so painfully proven. The company is now
building up a stock which might be very difficult to sell since it is of very
low quality and tends to deteriorate quickly.

There is also another company, Deco Foods Ltd. in Israel which is in the
picture. DECO FOODS has placed an order with the company for approximately
KSh 9 millon. It is not known to the mission what kind of arrangement PVP has
with this firm, or whether this will result in some kind of representation
relationship or if the contact with Deco Foods is a 'one-off' event.

What is urgently needed, is to find new sales outlets to replace E.C.
Arnold Ltd. in Europe. It is the mission's opinion that not less than three
agents should be found. One for UK to follow up the market created by E.C.
Arnold Ltd., one in West Germany, and a third in F-ance, another market which
has previously been penetrated by E.C. Arnold Ltd.

A fourth market that might prove interesting is the Scandinavian
countries. This market has the advantage of not having the tariff barriers of
the EEC countries.

It is recommended that PVP makes a survey, with help of the trade
commissioners attached to the Ministry of Commerce, in the above mentioned
areas in order to find suitable candidates to represe "t the company on these
markets.

One customer wno appears to have an interest to continue some sort of
co-operation with the company is Brook Bond Ltd., UK. However, it should be
investigated whether or not they could act as an agent following up the work
already <one by E.C. Arnold Ltd.. The saine goes for Batchelor Foods Ltd., LK
which apparently has also showed an interest in PVP's products.

Although the hbudget for sales promotion is only KSh 500,000, PVP has
taken part in recent food fairs: the food Fair in Paris,the International Food
Exhibition in London, and the Anuga Food Fair in Koeln, FRG. Other
international promotion activities are distribution of samples via Kenya's
Trade Representations in various countries.

On the local market the company is taking part in Fairs as well as
performing demonstrations in various governmental institutions, schools,
hospitals, and so on.

The major sales constraints on the local market, is the lack of demand
for de-hydrated vegetables.
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On the international markets the constraints are: strong price
competition and freight costs. Another factor that increases the price on the
European market is the tariff imposed by the EEC. Lack of representation and
funds for sales promotion adds to the difficulties PVP has to market its
products on the international markets.

Packaging is an area which appears to have been neglected and needs
urgent attention. Some deliveries to E.C. Arnold Ltd. did contain impurities
that could be traced back to damaged or improper packaging.

(j) Policies

In general, PVP being part of the vegetable processing industry, benefits
from the current emphasis in Govermment policies and strategy towards
high-value production with export potential, employment creation -
particularly the employment of women - and district focus. However, the
competitiveness of the company's products, being largely export-oriented, are
particularly sensitive to the country's exchange rate, import and export
policies and tariff rates. In addition, PVP, in order to process vegetables
requires important inputs of imported or locally produced good such as oil
products and packaging materials. The prices of these products, depend, in
turn, on the exchange rate and import and tariff policies.

The Governments' policies towards agriculture and particularly the
support given to farmers and outgrowers in the form of qualified extension

services, training and acquistion of required inputs also are important
influences of the competitiveness of the company's products.

(k) Constraints

Management and organization

Lack of qualified and experienced managemenrt, including top management;

- High turnover of key management perscnnel;

- Short length of time the management team has been at the firm;

- Several key positions are vacant and should be filled as soon as possible;
- There has not been sufficient delegation of decision makirg to lower
levels. Because of this, the production of the company has been
suffering. The allocation of personnel and inputs, repair of irrigation,
equi~ment and so on has prevented :imely and expedient execution of work

at the farms.

Human resources

- Unattractive salary structure and working conditions making it difficult
to attract and retain key management and skilled wcrkers;

- Lack of adequately skilled labour;
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- Lack of technical training on-the-job in the maintenance and repair
sections;

- Insecure position of casual labourers;
- A large number of turnovers in the vegetable farms due to low pay;
- Little or no funds for training of any kind.

Financial structure

- The company does not have access to credits. As the company is operating
at a loss, ICDC is forwarding cash for payments. The lack of credit
negatively affects the company's performance since routine purchases can
only been done with serious delays.

Building and installations

- There is only one processing line operational at present; in this line
the three first units in the preparation section are defunct rendering
this processing line unable to operate at rated capacity.

- The stand-by generator, which is designed to supply electricity to the
driers in case of power cuts, is out of order; hence certain quantities
of products may be spoilt in case of power cuts.

- The refrigeration installation in the coldroom is not operable.

- The boiler plan, although in working order, cannot be adjusted
sufficiently to the steam requirements, significantly below designed
plant capacity, hence the drying process is highly energy consuming.

- The extensive manual handling of the product after driers, since there
are no conveyors from che driers to the selection table buffer bin and
after the selection table, results in excessive exposure of the finished
products to direct human contact. This has an adverse effect on product
hygiene and hence product quality and market value.

- The facilities for personal hygiene are inadequate with the result that
there is a constant danger of contamination of food products, by
bacterial and other organism. This contamination may render the product
unfit for human consumption.

- A possible constraint for future operation of the plant is the current
dehydration technology.

Inputs
- Raw material is not available in sufficient quantities at any time;

- The quality of the raw material is frequently not up to standard, which
adversely affects the quality of finished products;

- The above constraints are the results of mismanagement of the company's
farms and lack of an appropriately organized outgrowers system.
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Product range

At present there are no constraints.

Flant performance and economic performance

- Plant utilization is extremely low; in 1989 it was 16.4 per cent of
installed capacicy and about 30 per cent of available capacity;

- Energy consumption in the dehydration process is high;

- The quality of the finished product, and especially the hygiene quality,
is of sub-standard;

- Recurrent production costs are higher than revenue;

- There is no strategy and operational plans for the development of the
company. The company also lacks a clear set of objectives;

- There is a lack of an incentive system.

Markets and competitors

- The company urgently needs a thorough export market survey of the
possibilities for its products in export markets;

- The company does not have a sales organization with representatives in
Europe;

- There is a lack of knowledge of the domestic market for fresh vegetables.

bt

.3 Rehabilitation requirements

Management and organization

- All vacancies in middle management level should be filled as soon as
possible. In the mission's opinion, the salary and conditions of work at
PVP need to be urgently examined and restructured so that adequately
trained management can be attracted and retained at the company. This is
in order to build up a continuity in experience and efficiency in
decision-making and performance. The mission has strong doubts that
these changes would be forthcoming if the company remains parastatal.
However, the changes may be much more easily introduced if the company
were privatized.

- A system of rewards and bonuses should be introduced for performance,
punctuality and so on. This is valid for all levels in the company. As
it is now, the turnover of personnel especially in middle management
level is abnormally high. Most of the management has been employed for
only a few weeks or months at the most.
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- The bureaucracy is also a serious obstacle in the everyday operation of
the company. For instance, purchasing of spare parts and other
necessities has to be approved far too highup in the organization,
sometimes at the level of the Board of Directors. Instead of obtaining
an essential spare part the same day that it is needed, it is sometimes
necessary to wait months before the decision is taken and the part can be
purchased and replaced. People in the middle management level should be
given greater autonomy in order to minimize these kinds of delays, or
better, the company should be re-organized into separate profit ceutres
for farms, factory, purchase, sales and administration departments.

Human resources

- Most of the company’'s current management team are unqualified and
incapable of managing in the current crisis conditions. To make matters
worse, most of the staff at the supervisory level lack relevant skills.
This is largely due to the fact that they lack appropriate craining which
is unavailable within the company. A particular weakness is that the
company's maintenance and repair section does not have the requisite
training to provide adequate service for the production lines. The poor
salary structure and working conditions at the plant and the company
farms has led to a situation where labour tunover is high and workers are
demoralized.

- This situation should be immediately addressed by the company. It should
make full use of available training facilities and financial support for
required skill enhancement. It should consider incentive schemes to
motivate the workers. Such schemes may include free meals tor each
shift, periodic bonus pavmeuts and enccuraging sports and cultural
activities. The company should seek to employ suitably qualitied
mechanical engineers and also provide systematic on-the-job and formal
training in maintenance and repair procedures. The introduction of a
system of scheduled maintenance procedures is also called for.

Financial structure

- Given its current financial situation, the company does not have access
to credits or additional working ~apital. The company has been operating
at a loss for some time. This lack of access to credits or additional
working capital has adversely affected the company's performance; even
routine purchases can only be made after considerable delays. Financial
restructuring of the company within the framework of the rehabilitation
plan is urgently called for.

Buildings and installations

- At present, the company has only one processing line operational.
Unfortunately, this line has three units in the preparation section which
are not operational. This means that the line is unable to operate at
rated capacity.

- There are additional problems. The stand-by generator, which is designed
to supply electricity to the driers in case of power cuts, is out of
order. Thus, if there are power cuts some products may be spoilt.
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- The refrigeration installation in the coldroom is also not in working
order.

- Although the boiler p1 . 1s in working order, it cannot be adjusted
sufficiently to steam requirements below designed plant capacity. This
means that the drying process is highly energy consuming.

- The extensive manual handling of products after they are dried results in
excessive exposure to human contact. This excessive human contact has an

adverse influence on product hygienre and hence product quality and market
value.

- The plant's facilities for personal hygiene are iradequate. This implies
that there is a constant danger of contamination of food rpoducts with
bacteria and other organisms. This contamination may render the food
products unfit for human consumption. It is also likely that the current
dehydration technology will not be suitable for future expanded
oeprations.

- From the above, therefore, there is an urgent need to refubish the
preparation equipment in processing Line I to allow for full utilization
of the dehydration capacity of this line.

- A rehabilitation plan, within the framework of the overall company
rehabilitation plant, should be introduced for the processing plant.
This plan should include an examinition of alternative dehydration
technologies as an important component.

- Finally, there is an immediate need to improve the hygienic conditions at
the plant.

Inputs

- The fact that raw materials are available in sufficient quantities at any
one time is a serious obstacle to production. Alsoc, the quality of the
raw materials, when available, is invariably not up to the required
standards. This has an adverse effect on the quality of finished
products.

- The irregular and unreliable supplies of raw materials and the poor
quality of raw materials, when available, can be traced directly back to
mismanagement of the company's farms and a poorly organized out-growers
system.

- Rehabilitation of the company would require that an appropriately
constituted farm development plan be implemented as a matter of urgency.
Also urgently required is a properly organized out-growers system which
includes extension services, with people with appropriate qualifications,
input supplies and credit facilities.

Product range

- The existing product range is not a constraint in the current situation
of the company. However, the product mix may need to be re-assessed
depending on the results of a market survey as detailed in the
rehabilitation scenarios discussed in the next section.
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Plant and economic performance

- The rehabilitation requirements for improved plant and economic
performance are detailed in the previous sections, Financial structure,
Buildings and installations.

Markets and competitors

- PVP is, the only major pruducer of dehydrated vegetables in Kenya. The
market in Kenya is mostly geared towards fresh vegetables, hence the
demand for dehydrated products is very small.

- The company has, therefore, from the beginning concentrated its sales on
export markets mainly in Eurcope.

- E.C. Arnold Ltd., the only representative of PVP had after its collapse
in 1982, went into receivership at the beginning of January leaving PVP
without any sales outlet on its only market.

- The situation is obviously very critical and it is most urgent that PVP
finds other representatives in Europe as soon as possible since the
factory is now building up a stock of highly perishable products with no
possiblity to sell them.

- It is, therefore, strongly recommended that a market study for dried
products is performed as soon as possible, mainly for the European
market. This study could also include the search for suitable sales
agents in the area, or areas which according to the study looks rst
promising. UK, West Germany and France are likely to be good markets for
this type of product. In this regard, UNIDO with the assistance of ITC,
Geneva, may ve contacted for assistance.

It is also recommended that the market for fresh vegetables in Kenya be
investigated. With the farms operating with higher efficiency, part of the
production could be scld on the local market thus generating a more steady
flow of cash than the export business generally does due to bulk deliveries a
few time per year and subsequent irregular cash flow.

- Contact should be made as soon as possible with previous customers like
Brook Bond Ltd. and Batchelor Foods Ltd. in order to revive previous
business relations.

- Careful attention should also be paid to product quality if the company
expects to have any success on the sophisticated European market.
Rigorous quality control is for the moment one of the most urgent
measures that has to be taken by the company. Earlier comments made by
PVP's representatives in Europe indicates that the products coming out of
the factory have been of inferior quality. Deliveries have also been
: rregular and not according to signed agreements. The removal of these
inefficiencies should be accorded high priority.
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Policies

- PVP benefits from government policies which support exports and
production which mainly utilizes domestic raw materials and is relatively
labour intensive and based in rural areas. But given that increased
exports of processed vegetables requires that price and quality of PVP's
products be competitive in world market, it is essential that government
authorities are aware of the extreme sensitivity of the prices of PVP's
products in export markets to the prevailing exchange rate. If,
therefore, the Kenyan shilling becomes overvalued, PVP will find it
difficult to compete on international markets. This could have
disastrous consequences for the company. In addition, PVP, in order to
process vegetables, requires important inputs of imported or locally
produced goods such as oil products and packaging materials. The prices
of these products depend in turn, on the exchange rate and import and
tariff policies. PVP therefore, with the rest of the vegetable
processing industry, would clearly benefit from moves to liberalize the
country's trade régime and market liberalization in general.

- The proposed changes in the country's tax system, especially VAT, and
export and import tariffs would certainly be of benefit to PVP and the
vegetable processing industry. PVP’'s successful rehabilitation would
also require additional support to farmers and outgrowers in the form of
extension services and training and for the acquisition of needed inputs.

Rehabilitation scenarios

- The company is in cerious crisis which has been aggravated by the fact
that ECA in the UK was placed in receivership in January 1990, thus
cutting PVP off from its main market outlet. Acccording to government
officials, socio—-economic considerations were major factors behind the
establishment of the company in 1984. The discussion below will outline
several policy options and their probable effects on the company and on
the attainment of the Government of Kenya's development objectives.

i) Alternative scenarios

- The first scenario is to assess the rehabilitation of the company on
purely commercial grounds. There are good reasons for liquidating the
company. [t should be done immediately to minimize losses. The plan:
should shut down operations as socn as possible. The liquidation of the
company would include, selling off the two farms, the estate where the
general manager is lodged, the factory buildings and associated land,
factory machinery and vehicles. (One of the farms may still be the
property of the Government and could then not be sold). However, the
proceeds from the sale of the company assets would probably not cover
more than a small part of the ICDC contributions to PVP.
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The major commercial reasons for liquidating the company are:

- It would require concerted efforts and new investments to rehabilitate
the company. According to ECA, PVP's products had a poor reputation in
Germany. ECA has made serious complaints about the quality and modalities
of PVP deliveries. Without significant rehabilitation and restructuring
the company may have difficulties in penetrating export markets. Under
present circumstances, the chances for PVP to return successfully to
world market for dehydrated vegetables should not be over-estimated.
Taking all these factors into consideration, the rehabilitation of PVP on
strictly commercial grounds would appear as a risky undertaking with a
relatively low expected yield.

- The second scenario would consider social and national development
objectives as well. Under this scenario there are important reasons for
maintaining the company.

- Vegetable production czn be very labour intensive, the input of labour
(measured by the number of man days) per hectare can be very high in
vegetable production compared to other crops. One of Kenya's major
development objectives as outlined in "Sessional Paper No. 1" and in
the"Development Plan 1989-1993" is employment creaticn. Another important
development objective is to increase exports. Vegetable production and
processing satisfies both these objectives.

- It would appear as if the agricultural land and the climate are
particularly suitable for vegetable production in the Naivasha and
Kinangop areas. It is likely that a rapid increase in production of fresh
vegetables for the domestic market would lead to a severe fall in prices.
The combination of good land, climate and farmers experienced in
vegetable production, suggests that Kenya nas a comparative advantage in
vegetable production. Moreov.r, production peaks occur at times of the
year when, for example European producers have little possiblities to
produce at low costs.

- Vegetable production in this region should have favourable future
prospects and within this context, the company could perform an imp:rtant
role. It can provide the farmers with a secure market outlet for
vegetables. Moreover, the company could stimulate improvements in quality
and higher yields. In many areas in the industrialized countries the use
of chemicals are frequently very high, often in an already polluted
environment. Consumers in the industrialized countries may be willing to
pay a premium price for high quality products produced with little if any
non-organic substances. This trend will probably increase in the future.
For this reason utmost care should be exercised to maintain a healthy
environment in vegetable production in Kenya.

- The exports of fresh high quality vegetables to Europe could be a growing
market for Kenya. Moreover, the market liberalization in Eastern Europe
and the Soviet Union may open up a very important market for fresh
vegetables. A market survey is clearly needed to assess the export
markets for fresh vegetables. Bottlenecks in air freights should be
removed.
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- The future market prospects for dehydrated vegetables have to be
ascertained. Since the inception of the plant in 1975, consumer
preferences have changed, incomes have grown and new technological
advances have taken place. It has to be thouroughly investigated whether
the plant should continue to use the current dehydration technology for
vegetables or shift to other processing techniques. The value of the
machinery represents only a small part of the assets. For this reason
alternative uses of the company's assets should be explored
systematically which may include re-orientating the plant towards, for
instance, sorting, grading and packing of fresh vegetables for both
export and the domestic market.>’

- In the near future, the lack of a market outlet for the produce, and the

- already large build up of stocks, suggests that plant activities should
be reduced to a minimum, pending the results of intensive marketing
efforts. In the past revenues have not covered recurrent costs. The
situation is further aggravated because at the present rate of
production, the value of stocks increase at about KSh 2 million per
month. If a solution has not been found to the marketing problems within
a relatively short time period, tentatively 2-3 months, the dehydration
processing line should be closed down. This would allow time to consider
appropriate action which takes into account the necessary marketing
surveys mentioned above.

- Immediate actions to reduce costs and improve economic performance will
be discussed later.

- The third scenario, resembles the second scenario insofar that urgent
measures have to be taken to improve the economic performance of the
company. The main difference being that the company would not explore
possibilities for diversification, and physical r=habilitation of the
plant would commence immediately.

ii) Preferred scenario

- It would appear that the second scenario is best suited to contribute to
the GOK's development objectives and an outline rehabilitation concept
has been elaborated on this assumption. This is illustrated in
Figure 7.3 where the time dimension is also considered.

- Three major constraints for rehabilitation efforts are initially
addressed, namely the market, the management of the company, and the
crisis situation in the two PVP farms.

- The market study should be carried out, at the earliest possible

opportunity, and the sooner a formal request is made for UNIDO
assistance, the better the ctiming of the following actions.

1/ But it should be noted that the local market for fresh vegetables is
quite competitive.
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- The result of the market study is the key to an appropriately designed
rehabilitation process for PVP. The market study is expected to provide
information on the demand situation for vegetables and vegetable products
on the world market, including type of products, prices and competitors.
The rehabilitation requirements of PVP can be formulated on the basis of
answers to the following questions:

- What vegetables should be grown?

- When should they be grown?

- Which vegetables should be exported fresh and which should be
processed?

- What processing of vegetables should take place (Should the company
continue with dehydration or change technolagy, for example, to
freeze drying)?

- Is there export market demand for vegetables produced with little or
no non-organic components?

- Following the completion of the m.rket study, UNIDQO should prepare a
Memorandum on future actions to be taken. This should then be submitted
to the Ministry of Industry and ICDC for consideration and decision.
Subsequently a request should be made by the Ministry of Industry on
behalf of the GOK to UNIDO for assistance to prepare a detailed
rehabilitation plan.

- It may very well be the case tnat substantial modification will be made
in product range and also in the choice of future processing technology.
The detailed rehabilitation plan will thus give an account of suggestions
for technical solutions, process flow diagrams, outline technical
descriptions and cost estimates. 't will also contain cost and price
calculations necessary to present an economic analysis of the company
based on the required investment.

- Due to the crisis situation confronting PVP, no efforts should be spared
to expedite all matters involved in line with the time frame given in
Figure 7.3.

- The rehabilitation plan for PVP is a working document for the subsequent
actions to be taken, In addition, it provides essential background
information, data on the future of PVP. For instance, should it be the
intention of the Government and ICDC to change the financial structure
and ownership of the company, such decisions can then be based on
qualified assessments of the appropriate future operations of the
enterprise. Potential partners, Kenyan and/or foreign, will also be in
the position to make their own assessment and justification of the future
potential of the company. Liquidating PVP before a plan of rehabilitation
has been made would probably result in heavy losses to ICDC. Waiting
until the rehabilitation plan is ready would minimize the losses to ICDC.
This is one major reason why the UNIDO mission would favour this
scenario. However, in case ICDC does not commit itself vigorously to this
scenario the company will certainly fail, and should therefore be closed
down as explained in the first scenario.
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- When the financial structure and ownership are decided upon, the future
management of the company should be constituted to ensure qualified and
dynamic ieadership. Funding of the rehabilitation must be determined at
this stage, but preferably investigated earlier. Close liaison with UNIDO
and the request for assistance to identify potential foreign financial
institutions, should be made as soon as the plan of rehabilitation is
available or even earlier. Actions along these lines are fundamental for
decisions on implementation of the rehabilitation and upgrading of PVP.

- Given that the timing presented in Figure 7.3 is followed, the
implementation phase could start in about seven months, initially with
preparation of the required documents for procurement of equipment.

- The management of PVP is of great concern. Rehabilitation of PVP is not
meaningful unless the top management is replaced. It is the opinion of
the mission that the present management is incapable of taking any
initiatives, or even carrying out the actions under B. and C. in
Figure 7.3.

- The mission strongly recommends that ICDC takes action to restructure and
replace the PVP management as deemed necessary, at the latest when the
plan of rehabilitation is available. This provides ICDC with a leeway of
about four months. The appropriate management support must be provided as
soon as possible to solve the immediate managerial constraints. Such
management support may be available within ICDC or, for instance, the
Kenya Institute of Management. Another alternative would be for ICDC to
request assistance from UNIDO through the Ministry of Industry.

- PVP should immediately decide whether to continue plant operation or stop
production temporarily until a reliable market outlet is identified and
deliveries are secured. The consequences of continued production are
discussed earlier in section 7.3. The decision may not necessarily follow
the two alternatives shown in Figure 7.3 The best solution may be a
temporary stop for the period necessary to per.orm required refurbishing
of processing Line 1. This would include:

i) Repair of:
- the feeder hopper
- the soil remover
- washer 1
- conecting conveyors or sScCrew conveyors

ii) Installation of a feeder conveyor from the floor level to the top of
the feeder hopper to facilitate manual loading of the feeder hopper.

iii) Installation of conveyors between the drier outlet and sorting the
table buffer hopper.

iv) Installation of a conveyor between the sorting table outlet and
installation of a a bagging-out hopper.
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v)

Improvement of hygiene conditions in the toilets and washrooms and the
routines all of which has been discussed in section 7.2. The hopper and
the conveyors to be installed according to (ii) - (iv) may be available
in the factory and be used after some modifications. The total cost of
refurbishing processing line 1 is probably in the order of Ksh 100,000 -
200,000 depending on the extent existing equipment in the plant can be
used.

Significant and continous losses for the company are made on the farms as
a result of mismanagement, which affects both land values and output from
the farms. A comprehensive farm development plan is urgently needed. Such
a plan should be implemented in stages as far as investments are
concerned, and within a short period of time when it comes to management,
organization and the status of the agricultural units within PVP.

Rehabilitation of the farms is expected to be highly profitable
regardless of their future use. Farm land, which is well managed in all
respects has a much higher market value than if mismanaged. Hence, if the
farms are put in good order, it will be an advantage if it is decided to
sell the farms. It is the opinion of the mission that the farm units,
Naivasha and Malewa farms, should form separate profit centres with
budgets of their own. Responsibilities and authority to act must be
delegated to competent management teams which should also have
obligations to the PVP processing plant in terms of supply of raw
material according to a pre-determined plan.

The proposed farm development plan should be elaborated by the
strengthened PVP management and ICDC as soon as possible. The outline
terms of reference should include:

detailed plan for rehabilitation of Naivasha farm drainage system,
including leeking out of saline soils;

finance and investment requirements:
- drainage;
- irrigation equipment;
- machinery and equipment;
- labour requirements;
~ outline cropping pattern and estimated yields;
- inputs including cost estimates;
- costing and pricing of vegetable production by crop;
- financial and economic return calculations.

The plan should be finalized by the end of the third month, subject to

consideration by PVP/ICDC. Implementation should commence forthwith.

An organized outgrower system is vital for a rehabilitated PVP factory

already from the very onset. The required arrangements can probably be made
directly between a new PVP management and the larger outgrower farms around
Lake Naivasha. In case of the small outgrowers in the Kinangop area it is the
opinion of the mission that HCDA should be requested to plan and implement an
outgrower organization. It may very well be the case that such outgrower
cystems should adopt the main lines of the Horticultural Production Centres
successfully established in a few other locations.

Efforts should be made to obtain the necessary funds for the small-scale

outgrower system through bilateral aid.
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CHAPTER 8: PLANT PROFILE
CERAMIC INDUSTRIES (EAST AFRICA} LTD.

$§.1 History of the Companv

Ceramic Industries (East Africa) Limited is located on Kitui Road in the
industrial area of Nairobi and was establisiied as a private family-owned
business by an italian entrepreneur in 1968 for the production of crockery.

In 1969 the Industrial Commercial Develooment Corporation (ICDC;
commenced its involvement in the company, atter being approached by the
family, by initially acquiring 25 per cent of the equity and this was further
increased in 1977, when the original family shareholders soid the remaining
part of their equity to ICDC and other local private investors.

Throughout the seventies the company, while it concentrated on the
production of crockery, was profitable. However, a favourable feasibility
study was carried out by the Centre for Industrial Development (CDI) in
1977-78 for an expansion project to diversify into the production of wall
tiles and sanitaryware. As a result of this feasibility study, ICDC and the
other shareholders agreed to implement the project and in 1979 the company
began to expand into wall tile and sanitaryware production.

Unfortunately there were major ccst overruns during the implementation of
the project with long delays in the importation of machinery and equipment and
increases in duty, together with large volumes of imports of tiles and
sanitaryware. The cost-overruns and delays had an immediate adverse effect on
the operational performance of the company, as did the initial difficulties in
selling the new tile and sanitaryware products. These problems caused the
company to make losses in the 1981 financial year.

In June 1981 ICDC approved the investment of an additionmal KSh 2.0
million in the company and Kenya National Capital Corporation (KNCC/KENYAC)
also provided an additional KSh 3.0 million to compiete the expansion
progtamme.

Since 1981 the company has sustained continuous and increasing losses.
These losses have been compounded by technical and managerial problems and a
general run-down of the plant due to lack of spare parts and engineering
expertise. Exchange rate losses caused by the devaluation of the Kenya
shilling has made the company's situation even worse.

A new management team took over the management of the company in August
1y¢5 following the recommendations of an appraisal team appointed by the
shareholders in May 1985, A KSh 14.5 million rehabilitation plan proposed by
the new management commenced in April 1986 but only KSh 7.5 million was
contributed. Most of the cash injection was used for consumables, rather than
repairs to the machinery, so that the rehabilitation programme did not make
any progress.

Despite some attempts at financial restructuring by the conversion of
some ICDC loans into equity and capitalisation of some loan interest payments,
the company was still unable to service loans from other creditors and was
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August 1988. This decision

“inallyv placed under receivership bv KENYAC on ist
the Development and Finance

was lLater endorsed bv another aebenture hoider.
Company of Kenya (DFCK).

Since August 19R8, the receivers, Messrs. Silcock and Shah of Price
waterhouse. have managed the sompanv. [he receivers have recruited their own
3eneral Manager, Financial contreiler, Production Manager, Marketing Manager
and Chief Accountant. recuced s:arting isveis and suspenaded all loan interest
sayments, which has enapied them to acnieve a small operating surplus. These
surpiuses nave been usea to xraduaiiy repair some of the machinerv. The tuture
Jf the company is still very uncerta:in, as it now operates on a three month
time horizon. The crucial issues stiil to be decided upon are wnether the
rompany can pe sold as an cperating entity and the type ot financiail
restructuring, which can De agreed between the receivers and the present
Jjebenture hoiders. [f liquidated, especially in their present s-ate, the
company assets in the tform ot machincery and equipment wouid be worth very
little. Only the buiidings would achieve a realistic saies price. As the
buildings are on ieasehold, rather than freehold land, their vaiue wouid also
be downrated.

3.2 Existing situation

(3) Summary of current probiems

The major problems still facing the company, which are detailed in the
following sub-sections are:

- the lack of technical expertise in all sections of the factory leading to
high losses and poor quality in the production process;

- the lack of trained personnel;
- the poor financial structure with a heavy debt loading;

- the poor condition of much of the machinery and equipment due to lack of
spare parts and trained personnel;

- the poor control on the quality and supply of the necessary raw material
inputs;

- the necessity to firstly improve the quality of the existing product
range and introduce new designs and new products progressively;

- the low capacity utilisation leading to high unit costs;
- the monopoly position in the domestic market except for imports, which

nas contributed to an acceptance ot poor quality standards and has
progressively led to 4 less competitive position against these imports.

(b) Management and organizat:ion

Ceramic Industries (EA) Ltd. is a parastatal with the major shareholder
being the Industrial and Commercial Development Corporation (ICDC).
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he company was started in the 1950s by [talian prisoners of war
sroducing crockery. In the begzinning of the seventies, the Italians withdrsw
and ICDC came into the picture Ly buying a minority share orf the company. In
_980, ICDC acquired 100 per cent ownership of the company and a concomitant
zxpansion of the product range was carried out to include sanitarv ware ana
tiles. At the same time, the market was flooded with imported products such as
w~ail tiles, crockery and sanitaryware which contrituted to the company's loss
3f market share. This. together with the devaluation or cthe sniliing, ana the
Sad quality and obsoiete prouduction apparatus forced the company into
receivership in :389.

Sefore going into receivership, the company suftfered trom many management
oroblems. Managers are appointed by ICDC and some of the .:ppolniess were
rompietely incompetent to run a business of this kind With incompetent tcp
management the problems filtered down to middle management nringing the
rompany into compiete chaos. Maintenance of equipment was ineglicaoted and no
repiacement ot obsolete machinery was made.

it one time the previous, expatriate, General Manager - apparently
otally incompetent - walked out with one days notice. Among tie other
nanagers cher=s was a considerable in-fighting and until r=cently the company
was virtually lett with no management at all.

"he receiver at Ceramic Industries is G. Silcock., a partner in Price
waterhouse.

Jebenture holders are:
- Development Finance Company ot Xenya (DFCK)
- Kenya National Capital Corporation Ltd (KENYAC)

-

- industrial & Commercial Development Corporation (ICDC)

The bearers of debentures function more or less like a normal Board of
Jdirectors and there is good co-operation between them and the Ceneral
Manager. All activities are reported to them via Price Waterhouse and there
appears to by only minor political infiuence with the operation of the company.

The previous Board of Directors included:

cho

DFCK

Mr. W.G. Karuri (Gateway Insurance)

Hon. F.M. Thou (Assistant Minister in Ministry of [ndustry)

Mr. Charles M. Rubia

Mr. B.W.S. Shigoli
The management team of Ceramic Industries (FA)Y Ltd. .t present consists
ot General Manager, a Chief Accountant, a Marketing Marager and a Production
“anager (see Figure R.2.1). diven the critical financiai condition ot the
“irm the number ot middle managers is restricted Lo o minimum, ~ith vacancies
cett untilled, The turnover ot the management team is very high.
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igure §.2.i: Management Structure of Ceramic industries {(EA) Ltq.

3§ of January 1380

Seneral Manager
2eter von Saaf

T

—_ I 1 1
roduction Marketing Maintenance
Manager Manager ! Chief Accountant Manager

.. Matharc 4. Ndeti f M. Parpia Vacant

3ecai.se the company is under receivership, the current management team is
a temporary one. All fcur managers are employed bv Price Waterhouse and work
on a month-to-month basis. There are only minor changes contemplated in this
organization until the matter of receivership is settled. However, it is
contemplated that the General Manager will eventually take over more of the
responsibilities of production, and that the present Production Manager wiil
then concentrate more on ~aintenance and servicing of existing machinery.
In spite of all the difficulties and the fact that this is oniy a tewporary
skeleton statf, the company has not ounly managed to produce crockery, tiles
and sanitery ware but also to sell this production. At present, it has a
backicg ot orders worth KSh 565,000.

The General Manager Mr. von Saaf, age 48, is a German citizen who has
lived in Kenva since 1977. He is a trained banker and has held various posts
for German companies in Africa since the mid-sixties. His previous position
include selling chemicals with Degussa in Nigeria and as export/import manager
in the chemical department of Joss Hansen & Sohne, also in Nigeria. During
this time he came in contact with various ceramic companies and suppliers. In
1977, the Ceneral Manager joined Bran & Luebbe as Managing Director for their
East Africa operations, based in Nairobi. After three years, he left this
company to work for Kenya Industrial Estate, with their special energy
programme. Since 1986 he has run his own consulting business, Professional
Services Ltd, in Nairobi since 1986. He has been hired by the Receiver to be
General Manager of Ceramic Industries (EA) Ltd. for the past 2.5 months. The
General Manager has no technical experience in ceramics but gives a good
impression as a driving and dedicated generalist with a spirit of
entrepreneurship. He also appears to have a strong sense of where the company
should be heading. In addition, in the short period he has been with the
company, tie has acquired a firm idea of the company’s major problems and
potentials.

“he acting Production Manager has been working for the firm since August
1988. He is a construction engineer, but had no experience in the ceramics
industry when he joined the tirm. ie learned a lot about ce.amics while at
factory, but his knowledge is too limited tc recognise technical faults on
products and to rectify them. This is a serious weakness in the present
management structure of the company. His lack of knowledge of ceramics
production has meant that this work must be shared between him and the General
Manager, which is not a very efficient solution. In the present situation of
receivership and lack of funds, there are no plans to fill the position of
Production Manager with someone with specialist knowledge of ceramics
production.
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The Marketing Manager, Mrs. Helen Ndeti. who was trained in the USA,
appears to be auite competent and energetic. She works well but scmetimes
needs assistance in her work. She has a B.A. in Business Administration.
~mphasizing marketing, from Augustana Cellege in Sioux Falls, South Dakota.
She has also obtained a diploma in Internatinnal Marketing after completing a
‘ourse arranged by the International Trade Center in Geneva. She has
oreviously worked for the International Crown Services as an Assistant
Marketing Manager. Since 1v87, she has been working with Price waternouse as
an Assistant Sales Manager im companies under receivership.

The Chief Accountant, Mr. Mohammed Parpia, appears to be a very able and
z00d worker. His background and tormali educaticn was not avaiiable te the
mission. No information was avaiiable on other members ¢l the management at
Jeramics I[ndustries.

Other facters contributing to the weakness of the management structure of
the company inciude:

- the lack of a Personnel Manacger to take nare of administrative matters:

- the absence of a Factory Manager and Ceramicist to ensure the production
3I quality sroducts; and

- the limited time available to the maragement t5 plan (approximately 3
months). Under these circumstances, long-term issues have to make way
tor short-term expediency and day-to-day survival. The result ot this
2nforced myopia is that the structural issues confronting the firm are
not being properiy addressed.

(c) Buman rescurces

l. Management

In general, the management team of the company consists of ~ompetent
individuals that are adequately trained but lack technical <xperience in
ceramics manufacturing. This is particularly true for the ceneral Manager and
~he Production Manager who are often confronted with highly technical problems
which can only be effectively and etficiently handled by a specialist in
ceramics manufacturing. However, they have been able to recognize and address
the general problems of the company on the basis or their broad knowledge ot
management and some years of experience in the company.

Nith regard to the company's marketing operations, the Marketing
“lanager’'s general experience in marketing seems adequate for the current
market situation, orimarily because the demand tor the combany's ceramic
products is greater than what the comnany can supply. Thus, at present,
marketing is not a serious problem for the tirm., 2ut as the production
‘apacity of the company is built up and as it considers producing for export,
4 more erperienced Marketing Manager wouid be needed by the company.

There was not enough information to assess the background of the Chief
Accountant. 2ut he is competent and has adequatie -xperience a4s a protessional
accountant.,
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2. Production departments

2.1 Tile

The tile department ronsists of a superintendent, 5 {oremen, 2 machine
operators, 2 assistant machine operators and i6 workers

The tile department requires extensive use ot machines such as tile
compressors, conveyers, mixers and a kila. This implies that a weil organized
working system and co-ordination in the siant Is imporiant Zor productivity
and also tor the health and satety of the workers.

"he superintendent who has had 10 vears experience in the tactory,
appears tc be competent and well respected by the workers in the plant. He has
had 2 weeks of management training given by the Kenya (nstitute of Management
(KIM) also had three months of technical training with respect ta the cerami:
industry in Indonesia provided by UNIDQ training programmes. tc keeps goad
records of production and searcnes continuousiy tor a better way of doing
things to acnieve higher productivity. The toremen, macnine operators .:nd the
rest ol workers aave no Jormai training other than on-the-job training.

2.2 Crockery

The crockery department consists of a superintendent, an assistant
superinterdent, a foreman, 14 section heads, 39 workers and {3 casual workers.

Due tc the labour-intensive niture of its work, the crockery department
has the largest number cf emplovees in the firm. The department consists of L4
different sections each of which is supervised by a section head. The
superintendent has been working in the Iirm since 1969 and has -=xtensive
experience of crocgery production, but has not had any tormal training
throughout his career. [ncluding tie superintendent all ot the workers except
for one has received no externai %raining other thaun on-the-iot trainiag. They
have simpiy acquired their skill through practical work and the suservision
given by their senior cclleagues. ne junior worker has haa ceramin industiry
training in Japaa for a half year.

2.3 Sanitarywarz
The sanitary department -onsists of a saperintendent, 4 section heads and
L4 workers.

The sanitaryware desartment produces mainly toilet wares znd sinks.
Although it 1s the smallest aumber of workers among the production
departments., warkers are required o have high skills ievel to oroduce
products with complex stapes and often or larger sizes. Despite its high skill
requirements, no worker in this Jdepartment has had outside training in the
production of sanitaryware. ihis iaclades the superintendent.  He holds o
Teaching Dipioma and has been in the present position since Septembnr 989,
He joined in the tirm as the acting superintender:. in the sanitaryware
department in [988. The department consists of si1x different sections; mixing,
moulding, casting, sponging and paratfin test, spraying, and loading and kiln-
firing sections.
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The emplovees involved in moulding reanire ospecialiy nish s<iilts in he
rorrect methods of prenarivz the plaster mix and moulding procedure. However.
the rajority ot the moulds in use in the ractory are ot poor quatity and this
iffects the generai quaiity of ail produces. The 1nadequate training ana skill
_evels ot the workers resullts in rauity products.

1. Qualitv control department

The quality control department consists or 4 superintendent and
2 assistants.

The emplovees in this department were trained on-the-iob in simple
routine quality r~ontrol checks by the cvxpatriate managzers. Theyv do not appear
0 have the required skills tor detailed testing cr ceramic materials. The
sanitaryware department wis campleteiv closed down recsntlv for 4 two week
feriod when the perscn responsitie Tor mWiking the Sanitirvwiare s.ip was on
qoliday, as the laboratory perscnne: delegated o0 sarry ~ut tnis tasik eouid
10t make a suitadble siip tor casting. Nene of the staft have sulicient
training te carry out tne necessary aetailed evaruation ot all the raw
material deposits and Lo formuidte aew Jody cumpusitions fased on thelr
technical Knowiedge.

4. Maintenance Jdepartment
The maintenance department consists of a superintendent aind 4 workers.

Again the maintenance workers have received on-the-‘ob training, but
nobody has had formal training in engineering. They appear (o have adequate
skills in preventive maintenance procedures.

In conclusion, given its precarious financial condition, the firm can
offer very few incentives to motivate and retain workers. Salary levels are
not satisfactory at any level for plant workers and there has been little
growth in salary levels for the last tew years.

n terms of human resources, the employees in the production sectors are
immintently required te upgrades their skill levels with training that cannct e
dcquired on-the—iob. Ffqually ali tne leveis of employees need more training to
unaerstand thelr work better and to ‘mprove the quaiity of products.
Additional training is particuiarly required for supervisors such ias foreman,
section heads and quality contre: inspectors. This would be of reat benetis
to the tirm in the immediate future.

The tirm necds highly skilled experts wno rcan transter the basic skiils
and technology of high quality ceramics production to imprave the general
quality of products, The lack ot technical knowledae of the oroduction
personnel means that certain nroduction faultls occur simpiyv bechanse they are
10t recognised as such. This can Lo seen at ail parts ot the proccessing | ines
' oevery department. Un-the-inh training by coeramics oxXperts wouad be oot
onsiderachs assistancs to oiiminate the proaguction faunlts and a.os0 Lo upgraae
the quaiity of products.
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.d) Finsncial structere

Share capital

“pon establishment as a ccmpany in 1968, with limited liability, ‘leramie
ndustries was authorized to issue 3,200.000C ordinary shares at Xsh 5 each.
Authorization was <iven, .ils0 to issue 400,000 preterential rarticipating

shares at KSh 5. f(he preferential shares yield i4 per cent cumulative
payments. The total authorized capitai base 1s KSh I8 miilion.

currently (as ot 3lst January i990), the subscribed capital investment in
zhe company is XSh 16,000,000. The equity issue consists of 2,¥21,200
drdinary shares and 400,000 preferential participating shares, iaitially
purchased, respectively, at KSh 14,600,000 ana KSh 2,000,000.

The present (as of end 1989) distribution of shareholding is shown in
Table 8.2.1 below.

ible 8.2.%: Sharehoiders in Cerszic .adustries {(ZA) Ltd.. 1989

ordinary shares)

Shareholder  Nationaiity Particulars Shares

ICDC Kenyan State Corporation 1,385,200
ICDC Kenvan State Corporation 531,600
DFCK Kenyan Foreign, State (orporation 496,000
ART Kenyan State Corporation 200,000
OTHER Kenyan Private Individuals 208,400

Source: Financial statements of Ceramig Indusiries‘iééi_iimitéd.

The Government hoids, in one way or another, all but 7 per cent uf the
equity in the company.

The four governmental shareholders are: (i) a wholly government-owned
investment institution (ICDC); (2) a finaucial institution (DFCK) that is
ywned jointiy by the Government of Kenva, the commonwealth Ueveliopment
Corporation, the German [levelopment Corporation and the Netherlands Finance
Company; (3) A -ican Retail Traders (ART) a retail and wholesale distributor
(ART), and (4) the ICDC luvestment Company, which is connected to ICDC. The
[CDC Investment Company manages the tunds of about 14,000 small tinancial
investors.

Five Directors make up the Board of Directors. The two major
shareholders, [CDC and DFCK, each, appoint a Director. Three other Directors
serve on the board. They are V.(C. Omoke, Chairman, . Rubia, and F. Thuo,.

The company is a parastatal by de facto ownership, hut it was not always
in the public sector. Ceramic Industries was an enterprise in the private
sector when it was establisbed in 1968. The size of the initial capital
investment is not known. As mentioned earljer in this rhapter, the company
was started by a family of Italian origin, who had settled in Kenya.
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ibout 3 vear after the “.mpanv was started, in 1969, the family

oproached ICDC about investing in the business. As a result of this
approach, [CDC became a holder ot 25 ver cent of the equity in Ceramics
.ndustries. The familv scld itts holdings of equity in 1977 to ICDC and
orivate investors. When the company went into receivership, about a quarter
3f the ordinary shares were n=ld Lty private investors in Kenva and three-
juarters by ICDC and its artfiliate, the ICDC Investment Company. [hese
investors, especiaiiy the private shareholders, reduced their holdings, which
were taken up by the DFCK and ART.

Tlie distribution of shares today (1 February i990) shows that ICDC
holds 47 per cent of the issued ordinary shares outright. [CDC holds another
22 per cent through its atfiliate, the [CDC Investment 'jompanv, on Dehalf of
many investors. iowever, 7 per cent of the issued ordinary snares are neid by
orivate investors. T[he remaining 24 per cent or :he shares are held by DFCK
t17 per cent) and ART (7 per cent).

Table 8.2.2 shows the distribution of crdinary shares in Ceramic
industries during the past two financial years, 1988-39.

“abie 8.2.2: distribution of ordiznsry shsres v Ceramic Industries

.z .388 and 389

{per cent)

End of the Financial Year

Shareholder 1987/88 1988/89
ICDC 32.34 47.42
ICDCIC 26.24 Zl.62
DFCK - 16.98
ART - 6.%5
Private individuals 22,42 7,13

Sources of financing

“eramic Industries has horrowed heavily from three financial institutions
and failed to keep up the requirad repayments. Unpaid interest has heen
:apitalized. The major debenture holders are the Kenva Naticnal Capital
Corporation (KNCC), DFCK and ICDC., In the aggregate, the major dehenture

~+

nolders to have claims tor KSh 32.7 wmillion on loans, acrrued interest, and
penalties wheu the rompany was piared under receivershin., Another KSh (7.2
miilion is owed to traaing ~reaitors and KSh 3.8 miilion to preferential
creditors.

he state of Cercmic Industries’ indebtedness can be seen in the balance
sheet of 31 July 1988 shown in Table 8.2.3.
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Tibie 8...3: Jeperture halders creditors  ing 32¢uats
3§ at 1. Julv 988
KSh)
Accrued interest

dolder Loan ind penaities Total
JFCK 25.939,977 8,216,074 25,156,051
A\NCC 12,568,161 3,964,935 .8,333,045
ChC 2,300,006 i,087,543 2.337,051
“rade

Treditors n. 301,951
Sales Tax 1,066,007
2AYE 221,430
NSSF "87,3889
Jther 2,095,006
Total 75,949,360

sSource: financial statement, 51 July 1988, of Ceramic lndustries
'EA) Limited.

Assets and liabilities

The company's total assets amounted to KSh 41,226,806 at the end of .July
i989. Total liabilities came to KSh 84,618,088. Share capital, at its book
value, of KSh 16,606,000 and capital reserves of KSh 24,995,789 were nffset by
a deficit in the profit and less account, amnunting to KSh 35,337,071,
Consequently, tue net worth of Ceramic Industries on paper in [388 was minus
KSh 43,391,282,

Overall financial position

The markst value of the ieasehold land, buildings, equipment and
furniture is certainly less than the book value, which is reporzed on the
balance sheets. The company ts currently indebted to banks and other
creditors by about KSh 80 millioa tor loans, accumuiated interest and
penaities, ang trade credits. Annuai sales are ~urrentiy adout wSh (3.2
aillion. Total -osts exciuding depreciation and interest, are apout KSh io.2
miilion,

c2) Buildings snd :nsts..3v:2m8

The factory consists of two production buildings separated by o
n metre(m) wide passageway and an oftice block. A single storey buiiding of
oncrete bhlock construction with cerrugated stecl sheet rooting, sized

100m x 25m with 3.5m eaves 1s used tor the production ot araockery. Cirectly
‘n front ot this building are situated two 4+ tonne capacity .iquid petroleum
Zas (LPG) storage tanks.

A two-storey building of reinforced eoncrete frame construction with
roncrete block walls and corrugated stecl sheet roofing, sized 100m x 25m is
used for *he production of tiles on the ground floor. Sanitaryware and the
moulds are made on the first floor. The ground floor of the two storey
building also rontaias the zrinding mills and slip house for the three
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manufacturing units. A sprav dryer for the tile plant is sizuated in ine

passageway between the two croduction buildinzs. The structures of the
Juiidings are generally in good conaition but some of the roout

require replacement.

s
1

ng sheetls

L. Raw material storage

An open area of avproximitely 5Im x 20m is used tor storinz ail or th
raw materials tor the oroaduction ot the three oroducts. At the time or the
pission’s visits, the raw materiai stocks of zuartz. Hisst soapston.. Toldspar
and wollastonite were v2ry smail and are ingdequate to orovids an input o
zonsistent and known qguality to the tactory. fhe stocks ot raw material were
stocked close together in an area wnere tnere was . consiieriand
rubbish. The possibility of cross-contamination between <he «ltforent minsrals
is therefore nign and in addition, all of the miuerals can 1.3y e
rontaminated with rupbish. This would have .an adverss -:7=2-t o the quaiitv of
the proauction.

= amount of

‘n relation to the machine and equipment lavout wizhin ths tactorv
tulldings the position of the raw material storage drez is 4T the wrong -nd o
the tactory and work is now in hand to provide a concrete sIgrage area o1 'se
to the miiiing machines. Although the arca is rather small and Is far from
ideal, it will gc some way to improving the raw material storage situation and
reduce the risk of contamination.

At the varicus auarry sites there is no advance evaluation of available
deposits in terms of actual volumes or aquaiity at any cne site. Th i
no testing ot depesits on a regular basis prior ta delivary o the

44
e vy
D

a laver
tormation at the quarries or factory to minimise the naturai variations in
il Tt A b eage mararial Teees o TH S e e e et :
'or ensuring continuing consistency, as iU does Lol have precise Kndwledqe i
all the incoming raw material inputs. should znv c!f the raw matorials change
they will already be in production before it is notived and the ontire tao tory
could be filled with defective items before action <ould be taken to reaciust
the body and/or glaze formulations. A soluticn must ttren be Zaund o the
problem, which unfortunately may be a very time-consuminyg oneration,
especially with untrained personnel. This situotion has alr=adv hBapoened g
number of occasions in the past and is a potential disaster, waiting to
happen, wnich could occur again at any time. The tinancial implications of
such an occurrence would be onerous.

2. Crockery production tfacilities

The body tormulation currently used fur -rockery production is tased on
100 per cent local muterials as shown in Table ¥.2.4.

Zrockery production using the above tormulaticn consists of the tollowing
main production activities:

- ©body preparation

- machine-made production

-~ rastware production

- biscuit firing

- glazing

- glost firing

- decoration and decoration firing




T3bie 8.2.4%: Crocxerv ursguctian - agdy ferau.stion

Materiais Volume (kg) Per cent
Ngumba Clav 2,300 34.80
Juartz 2.900 :0.30
nissi Stone 1,557 23,00
“eldspar 43 ©.73
rog (pitchers) 253 3.30
Zalcite ALY J.73
Totai n,003 100.00

Source: Ceramic Industries (EA) Ltd.

a) Body preparation

311 of the hard non-plastic materials, including quartz, feldspar, Kisii
stone and pitchers are first passed through a heavy-duty jaw crusher and roll
miil, which reduces the size of the raw material to less than 25mm in size. In
omparison to normal European practice thic size is too large and primary
grinding should be to less than 10mm in siz=» to produce efficient milling in
-he ball mills. Kisii stone, feldspar, calcite and pitchers are weighed into
one ot the ;ft x 7ft diameter bail mills in the tile plant building according
t0 the recise. The volume of water added to the mill is dependent on the
visuai assessment by the operator. Milling takes place over an 18 hour cycle
to a particle size of 65-80 per cent less than 10 microns and a specific
gravity of l.45-1.5 g/cc. The pint weight and particle size are checked by the
laboratory statf and the clay slip is transferred to the mixing ark in the
crockery building.

3ecause of its ditterent grinding charactaristics the quartz is miiied
separately in a 7ft x 7ft diameter ball mill in the tile plant in batches of
two tonnes. Again water is added by the operator, with no precise metering and
milling takes place over a 20 hour cycle to a particle size of 65-80 per cent
less than 10 microns and a specific gravity of 1.%- 1.55 g/cc. After checking
the pint weight and particle size the slip is transferred to the 8ft storage
ark in the crockery building.

For the milling of the hard materials the factory is equipped with two
“ft x 7ft diameter mills and three 6ft x 6ft diameter mills. One cf the latter
mills, which is used by the sanitaryware section, is inoperative due to the
lack of new lining material and flint pebbles. This must be repaired to
provide the additional milling capacity, which will be required, if the
production of sanitaryware is to be increased un the provision of more moulds.

Jne-tonne batches of the Ngumba clay are blunged in the high-speed
blunger for a period of 30 minutes, after which deflocculants are added and
the clay slip is transterred to the clay storage arik.

Quantities of clay slip and the non-plastic slip are then transferred to
the mixing ark according to the required recipe, the measurements of volume
being taken by dip stick. The specific gravity is checked by the laboratory
personnel to ensure that it is in the range of 1.5-1.6 g/cc and the mixed slip
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is then allowed to age for i perind ur six hours hefore bSeing pumped over a
lichardson electro-magnet and 3ttt two-deck sifter titted with 120's mesh and

:00's mesh screens. The scrzzned und magneted siip is then stored in an Llft
wide x 3.5ft high pumping arx with a capacity of approximately S tonnes.

The ftactorv is equippea with an Edwards and Jones 35 chamber itt x 3 tt
clate filter oress tur the oroduction of filter cakes but this is not
yperationali due to lack ot scare parts. with two pressings per dav this
machine couid be capable orf [ tonnes of filter cake material per day hut as
nalf of the plates have peen broken and never replaced the machine is iimited
o approximately > tonnes per aav, even when the cther spare parts have been
received. In the meantime i smail experimental tilter press has to be used to
supply the factory with its requirements of filter cake materiai. This I3
viate Edwards and Jones macnine is in good condition but can only supply
approximately 325 kg per pressing, consequently the machine is operated on two
snifts, producing > pressings per shift, that is: 10 per day or 3.25 tonnes of
“ilter cake material per day.

The tilter presses are fitted with home-made filter cloths and jute
bcacking =icths. This means that the quality of the filter medium could be
variabie giving rise to pnassiblie inconsistensies in the tilter cakes and
consequent variations in quaiity of the final product.

ifter each pressing the filter cakes are stacked on to wooden pallets and

rovered with polvthene sheets, prior to being pugged (that is: extruded) in an
Zdwards and Jones deairing pugmill (Machine 911843). The machine is in good
tondition and the vacuum sysiem produces the required maximum vacuum for
quality production. The machine is capable of producing approximately 12.5 kg
2f pugged deaired clay per minute or 750kg/hr using a 150mm diamecer die. A
daily output on single-shift working, assumine 7 actual workine honrs in an

S e . - L TS 2 T S T O T U G P S - T S
the current filter cake nroduction capacity. However two shift working would
be required, if the main production filter press was fully refurbished.

Also installed on the factory, but now in a totally dismantled state with
many parts lost, is a second pugmill, type: Karl Leimer (1967). This would be
aneconomic to repair. A second Edwards and Jones machine, identical to the
existing machine, should be purchased once the factory is operating much
~loser to its capacity. This will then allow clays of different moisture
contents to be pugged simultaneously, if required.

“ollowing pugging, slugs of clay with a moisture conten:t of 20-25 per
cent are cut tfrom the column by hand and these are then stored in an "aging
room”, sized Im x 4m x 2m. Very little aging is actually achieved as the
normal procedure is not to build up large stocks of pugged material. The
aperators simoly pug clay on one day and commence using this the following
morning. No humidity c¢r temperature control is fitted to the aging room and
the clay slugs are simply covered with polythene sheets to prevenc the clay
siugs from drying.

With the present poor condition of the crockery machines, flatware items
require a much softer clay than the holloware items. These products have to be
nade simultaneously. However, as insutficient stocks of pugged clay with the
rorrect moisture contents are kept in the aging room, the normal practice is
to feed one machine from the aging room and the other machine directly from
the pugmill. This could lead to greater moisture variation in the clay slugs,
oroduction defects and greater losses.
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2) Machine made productica

Tlatware 1s oraducaed on

Semti-nuteomatis roller

“latware machine. whicn is cam

onvevor tar the v o <Tgs

ind a wire cutter to orodure the masnine . i SWichiine
nas a datesti neating Lz=ad due carts. An efl o Sais
“lame is allowed to burn on Lle rovide Lhe Ueomssary
heating to avoid problems with 3 I R TLN Wil Tetgler
-han no headsing at 2i., 1t is an inefticien? met ol old L0 Leal ‘annal U=

ippiied eveniy, therefore some sticking and benos wasta :
addition to tnis probiem, the bat cutter cannot drovide @ {4l ol onsisient
~hickness, as there is no drive chain to the convevor. Il - owneral
has to pull the slug ot clay by hand, s0 that the cutler cian Jpern
‘eads to distortion of the clay siug and diftering bt tnivknesses, wnlsoh o
-arn leads to an inconsistent operation ot the rlatwire macnine giving the
possibility of more detects and nigher wastage.

ol ¥
"
.

The plaster-of-Paris moulds tor this machins ar2 made out arf the same
-vpe of plaster as that used tor the rastinz department 1ad are replaced on an
irreguiar cycie everyv six to tweive months. epenaent onothe suppiy ot
‘mported plaster rather than on the actual statz
sonsistent high quality products meuids should be ohinzec onoa strice
repiacement cycle before significant deterioratian of the mouwlds oceur.
Jowever due to the lack of limported piaster-or-Paris, meulds are used tar
beyond their normal usetul life and the quality of tne rrovcucts produced s
therefore significantly impaired. Currently only a singic type of  Imported
slaster-of -Paris is used for all different mould applications. Case motiids,
casting moulds and machine moulds, require gifferent Lypes of nlaster to
ensure that tne Life of all moulds is maximised, which therety minimises the

. . B -

17 the moulds. To achieve

The flatware drver (type: Victoria Heating and Ventila.ing Co., UK)
immediately adjacent to the flatwar. roller machine is approximately 5 years
old and requires attention to the heating and control systems lo .mprove Ui
drying charactaristics. The dried ware trom the dryer at the time of the
mission's visit were not compietely dry and showed ditfering amounts ot
residual moisture, which then affects the tiring scniedule of the niscult kiln.
At the -ime of the mission's visit many of the articies in the drver nad
~racked. This could not only indicate a drying problem but couid aiso ledicate
djeticiencies in the body rcomposition and/or bedy preparaticen.

The output of the flatware machine together with this dryer Is:
- 2,000 plates per 8-tour day with 324 moulds/round, giving a mouid ryvale

of 6.17 cycles/day

- 4,000 saucers per 8 hour dav with 486 moulds/round giving « mowid ecvele
of 8.23 cycles/day

*he level of utilisation of this machine is less than 50 per cunt,

8owl and ashtray production is carried out on a Service Fngineer’s
semi-automatic 3-mould bowl machine, which is also situated in front of the
flatware dryer. No dryer has been installed for this machine, therefore the
products are either left to air-dry on racks or they are also placed in the
bottom layers of the flatware dryer, wnich then adversely affects the
production of flatware.




He oitonit ot the howl cacnine Vi

fen is arprosimateiv 30 per cent oot

carrentiy jess than ) per oot

Lhand-iiczer wachine Is urill ze vegetable
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this maching

Cond Der o aav. lag oeve. ot

rocoroduction is carrisd oct with g service Suginees’s

up machine. «nich is a self contained unit, comelete with oosiug teed
\

sonvevor, ~tmm cugmiil. drying TI-tiRe onvevy
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anit, sponuging mad

samdle fixing macetine. “he hsater on the roller head {s inoperative,

CKS to e wead and 1atarmille
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sith soft .oy the oilay st
sroduction. 5 otry o compensate tor this dericlency he

slay than thnat which is normal 1or 0 L Making and tnis

croblems [ Lhe

_as many oreakdowns

werall witih 1

ire JArts 1s urzenily

“he Sdwards and Jones Modei 2 stonging machine is inoperative due to lack
JE spare carts. therefore ali cur spenging tas to be carried out by hand. This
{5 time conswming ind uses far more personnes. [t also produces a lower
uality product. s many ot the cups are aistorted dy tae hand sponging
jperation. Likewisa, the Edwards and Jones handle tixing machinz2 is
fnoperative due o lack of spare tarts and ail handles have to ce tixed by
nand, again increasing labour rosts and reducing quatity.

w7 eeme e oA Do i aewresmalu o aserosgare of rerair,
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which is permanently in short suppiy is tlerefore being wasted on a continuous
basis.

Two handle cutters (Type: 5.V. Keeling) are in poor condition, producing
poor quality handles. They require new cutter heads and bearings to correct
this deticiency.

Four towinz units are provided to smooth dried articles, prior to the
Siscult riring, .qe are all fitted with ductwork, which ts
ronnected to A \arging directly to atmospuere, this crude dust
axtraction system is inoperative, placing the health ot workers at ris<. At
any towing station an etficient dust extraction system with a dust fiiter unir
on the exbaust snhould be mandatory.

) Castware production

For the castwire department a small blunger with 750 kg capacity is ased
to prepire the casting siip trom tiiter cakes and scrap. sedium siticate is
ised as a deflocculant,

slip is then carried tc the bench casting area tor the rasting of both
rabloware and giftware items. The majority ot the moulds in use are in poor
condition and have past their normal usetful life, theretore producing poor
quaiity products, which require additional time-consuming tettling., The iack
af imported plaster-of-Paris is the reason tor not replacing moulds on a
strict replacement cycle,




The tastory is oen

vrick-lined kiln 19700 wizh o casaciiy of
iverage ot Y,U000 pieces por rtiring vl -
(1979) Shelley ¢ i
Yiring an average ot 4.0v'¢

ihre-:ined

1

JI the woare eatering the biscu.z &Iiar is

are ionger than is normaily expectoed due
increase in temperature auring tie sarily
The firing cyvele on the old xiin is 3pproximntely S0 tours, Z7-2% houars

Iiring to a temperature of 1,170 -1,2007°C, with Lu-11
iln is in very poor condition and gives uneven firing resu’ting o variasions

in colour and water absorption of the biscult ware. riring tomperatures nave

recently heen iowered to reduce thsse variations. In tihe ecpinicn of <he

missicn 1t would be uneconcmis to rebuiid tois kiin ane t shouid

~ith 2 moaern tibire—-lined energy eftficient wiin with autonaci

Iontrol ana saidaty systems.

The newer shelley kiln is not cperational due to Tatk or instramentatlion.
Spares are required Tor the temperature contrel svstem anc che 7 oame faiiur:
system. The kiln door retractories bav. become damaged .ndé =his in turn

allowed the door te overheat and caused damage to the tlame

Ars SysTen

P

fitted to the door. The kiin car seais and concreze touadation also require

repair befcre the kiln Is recommissioned. In the mission’s opinion it would r=
economic to fit a new temperature control system to this kiln, fotn kKiins
require new retractory props and bats to refs

irbish the xila cars, (o ensure

La ot

rhAr mAaviTem o mear jo naec thin e pb

~

oo

Turrent bAslu t output on the old <iln is approximate!yv tw nevr
week, that is: 10,000 pi 2ces per week. If gulticiont driad ware ef e

the kiln could dPhLeue .6 rfir
ailowing for one day ot maintenance, The curreant -apac
the kiln is appreximately 35 per cent.

rings per week or 18,000 pieces oer week,

Ly utilisation rate o

v

I¥ the newer kiln Is repaired and is firad on %0 hour ~ve o, 0 waald
achieve 3.6 firings per weck, allowing tor one day ot ma.nteonae . ~ith 4

’

ioading ot 4,500 pleces the output wouid be (6,200

} e2tes el owWeees,
The total potentiai gross biscult ounput with two kilns operating is
therefnre 24,200 pieces pur weex.

This output conld he increased substantially, if an additional o lavware
dryer is installed on the factorv, 1Y 1] ware cntering the kiln wers
perfectly dricd, then the tiring yoie ~ould be reduced, 4l lueing more irings
to be carried out per weak.

After firing the biscnitware s wnloaded nto the biscuit storage aroa
wnere it is graded, cleaned and checked for soundness irior ts ginzineg. |
factory is equipped with a double-spinale brush machine tor holloware, o iarge
plate brushing machine and a small plate brushing machine. Althowgio cach
brushing station is equipped with the ducting for dust «wtraction, none are
connected to an wxtraction system, This area therctore poses a heaith hazard
for the operators.
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=) Giazing

3lazing is carried out at a simole dipping station equipped with a hand
Joerated dryer turntable and also at four operational spray booths. [wo
idditional soray booths are not opverational due to lack of sraying equipment.
he dipping station tank is not eauipped with a glaze recircuiation pump and
sieve unit. This aiiows the rossibility of considerable variatica in the glaze
to occur during the course of the dav, which would arfect tzme tfinal product
juaiity. Variations in the water absorption of the biscuitware, from v.> cer
tent to in excess of 3.0 per cent, aifect giaze pick-up anc hence product
quaiity. The spray bcoths are equipped with an extracticn system from which
the glaze is recovered.

All glaze is imported and is prepared tor use in a 20Ckg capacity bail
miil located in the glaze department.

I) Glost firing

After glazing the ware is loaded into refractory cranks, which are then
stacked on to oune of the six kiln bases and are fired by one ot the four
electric top-hat kiins. Two of the kilns are refractory lined and have a
Jiring cycie ot 13-16 hours, 7.5 hours up to the peak temperature or
1,040-1,050°C, 0.5 nhour soak and 5-8 hours cooling. The other two kilas are
ibre linad and have a firing cycle of 12-13 hours with 7.5 hours to
2,050°C, 0.> hour soak and 4-5 hours cooling.

The capacity of alli the kilns is:

- mixed load 1,100 pieces
- all cups 2,000 pieces

All kilns require spare ~lements and repairs to the refractory linings and one
of the two overhead cranes requires replacement. One of the kilns is toctally

inoperative due to the lack of spare parts.

The maximum glost cutput capacity on the existing firing cycies is:

2 kilns @ l6hrs
2 kilns @ 13hrs

10.5 tirings/week/kiln x 1,100 pieces = 23,1N0
I3 firings/week/kiln x 1,100 pieres = 28,5600

Total installed glost capacity = 31,700/week

However this must be downrated by one firing per kiln to allow tor kiin
maintenance, that is:

2 kilns x 9.5 firings/week/kiln x 1,100 pieces = 27,900
2 kilns x 12 firings/week/kiln x 1,100 pieces = 26,400
Total actual glost capacity = 46 ,800/week

This capacity is far in excess of the total potential biscuit capacity of
34,200 pieces per week, therefore a bottleneck would not be created at this
point, if the biscuit production was increased by investing in a ware dryer.




2) Decoration and decoration firing

Jeccration of part oi the zlost production is achieved by the marual
ipplication of decals, scme o! wnich are imported but the majority are made
-ocally. Scme of the decal decorated ware is also (ined by nana tut tne three
lining turntables in use on the tactory are in extremelyv poor eanagition ang
2ave no reignt adjustment. so that pertect lining cannot te achisved even rCy
~he tour experienced personnei.

‘ntermitiznt kiln with a capacitv of 700 cups per riring or 7 cieces of
Tixed ware. [he firiang cvcie is 4-5 hours to 730°C for low temperature cecais
ima a cooting cycle ot 3.5 hours. Some decoration tirings dre 4.s0 cirried out
in the Sheliey top-nat kiins but this then reduces the g:ost oulput capacity.

It is possible to carry out three tirings per day, that is: 2 maximum of
1! firings per week, theretore the total installed decorating rapacity

21 firings x ¢50 pieces = 3,450 pieces/week

allowing a downrating ot two tirings tor kiln maintenance, the decorating
rapacity is:

23 firings x 430 pieces = 8,350 pieces/week
This equates to only 18 per cent of the potential gross glost production.
As decorated ware is more profitable than plain ware, serious
consideration should be given to increasing the decoration firing capacity,
ance the biscuit and glost tiring sections are operating closer to their

capacity.

3. Sanitaryware production

The raw material preparation for sanitaryware is carried out on the
ground floor of the two-storey building, after which the clay slip is pumped
=0 the tirst floor, which contains the sanitaryware casting hall, kilns and
mouidmaking facilities. The current bdody !ormulation ot the sanitarvware mix
is now comprised of 100 per cent of local materials as shown in Table 3.0 3

.

spie 8.2.5: Sanitaryxare praguctisn - 294y fermu.ation

Volume
Material _ (kg/mix) _Per cent
Quartz 560 28.0
Feldsoar 440 22.0
Ngumba Clay 440 22.0
Kisii Soapstone _ 060 23.0
Total 2,000 L00.0

Source: Cermic Industries (EA) Ltd.

Huartz and feldspar, after being jaw-crushed are weighed acrording to the
recipe and then ground together in a single 6ft x 6ft diameter ball mill for a
period of 14 hours to a particle size of 50-55 per cent less than 10 micron.




Fiqure 8§.2.2: Process flow - body preparation
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Fiqure 3.2.3: Process flow - crockery production
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Yisil soapstone is gzround sesarately for 17-24 hours to a particle size of
30-90 per cent less than 1) micron, the particle size in both cases being
checked by sedimenta.ion before being run otf into a mixing ark. Although the
sanitaryware sect:on is sroviged with two bail miils, only one is operational,
wnich means that a ccmplete recipe mix cannot be made on a dailv basis. The
2rocedure is to griand the quartz and feldspar on one dav and the the Kisii
soapstone on the second dav with finai tody mixing on the third day.

"he Ngumba clay is blunged in the tiles section high speed blunger and is
sieved into a tlat steel storage tank, 2.5m X Ilm x Y.>m. The siip is then
pumped into the mixing ark containing the other constituents of the body
recipe and the pint weight is checked and adjusted to 36.4 osz/pint (1.%1-1.82
zm/cc) by adding water and 0.3 per cent sodium siiicate/soda ash mix (33:17)
as a detlocculant. Some clay scraps are aiso added to the mix at this point
and blunged tor a further >0 minutes, aiter which the pint weight is
recnecked. The siip is the pumpea over a sitrter fitted with 80s’' and 100's
mesn screens and a permanent magnet into a storage ark, where the slip remains
for approximately I3 hours.

The tinal silip is then pumped to one of the two tirst floor storage
tanks. each with a ~apacity of 340 galions. While one tank is being filled,
siip from the second tank is pumped around the ring main system to feed the
casting benches. On the present production jeve:s one tank is sufficient for
approximately one day's production. Prior to use the slip is again rechecked
to give a pint weight ot 36.4 oz/pint, a thixotropy of 33-40°C and a tluidity
of 310-325°C.

The casting hall is equipped with six rows of casting benches but one row
is not operational due to the lack of working mouids caused by a shortage of
imported plaster-ot-Paris. Four of the rows each contain 17 working moulds,
while the fifth, used for large basins contains 14 moulds, that is: a total of
82 moulds. The condition of the majority of these moulds is very poor, naving
been used far beyond their useful life and this results in poor quality
products being produced.

Filling of the moulds takes place in the morning and the casting times of
the different products are as follows:

Closets 50 min
"S"T & "P'" trap OO0 min
Small tasin 50 min
~arge basin 70-80 min

The filling time of each mould is 3 minutes, rather than the normal 2 minutes
because the slip circulating pump (Type: Gosling and Gatten) was originally
designed to feed only three lines of casting benches. In 1986 three further
rows of benches were installed but the slip pumping capacity was not increased
and in addition the pump normally has to run without the six plate springs,
which are essential for efficient pumping because such sorings cannot be
obtained in Kenya and the company has difficulties in importing these

necessary spares. As a direct consequence ot this slow pumping, ail pieces of
sanitaryware cast since 1986 have suffered from ""casting lines”. This defect
then has to be cleared by time consuming heavy manual sponging prior to drying.
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After the round of moulds has been :ast for their specified time they are
drained, dried for two hours (12.2%pm - 2.)pm) and fettled (Z.00pm - 3.30pm),
artter which they are placed on wooden stillages, where they are al owed to
air-dry for three days. Fettling is carried out only with knives, rather than
7ith properly designed spring steel tools and this couid result in
imperfections and poor quaiity praducts.

After drving the items are sponged and tested with varaffin to detect any
~racks and the following day are sorayea with glaze. In cold weather however,
ziazing can only be carried out atter two days. Air recirculation fans are
only situated above the casting benches on iLine 1 (1 fan only), Line 3
(6 fans) and Line 4 {6 fans), which means that the moulds do not dry properly
and progressiveiv become more saturated with water during the week. This also
means that normaily no casting can take place on the Friday of each week on at
least 18-20 weeks of the year, that is: casting is only carried out four times
per week, therefore with only 82 moulds in use, the maximum gross output is
328 pieces per week. If no casting is possible on a Friday, casting cn the
Saturday is currently never attempted.

The factory is equipped with two sanitaryware spray booths but only one
is used, the second originally being for coloured glazed ware, which is not
currently produced.

After glazing the ware is loaded on to one of the nine available kiln
cars and fired in a Shelleyv gas-fired intermittent kiln with three kiln cars
per load. A second identical kiln is not operational, as it has been
cannibalised for spare parts for the other kiln. The loading capacity of the
kiln for different products is:

Closets, small basin & large basin 131 pieces
Small basins only 174 pieces
Large basins only 114 pieces
Closets only 104 pieces

Firing is over a 27 hour cycle, 11 hours to the peak temperature of
1,200°C, 2 hours soaking and 14 hours cooling, after which the products are
graded and despatched to the customer or sent to the finished goods store.

On this cycle the installed sanitaryware capacity of one kiln is:
5 firings/week x 131 pieces = 786 pieces/week
Allowing one day for kiln maintenance, the actual capacity is:
5.3 firings/week x 131 pieces = 694 pieces/week

Currently only two firings are carried out per week, a capacity utilization
rate of 37 per cent of the single kiln or 18.5 per cent of the capacity of the
two kilns.

With two operational kilns the potential firing capacity is 1,388
pieces/week, which is far in excess of the current casting capability. By

moving the mouldmaking section to the ground floor, installing more casting
benches, moulds and overhead fans to ensure that daily casting can be carried
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Fiqure 8.2.4: Process flow - sanitarywire
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Jut, a gross fired production of 1,338 pieces could be croduced cer week,
giving a potential saleable output, after waste (!0 per cont), of
approximately 1,249 pieces per week. During .-old weather some heat mav hLave 3
be introduced into the casting haiil by a direct firing duai-frel zas/kerosene
burner to ensure etticient drying tckes piace, so that daily casting of
mouids can occur.

FE3
ail

3. Tile production

he present body formulation for tile production is:

Sable $.2.6: Tile proquction - ecsivy forzuiation

Jolume
Material (kg/mix) 2er cent
Ngumba clay 3.000 33.60
wWollastonite 1,365 22.75
Juartz 1,080 .8.00
Kisii soapstone 315 5.25
Grog 240 .00
Total 2,000 100.00

Source: Ceramic Industries (EA) Ltd.

Wollastonite, Kisii soapstone and grog are weighed and ground together in
one of the 7ft x 7ft diameter ball mills, the water being added by visual
assessment, racher than being accurately metered. The milling cycle is 16
hours to achieve a particle size of 65-80 per cent less than 10 microns with a
density of 1.45-1.55 g/cc. After checking these charactaristics the ground
material is transferred to a storage ark. The quartz is ground separately in a
7ft x 7ft ball mill for a cycle time of 18 hours to the same particle size
specification. The quartz is then transferred to the same ark holding the
wollastonite, Kisii soapstone and grog mix.

None of the ball mills are fitted with revolution counters, which would
enable an absolutely precise milling cycle to be established for a particuiar
size range and loading of grinding balls.

The Ngumbe clay is blunged for 2 hours in a high-speed blunger, atfter
which the sodium silicate/soda ash deflocculant mix is added to produce a
density of 1.49 g/cc. After being checked the slip is transferred to the clay
storage ark. The amount of clay slip required for the recipe, measured by
means of a dip stick, is then pumped to the ark containing all of the milled
materials and thoroughly mixed. The mixed material is pumped over a sifter
unit fitted with 80's and 100's mesh screens to a storage ark.
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>iio trom the storage ark with a Jdensity of l.h 2/cc, is pumped into the
soray Jrver unit, which produces 700 kg of clay dust per hour at a moisture
content of 8-10 ver cent. This is sufficient for the production of 2,600 i50mm
X i50mm x bmm tiles per hour. The clay dust is conveved to storage hoppers,
“rom where it is discharged to the tile presses, as required.

The factory is equipped with two tile presses. a Sacmi four-tile unit,
vpe PE220 and a two-tile unit, tvpe [E 145, which is not coperational due to
~ack of spare parts. The tour-tiie unit was arparently Jesizned tor 1,600
tiles per nour but has been downrated to a vressing «yc:e of Ll pressings x &
tile per minute, giirg a maximum preduction of 2,540 tiies per hour. This
approximately equates to the hourly capacity ot the spray drver unit.

The maximum installed capacity tor an S-hour dayv is theretcre 21,12

ziles or 105,600 tiles per 3-day week. Current vutpul was stated to be
approximately 40,000 per week giving an cperating etficiency ot 37 per cent.

The tile press has been subiect to treakdowns due to the inabilitv of
local suppliers to provide die linings on time. Some of the iinings provided
nave been delivered with the incorrect size, despite costing KSh 14,000 + VAT
Iar a set of 14 linings and could therefore not be used. The entire production
anit was then ciosed down. In such circumstances the import of essential
spares tecomes economicai.

After pressing, the tile are stacked into bungs by hand, each bung
containing approximately 32-34 tile. The bungs are set on tu the kiln cars,
which are then placed in one of the two dryvers tor a 24 hour drying cycle,
each dryer containing 28,300 tile. The dryvers are designed to dry tiles from
an average moisture content of 9 per cent to .5 per c=nt at a temperature of
Lt1ceC.

The maximum installed drying capacity for five-day operation is therefore:
2 x 28,300 x 5 days = 283,000 tiles/week

These drvers could therefore easily cope with a two-shift press operation
and could virtually cope with a 3-shift operation from the single press,
provided the press could be operated at a normal 87.3 per cent etficieury,
that is: 7 hours actual operational time in an ¥-hour shift.

After drving the kiln rars are withdrawn from the dryer and transferred
<0 the gas-fired Shelley intermittent biscuit kiln, which tires one dryer load
ot 28,300 tile per tiring. A second identical shelley kiin is installed on the
‘actory but is not operational, as it has been cannibalised for spare parts
‘or the other kilns.

The current kiln cycle time is 35.5 hours: I8 hours to the peak
temperature of 1,160°C, 0.5 hour soak and 17 hours cooling. This kiin
theretore has the capacity to fire a mavimum 4./ times per week giving a
potential gross output ot 133,010 tiles per week. However one Jgay must be
ailowed for kiln maintenance, giving an actuai possible gross output of:

1

% firings/week x 28,300 tile/firing = 113,200 tiles/week

[f the second kiln is repaired the total potential output is 226,400 tiles per
week, w#hich is still less than the installed dryer capacity.




d: 2333r - ¥ -

3:szuit firing losses on the factory are approximately 2 per cent, which
is vormal for the industry. The number of biscuit tiles available for giazing
would therefore be 221,500 tiless per weex.

it should be noted that the manufacturer's d~signed firing cycle for
these kilns is only 24 hours, therefcre there is considerable scope tor
reducing the present tiring cycie of 35.5 hours, thereby increasing biscuit
Jutput.

After the biscuit firing the tile are passed down the glazing line, which
is equipped with a stacker unit, breaking bar to eliminate defective tile,
brushing station, waterfali, glazefall, %0° turning unit and a second
glazefall. Tile are then hand loaded into cassettes (13 or l4 tile/cassette),
which are then stacked on to kiln cars.

The glazing line has a handling capacity of 4,500 tiles per hour, that
is: < maximum potential installed capacity of 36,000 tile per day or i80,000
rile per week. Two extra shifts would therefore be required, if the glaze line
worked at an average 87.5 per cent efficiency, to handie the potential net
maximum output of the two biscuit kilns (221,800 tiles per week).

The glaze applied is all imported and is used at a density of 1.6 g/cc
giving a tile coverage of 16g cof glaze per tile. At a tile weight of 225g this
2quates to 7.l pex cent by weight, which is normal for the industry, 7 per
cent being standard. A slight saving of 0.25g/tile could however still be made
without affecting quality. At a net maximum biscuit output of 221,800 tiles
per week, this would save 53kg of imported glaze per week.

Following glazing the tile are glost-tired in two Shelley electric
intermittent kilns, each with a capacity of 7,000 tiles. The tile are fired to
1,060°C over an 11.5 hour cycle; 6 hours to the peak temperature with 0.5 hour
soak and 5 hours cooling. The maximum potential installed glost firing
capacity on this cycle is therefore:

2 x 14.6 firings/week x 7,000 tiles = 204,400 tiles/week

The installed glost firing capacity is therefore insufficient to fire the
total potential output from the rest of the tile production line. As one day
must also be allowed for kiln maintenance glost output is expected to be:

2 x 12.5 firings/week x 7,000 tiles = 175,000 tiles/week

“he net saleable tile, after waste, would therefore be approximately
174,000 tiles/week.

After firing the tile are inspected, graded and packaged in cartons, each
holding 88 tile. These are then despatched to the customer or sent to the
finished stock warehouse.

5. Laboratory

The factory is equipped with a small laboratory fbr some simple routine
testing of the production process, the tests being mainly limited to particle
size analysis, pint weight, fluidity and thixotropy of the clay slip. Moisture
contents of the spray dried dust and of the dried products are occasionally
carried out, water absorption values of the biscuitware are checked and
crazing tests are carried out on the glazed ware. The testing equipment
installed on the factory includes:
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Fiqure 8.2.5: Process flow - tile production
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Xilns and Furnaces test kiln

impact tester

Torsion viscometer

Stop clock

Speedy moisture tester, type Ashwerth
Stirrer

rinding machine

Autoclave

The factory does not possess other tasic laboratorv equipment such as a
thermai expansion machine, Laboratory talance, modulus of ruoture machine,
penetrometer and a kiln to fire to 1,300°C. A second viscometer wouid also be
advisable, as these measurenents are crucial to obtaining consistent slip for
the factory.

Jne serious deficiency in the role of the laboratory is that it has no
capability to evaluate or test the raw material depcsits on a continuous basis
and to advise on changes to the body compositions or giaze compositions on the
basis of such tests. Further training of the laboratory statf and the purchase
2f additional basic laboratory equipment would be a worthwhile investment for
the company.

6. Mould-making and design facilities

The factory is not equipped with a plaster blending machine and mixing
therefore is carried out with a standard mixer in a small container. At the
time of the mission's visit no moulds were being made but it appears that some
of the sanitaryware moulds are made with two batches of plaster, rather than a
single homogenous mix. This practice will produce moulds of poor quality.
Accurate measirement of the water and plaster for the 100:80 plaster-water
ratio is essential to achieve moulds of consistent quality.

The mouldmaking cection is not equipped with a mould dryer, therefore
moulds have to be air dried. A dryer would be advantageous in that moulds
would be properly dried before putting them into service. The life of the
moulds also tends to be improved.

The factory has no design or model-making facilities and is still using
the product designs chosen, when the production facilities were first
established. For the Kenyan market the existing basic sanitaryware design is
still acceptable, provided the quality of the product is improved. The very
high cost of producing a new range of sanitaryware modeis, block moulds and
case moulds would not make this an economic option on this small-scale
operatiom.

The crockery range, however, could be improved by the introduction of a
more modern design. This would require either contracting the work to a
specialist company, or the direct employment of a designer/mode.ler by the
company togeth-r with the purchase of the necessary designing and modelling
equipment. I[ntroduction of a new design of crockery would be economic cnly
atter the immediate problems with the raw materials, machinery and kilns have
been solved and the factory is capable of producing closer to its installed
capacity.
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(f) Iaputs

1. Body constituents

When the factory was first established, it used a mix of local and
imported materials for the body compositions tor the crockery and sanitaryware
products of the factory. The local constituents were quartz, feldspar and
wollastonite and the imported constituents were high quality kaolin and ball
clays from the UK.

For sanitaryware production especially, where the items are heavy and of
complex shape, this is quite ncrmal in many countries, even where they have
their own supplies of kaolin and ball clays because sanitaryware production
demands that quality clays of known and consistent casting characteristics are
used, so that wastage is kept within acceptable limits. Small changes in
casting characteristics can lead to massive increases in wastage.

But in recent years, due to the financial pressures under which the
company is operating, substitution of all impcrted clays has now been effected
and although initial problems with crazing of the glaze on crockery items
appears to have been resolved for the moment by mixing transparent and opaque
glazes and adding a stain, the losses on sanitaryware production have
increased. Large basins, in particular, have suffered 100 per cent losses and
the body composition and casting charactaristics are almost certain to be the
main cause of this problem. Toc make sanitaryware of a reasonable gquality with
low losses it would be advisable to add some proportion of imported kaolin and
ball clay to the body recipe.

Imported kaolin has been substituted by a soapstone from Kisii and
imported ball clays have been substituted by Ngumba clay, a local ball clay
from the Nyere area, approximately 60km from the factory. While it is
obviously extremely important to minimise the raw material input costs, this
should not be done to the extent that quality suffers so much that increased
wastage eliminates any savings made. This appears to be the case with the
production of sanitaryware and if certain articles cannot be produced, such as
large basins, orders for matching items will probably be lost also.

Feldspar is obtained from an area close "o the Kitoi Garissa road,
approximately 250km from the factory and quartz is obtained trom surface
deposits at Sultan Hamud on the Mombasa road, approximately 75km away.
Wollastonite for the tile body is obtained from Kajiado approximately 75km
from Nairobi. Feldspar is obtained free of charge except for the
transportation cost, while the cost of the other minerals has to be negotiated
with the local landowners.

Only small quantities of the various local raw materials are kept on
stock at the factory and no stockpiles are maintained at the quarry sites,
therefore there is no way of minimising any natural variation in the quality
and properties of the materials. This is compounded by the lack of detailed
knowledge of the mineral sites, especially about the exact quantities
available, the chemical composition and physical properties of the materials
and the amount of variation within the deposits. The laboratory facilities of
the factory are poorly equipped to carry out detailed raw material
investigations and the laboratory staff are lacking the necessary technical
expertise to develop new body recipes efficiently. If the necessary raw
material samples were taken from the various deposits in a way to give truely
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representative samples, much of the analvsis and development work could be
carried out by an independent laboratory, until such time that the laboratory
staff have been trained or strengthened by the employment of a person
experienced in ceramic technology.

The Geological Survey Department of the Ministry of Environment and Mines
has some detailed information on kaolin and other ceramic minerals but this is
only sold to interested parties on a commercial basis and therefore the
information was not available to the mission for evaluation in respecti (9o
Ceramic Industries (EA) Ltd.

2. Glaze inputs

All glazes are currently imported from the UK (Esmalglass) and are
consistent. For a given body formulation, to which the glaze was matched, over
a given temperature range no problems should occur provided the glaze is mixed
and applied properly. However, serious glaze problems have still occurred at
the factory, sucn as crazing, crawling and pin-hcling. Crazing is due to a
mismatch of the body and glaze firing contractions, therefore a glaze, which
is initially a perfect fit with one body recipe could begin to craze if one or
more body constituents varied. Variations in firing due to poor kiln ccntrol
or leakages from the kiln can also affect the glaze-body tit. In respect to
the glazing of biscuit tile and biscuit crockery there will be variable glaze
pick-up due to variable water absorption values of the biscuit ware leading to
possible crawling prcblems and colour variations. Crawling also occurs when
glaze is applied to dirty ware. Pin-holing can occur due to an incurract glaze
firing temperature.

Glaze prepared for dipping is piaced in a static tank at the dipping
station, therefore if the operateor does not stir the glaze at regular
intervals some settling will occur giving a variable glaze throughout the day.
This problem can easily be corrected by installing a recirculation pump at the
dipping station. The other glaze related probiems caused by body and tiring
variations can be corrected by hetter technical controtl.

hs all glaze inpits are imported, it is important to programme orders and
deliveries properly. Occasions have occurred, when de.ays in imperting the
glazes have neccessitated eirfreighting consignments at increased cast, to
avoid halting production of glazed ware.

The tile production line uses a large proportion of the imported glaze
and by standardising the amount used to exactly 7 per cent by weight, rather
than 7.1 per cent, a small but significant saving on this input can be
achieved in the course of a year.

3. Decal inpu.s

The majority of decals used are row made locally, except for a faw of the
more complicated designs, which are still imported from the LK {(Mathey) and
Italy. For hotel logos, the fs tory expects the hotel to provide the necessary
decals but delays in supplying the decals to the factory have led to a
situation, where hotels are taking undecorated products for their replarement
requirements instead of decorated ware. Potential profit for the factory is
therefore being lost.
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4. Plaster-of-Paris inputs

All plaster-of-Paris, which is used for the manufacture of the
sanitaryware and crockery case moulds, working moulds for castware items and
working moulds for machine-made items is imported. The factory only imports
one grade of plaster for all types of mould, whereas different grades have
been developed by the major plaster—-of-Paris manufacturers, such as British
Gypsum. For instance, for case moulds and machine working moulds, where a hard
setting dense plaster is required one grade could be purchased and for
castware working moulds, where a more open texture is required a different
grade could be purchased. The difference in price is minimal but the life of
the different types of mould would then be maximised and unit costs reduced.

Replacement of moulds is determined by the supply of plaster-of-Paris,
rather than being dictated by a normal standard replacement cycle to maintain
the quality standard of the products produced from the moulds. As a result,
sanitaryware working moulds, which should normally be replaced after 80 cycles
are being used for periods of six months or one year, that is: up to
approximately 250 cycles. As no record is kept on the life cycle of each
mould, there is no knowledge on exactly when the moulds start to deteriorate.
This knowledge is important in determining, whether the mixing procedure and
the water/plaster ratio is being adhered to by the mouldmakers. If the correct
procedure is not adhered to, even moulds made with good plaster can start to
deteriorate well before their expected life-span is reached. Once a mould has
reached its normal life-span, the quality of the product from that mould would
progressively deteriorate, should it continue to be used for production.
Physical damage to the mould surface caused by poor handling can also cause a
mould to be rejected before the normal life-span ends, thereby increasing
input costs. Record keeping of mould life is therefore very important in
respect to both quality control and costing purposes.

The majority of the moulds in use on the factory are in poor condition
and hence the quality of the products is compromised.

Supplies of plaster-of-Paris are apparently available in Kenya and
although they are not of the precise grade required, there is a possibility
that such material may be useful for some of the moulds for castware crockery
items. Even if the life of the mould is reduced, it could still prove tc be
economic. This is another area, where experiments by the laboratory personnel
could prove beneficial to the company.

5. Fuel inputs

One of the major causes of concern to the factory is the constant
shortage of LPG from the refinery at Mombasa, which immediately affects the
production of biscuit ware. Less than 50 per cent of requirements is supplied,
therefore it is impossible for the factory to reach its capacity, if this
continuing problem is not solved. As it seems likely that the problems at the
refinery will not be solved in the near future, it would seem advantageous for
the factory to have an alternative form of fuel, so that in times of a
shortage of LPG, the production of the factory is not disrupted.

It should be stressed that, at the time of the :ission's visit, the
company was advised by the supplier (Caltex), that due to problems at the
refinery, the company would probably not receive any LPG during February 1990.
The company could therefore be forced to stop production.
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A suitable alternative fuel to LPG would be kerosene, which has a low
sulphur content. The mission made initial enquiries with the technical
department of Caltex to obtain the technical specification of the kerosene,
which they have available. The kerosene is dual-purpose, with a specified
maximum of 0.3 per cent sulphur and an actual normal value of only 0.1 per
cent. It has a specific energy of 42.8 Joules/kg (18,400 Btu/lb) and the
current wholesale price is KSh 4,273/1000 litres. With a specific gravity of
0.820 this equates to a price of KSh 5,211/tonne.

According to Caltex, the supply situation of kerosene is quite good
and although there are periods of shortage these are relatively short and do
not normally coincide with the periods of LPG shortages. If this is the case,
it makes economic sense for the factory to use this fuel as an alternative to
LPG to ensure the factory can work without disruptions.

To utilise this fuel the factory would have to invest in a storage tank
with twin pumps and dual-fuel burners for the biscuit kilns. As one of the
crockery biscuit kilns should be replaced anyway, this could be fitted with
the necessary dual-fuel systems. In the meantime the other kilns could be
converted, as they are renovated.

6. Spare parts inputs

The company relies on imported spare parts for the production machinery,
dryers and kilns but because of financial constraints has not been able to
purchase its normal requirements for many years. The condition of all of the
equipment has therefore steadily deteriorated. In the case of the biscuit
kilns, each department has cannibalised one kiln of parts, in order to keep
the second kiln operational. The factory is therefore limited to a maximum of
50 per cent of its total potential capacity until these kilns are repaired.

Attempts have been made to obtain spare die liners from local engineering
companies, instead of importing them. However this has proved unsuccessful, as
suppliers could not deliver on time and produced substandard items. This has
resulted in excessive downtime in the tile department.

(g) Product range

Ceramic Industries (EA) Ltd. produces three products: ceramic wall tiles,
crockery and sanitaryware, There are no immediate plans to expand the product
range. On the contrary, with the present very low quality of raw materials it
might prove advisable to stop temporarily the production of sanitaryware. At
present, sanitaryware is not a very profitable product line. The quality of
sanitaryware. There is a need to introduce a quite extenscive quality control
system to be able to produce a product which would sell good both on national
and international markets. Should the poor raw material situation change, and
raw material of good standard become available, this line could prove to be
very profitable.

Table 8.2.7 shows the production and sales of the three products in 1989:
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Table 8.2.7: Ceramic Industries (EA) Ltd. - Production and saies in i383

Volume Sales value
Product {units)
Ceramic Wall Tiles 2,648,386 14,500,000
Crockery 380,705 4,850,000
Sanitary Ware 7,859 4,300,000
Total 3,036,950 25,600,000

Source: Sales department at Ceramics Industries (EA) Ltd.

Note: The figures for value are rough estimates since exact
{igures were not available at the visit of the mission.

(h) Plant perforzmance and economic verformance

Plant performance

In all three production sections the capacity utilisation of all
equipment is very low, which consequently increases unit costs. The potential
maximum capabilities of each part of the factory has been outlined in detail
in section 8.2 (e) and a comparison with actual current performance is as

follows:

Crockery production

January-February 1989 average
July-December 1989 average

Installed potential capacity (biscuit)

50,984 pieces/month
40,600 pieces/month

136,800 pieces/month

Crockery production therefore has fallen from approximately 37 per cent
of capacity in early 1989 to approximately 29 per cent during the last six
months of the year. The main bottleneck to increasing capacity quickly is in
the biscuit firing section, therefore it is essential to repair the second
biscuit kiln as a matter of priority, so that two kilns are available for
firing biscuit ware. In addition, as permanent shortages of LPG are expected
to continue indefinitely, it would be sensible to convert the newer kiln to
dual-fuel firing, so that the kiln can be fired with either LPC or kerosere. A
kerosene storage tank, twin pumps and necessary pipework would have to pe

installed on the factory.

Sanitaryware production

January-February 1989 average (cast)
July-December 1989 average (cast)

1989 average
Potential cast capacity (to match

installed kiln capacity, allowing
10 per cent cast-spray waste)

i,574 pieces/month
505 pieces/month

654 pieces/month

6,168 pieces/month



id: 2333r - 92 -

Sanitaryware production therefore nas fallen from approximately 25 ver
cent of potential cavacity to 3 per cent during the last six months of the
vear. The average capacity for 1989 was 10.6 ver cent. It should be noted that
to reach this potential, the mouidmaking raciiities must be moved to the

ground floor of the building, so that the space can be utilised tor additional
casting benches.

Casting of sanitarvware continues to suffer from seriocus oroblems, which
are almost certainly caused by the raw materials used and bcdy recipe
formulated for these raw materials. Wastage at this point cf the production
process is tending to i.crease and in the case of large basins, every singie
piece made recently has cracked before reaching the kiln. Iypical wastage at
the casting stage for other items have been:

Period 1-13th December 1989

Number cast Waste Per cent

WC - S-trap 199 35 i7.5
#C - P-trap 232 12 5.2
Small basin 126 Il 3.7
Asian pan 58 4 3.3
Period 8-11th January 1990

WC - S-trap 35 24 25.3
WC - P-trap 94 14 4.9
Small basin 36 4 7.1

Sanitaryware articles are larger and far more complex than crockery items
and they consequently require extremely good technical knowledge of all the
raw material constituents and good quality control procedures at every stage
of production. The factory currently does not possess the technical capability
to manufacture sanitaryware long-term on a profitable basis.

Shortage of LPG results in lost production and low capacity utilisation.
The installation of dual-fuel burners on both kilns would give flexibility by
allowing the kilns to be fired with either LPG or kerosene, dependent on the
supply situation for both fuels.

Tile production

January-February 1989 average 204,190 pieces/month
suly-December 1989 average 160,000 pieces/month
Average 1989 195,698 pieces/month
Potential capacity (limited by glost

firing installed capacity) 700,000 pieces/month

Tile production has therefore decreased from approximately 29 per cent of
potential capacity in early 1989 to 23 per cent of potential capacity in the
last six months of the year. The average capacity utilization rate for 1989
was 28 per cent. In order to improve capacity utilisation quickly, the Sacmi
4-tile press requires to be thoroughly overhauled and a reliable supply of
good quality die plates found. These may have to be imported. In addition, the
second biscuit kiln must be repaired and the installation of dual-fuel burners
is recommended.
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During the period of the mission's visit two complete kiln loads of tile
(56,600 pieces) were rejected as waste, one load due to changes in body
zomposition and the other due o a power cut. Tile production will therefore
probably be even lower during the current month.

2roduction costs

Profitability in current operations and long-term viability of the
company are dependent upon overcoming two severe financiai constraints -
nsufficient working capital and an overwhelming debt.

The principai direction for a solution to the problem of working capital
requires increased utilization of plant capacity, product improvement, and
marketing actions that wouid be required as a consequence ot the production
and product improvements.

"he debt problem is a vastly greater threat to the company's viability.
its solution will require a more radical approach that will resuit in a

significant financial restructuring of the company.

Financial viability

At present, the company is in a precarious financial position due to
heavy indebtedness to long-term lenders and to trade creditors. When the
receiver took over the running of the company on the first of August 1988, it
was indebted by KSh 40.8 in secured lcans from banks, and owed these banks
nearly KSh 15.3 million on accrued loan interest and penalties. Additionally,
unsecured sundry creditors were owed nearly KSh 20.7 million. There was also
an outstanding bank overdraft of nearly KSh 4.6 million. The company's totai
debt and current liabilities amounted to KSh 8l.3 million.

The company's accounts for 1983 showed a loss of KSh 0.2 million.
Although income was again positive in 1984 by KSh 1.8 million, the company
reported increasing losses from 1985 up to the end of July 1988. These
circumstances led the company to be placed in receivership by KNCC at the end
of July 1988.

Performance indicators

The company's history of heavy indebtedness shows that it has performed
poorly in the past. Although details are not available, concerning the dates,
terms and conditions of the loans, as well a- the circumstances of the company
when the loans were provided, the amount of indebtedness may indicate a degree
of financial imprudence. Indebtedness of these dimensions is not sustainable
by the company.

Total financial liability in bank loans, overdrafts, accrued interest and
penalties, and sundry credits was over |8 times the company's gross profit
(before depreciation, administrative costs, and interest) in the financial
year ending 31 July 1989. By themselves, secured and preferential liabilities
were nearly l4 times larger than gross profits. I[ndeed, the company’'s secured
and preferential liabilities are nearly three times the book value of fixed
assets.
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Sross profits were insufficient to cover the costs of administration in
1987 and 1988. The situation has improved under the receivership.
Nevertheless, the company's income is inadequate to cover the depreciation on
property, plant, and equipment, or, to make loan repayments. Consequently,
the company is both running down its capital base and tailing on its debt
obligations.

Table 8.2.8 shows the significant tinanciai accounts for the past
3 financial years and the tirst 4 months of the curreat year.

vizancial gata fro= the accounts of

>

Ceramic izgustries (EA) Itgd. :(387-.31%

“inancial year ending 31 July 4 months to

1987 1988 1989 30 November 1989
Turnover (sales) 19,672 19,108 18,244 3,110
Direct materials 4,541 2,830 45,013 2,192
Direct labour 4,525 5,463 4,032 1,530
Factory overhnead 8,000 6,763 5,624 2,151
Fuel, water 3,445 4,170 3,870 1,401
Materials 3,277 2,142 980 552
Other 278 552 774 199
sross protit 2,606 4,050 n,373 2,236
Depreciation 4,413 4,765 5,722 1,574
Administration
overhead 6,053 6,644 2,521 1,044
Employees 2,069 2,381 1,677 796
Other 3,984 4,263 844 48
Operating profit (7,861) (7,358) (2,668) (382)
working capital 9,824 6,362 5,511 5,746
Stocks 5,645 4,529 4,797 5,073
Receivership, cash 4,179 1,833 2,049 2,095
Payables?®’ 1,335 1,422
Fixed assets 38,607 33,578 33,598 33,598
Machinery, tools
Buildings, land
Total liabilities 62,323,853 81,332,831 84,618 84,005
s<cured, pretl 34,547,654 50,649,968 63,912 63,303
Other 7,776,199 20,682,863 20,706 20,702
Employees (count) na na 223 225

Source: Financial statements of Ceramics Industries (EA) Ltd., various years.
Note: a/ Excluding bank credits and pre-receivership trader credits.
na = not available.

The company's financial performance is now improving. Gross profit as a
ratio of turnover has increased by 30 per cent since July 1988. As a ratio of
administrative overhead, it has increased from a tractional part (only 60 per
cent) to being more than twice as large (214 per cent). Nevertheless, without
rescheduling, the debt will always be an unsustainable burden.
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wWorking capital has been a problem. Although operations are still
constrained by the need tor funds, the situation has greatly improved in the
past vear. The working capital requirement has declined from 350 per cent of

turnover in 1987 to less than 25 per cent by the end of November 1989. This
is shown in Table 8.2.9.

The return on sales (ROS) and the returm on net assets (RONA), both

measured in terms of the operating profit (sales less cost of sales and
overhead), are improving.

3oth ROS and RONA are negative. Fixed assets are unavubtedlv over valued
on the books. Hence the amount of depreciation is likely overstated and,
thus, operating profit is reduced to a negative figure. An improvement is,
therefore, a change from a negative value to a vaiue that is less negative, as
shown in Table 8.2.9.

Insufficient working capital is a constraint on production, as it
turtails capacity utilization due to insutficient raw materials and
replacement parts. Therefore, attention must be focused on reducing the size
Jf working capital tied up in stocks and goods in progress. The vaiue of
stocks 1s presently about a quarter of the value of turnover.

-3bie 8.2.9: Summary of financial indicators, [987-1388
(percentage of turnover)

Financial year ending 31 July 4 months to
1987 1988 1989 30 November 1989/

Costs

Material 23.1 14.8 22.0 27.0
Labour 23.0 28.6 22.1 18.9
Factory overhead 0.7 35.3 30.8 26.5
Depreciation 22.4 24.9 25.9 19.4
Administration

overhead 30.8 34.8 13.8 12.9
Profit

Gross profit 13.2 21.2 25.1 27.6
Operating profit ~40.0 -38.5 -14.6 -4.7
Assets

Working capital?®’ 49.9 33.3 30.2 23.6
Property, plant,

equipment<” 204.2 179.8 188.5 141.3
Total assets 254.1 213.1 218.7 164.9
Jther indicators®’

Nutput/employee 146 195
Gross VA/employee 52 84
Assets/employee 319 321
Return on net assets?’ -16.2 -18.4 -6.8 -2.9

Source: Financial statements by Ceramic Industries (EA) Ltd.
Notes: a/ Trade credit from pre-receivership period.

b/ Adjusted to yearly rate.

«/ Thousand KSh.

d/ Percentage.
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“he working capital tied up is stocks requires detail studyv. In the one

1and sufficient raw materials are reaquired for increasing output. On the

other hand, capital must be sufficient for the purchase ot replacement parts

and equipment to maintain a sufficient degree of available capacity for ocutput.

Zfficiencv, marginal cost, and prices

The company is not growing. The value of totai factory outru: has
remained nearly constant over the past three years, showing, in actuaiity, a
siight downward trend (Table 8.2.8). Nevertheless. the acccunts show that the
tactory is producing at increasing economic efficiency. The rate of return on
investment, as shown by the RONA ratio, and the share ot aperating prorit in
turnover nave risen significantly since the company was piaced under
receivership (Table 8.2.9). -

Efficiency improvements are also shown by increased outout rer employee.
Moreover, a few calculations, using the data in Table %.2.4. show some
tavourable trends. Production costs as a proportion of turrnover nave teen
lowered, from 87 per cent to 72 per cent. Administrative cverneads have
dropped sharply under the receivership, between august !3I88 and the end ot
November 1989, tfrom 31 to 13 per cent of turnover. Before receivership,
administrative overheads were about twice the amount of gross prctits. Now
they are half that figure.

As demonstrated in the technical description of production processes, the
factory is producing well elow potential capacity. if working capital could
be increased with expenditures on materials increased correspondingly, the
level of output could be expanded significantly. The ratios, already
mentioned, for example, output per employee and cost of production as a ratio
of turnover, wouid accordingly improve greatly.

Calculations, using the detail cost accounts of the company and rough
estimations of changes in cost with increase. output, indicate considerable
reductions in the average cost of output. The estimated marginal costs of
production are well below the present average costs. The marginal cost of
production in comparison to average cost are estimated to be about 55, 48 and
45 per cent for tableware (crockery), files, and sanitaryware, respectiveiy.
These ratios imply a reduction of about 25 per cent in average unit cest ot
production. This demonstrates that rehabilitation is necessary, and wouid be
profitabie.

Using different cost data thac were based largely on material costs by
weight, the marginal costs are 72, 75 and 72 per cent for table ware
(crockery), tiles, and sanitarvware, respectively, using the same
assumptions. Although the marginal costs are higher, by applying these
alternative data, they show that the unit cost is reduced by as much as 12 to
15 per cent with increased output.

The conclusion must be drawn from these estimates that olant capacity is
underutilized. Expanded production, based on increased labour and material
inputs, only, would lower the average cost of production. That is, the unit
cost would be reduced, raising the margin on each manufactured piece, as well
as raising gross profits.
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:mport dependence

All the clay and other mineral materials used in the production of the
Yodv compositions (excent one ball clav for sanitarvware) are produced in
Xenva. A small amount of clav has been imported in the past. By weight or
voiume, most ot the inouts are derived from local resources. By value,
however, the material inputs have a high import content. The imported

material inputs are gliazes !rom the manutactured products and plaster-ot-Paris
‘or the production ot mouids.

"lay and other materiais. which make up the body of the ceramic products
are generally iow-cost materials. Consequently, the imported giazes represent
a rather high proportion of the costs ot material inputs. The proportion of
duty-paid, factory-gate costs to total costs of materials are 93.83, 90.9 and
349.3 per cent tor tableware (crockery), tiles, and sanitaryware,
respectively. Taking the direct expenditure of toreign exchange, only, on
Ziazes, these prcportions are reduced to 62, 60, and >9 per cent, respectively.

lecause the production process is labour-intensive, the ratio of the
=x¥penditure in foreign exchnange for material imports to total production costs
are considerably lower. [hose ratios are 28, 22, and 12 per cent for
tableware, tiles, and sanitaryware respectively.

’

br

) Yirvets ind cozpetitors

Ceramic Industries (F&) Ltd., is at present the only producer of wall
tiles, crcckery and sanitaryware in Kenya. In the beginning only crockery was
produced and this went on until 1980 when ICDC took over the company and an
expansion of the product range was decided. The production programme was
expanded to include wall tiles and sanitaryware. This move was not a very
successful one since the market at the time was tlooded with similar products
from Asia and sales dropped dramatically.

The iocal market for the company's products are good for all three lines
and it is estimated that even if the production was up to near optimum
~apacity, there would be no major problem in marketing it. As a matter of fact

the company has at the moment a backlog of undelivered orders, valued at
KSh 565,000.

At present, the tiles and crockery lines are the most profitable. The
sanitaryware line sutfers from certain difficulties in the production process.
The problem emanates mainly from raw material not being of the right
composition as well as oronlems related to quality control. Certain products
in the sanitarv line sucnh as big hasins and Asian pans should be dropped as
the market is shrinking and profitability is low. The company should then
concentrate aon tihe production of small basins and -he normal toilets which are
~he sanitaryware products with the best protit potential.

The share ol the company in the local market tor ceramic wall tiles is
astimated to be approximately [I5 per cent; for crockery, the market share is
2stimated to be about 4l per cent; and tor sanitarywore, > per cent ot the
total market. it has not been possible for the mission to obtain actuai and
reliable statistics for the domestic market for these products.
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A rough estimate of the size of the domestic market for wall tiles would
be approximately KSh 110 million, for crockery approximately, 90 miilion, and
for saniteryware, KSh 22 million. These figures are very approximate since
the available statistics are several years old and unreliable.

There is also a portion of illegal import of these goods which adds to
the difficulty of making reasonable estimates.

The company has exported small amounts of wall tiles and crockery to the
PTA area. The value of these exports was l million and 372,743 respectiveiy
in 1989. The export potential of the PTA market is considered quite good but
the transport problem is a serious constraint. With the current local market
situation the company snould concentrate on the Kenyan market rather then an
ancertain foreign market. There may be future opportunities for exports to the
PTA when the quality and efficiency of the company's products and production
process are improved significantly.

At present, the most serious bottleneck at present for successful
marketing of Ceramic Industries products are the production comnstraints,
especially with respect to raw materials, equipment needs and quality control.

Most of the deliveries are performed at the factory gate. Except for a
small van, for minor deliveries within the Nairobi area, the company has no
system ct transport and distribution. For deliveries to Mombasa and other
areas within Kenya, the products are delivered by hired truck.

For the PTA area, deliveries are made by TRANSAMI for sea transports and
TRUCK-AFRICA fcr road transports.

Ceramic Industries has no sales representatives in Kenya or on any export
market. A network of retailers and distributors in the main population areas
would be urgently needed once the problems with production are solved.

The sales department in Ceramics Industries consists, at preset, of one
Sales Manager, Mrs Hellen N'deti and two Sales Clerks, Mr Mutisya and Mr
Mwangi. This is with the present constraints on the production side surficient
but with increased production it will be necessary to iteinforce the sales
statf.

(i) Policies

The policy of the Geological Survey Department, outlined in 8.2 (k) in
charging substantial amounts for the information on ceramic materials
discourages smail companies and individuals from investigating the
possibilities of entering this sub-sector.

(k) Constraints

Management

- The company is currently managed by the receivers, who have a limited
time horizon of three months. The General Manager, Production Manager,
Marketing Manager and Accountant have all been appointed by the receiver
and can be made redundant at any time. As this is a crisis situation, no
long-term planning is carried out and the management's sole concern is to
try to achieve a positive cashflow on normal operations. Under
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receivership, they are protected from the creditors and therefore anv
operating surpiuses are used by the management to repair some of the
machinery, in the hope of generating greater operating surpluses. The
General Manager and Production Manager do not think that their
assignments will be long-term and therefore all their decisions are based
on short-term measures to improve the company.

- None of the management has any technical knowledge of ceramics and
therefore cannot solve the many raw material based problems, which are a

- major cause of losses and poor quality production on the factory.

duman resource

- All departments suffer from a lack of trained personnel and only the tile
department supervisor has received a short period of formal training in
ceramics.

- None of the quality control staff are qualified in the testing of ceramic
materials and cannot advise production operators on the correct methods
of mixing and controlling the different slips.

- The production manager appears quite capable, in respect to managing his
supervisors but his lack of training in ceramic technology is a distinct
disadvantage. Any problem of a technical nature is therefore extremely
difficult to soive.

- Under the receivership situation the General Manager is of the opinion
that no resources should be spent on training, as the company would
probably not gain any benefit from this training, if the receivership
were lifted.

Financial

- The receiver, under instructions from KENYAC and DFCK, has to operate the
company solely from operating surpluses. The management team brought in
by the receivers are paid directly by them but this cost is then inciuded
in the receiver's fee.

- The debenture holders, who called in the receiver or subsequently
supported the action, have refused the receiver’'s request for additional
working capital to solve some of the more long-term problems. The limited
surpluses are therefore being used to repair some of the non- operational
machines, to gradually increase the operating surplus.

- The debenture holders are still discussing a restructuring of the loans,
which could include a conversion of some or all of these loans into
equity. However, even if an agreement is made between the debenture
holders, the situation is still unclear. The unsecured creditors, the
Training Levy Fund, the National Social Security Fund (NSSF), PAYE tax
and the sales tax authorities would still be waiting for the receivership
to be litted, so that they could make their claims on the company assets.
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- Traling unde': receivership status makes it extremely difficult to obtain
trade credit. The suppliers of LPG, for instance, requires the company to
malntain a substantial deposit with the suppliers and also insist on
immediate payment upon delivery. Cashflow is therefore weakened
considerably. In respect to imported glazes only one supplier is prepared
to trade with the company.

- it appears probable that unless the company's assets are sold to another
company, thereby leaving the unsecured creditors behind, the company is
likely to remain under the management of the receiver for a consideratle
period. Unfortunately the company's assets are seriocusly uvervalued in
relation to their current book value. This will make it difficult to
attract a suitable private company to purchase these assets uniess a
realistic vaiue can be agreed.

Technical

1) Raw material inputs

- The raw material inputs of the factory are not tested, either prior to
mining or on arrival at the factory. In addition, the volumes of the
materials at each of the quarry locations are not known and the guality
variations within these deposits are also unknown. Nc stockpiling of raw
materials is carried out, either at the quarry site or the factory to
minimise the natural variations. The factory laboratory is not
sufficiently equipped, either in terms of equipment, or in terms of
qualified personnel tc carry out the necessary work on a countinuous
basis. The factory is therefore using raw materials of unknown and
varying properties from sites, which may or may not have assured
long-term supplies. As successtul manutacturing of ceramic products
requires a high degree of technical knowledge about the properties of
each individual item on a continuous basis, to ensure that body
formulations and glaze-body fit are correct and that drying and tiring
schedules are correct, the factory is expected to continue to sutfer from
high losses and poor quality until these raw material restraints are
corrected.

ii) Body preparation

- in the body preparation department the defective ball mill will limit the
amount of slip, which can te prepared for the sanitaryware section. This
must be repaired, when additional sanitaryware moulds are provided. No
water meters or revolution counters are fitted to any of the ball mills
and this can lead to imprecise milling conditions and times. Installation
of these items is advised to improve the consistency of the milled
materials.

- Prepared slip, ideally, should be passed over sifters and magnets at
avery transfer point to ensure that all contaminants are removed prior to
the filterpressing operation. At some ot the intermediate points the
factory is not equipped with sifters and magnets. Installation would
improve the quality of the final slip.
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"he main tilter press is inoperative due to lack of spare parts and as
many of the filter plates have been broken over the vears and not
replaced. it cannot work at its rated capacitv, «ven when the spare parts
ire delivered. Additional plates should be purchased tur the machine, %o
2nable sufficient filteroressed material to be produced tor the crockery
section. The small pilot-scale filter press, now in use on an emergency
basis, is already being used on a two-shift operation and 1s too small to
orovide the necessary material to aiicw the crockery section to operate
closer to its capacity.

The single de-airing pugmill is a potential constraint. Althouzh it is in
200d ccndition, should it breakdown, the entire machine-made section of
~he crockery department would be closed down. [o maintain production at
the level required tor the two biscui*® kilns a second de-airing pugmilil
of the same type should be installed. It would be uneconomic to repair
the very oid pugmiil, which is totailv dismantled.

The "ageing” room facility is not onperated correctl!v to provide
consistent material for the flatware machine, bowl machines and cup
machine. Installation of humidity contro!l and temperature contro. would
issist in providing a constant environment tor the pugged clay.

The smal. blunger used to prepare siip tor the castware crockery items is
also used as a storage tank. A storage tank should be provided tfor the
Zinished slip, so that increased production of rastware -~an be achieved.

Crockery section

-

The lack of spare parts feor the flatware machine, :the howl machines and
the cup machine causes frequent breakdowns, resulting in low utilisatien
ot these machines. The quality of the products produced is alsc adversely
affected.

The cup sponging machine is inoperative due to lack of spare par:s,
therefore hand sponging of all the cups has to be carried out. This
resuits in a high proportion of the cups being distorted and overall
quality is lowered. Similarly the handle-fixing machine is inoperative,
30 that handles have to be attached by hand and quality is again
impaired. The two handle cutters are also in poor condition and produce
poor quaiity handles.

Shortage of imported plaster-of-Paris makes it impossible for the tfacrtory
to replace moulds on a strict replacement ryrle. Moulds are theretore
used far beyond their useful life and the quality of the products
sroduced from these moulds is impaired.

The flatware dryer requires attention to the heating and temperitire
:ontrol systems to improve the drying characteristics. The cup dryer is
in very poor condition and requires a complete averhaul and rtenair of tie
sheeting. The bowl machine has no dryer, theretore the products have to
be air-dried. On occasions articles rrom this machine are piaced in the
flatware dryer but this then disrupts the tlatware production. In
addition to repairing the existing dryers, a new wares dryer should be
purchased, so that all products can be tully dried before entering the
biscuit kiln. The current situation results in wares of widely differing
moisture contents being placed in the kiln, therefore fast firing cycles
cannot be considered. This limits the output from the biscuit kiln and is
inefficient in terms of energy consumption.
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The four towing units, used to smooth dried articles, are not fitted to
an operational dust-extraction system. An efficient system with a dust
filter on the exhaust should be ‘ns:-ilied to protect the health of the
operators.

One of the two crockeryv biscuit kilns is inoperative due "o lack of
instrumentation. It also requires repairs to the door. kila car seais and
foundations. The older piscuit kiln is operational but is very
inefficient and has wide temperature vaciations within the kila. The
biscuitware firing section in its oresent state is a main bottleneck in
the crockery section and the coastant shortages of LPG, which is used to
tire these kilns, makes the situation even worse. it is recommended that
during the repair of the newer kiln, it is converted to dual-fuel tiring,
50 that it can be fired with either LPG or kerosene. The older brick-
ilined kiln, which is not worth repairing, could then be replaced by a
fuel efficient fibre-lined kiin fitted with dual-fuel burners. A shortage
of refractory bats and props on the factory leads to delays in setting
he kiln cars and as damaged refractories are maintained in service, the
quality of the products is impaired. Additional refractory kiln furniture
snould be purchased to eliminate this constraint.

The glaze dipping tank is not equipped with a recirculation punp,
therefore the glaze consistency can vary throughout the day. This causes
colour variations of the final product. Two of the six glaze booths are
inoperative due to lack of spares and this would prove to be a constraint
on higher outputs.

One of the top-hat glost kilns is inoperative due to lack of spare parts
but all the other kilns require attention to their refractories and
elements. One of the two overhead craiues used to move the kiln tops is
also inoperative. To achieve capacity production from the crockery
section, these constraints in glost-firing must be removed.

The three lining turntables used in the decoration section are all in
poor condition and the quaiity of the lining achieved with these
turntables is not of a high standard. New turntables are required to
remove this constraint.

The single small decorating kiln can only cope with 18 per cent of the
potential glost firing output. If market demands indicate that more
decorated ware can be sold, additional kiln capacity must be installed in
this department.

Sanitaryware section

The body formulation for sanitaryware, based on 100 per cent of local
materials, has led to high wastage levels on some items. [n the case of
large basins, all items made recently have cracked. Modification of the
body must be carried out to remove this constraint but the factory has no
trained personnel and insufficient laboratory equipment to carry out this
task. Some imported clay may have to be added to the body composition to
correct the problems.

The numbers of sanitaryware moulds are insufficient to supply both kilns,
if they were operating at their capacity output., The area available for
rcasting is also too small for this potential kiln output, therefore the
mouldmaking section should be moved to the ground floor of the building
to allow room for more casting benches and more moulds.
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- Supplies of imported plaster-of-Paris are insufficient to replace moulds
on a correct cycle, therefore the quality of all products is impaired.
The method of mixing the plaster also causes poor quality moulds to be
produced. No mould drver is installed on the factory, which delays the
time when moulds can be placed in service.

- The slip pumping capacity is insufficient to supply even the current
aumber of sanitaryware moulds. Springs for the existing pump must be
installed and a second pump should be purchased.

- The casting hall is equipped with insufficient recirculation fans tor
etficient mould and product drying. Moulds become progressively more
saturated until they cannot be used for casting. Production capacity is
therefore reduced. Installation ot additional fans and aiso a heat cupply
for the casting hall is required to remove this production restraint.

- dnly one of the two gas-fired sanitaryware kilns is operational and until
this is repaired, sanitaryware production is limited to a maximum of 50
per cent of its potential. Due to the LPG shortage both kilns should be
converted to dual-fuel firing.

v) Tile section

- The 4-tile press has excessive downtime caused by a lack of spare parts
and by the inability of local engineering companies to provide die plates
of good quality on time. Capacity utilisation is therefore low.

- Only ocne of the two tile biscuit kilns is operational and until this is
repaired, tile production is limited tc a maximum of 50 per cent of its
potential. Dual-fuel firing systems should be installed on both kilns,
due to the unreliability of LPG supplies. New temperature control systems
are also required.

- Both tile glost kilns are operational but require repairs to doors,
element supports, refractories and the door locks to emsure that they
remain operational and to reduce the energy consumption of the kilns.
Additional kiln furniture is also required for these kilns to ensure that
full capacity utilisation can be achieved.

‘nputs

- The raw materials are not tested prior to use, either at the quarry or at
the factory on arrival. The factory therefore has no prior knowledge of
the properties of the raw materials it is using. If changes occur in the
raw materials, the factory could be full of defective items before any
rectifying action could be taken.

- All glaze inputs are imported and delays in ordering have resulted in the
factory running out of glaze. Some of these delays have been outside the
~ontrol of the factory. These have included lengthy procedures to obtain
import licences and delays in clearing goods at Mombasa port. In such
situations glost firing is then brought to a halt until new supplies
arrive at the factory. Airfreighting of glaze to overcome delays then
increases unit costs.
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- Jecal inputs are mainly from local sources of supply but some more
complicated patterns are also imported. However, the price of the liocal
decals is high. Financial contraints lead to delays in importing
supplies, which means that the factory cannot cffer such a wide product
range. Local supplies of decals are aiso delayed because for hotel logos,
the factory relies on the hotei to buy the necessary decals. The hotels
frequently do not order in time and theretore are rforced to purchase
undecorated ware 1or their repiacements, which is less profitable for the
factory.

- The plaster-of-Paris inputs are all imported but insufficient funds are
provided for the purchase of normal requirements. Mouids are therefore
used tfar beyond their useful life, which resuits in poor quality products.

- The LPG supply for the gas-fired kilns is insufficient for the tactory,
even when it is operating at a low capacity utilisaticn. &s this
situation is likely to continue for the toreseeabie ftuture, the rfactory
must install an alternative fuel supply, such as kerosene, in order to
achieve outputs cioser tc its capacity.

- Spar~ parts inputs are a serious constraint, as many are imported and the

inancial resources are not avaiiable to purchase them. [he condition of

he plant and equipment has theretore steadily deteriorated. Attempts to
substitute imported spares with locally made items have not always proved
successtul. Local suppliers have proved unreiiable in terms of both
delivery and quality.

.

T re

Market and competitors

- At the current levels of production, the company does not have any market
constraints. The company has no local competition, as Porcelain Products,
the only other company manufacturing crockery, is no longer in production.

- All items, which can be made can be sold, even if they are of poor
quality. This fact has probably led the company into piacing less
emphasis on the quality of the products but this is a dangerous policy.
Imports trom China with a far higher quality standard and better design
than any of the products from Ceramic Industries have now become
established in the market.

- Even at full capacity utilisation, the Kenyan market demand is far
greater than the industry cutput of crockery, tiles and sanitaryware.
However, as output increases both quality and design could become market
constraints, as the customer base of the company must widen to include
some of those cistomers, who are now buying the higher quaiity and more
modern designs of the chinese imports. The company must become more
competitive, otherwise imports could take a greater share o! the market.

- At greater outputs, the distribution system must be improved, otherwise
this could become an important constraint.
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- The Geological Survey Department of the Ministry of Environment and Mines
has carried out much work on the locaticn of ceramic minerals in Kenya
but the information is not freely available. Companies or individuals are
expected to pay tor the information on a commerciai basis. The price
quoted was approximately KSh 20,000. This policy has the effect or
discouraging companies to examine the available intormation on locally
avaliable raw materiais, especiaily those companies, which are in

- firancial trouple.

- in the ceramic industry many of the oroblems are caused by technical
deficiencies. Therefore the very companies, which need up-to-date
technical information the most, to try to soive their technical problems,

i may be the ones, who can least afford to pay tor such information. This

couid lead to these companies, either to import raw materials of proven
properties and known consistency, or to persevere with substandard
materials, being unaware that bestter raw materials may be available
within the country. The tormer decision leads to a ioss of ftoreign
excnange, while the second leads to the production of inferior products
with high wastage ana consequent wasteful use of imported energy.

- it is recommended that information c¢cn ceramic raw materials is
disseminated at a reasonaole price to any interested parties, so that
this subsector can deveiop to the same extent, as in other developing
countries.

3.3 Rehabiiitatior requirexzents

Management and organization

- At Ceramic Industries most of the management, such as General Manager and
Sales Manager, are lent to the company by Price Waterhouse while it is
under receivership. Whether or not those persons will stay with the
company when the present status of receivership is ended is not known.
The most urgent vacancy to fill at the moment is the post of Production
Manager. This person must be a highly qualified ceramicist with
experience from manufacturing of the actual product range. There is also
a need tor a training programme tor the production personnel since the
present problems are all revolving arcund the production part of the
operations,

- A computer system is in use at the ZGeneral Manager's office but it is
strongly recommended that similar PC-systems are instailed in the
Accounting and Sales departments. [t is now a3 very complicated procedure
to obtain relevant data, for instance, saies activities.

Markets and competitors

- Ceramic Industries has no major problem in the area ot marketing and
sales while the present constraints in the production are at hand.

- The company has a backlog of orders, not delivered, of KSh 565,000 and
can, at present, sell anything that can be produced in the factory.
However, in a longer perspective it would be recommended that the company
engage retailers and distributors in the most important areas of the
country in order to penetrate the local market more efficiently.




id: 2333r - 216 -

- Since there is uncertaintvy about the local market it would pe advisable
to undertake a market survey in order to optimize the product range for
best possible profitability.

- In the previous sections constraints have been detailed for all sections
of the factory and all of these must be removed to enable the factory to
achieve its full potential. The rehabilitation requirewments in terms of
raw material inputs and the nhvsical plant of the crockery, ziie and
sanitaryware sections are quite extensive in terms of both personnel
training aspects and in the refurbishment of machinery ana equipment. In
addition, some new equipment must be purchased., so that the factory can
operate cioser tc its potential capacity. As the company must be prepared
to invest a significant amount of its own resources into any reaiistic
rehabilitation plan and bearing in mind the poor state of the tinancial
structure ot the company, it is recommended that rehabilitation is
carried out in stages over a two-year period.

- By targeting the early rehabilitation work in the areas causing the most
serious bottlenecks in production and reduction in capacity utilisation,
cash flow will be increased quickly. This will then enable the company to
pay for the capital expenditure necessary in the later stages of the
rehabilitation programme from its increased operational surplus. The
speed of implementation ¢f the prcgramme is therefore totally dependent
on the success ot eacnh stage of the rehabilitation plan.

- Should the debenture holders come to some agreement on the restructuring
of the company at some time during the rehabilitation period, it may
encourage a private investor to take a shareholding in the company. This
additicnal capital could then be used to purchase all! of the necessary
spare parts, so that implementation of all of the rehabilitation
requirements could then be carried out more quickly. This, however, is
only a possibility, which is currently being discussed. Therefore, under
the conditions of the receivership, a two-year period is the only
realistic time trame.

Raw material inputs

- It is necessary to carry out a programme of testing of all the raw
materials used in the production of crockery, tiles and sanitaryware. The
volumes of material available at each of the quarry sites must be
determined and the variation of the properties of the materials within
each deposit established.

- Stockpiles of each of the materials should be built in layer formation at
the quarry sites and these should be sufficient for 6-i2 months
consumption. Tests of the stockpile must then be made to establish the
precise properties of the materials within the stockpiles.

- Various tody recipes for crockery, tiles and sanitaryware must be
formulated and tested, to establish the hest recipe using the stockpiled
products. Glaze tests should be carried out simultaneously on each of the
body recipes to determine, whether the glaze-body fit, using the proposed
glazes is suitable. Adjustments to the body recipe should then be made,
if required, based on the glaze tests. Drying characteristics must be
determined and the biscuit firing, glost firing and decoration firing
characteristics must be established over various temperature ranges.
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- n order to carry out the above work, an outside ceramic technician must
be employed. This person could possibly be supplied as part of a UNIDO

technical assistance project.

Body preparation

- The lining of the sanitaryware ball mill must be repaired and new flint
pebble grinding media purchased. This is an immediate requirement.

- Water meters and counters should be installed on all six ball mills at an
eariy date.

- The main filter press must be repaired and replacement filter plates
purchased to ensure that the machine can operate at tull capacity. This

is an immediate requirement.

- An additional de-airing pugmill should be purchased. This would not be
required until the second year of the proposed rehabilitation period.

- The ageing room should be immediately utilised properly. Humidity
controllers should be fitted at an eariyv date.

- A storage tank should be provided for the crockery casting slip. This is
an immediate requirement.

- Additional sifters and magnets should be provided at slip transfer
points. This is an immediate requirement.

Crockery section

- The flatware machine, bowl machines and cup machine shcould be repaired.
The necessary spare parts must be imported at the earliest possiL.e date.

- Additional plaster-of-Paris moulds for both the machine-made products and
the castware products should be made to replace all defective moulds and
to allow an acceptable replacement cycle to be established. The necessary
plaster-of-Paris must be imported. This is an urgent requirement.

- The flatware dryer heating and control systems must be overhaulnad to
improve the drying characteristics and reduce losses. The cup dryer must
be totally refurbished with new plates to eliminate the leakage of hot
air. This is an urgent requirement.

- An additional ware dryer is required for the bowl production and castware
production. The purchase time must be dictated by the availability of
funds.

- Spare parts for the cup sponging machine, handle cutters and
handle~fixing machines must be provided and the necessary repairs carried
out. This is an urgent requirement.

- The four dried ware towing units should be fitted with an efficient dust
extraction system, which should include a filter unit on the air exhaust.
The biscuitware brushing stations must also be connected to a dust
eXtraction system. In the meantime, the operators must be provided with
dust masks and supervisors must insist that they be used. Rotation of
these operators would be recommended.
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- The fibre-lined biscuit kiln must be repaired and a new temperature
control svstem should be fitted. Dual-fuel burners shouid be fitted to
ailow the kiln to be fired with either LPG or kerosene. The necessary oil
storage tank with twin pumps must also be installed on the factory at
this time. This work is of the utmost priority.

- The old brick-iined biscuit kiln should be replaced with a fibre-lined
energy efficient one, as soon as the other kiln has been repaired and is
operational. This kiin should also be fitted with duai-fuel burners.
Availability of funds, however, will certainly not be available for some
time for this purchase. As an interim measure, some repairs may have to
be carried ocut on this kiln and dual-fuel burners fitted. These wouid be
transferred to the new kiln, when purchased.

- The glaze dipping station must be fitted with a glaze recirculation pump.
This is an urgent requirement.

- The two non-operational spray booths must be provided with the necessary
spare parts. This would Le required in the second year of the
renabilitation programme.

- The non-operational glost kiln must be repaired and the necessary spare
elements and refractories for all the other glost kilns must be provided
to ensure that they remain operational. The defective overhead crane,
used to move the tops of the kilns, must be repaired. This work should be
carried out eariy in the first year of the programme.

- Three new turntables must be provided for the decorating section, to
enable quality lining to be achieved. This is an immediate requirement.

- An outside engineer familiar with kilns and ceramic machinervy must be
employed to supervise the kiln and machinery repairs, initially in the
crockery section but at a later date, the repairs in the other two
sections must also be supervised. This engineer must aiso train the
factory mechanics and operators in the correct maintenance and
operational procedures fer this equipment. The engineer could possibly be
provided as part of a UNIDO technical assistance project.

- It should be noted that particular emphasis has been placed on increasing
the output ¢t the crockery section, as early as possible in the
rehabilitation programme, as this is the most profitable product.

- The manager in this section should be sent overseas on a UNIDO training
fellowship tor a 4-5 month period. The training would include formal
study at a recognised Polytechnic institute and industrial experience on
selected ceramic factories.

janitaryware section

- The sanitaryware body romposition must be modified, possibly by the
incorporation of a small percentage of high quality imported sanitaryware
casting clays. The percentage of local clays would be maximised,
consistent with quality being maintained to normal expected standards.
This work could take some considerable time to carry out properly. An
outside expert would have to be brought in by the company and could
possibly be provided as part of a UNIDO technical assistance project.
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Additional sanitaryware moulds must be made and the necessary
piaster-of-Paris must be imported. The method of mixing the plaster must
Je improved to ensure that good quality moulds are produced.

The mould-making section must be moved to the ground floor of the
two-storey building, so that more casting benches and mouids can be
placed in the casting hall.

A mould dryer should be installed in the mould-making section.

The existing slip recirculation pump must be repaired immediately and an
additional pump installed to cope with the capacity of the zwo kilns. The
additional pump would be required in the second year of the programme.

Additional air recirculation fans must be provided in the casting nall
and a dual-fuel heater installed, to ensure efficient mould and ware
drying.

The ncn-operational gas-fired sanitaryware kiln must be repaired and both
kilns should be converted to dual-fuel firing.

Once the sanitarvware body formulation has been established and the
section is operating closer to its capacity output, it wouid be the most
suitable time to commence experiments in developing a lLow-teasion
insulator body. All insulators are presently imported into the country
and this therefore could develop into another product area for the
factory.

While the body formulation work and the manufacture of new mcuids would
take place in the first year of the programme, the rest of the
expenditure could only be carried out in the second year.

The manager in this section should be sent overseas on a UNIDO training
fellowship for a 4-5 month period. The training would include formal
study at a recognised Polytechnic institute and industrial experience at
selected ceramic factories.

section

The necessary spares for the four-tile press and tile handling unit must
be provided and installed. Die liner plates of good gquality must be
imported to ensure that the press can operate without eucessive downtime.
This worlk is an urgent requirement.

The non-operational tile biscuit kiln must be repaired and dual-fuel
burners should be fitted to both tile biscuit kilns. New temperature
control systems must also be installed on both kilns. This work should be
carried out as early as possible but funds will probably not be availuble
until late in the first year.

The two tile glost kilns must be repaired and additional refractory kiln
furniture provided to ensure that they can operate to capacity. This wcrk
can be carried out late in the first year onwards.
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- The assistant manager in this section should be sent overseas on a (NIDO
training fellowship for a 4-5 month period. The training would include
formal study at a recognised Polytechnic institute and industrial
2xperience at selected ceramic factories. (Note: the current manager ot
this section has had some overseas training).

Laboratory

- The necessary laboratory equipment should be oprovided to enable the
laboratory to carry out all normal body formulation work, giaze tests and
routine quality control tests.

- Two laboratory personnel (possibly new emplovees) will reauire overseas
training for a period of 4-5 months, followed by in-plant training by an
outside expert. The overseas training must be at a recognised ceramics
educationai estabiishment, such as a Polytechnic, for the formal
training, combined with exposure to current industrial practice on
carefuily chosen factories.

- It is recommended that the above rehabilitation requirements are
orogrammed in stages over a two-year period. In respect to sanitaryvware
oroduction, if the losses continue to increase using the present body
formulation, it would be advisable to suspend productior until such time
that an outside expert has reformulated the tody composition to give an
acceptable preduct with low wastage. The raw materials and LPG could then
be used more effectively for crockery and tile production. During this
period the additional sanitaryware moulds and casting benches could be
made.

- If this programme of rehabilitation is not carried out, the future of the
company is bleak. Should this factory close down, this entire subsector
of industry will no longer exist in Kenya, apart from the much smaller
crockery factory, which is also under receivership. The country will be
totally dependent on imported crockery, tiles and sanitaryware with the
consequent loss of foreign exchange and industrial potential.

Financial structure

- The future of the company is also dependent on the financial
restructuring of the company. Ceramic Industries (EA) Limited presents a
strong case for divestiture, partial, if not total. The present owners
have, in the past, been unable to put together a successful management
team.

- The failure on the part of owners and managers is demonstrated in the
accounts, which show a clear trend over the past decade of increasing
administrative overheads relative to factory gross margins and increasing
indebtedness. The company has returned an operating loss since 1985 and
income before tax has been negative since 1981. Income in each year was
lower than in the previous year, except in 1983.

- The recommended ultimate objective is to sell the total assets of the
company, while the factory is operational. The highest price would be
paid for a fully functioning plant. Distribution of the proceeds presents
a problem but is not ingoluble. The following points have to be
considered:
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1) The interests of the secured ~reditors must come before those sf the
owners. In this case the large secured creditors and the owners are
mostly the same entities. A satisfactory formula tor distribution
should theretfore be readilvy found among parties, who take a
reaiistic view of the situation. However it shouid be pointed out
that negotiations to solve the problem have been in progress on an
intermittent basis since 1987 - that is, before the receiver was
cailed in. Negotiations are still continuing.

=) The sellers may be obliged, in this case, o consider that the buyer
may insist that outstanding trading creditors are repaid before the
saie. Alternatively, the sale price may be reduced by the amount
required to pay the trading creditors. This concession wouid be
necessary tor the future viablity of the company.

*) The present owners and the hclders of debentures may or may not be
interested in retaining a minority equity share in the company. if
s0, this would have to taken into consideration in the terms of any
saie.

i)  An important element in the discussion leading up to the sale is the
reiationship between the shareholders' rights and obligations
vis-a-vis those of the debenture holders and the sundry unsecured
creditors.

snother alternative, which could be taken, is that all the company assets
are sold to another company at the best possible price. The proceeds of
the sale would then be distributed propcrtionately among the secured
debenture holders. The unsecured creditors could exr2ct to receive
nothing. One disadvantage of this alternative is that tl. prospective
ourchaser would recognise, that he could expect to have some trading

difficulties with the established suppliers of Ceramic Industries (EA)
Limited.

Besides the financial restructuring, which concerns ownership and
sreditors’ interests, the company requires tinancial restructuring in
sther directions, either before or after the sale. The company requires
strong financial management. More than just an accountant is required.
The business requires an analytical financial controller, who is capable
2f skillfully pertorming financial management, monitoring and evaluation.

The business is diversified, with strong prospects for further
diversification of production. The company therefore requires an
=xcellent and reliabie cost accounting system. The system must be capable
of handling a wide variety of products for different markets. [t must
also be flexible for system improvements and tor rapid changes in both
input and output market factors.
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CHAPTER 9
GENERAL JBSERVATIONS AND RECOMMENDATIONS

3.1 General volicv recozmendations

All the companies visited are parastatals and have been operating at a
.oss for many years. For all of them, the value of the assets are far lower
han liabilities. The rehabilitation of these companies wouid necessitate
that the creditors, most of them being public institutions, would have to
write off a substantial part of the debts. [t cannot be in the interest of
Kenya to let parastatals operate at a loss for sucn proionged periods.
Government policies are clearly needed in this respect.

The Government needs to monitor ciosely the development of the economic
performance of parastatals at all times and would have tc make necessary
dJecisions at an eariy stage so that the use of national resources is optimized.

it was sometimes suggested that the parastatals also perform a social
function. This is certainly true in many cases. However, the cost of
subsidizing a company must be weighted against the benefits obtained. It may
well be the case that the subsidy would produce more social benefits if
invested elsewhere. In general, management was not clear as to the objectives
of the companies.

It is important to define the objectives clearly for each parastatal.
Yearly plans have to be elaborated in line with defined objectives.

In none of the plants visited was there an incentive system, either for
the workers or for the management. Management often viewed themselves more as
public employees than responsible for the company. Management often felt that
key decisions lay outside their control.

Government policy on the future of parastatals is not yet clear. Policy
decisions are needed on which enterprises should remain with the public sector
and which should be privatized.

3.2 Financial observations

All of the parastatal companies visited, operated with an extremely high
debt load, which they were unable to service from their normal operations. In
many cases the companies lacked adequate supplies of working capital and/or
access to credits. This lack of funds negatively affects the performance of
the companies as in many cases routine purchases can only be accomplished
after serious delays. All companies had poor cost accounting systems, which
meant that management had no reliable information on the precise costs of
production, on which to base their decisions for product pricing.

Recommendations

[n all cases it is essential that a financial restructuring is carried
out, including the conversion of all, or most, of the debt into equity. In
the case where receivership is involved, it is recommended that the company
assets be sold to another company, thereby leaving all unsecured creditors
behind.

[t is recommended that proper costing systems are installed as a matter
of urgency in all the companies visited.
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3.3 Management, organization 3nd marketing

;eneral observaticns

(a)

(b)

(c)

(d)

(e)

Board of Directors tend to contain too many high level persons from
government and various institutions, many without any proven business
experience at all. They are generally too busy to take part in board
meetings but send alternates or nominees that do not Lave power or status
to take any decisions.

There appear to be significant vacancies and deficiencies at middle
management levels. Top-managament tends to be substandard., especially
the political appointees. They generaily lack sufficient knowiedge of
business and marketing and usually know very iittlie about the technicai
details concerning their company's products.

It is not uncommon for companies to have no sales organization cutside
the offices, that is, no sales representatives or retailers out in the
field. This is partly because some of the companies work in a seilers
market. Customers buy their needs either directly at the factory gate or
via wholesalers. This means that the customers provide their own
transport and the companies do not have to engage in any transport or
distribution arrangements.

Many companies never carried out proper market surveys to determine the
market for their products. Companies need to undertake an extensive
market survey for their products in order to find out their real export
potential.

It may not be generally known but the Department of External Trade has
Commercial Attachés in 15 countries all over the worid. Five of them are
located in Europe: UK, France, Belgium (EEC), West Germany and Sweden.
The rest are to be found in USA, Japan, Pakistan, Ethiopia, Rwanda,
Uganda, Tanzania, Zambia, Zimbabwe and Zaire. In other countries the
trade questions are handled by the First Secretary of the Embassy. The
Ministry orf Commerce is also taking care of the Ministry ot Industry's
interest in foreign councries.

Management Information Systems are generally non-existent, in the
companies, for routine tasks such as accounting, administration, purchase
and sales. Kenya Institute of Management will in the near future be able
to provide training within this field. At the moment they have not a
sufficient number of computer systems available. KIM's services are for
their members only. The Government has its own training programme for
managers. KIM has 2000 experienced managers as members and who are
available as instructors.

Recommendat ions

(a)

The Board of Directors in the companies should be reorganized and
professionals from the business community should be brought in and
engaged as members. The Board of Directors will then be able to function
as a real support to the Management.
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{b) Assessments should be carried out of the qualifications of both top, and
middle managers in companies. Appropriate adjustments and dismissals
should be made. Existing managerial vacancies should be filled by
qualified personnel. Political appointees of unqualified people should
be avoided at all cost. Related available training facilities and
ztechnical assistance should be requested from Kenya I[nstitute ot
Management, and UNIDO (also manzagement support).

(c¢) Companies need to improve on their sales and trading systems by setting
. up a network of distributors throughout the ~<ountry. aAlso distribution
systems, need to be improved or acquired in ali the companies.

(d) It is also recommended that those companies whn engage, or are likely to
engage in export trade make contacc with the Ministry of Commerce for
support and free advice on how best to begin or maintain export business.

(e) The introduction of computers for establishing for Management Information
Svstems would be beneficial iIn many companies together with appropriate
training programmes ror the management. Iraining tor this is or will be
available at the Kenya Institute of Management. Suppliers of computer
systems aiso nave training programmes for these kinds of activities.

3.4 Eypan rescurces

General observations

All the firms visited suffer from a high turnover in both top and middle
managers. Although it appears that many workers have been working for the
firms for a number of years regardless of working conditions, they are not
necessarily satisfied with their work and positions and are generally
demoralized by the low salary and few incentives given to them.

Despite available training facilities and funds (the training levy)
provided by the government, zhe firms do not have a positive attitute towards
training their workers. It is partly because the firms cannot atford to
release their workers for training and also because the firms do not find it
necessary to upgrade their workers' skill level by training other than
on-the-job training. I[n particular, the firms have a very weak maintenance
and repair capability due to a iack of quaiified engineers and lack of a
maintenance culture.

Recommendations

The firms should enhance their tuman resources by upgrading the quality
of employees’' skill levels through use of available government or private
training institutions. 1In addition, the firms are recommended to search for
better organized and higher quality on-the-job training systems wnich should
give workers better understanding of their work and appropriate skills to
produce faultless products.

In order to strengthen morale and motivation, the firms are recommended
to provide an incentive scheme for employees. The scheme should not
necessarily be based on the salary scale, but could take the form of improving
the quality of facilities in the plant. This would provide workers with a
better working environment. Motivation would also be helped by the provision




id: 2335r - 226 -

of welfare facilities outside the plant where workers can relax and rest
during their break time or after work. The promotion of cultural and sports
acitivities organized by the tirms would be another means to motivate
employees.

§.5 Prysical viant and bu:l!dings

The buildings of all of the factories visited were generally in good
condition structurally and require little rehabilitation work, except, in some
cases, for some relatively minor roofing repairs.

The physical plant in all companies has generally been aliowed to
deteriorate over many years, due to the lack of spare parts and also, in some
cases, due to lack of trained maintenance personnel and scheduled maintenance
programmes and procedures. In the one case, where a good engineering
department existed, they had been frustrated in their attempts to repair old
machines by the lack of the necessary imported spare parts. Failure to import
such spare parts was invariably due to the financial constraints on the
company, caused by the overall poor perrormance of the company.

Some attempts had been made by companies to find local suppliers of spare
parts for the macnines but this was not always successful. Even when local
engineering companies accepted an order, scmetimes they could not obtain the
necessary raw materials to carry out the work. This then delayed the delivery
of the spares and often those delivered were of such poor quality that they
could not be used. The machine therefore had to stand idle until new spare
parts could be made. Such situations reduce capacity utilisation and output,
which increases unit costs and reduces even further, the ability of the
company to purchase the necessary spares required to keep its assets in good
condition.

Unfortunately it is a common reaction of the majority of companies, to
reduce expenditure on spare parts when 'ie performance of the company starts
to deteriorate. This is normally entirely the opposite of what they should be
doing. A downward spiral of deteriorating performance, followed by further
reductions in maintenance then sets in.

Recommendations

Management of all companies must give priority to the strengthening or
establishment of scheduled maintenance programmes and procedures. Priority
must also be given to expenditure on the necessary spare parts to maintain the
physical plant and buildings in good condition, even when the performance of
the company deteriorates. If the company keeps its assets in good condition,
it will be in a far better position to recover from a period of poor
performance caused by other tactors.

3.6 Reqional dimensjons

The East African Community was formally dissolved in 1977 but trade
problems were already evident several years before. The Preferential Trade
Area Treaty became operational in 1983 to promote trade within Eastern and
Southern Africa. Together with other states in Africa, the Carribean and the
Pacific (ACP), Kenya has signed the Lome Convention. ACP countries benefit
from access to the EEC market and nearly all industrial products are exempt
from duty and quantitative restrictions.
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At present, both the Mountex and East African Ceramics companies oroduce
mainly for the domestic market. Within the next few vears there will be
little interest for the companies to expand exports, because domestic demand
is higher than production. Moreover, entering the export market would require
marketing efforts which may not be justified during the periocd of
rehabilitation.

PVP has produced mainly for the European market. [f the plant is
rehabilitated, there may be a regional demand for dehydrated vegetables,
particularly in food processing such as different kinds of soups.

In summary, regional cooperation for the three plants studied is not an
immediate objective.

8.7 Inputs

nsufficient supply of raw material inputs for agrc-based industries is a
serious constraint. It is the single most important factor oreventing
acceptable utilization of processing capacities in the industries that have
been investigated. Major reasons ftor insufficient availability of cotton
fibre and vegetables are related to pricing and the incentives given to the
producer as weil as the inadequacy, or lack of the appropriate organizational
structure and routines for production, procurement/collection and payment of
the products.

in the case of cotton, orders placed with the CLSMB often go unfilled or
partly filled. This unreliability in the supply of cotton is a major
constraint affecting the basic profitability of firms in the textile
industry. There is also a reluctance on the part of the CLSMB to import
needed cotton supplies even though the production of locally grown cotton has
been decreasing. There is the additional, but related, point that Kenya needs
to improve the quality of its cotton by blending it with imported fibre. At
present, the country produces medium-staple, medium-strength cotton that
lowers the quality and strength of the yarn and decreases the etficiency in
weaving. This is partly why factories manufacturing under bond are reluctant
to use local fabrics.

From the national viewpoint, Kenya's textile industry needs more
specialization and increasing reliance on domestically grown fibres - cotton
and wool. But the government's own institutions have been thwarting that goal
through declining real prices and delayed payments to cotton farmers and
erratic and insufficient imports of cotton to cover the deficit in supplies in
Kenya. The recent increase in the price of cotton from KSh 6 to KSh 10 may
reflect a shift in policy to favour cotton production. Still, so long as
<~otton supplies are severely constrained, individual companies must strive to
import more and more synthetic fibres despite the implications for overall
national development. The CLSMB has not encouraged factories to import
stronger, longer-staple cotton for blending with local fibre to upgrade the
2nd product. This reticence has hampered the textile industry's efforts to
secure the domestic market against the many imported - orften smuggled -
tabrics.

In the case of the vegetable processing industry, world markets for
processed vegetables are highly competitive and a great many countries,
particularly deve'oping countries, are trying to increase their exports. The
cost of packaging materials is a significant part of total product costs.
Increased supply of packaging materials at competitive prices is a
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pre-requisite for increased exports of processed vegetables tfrom Kenva. ilsc,
consumers in the industrialized countries are increasingly concerned about the
high content of chemicals in processed and fresh food. As yet, there does nct
seem to be sufficient awareness in Kenya of these changes in the preferences
of consumers in industrialized countries.

The raw material inputs of the minerals for ceramic industries are
normally never tested properly on a regular basis, either at the quarry sites
or upon delivery to the factory. In addition, the volumes of the materiais at
each quarry location are not known and the quality variations within the
deposits are not known. No stockpiling of raw materials is carried ocut o
minimise natural variations im properties. The factories therefore use raw
materials with unknown and varying properties tor the manutacture ot sroducts,
which demand precise knowledge of the properties of ail body constituents.

The tact that tactories have suifered concinuously tfrom poor quality ana aigh
wastage is theretore not surprising.

The fuel inputs to the companies can frequently be in short supply. Tk.s
is particularly evident in the supply situation of LPG.

imported inputs such as Plaster-of-Paris, glaze, decals and spare parts
are frequently held up due to lengthy import procedures and slow clearance of

goods from the port.

Recommendations

The Government should intensify its efforts to ensure that the supply of
cotton to the textile industry is regular and reliable. The CLSMB should
urgently examine the need to import supplies of cotton in special
circumstances. This need for cotton imports is especially important when
local supplies are unavailable and/or there is a need to improve the quality
of locally grown fibre by blending it with imported cotton. Improved quality
of Kenya's cotton fabrics would greatly increase their export potential.

In order to increase exports of processed vegetables, the Government
should take steps to facilitate an increase in the supply of packaging
materials at competitive prices for processed vegetables. In addition, the
Government should encourage the processed and fresh vegetables industry to pay
serious attention to the concern, on the part of consumers in industrialized
countries, about the high content of chemicals in processed and fresh
vegetables. Kenya, unlike many industrialized countries, grows vegetables in
many areas which do not suffer from pollution and upon which chemicals have
not been extensively used hitherto. This is an image that Kenya must maintain
and exploit to the fullest. The international market for fresh and orocessed
vegetables grown in a relatively pollution and chemical-free environment may
well be a market niche in which Kenya would have a comparative advantage. A
market survey should be undertaken to assess this possibility.

All raw materials for the ceramic industries must be thoroughly evaluated
prior to use on the factory. This must include assessment of the volumes and
quality variation at each quarry site. Stockpiling of materials should be a
normal production procedure, both to minimise the natural variations and to
allow time for testing of the stockpiled material prior to use in production.
Any variations can then be forecasted with accuracy, so that adjustments can
be made to the body compositions to compensate for these changes.
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fTactories dependent on regular LPG supplies should invest in the
facilities to enable them to use an aiternative fuel, when LPG supplies are
insufficient for requirements.

All imported consumables and spare parts should be ordered well in
advance, to take into consideration the time reaquired for import procedures
and port clearance. Stocks of the most important imported materials, which
are crucial to maintaining production, shouid be held at the tactory, wnenever
puossible to cope with unforeseen aelays.

3.8 The ranufactur:ing secter

Manufacturing is a leading growth sector in the Kenyan economy, and it
oroduces about 12 per cent of the nation's GDP. 1Its potential, however, is
diminishing due to declining investment in fixed capital. Statistical
information shows a degree of disinvestment, which is confirmed by informal
observation. The outlook of manufacturers has been dulled in recent years by
“luctuating economic conditions and uncertainties in the business climate.

The sector is helped and encouraged by tariff protection and import
controls. It is assisted financially by government policies to support
industry, especially through various DFIs. Foreign invesiors are covered by
the Foreign Investment Protection Act. These are positive elements of
assistance, but the government also restrains and closely controls the
manutacturing sector through numerous iicencing, marketing, and tinancial
controls.

Manufacturers must obtain a variety of licences, depending on details of
their businesses. Requirements include licences for trade, imports, exports,
employee entry and work permits, and licences for manufacturing under bond.
Besides the licences, there are many rules and regulations, for example, the
requirements to file returns and pay income taxes, a training levy, and sales
tax. Manufacturers must file survey information each year regarding
ownership, investment, turnover, employment, and so forth. Recently, they
have leen required to identify distributors of their products under the Trade
Licencing Act, and they are accountable for the authenticity of each of their
dealers as a holder of a valid disctributorship licence. They are accountable
also for a variety of conditions that are covered in the Restrictive Trade
Practices, Monopolies and Price Control Act of 1988.

Manufacturers are faced with price controls for some items, and not
always can they freely purchase their inputs from the markzt. Many inputs
must be purchased from a marketing board, such as the Coffee Board, Tea Board,
Sisal Board, Pyrethrum Board, National Cereals and Produce Board, National
Irrigation Board, and the Cotton Board. They are subject to financial
controls, such as foreign exchange ~ontrols, foreign exchange allocations for
business travel, controls on the payment of dividends and protits, and so
forth, in addition to the already mentioned taxes and tariffs.

The manufacturing sector shows diversity, but individual manufacturing
firms produce a wide a range of products. Quality control is largely a
missing factor, as well as a lack of regular attention and specialized staff
for product and production engineering to improve products and production
processes. Management is too often carried out as a routine, as could be
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axpected in a bureaucratic administration. Insufficient attention is given to
financial management and maximization of returns to investment through proper
cost accounting and analysis. The direction of enterprises do not show the
initiative and the venturous drive that is typical of successful manufacturers
on the international market.

The Government is aware of the obstacles to production mentioned above.
Indeed, significant steps are being taken to remove these obtacles. But it is
clear that the Government's efforts in this connection need to be more
focussed, integrated and intensified.

In sum, the Government must be constantly aware of the need to provide an
enabling environment in which manufacturing can prosper.
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CHAPTER 10
SUMMARY OF PLANT LEVEL FINDINGS AND RECOMMENDATIONS

10.1 Mount Kenva Textiles Ltd. (Mountex,

(a) Management and organization

. Findings
- There are too many high level persons from government and other

institutions in the Board of Directors, many without any proven business
experience.

- The Board of Directors has too many high level persons from government
and other institutions, many without any proven business experience.

- The management shows certain deficiencies both at middle, and top
management levels.

- The company has no computerized Management Information System.

Recommendations

- Re-organize the Board of Directors in order to engage more people with
industry and business experience.

- Carry out an assessment of the qualifications of the staff at the
management level and make appropriate adjustments and dismissals.

- Install a micro-computer system to improve Management I[nformation Systems
with regards to administration, accounting, sales and purchasing.

(b) Human resources

Findings

- A significant number of employees suffer from occupationai hazards in
the weaving and spinning sections; respiratory problems and hearing
difficulties are common.

- Absenteeism is extremely high.

- Labour turnover is also high.

- Facilities to provide welfare services for workers are non-existent or
inadequate. There is no canteen or a shop, and the medical clinic is

‘ poorly equipped.

- No female labour is utilized on the production lines.

Recommendations

- The firm should pay significant attention to the working environment in
the factory in order to protect workers' health.

- The medical clinic should be better equipped; it should be mandatory for
workers to wear health protective gear; regular inspections should be
made to enforce this.
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- To improve working conditions and at the same time give additional
incentives to the workers, the firm should install welfare facilities
such as a cafeteria and shop compound which can be used for various
purposes - for example, dancing, meeting, party and other cuitural and
social activities.

- The firm should consider hiring women cn the production lines as is

common practice in the rest of the textiie industry in Kenya.

’

f¢) Firancisl stractur

Findings

- Mountex is burdened with a huge, geometricallv growing debt, already
twice the size of its assets.

- The factory uses only about 60 per cent of its capacity mainly because
CLSMB does not tulfill its orders reliably. This is the major reason the
company is making losses even before accounting for financial charges.

- The company'’'s cost accounting system cannot tell management accurately
how much it costs to produce different yarns and fabrics. Hence,
management does not have a true indication of what items are the most
profitable.

- Lack of a micro-computer and the skills to use one limits the accounting
department to clerical instead of analytical tasks.

- Certain costs may well be excessive, for example, for sustaining the
General Manager in Nairobi and hiring many additional workers, though
output has not increased very muckh.

- Costs may be excessive due to tco great a product range.

Recommendations

Short-term

- The conclusion is inescapable: to become viabie, the company must be
restructured financially.

- All possible steps must be taken to increase capacity utilization.
Achieving a high capacity utilization rate is crucial for turning around
the basic profitability of the company.

- With a renewed sense of urgency, the company sihould intensify its efforts
to secure reliable supplies of raw materials. [t should continue to
strive to purchase increasing amounts of raw materials - both cotton and
synthetics - as long as the marketing department can sell the products
produced as a result.

- After training or hiring appropriate staff, the company snould
computerize its accounting systems and significantly improve its cost
accounting and analysis.
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- To increase profitability, management should carefully evaluate the
economiac of scale achievable by producing larger volumes, but less
varieties.

- To cut costs, the General Manager should move to Nanyuki as soon as
npossible. Management should evaluate whether the large increase in
employment is fully justified. If not, the work fcrce should be trimmed.

Medium-term

- in the medium—term, Mountex must be tinancially restructured and probably
privatized. Two solutions are possible: most, if not all, of the
company's debt should be turned into equity; or, its assets - free of
debt - snould be sold as a running enterprise to a new owner. Cctither
way, the Government should forgive the accumulated sales taxes that
Mountex owes.

‘d) Build:ings asnd instailations

- The old machinerv used now is unreliable due o lack of readily available
spares. Frequent breakdowns have caused bottlenecks in various
departments, particularly in weaving. Certain spares can be manufactured
within the workshop including simple castings.

- Inadequate control for inputs at each stage of manufacture have led to
poor quality yarn, problems in the loom shed and with finishing. The
varn quality can be improved by use ot combers after carding.

- Due to installation of some new machinery in various sections, certain
sections have high output capacities, and new imbalances have arisen, for
example, in spinning. Also, the varn winder operates only at 10 per cent
capacity utilization and thus earns iittle revenue.

- The weaving department has the lowest percentage machine utilizatica.
Utilization could be improved by, for example, working 168 hours per week
instead of the present 135 hours and also recruiting =xperienced weavers
to work in the department.

- Energy consumption in various departments is not being accurately
determined. There is no way one would recommend energy savings without a
proper determination of energy consumption.

- The compressed air system is inadequate and fouls up the pneumatic
control system of machinery. A new one of higher capacity will be
necessary.

- There are no proper fire fighting facilities. [f these facilities were
provided, the company's insurance premiums could be reduced.
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Recommendat ions

Long-term

- Evaluate the cost effectiveness of replacing the old Northrop looms with
new, high-speed looms.

- A new autoconer machine should be purchased to remove present hottlenecks.

Irocessing

- There is no laboratory equipment for quality comtrol. Quality control 1is
done visually. The quality of the end product to a iarge extent reflects
the efficiency of the checking process.

- The old stenter machine and the two old wash rangers in this section are
in need of renovation.

Recommendations

Short-term

- Laboratory equipment for quality tests should be purchased.

Long-term

- The old stenter machinery should be improved by changing the radiators.

- The two old wash rangers should be overhauled to improved performance.

Aarehouse

Findings
- The folding machine is an old mechanical type with a mechanical counter.
Unfortunately, the folding is not very accurate. There is therefore a

likelihood of extra metres being counted per bunch.

Recommendations

Long-term

- Roller folding machinery should be purchased.

- Improvements should be made in packaging by installing shrink-packaging
machinery.

- Double-folding electronically controlled machines should be installed to
minimize waste of cloth during folding.
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Spinning
Tindings

- There is a lack of iaboratory testing equipment; quality control in
spinning is bad due mainly to lack of adequate laboratory tests.

- In the carding section, the old carding machines break down frequently
. and it is diffi-ult to get spares for them. If finer counts are
required, then combing will be required after the carding.

- The drawframe section is a bottleneck since the old drawframes are out of
- action due to lack of spares.

- In the blowroom section, since the blenders and the scrutchers are old,
the lap is still not uniform and wastage is high. The department cannot

identify the quality of lap due to the lack of a laboratory.

- In the roving frame section, the yarn cone-to-chase winding equipment is
hardly usea at present (10 per cent of its capacity) due to lack of yarn.

Recommendations

Short-term
- T»st laboratory equipment should be purchased.

- Combers should be installed after carding to increase the quality of the
yarn and to help improve cotton/polyester blends.

Long-term
- The two old scrutchers in the blowroom should be replaced with new ones.
- New high speed card machines should replace the old ones.

- Drawframes should be replaced with new high speed ones to remove present
bottlenecks.

- Yarn cone-to-cheese winding equipment should be used more productively
than done at present.

Aeaving

Findings

- There is an acute shortage of operable looms and experienced weavers.
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Recommendations

Short-term
- The number of experienced weavers should be increased.

- funds should be allocated to buy spares to put as manv looms into
production as soon as possible. This should include cannibalizing the
totally unserviceable looms to keep the others running.

ingineeriag
Findings
- There is an urgent need for a new air compressor.

- There is a lack of detailed knowledge of energy consumption in each
department, and hence, it is difficult to itemize and monitor energy
costs.

- There is a lack of preventive maintenance; most repairs are done when
machines break down, or not at all because ot lack of appropriately
skilled labour.

- There is a lack of spares fo. the old machinery. There is also a lack of
ability to manufacture on site the technically sophisticated spares
required such as gear teeth.

- There are no facilities to measure the amount of steam utilized or the
amount of water pumped to the boiler. This makes it difficult to monitor

boiler efficiency.

Recommendations

Short-term

- A new air compressor with a capacity of approximately 200 m’ should be
urgentiy installed.

- Spot checks and detailed examination should be done in each department to
determine the actual energy consumption.

- Electrical metres should be installed in each department to assist in
cost accounting on energy.

- Preventive maintenance programmes should be started.

Long term

- More spares for old machinery shouid be purchased and stockpiled to avoid
delays when machines break down.

- The possibilities for casting and machining more spares on site, should
be urgently examined.

- A bulk steam meter should be installed to record the amount of steam
generated and hence involved. It will also help to monitor boiler
efficiency.
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General

P
-

findings

- The factory does not work a full working week or l68 hours per week.
Much production time is lost after closures, in starting and warming up
2quipment. For example, seven hours are lost on Mondays starting up,
warming up the loomshed and stabilizing the machinery.

Recommendations

Short-term

- dorking hours should be increased from 135 to 168 per week, to avoid the
'ost production time needed to start and warm up the plant; at the same
time days worked per week should increase by one day.

{e) Inputs

Findings

- The irregular supply of raw materials, especially cotton, has led the
textile mill to import synthetic fibres. The Cotton Lint and Seed

Marketing Board forecasts that cotton production will soon increase.

Recommendations:

- The mill should take advantage of the increased crop production, should
it materialize, in the coming 1990-1991 seasons to reduce imports of
sythetic fibres.

(f) Product range

Findings

- At the moment Mountex's product range is not optimized with regard to
profitability.

Recommendations

- Perform a market study to find out which product is likely to be most
profitable considering the problems with supply of raw material and
prnoduction.

(g) Plant and economic performance

See Financial structure (10.1 ¢) and Buldings and installations (10.1 d).
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{h) Markets and competiters

Findings
- Mountex has a problem competing with regard to both quaiity and price.

- Products are sold via wholesalers. The company has no exterrnal sales
organization of its own.

- Mountex will have a marketing problem when production picks up and the
problems with raw material are solved.

Recommendations for the short-term

- Engage its own distribution network in strategic areas.
- Carry out a market study to find out about the local market with regard
to cotton-based and polyester products in order to find the most

profitable product mix.

Recommendations for the medium term

- Make a market study in neighboring countries.

(i) Policies

Findings

- Mountex is particularly handicavped by irreguliar and unreliable supplies
of cotton. These problems are compounded by the CLSMB's reticence to
import cotton, the unreliapilities of its deliveries, and the declining
real prices and delayed paymen:is to farmers.

Recommendations

- The Government shouid re-double its efforts to ensure that supplies o!
cotton are regular and reliable. Particular attention should be paid to
halting the deline in the real prices paid to tarmers and delays in
payments. In addition, the ZLSMBE should, as a matter of urgency, examine
its policy and procedures with regard to cotton imports. This is
expecially needed in situations when local supplies of cotton are
deficient and/or there is a need to improve local fabrics by blending it
with imported superior quality cotton. Improvement in the quality ot
local cotton fabrics could greally improve their export potential.
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0.2 Pan Vegetable Processors itd. (PVP)

{a) Management and organization

Findings

Board of Directors contains too many high level persons from government
and other institutions, many with no proven business experience at all.

Management is extremely weak partly due to many vacancies and incompetent
personnel.

Turnover of perscnnel is abnormally high mainly due to poor salary and
conditions of work.

The company offers no incentives such as rewards or bonuses at the
management level.

The company suffers from a very bureaucratic and top heavy organization
structure which tends to delay decision making.

The company has no computerized Management Information System and & very
inadequate cost accounting system.

Recommendations

Reorganize Board of Directors in order to engage more people with
industry and business experience. Members should be committed to attend
board meetings. Nominees have to have authority to make decisions.

Carry out assessment of the qualifications of the staff at all management
levels and make appropriate adjustments and dismissals. Management
coatract may be as a result of competitive bidding, should be considered
as a temporary solution.

Introduce incentives like bonuses and rewards as well as take a good look
at the salary level for all employees in the company. Offer commissions
on sale for the sales staff.

Reorganize the decision routes in the company in order to give managzers
more autonomy and responsibilities with regard to decision making.

Install micro-computer system to improve Management Information System
with regards to admiristration, accounting, sales and purchasing.
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‘h) Human resources

Findings

- Most of the staff in the management team are unqualified and incapable of
managing in the current crisis conditions of the company.

- Most of the personnel at supervisory levels or skilled worker levels have
no formal training.

- Workers are demoralized, lack of motivation due to poor incentives,
inadequate salary, frequent salary payment delays and insecure working
conditions.

- Maintenance and repair sections cannot provide adequate service for the
production lines.

- There is high turnover of workers on the vegetable farms due to
uncompetitive wages as compared to other farms and trequent payment

delays.

Recommendat ions

- The firm should use the available government training faciliti=s for
requisite skills training.

- The firm should consider some incentive schemes to motivate workers such
as a free meal per shift in the short term, and, in the long term,
periodic bonus payments and promotion of sports and culrtural activities.

- The firm should employ qualified mechanical engineers and also for skill
enhancement in maintenance and repair procedures, provide systematic
on-the-job training and make use of specialist outside training
facilities.

(c) Financial structure

Findings

- The company does not have access to credits and/or additional working
capital. As the company is vperating at a loss, ICDC is forwarding
payments. The lack of credit negatively affects the company's
performance since routine purchases car only be done with serious delays.

Recommendations

- Financial restructuring of the company within the framework of the
proposed rehabilitation plan is urgently required.
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4) Buildings and installations

N

Findings

- There is only one processing line operational at oresent; in this line
the three units in the preparation section are defunct making it unable
to operate at rated capacity.

- - The standby generator, which is designed to supply electricity toc the
driers in case of power cuts, is out of order; hence certain quantities
of products may be spoilt in case of power cuts.

- The retrigeration installation in the coldroom is not operational.

- The boiler plan. although ‘n working order, cannot be adjusted
sufficiently to the steam requirements significantly below designed plant
capacity, hence the drying process is highly energy consuming.

- The extensive manual handling of the product atter driers results in
excessive exposure to dire~t human ccitact. This has an adverse
influence on product hygiene and, hence, product quality and market value.

- The facilities for personal hygiene are inadequate with the result that
there is a constant danger of contamination of food products by bacteria
and other organisms. This contamination may render the product unfit for
human consumption.

- A possible constraint for future operation of the plant is the current
dehydration technology.

Recommendations

- Refurbish the preparation equipment in processing Line I to allow for
full utilizaticn of the dehydration capacity of that line.

- Prcparation of rehabilitation plan for the processing plant, within the
framework of an overall company rehabilitation scheme, including studies

of alternative dehydration technologies which may be introduced.

- Improve the hygienic conditions at the plant.

(e) Inouts
Findings
. - Raw materials are not available in sufficient quantities at any time.

- The quality of the raw material is frequently not up to standard, which
adversely affects the quality of finished products.

- The above constraints are the results of mismanagement of the company’s
farms and lack of an appropriately organized outgrowers system.
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Recommendations

- Prepare a farm development plan to be implemented as soon as possible.

- Organize an outgrower system which incorporates qualified extemnsion
services, input supplies and credit facilities.

{f) Product range

Findings

- Six major products are presently processed, almost exclusively for the
export market. -

Recommendations

- Optimize product range on the basis of a detailed market sutdy for both
2xport and domestic markets.

{g) Plant performance

Findings

- In 1989, capacity utilization was only 1€.4 per cent of installed
capacity, or about 30 per cent of available capacity.

- Eccnomic performance of the plant is hampered by high energy consumption
per unit of product.

- The convertion ratio in the drying process was lower in 1989 than in
previous years; this resulted in substantional losses of dry matter, and

hence in finished product.

- The hygenic quality of the finished products gave reason for complaints
from buyers.

Recommendations

- Arrange for adequate supplies of raw material inputs at all times.

- Repair defunct equipment in the preparation line to facilitate full
capacity utilization of the only dehydration unit which is operational.

- Improve the hygienic facilities in the personnel section and production
routines, including the use of protective gloves, at least in the
finished product section.

- Consider the introduction of modern technology for dehydration within the
framework of the rehabilitation plan.

See also Financial structure (10.2 c) and Buildings and installations (10.2 d).
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{h) Markets aad competitsrs

Findings

- PVP has a very serious marketing problem as the rompanyv recently lost its
Jnly sales representative on its export market, when EC Arnold Ltd went
into receivership in che beginning of January, 1990.

R - 2VP has very little knowledge about its market in Europe and other export
markets; it also lacks adequate knowledge of the local market for dried

oroducts, fresh vegetables and, tor instance, tomato juice.

- Recommendations

- Carry out an extensive initiai market survey in Europe and other markets
as the situation requires for its dried vegetables.

- As scon as possible, contact Ministry of Commerce in order to have their
representatives in various European countries search for suitable
randidates as saies representatives on at least three markets.

- Make a market survey for fresh and dried vegetables on the Kenyan market.

(i) Policies

Findings

- In general, PVP being part of the vegetable processing industry, benefits
from the current emphasis in Goverrment policies and strategy towards
high-value production with export potential, employment creation -
particularly the employment of women - and district focus. However, the
competitiveness of the company's products, being iargely export
orientated, are particularly sensitive to the country's exchange rate,
import and export policies and tariff rates; the support given to i-armers
and outgrowers in the rorm of qualified extension services, training and
acquisition of required inputs also are important influences of the
competitiveness of the company's products.

Recommendations

- The Government should continue to support the vegetable processing
industry — and therefore companies such as PVP - as a priority industry
with export potential. The Government should intensify its efforts to
orovide an enabling environment for vegetable processing, especially with
respect to the appropriate management of the exchange rate and
liberalization of the country’'s foreign trade regime.

- The Government should also strengthen its support to farmers and
outgrowers in rural areas in the form ot better extension services,
training, and assistance in acquiring needed inputs.
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-0.3 Ceramic !ndustries (EA) Ltd.

Recommendations

- A comprehensive technical assistance project should be provided by UNIDO,
Jver a two-year period, to address all of the above problems by
speclaiist inputs in each problem area.

{a) Management and organization

Findings
- The present management is to a large extent lent out by Price Waterhouse

and suffers from vacancies at crucial points such as the post as
Production Manager.

- Company has, except for a micro computer in the General Managers office,
no computerized Management Information System.

Recommendations

- Employ, as soon as possible, a Production Manager with experience in
production of ceramics.

- Install a micro-computer system in the Accountants and Sales Departments
to improve the Management Information System with regards to
administration, accounting, sales and purchasing.

(b) Human resources

Findings
- The company has very few qualified skilled workers

- The company does not use available government training facilities to
train its employees.

- Due to the lack of expertise and knowledge, employees are not capabie of
producing quality ceramic products.

- Unqualified staff in the laboratory have given little or no contribution
to the upgrading of the quality of the products. These staff are not
capable of taking over the duties of production workers involved in the
preparation of clay slip. Occasions have occurred, when the production
of sanitaryware has had to be halted because in the absence of the normal
operator, none of the laboratory staff could carry out the mixing
operation.

- Maintenance engineers have no formal technical training and are not
capable of providing adequate service for the production lines.
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Recommendations

- The management team should have a long-term vision to upgrade the quality
of the products by improvements in the training of personnel.

- The company should use government training facilities, for example, DIT,
to give a formal training ro young employees.

- The company should employ qualified staff in the guality control
. department and provide better testing equipment in the laboratory.

- Overseas training should be arranged for key employees in all departments

of the factory. This could possibly be arranged as part of a UNIDQ
- technical assistance project.

7¢) Financial structure

Findings

- The Government holds, through various state corporations, 93 per cent of
the equity of Ceramic Industries (EA) Ltd. with only 7 per cent owned by
private individuals. Since the government corporations became involved
with the company, the operational performance has deteriorated and the
company has made consistent losses since 1981.

- The company has borrowed heavily from three financial institutions but
over many years has failed to keep up the required repayments. Some of
the unpaid interest has been capitalised but in August 1988 one of the
debenture holders called in the receivers, as the company was still
failing to meet the required payments. At that date debenture holders
and unsecured creditors were owed KSh 76.7 million. At curr:nt levels of
production there is no hope of servicing this level of debt but even if
the company were rehabilitated, so that it could operate closer to its
potential capacity, it still could not service this debt.

- Administrative overhead costs had been very high for many years, prior to
the receivership but these have been reduced considerably by the receiver
managers. The costing and pricing structure of the company nhave been
poor for many years, which has contributed to the loss-making situation.

Recommendations

- A financial restructuring of the company is absolutely vital. The best
solution would be to eliminate most debts by the outright sale of the
factory, as an operating entity, to another company. For the long-term
success of the factory, this compary should be privatized.

- A qualified financial controller should be appointed and a cost
accountancy system should be installed for the management of the
company's financial structure and affairs.
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{d) Buildings and instaliations

1. Bufldings
Findings

- All of the buildings are structurallv sound but some of the corrugated
roofing sheets have corroded, allowing water to enter the building.

Medium-term recommendations

- Replacement of the defective roofing sheets should be carried out within
a reasonable period but the priority must be to use any available
resources to repair the main production machinery rirst.

2. Body preparation

Findings

- One ball mill in the sanitaryware section is non-operational and limits
the amount of slip, which can be produced.

- No water meters or revolution counters are fitted to the ball mills.

- The main filter press is inoperative due to the lack of spare parts and
this limits the production of filter cakes for the crockery section.

- Only one pugmill is operational in the factory, which is insufficient for
the crockery section, when operating at capacity.

- The ageing room is not used correctly and no humidity controller is
fitted to the room, so that the material sent to the crockery machines is

not always consistent.

- No storage tank for crockery castware slip is provided in the factory.

Short-term recommendations

- The lining of the sanitaryware ball mill must be repaired and new flint
pebble grinding media purchased.

- The main filter press must be repaired and replacement filter plates
purchased to ensure that the machine can operate at full capacity.

- The ageing room should be utilised properly and humidity controllers
fitted.

- A storage tank should be provided for the crockery casting slip.
- Additional sifters and magnets should be provided at slip transfer points.

Medium-term recommendations

- Water meters and counters should be installed on all six ball mills.

- An additional de-airing pugmill should be purchased.
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1. <Crockery section

Findings

- The flatware machine, bowl machines and cup machine are aperational but
are producing defective ware, due to the lack of spare parts.

- The cup sponging machine and handle fixing machine are non—operational,
therefore these operations have to be carried out manuaily, which leads
to distorted ware being produced.

- The handle cutters are defective and require the necessary spare parts.

- The flatware dryer and cup dryer are inefficient and require repair to
reduce fuel consumption and drying losses.

- No ware dryer is installed on the tactory for the bowl machine and
castware production, which restricts the potential output of the biscuit
<ilns.

- The four towing machines are not fitted with a dust extraction system,
which is detrimental to the health of the workers.

- The fibre-lined biscuit kiln is inoperative and requires repairs to the
door, kiln car seals and founcations. The instrumentation is also
defective.

- The brick-lined biscuit kiln is extremely inefficient and requires many
structural repairs and improvements to the instrumentation.

- Both biscuit kilns require auditional refractory kiln furniture. This
timits the potential capacity of the kilns.

- The glaze dipping tank is not provided with a glaze recirculation pump.

- One of the glost top-hat kilns is non-operational due to the lack of
spare elements and refractories. The other three glost kilans also
require repairs. One of the overhead cranes, used to move the kiln tops

is also non-operational. Glost output is therefore being restricted.

- The 3 lining turntables are in poor condition and result in poor quality
decorated ware being produced.

short-term recommendations

- The flatware machine, bowl machines and cup machine should be repaired.
The necessary spare parts must be imported.

- Additional plaster-of-Paris moulds for both the machine-made products and
the castware products should be made to replace all defective moulds and
o allow an acceptable replacement cycle to be established. The
necessary plaster-of-Paris must be imported.

- The flatware dryer heating and control systems must be overhauled to
improve the drying characteristics and reduce losses. The cup dryer must
be totally refurbished with new plates to eliminate the leakage of hot
air.,
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- Spare oarts for the cup sponging machine, handle cutters and
handle-fixing machines must be provided and the necessary repairs carried
out.

- The four dried ware towing units should be fitted with an efficient dust
extraction system, which should include a filter unit on the air
exhaust. The biscuitware brushing stations must also be connected to a
dust extraction system.

- The fibre-lined biscuit kiln must be repaired and a new temperature
control system should be fitted. Dual-fuel burners should be fitted to
allow the kiln to be fired with either LPG or kerosene. The necessary
oil storage tank with twin pumps must z2lso be installed in the factory at
this time.

- The glaze dipping station must be fitted with a glaze recirculation pump
and the two non-operational spray booths must be provided with the
necessary spare parts.

- The non-operational glost kilu must be repaired and the necessary spare
elements and refractories for all the other glost kilns must be provided
to ensure that they remain operational. The defective cverhead crane,
used to move the tops of the kilns, must be repaired.

- Three new turntables must be provided for the decorating section, to
enable quality lining to be achieved.

Medium-term recommendations

- An additional ware dryer is required for the bowl production and castware
production.

- The old brick-lined biscuit kiln should be replaced with a fibre-lined
energy efficient one as soon as the other kiln has been repaired and is
operational. This kiln should also be fitted with dual-fuel burners.

4. Sanitaryware
Findings

- The number of moulds is insufficient for the potential capacity of the
two sanitaryware kilns. The overall area of the casting hall is also
insufficient for the required number of moulds.

- The slip pumping capacity is insufficient and the existing pump requires
repair.

- The casting hall has insufficient air recirculation fans and has no heat
supply, which restricts casiing capacity.

- One of the gas-fired sanitaryware kilns is non-operational, having been
cannibalised for spare parts. Production capacity is therefore
restricted to a maximum of 50 per cent of potential capacity.

- No mould dryer is installed in the factory, which delays the time in
which new moulds can be put into service.
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Short-term recommendations

- The sanitarvware body composition must be modified, possibly by the
incorporation of a small percentage of high quality imported sanitaryware
:asting clays.

- Additional sanitaryware moulds must be m-.de and the necessary
plaster-of -Paris must be imported. The method of mixing the plaster must
be improved to ensure that good quality moulds are produced.

- The mould-making section must be moved to the ground tloor of the
two-storey building, so that more casting benches and moulds can be
placed in the casting hall.

- The existing slip recirculation pump must be repaired and an additional
pump installed to cope with the capacity of the two kilns.

- Additional air recirculation fans must be provided in the casting hall
and a dual-fuel heater installed, to ensure efficient mould and ware

drying.

Medium—term recommendations

- A mould dryer should be installed in the mould-making section.

- The non-operational gas-tired sanitaryware kiln must be repaired an¢ both
kilrs should be converted to dual-fuel firing.

5. Tiles
Findings

- The lack of spare parts for the four-tile press and the tile handling
equipment results in much downtime and loss of production.

- The poor quality of the die liner plates "rom the local suppliers also
results in excessive downtime and loss of production.

- One of the two tile biscuit kilns is non-operational therefore tile
production is restricted to a maximum of 50 per cent of capacity.

Both glost kilns require some repair work and additional refractory kiln
furniture is also required.

Short-term recommendations

- The necessary spares for the four-tile press and tile handling unit must
be provided and installed. Die liner plates of good quality must be
imported to ensure that the press can operate without excessive downtime.

- The non-operational tile biscuit kiln must be repaired and dual-fuel
burners should be fitted to both tile biscuit kilns. New temperature
control systems must also be installed on both kilns.

- The two tile glost kilns must be repaired and additional refractory kiln
furniture provided to ensure that they can operate to capacity.
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[nputs

Raw material inputs

Findings

The raw material inputs of the factory are not tested, either prior to
mining or on arrival at the factory. In addition, the volumes of the
materials at each of the quarry locations are not known and the quality
variations within these deposits are also unknown.

No stockpiling of raw materials is carried out, either at the quarry site or
the factory to minimise the natural variations.

The factory laboratory is not sufficiently equipped, either in terms of
equipment, or in terms of qualified personnel to carry out the necessary
work on a continuous basis. The factory is therefore using raw materials of
unknown and varying properties from sites, which may or may not have assured
long—term supplies. As successful manufacture of ceramic products requires
a high degree ot technical knowledge about the properties of each individual
item on a continuous basis, to ensure that body formulations and glaze-body
fit are correct and that drying and firing schedules are correct, the
factory is expected to continue to suffer from high losses and poor quality
until these raw material constraints are corrected.

Short-term recommendations

The following recommendations should be considered an immediate requirement,

irrespective of whether the receivership continues or not.

A detailed evaluation of all the raw material deposits should be made to
determine the vclumes available, their precise properties and the variations
within the deposits.

Yarious body formulations should be developed using the local materials and
if necessary, in the case of sanitaryware, small percentages of imported
material. The glaze-fit, drying characteristics and firing characteristics
of each body must be determined.

Stockpiling of each raw material should be carried out at the quarry sites.
The stockpiles must contain sufficient material for 6-12 months production
and the stockpile must be tested prior to use in the factory.

Additional small stockpiles of each raw material must be kept at the factory
in separate bays to avoid contamination.

An outside expert should be employed for a 4 month period to supervise all
of the above work and to train at least two personnel in ceramic testing
procedures. This person could possibly be contracted by UNIDO under a
technical assistance project. The company should also employ a ceramist on
a permanent basis to ensure consistent quality control procedures are
followed.

Additional overseas training in the testing of ceramic materials for two
factory personnel should be arranged. Such a programme should be for at
least 4 months and could possibly be sponsored by UNIDO under a fellowship
programme.
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- Additional equipment is necessary for the laboratory to enable all the
required raw material tests to be carried out. This should be supplied
at the same time as the outside expert.

- An outside expert, technically qualified in ceramics and fully
experienced in the general management and production processes of ceramic
products, should be employed to supervise and assist in the raw material
investigations and development of new body formulations. He would also
supervise and cc-ordinate the inputs of other experts involved in other

. parts of the production processes.

a

2. Glaze inputs

Findings

All glazes are currently imported from the UK (Esmalglass). Although
these are of good quality, serious glaze problems have still occurred at
the factory, such as crazing, crawling and pin-holing. This is caused by
poor glaze-body fit and uneven application of glaze due tc variable
biscuitware and the lack of glaze recirculation in the dipping tank.

- Occasions have occurred, when delays in importing the glazes have
necessitated airfreighting consignments at increased cost, to avoid
haiting production of glazed ware.

The factory is using 9.1 per cent of glaze by weight on the tile body, in
comparison to a normal standard of 9.0 per cent, therefore the unit cost
of the product is increased slightly.

- Some glaze frit is available locally from Mombasa but no tests have yet
been carried out to determine, whether it is suitable for any of the

oroducts.

Short-term recommendations

- Tests on the body-glaze fit must be carried out on all potential body
compositions by the outside expert. This expert should also carry out
tests with the locally available frit to determine, whether it is
suitable for use on any of the product lines. Various modifications t»
this { it may have to be made, based on the laboratory resuits achieved
with the base material, to achieve an acceptable glaze.

- Programming of the supply of imported glaze must be arranged rarefully to
avoid a situation occurring, where glost firing is halted due to lack of
glaze.

- By standardising the amount of glaze used in tile production to exactly 7
per cent by weight, a small but significant saving on this input can hLe
achieved in the course of a year.

2

3. Decal inputs

Findings

The majority of decals used are now made locally, except for a few of the
more complicated designs, which are still imported from the U.K.
(Mathey) and Italy.
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For hotel logos the ftactory expects the hotel to provide the necessary
decals but delays in supplyving the decals to the factory have led to a
situation. where hotels are taking undecorated products for their
replacement requirements instead of decorated ware. Potential profit for
the factory is theretore being lost.

Short-term recommendations

Hotels should be encouraged to purchase decorated ware to increase the
profitability of the factory. The company should therefore purchase the
necessary decals, based on the known annual replacement requirements of
the hotei. Stable repeat orders from notel groups snould be encouraged,
as they can provide a firm customer base for the company.

Medium-term recommendations

4.

An additional decorating kiln should be purchased. once the tactory is
operating closer to its potential capacity in 18-24 months from the
commencement of the rehabilitation crogramme. At this time more emphasis
could be placed on promoting decorated ware, as the majority or the
quality problems should have been solved by this time.

Plaster-of-Paris inputs

Findings

All plaster-of-Paris, which is used for the manufacture of the
sanitaryware and crockery case moulds, working moulds for castware items
and working moulds for machine- made items, is imported.

The factory only imports one grade of plaster for all types of moulds,
whereas different grades have been developed by the major plaster-of-
Paris manufacturers for different applications. Case moulds and machine
working moulds require a hard setting dense plaster, while castware
working moulds require a more open texture. The difference in price is
minimal but the life of the different types of mould would then be
maximised and unit costs reduced.

Due to the poor financial situation of the company, replacement of moulds
is dictated by the irregular supply of Plaster-of-Paris, rather than
being dictated by a normal standard replacement cycle to maintain the
quality standard of the products produced from the moulds. As a result,
sanitaryware working moulds, which should normally be replaced after 80
cycles are being used for up to 250 cycles. The quality of the products
is therefore compromised.

The mixing procedure of plaster and water is also poor and results in
poor quality moulds being produced.

Short-term recommendations

Some priority must be given to ensuring that sufficient finance is made
available for the required plaster-of-Paris imports, based on the correct
mould replacement cycle.
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- l3etter mixing facilities should be provided for the mixing of plaster and
an outside expert should be employed tor a 2-month period to train the
mouid-makers in all aspects of mould-making. [t is possible that such an
2xpert could be provided under a UNIDO technical assistance assignment.

- This expert would also carry out tests on the locally available plaster-

of-Paris to determine whether it can be used tor any of the types ot
mouid in use on the factory.

5. Fuel inputs

Findings

- There is a constant shortage of LPG from the refinery at Mombasa. Less
than 50 per cent of requirements is suppliied, even on the current low

sutputs, therefore it is impossible for the factory to reach its capacity.

Short-term recommendations

- ‘t is essential that the factory immediately installs a dual-fuel firing
system, so that in times of a shortage of LPG, the biscuit and
sanitaryware kilns can be fired with kerosene and the production or the
factory is not disrupted.

(£) Product range

Findings

- Ceramic Industries have certain problems with its sanitaryware line
mainly due to production problems and problems with raw materials.

Recommendations

- Unless a solution can be found to overcome the present problems with raw
material and bottlenecks in the production stages, delete the
sanitaryware trom the company's product programme.

(g) Plant and economic performance

Plant performance

Findings

- In all three production sections the capacity utilisation of all
equipment is very low, which consequently increases unit costs. The
potential maximum capabilities of each part of the factory have been
determined and a comparison with actual current performance is as

follows:
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Crockerv productiocn

January-February 1989 average 50,984 pieces/month
July-December 1989 average 30,600 pieces/monzh
installer! potent: ipacity (biscuit) 136,800 pieces/month

- Crockery production therefore has fallen from approximately 37 per cent
of capacity in early 1989 to approximate:iy 29 per cent during the last
six months of the year. The main bottleneck to increasing capacity
quickly is in the biscuit firing section.

Sanitaryware production

January-February 1989 average (cast) 1,374 pieces/month
July-December 1989 average (cast) 05 pieces/month
1989 average 534 pieces/month

Potential cast capacity (to match
installed kiln capacity, allowing
10 per cent cast-spray waste) 6,168 pieces/month

- Sanitaryware production therefore has fallen from approximately 25 per
cent of potential capacity to 8 per cent durirg the last six months of

the year. Average capacity utilisation for 1989 was 10.6 per cent.

Tile production

January-February 1989 average 204,190 pieces/month
July-December 1989 average 160,000 pieces/month
1989 average 195,698 pieces/month

Potential capacity (limited by glost
firing installed capacity) 700,000 pieces/month

- Tile production bas therefore decreased from approximately 29 per cent of
potential capacity in early 1989 to 23 per cent of potential capacity
during the last six months., Average capacity utilisation for 1989 was
28 per cent.

Short-term recommendations

- It is essential to repair the second crockery biscuit kiln as a matter of
priority, so that two kilns are available for firing biscuit ware. The
second crockery biscuit kiln should be replaced with a fibre-lined kiln
and both kiins should be fitted with dual-fuel burners.

- To reach the maximum potential sanitaryware output the mouldmaking
facilities must be moved to the ground floor of the building, so that the
space can be utilised for additional casting benches. The second
sanitaryware kiln must also be repaired.
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- In order to improve capacity utilisation of the tile plant quickly, the
Sacmi four-tile press requires to be thoroughly overhauied and a reliable
supply of good guality die plates found. These may have to be imported.
In addition, second biscuit kiln must be repaired and the
‘nstallation . iual-fuel burners is recommended.

- All of the other mechanical deficiencies outlined in section 8.3 for all
ot the sections must be progressively rectified to enable the plant

perrormance to be improved to its maximum potential.

Economic performance

Findings

- The company has an extremely high debt with a high debt-equity ratio.
The debt service is greater than the company's capacity to pay, even if
the company was operating close to its potential capacity.

- The financial performance of the company deteriorated, when the company
expanded into the production of sanitaryware and tiles in (979. There
has been an operating loss since 1980.

- Administrative overhead costs had been very high for many years, prio: to
th. receivership. These costs have since been reduced considerably by
the receiver managers.

- Technical weaknesses in production have resulted in low capacity
utilisation, poor product quality, low productivity and hence, continuing

losses for the company.

Recommendations

- A financial restructuring of the company is absolutely vital. This
should include the elimination of most debts by the outright sale of the
factory, as an operating entity, to auother company. For the long-term
success of the factory, this company should be privatized.

- A qualified financial controller should be appointed to the management
team of the company, with the primary responsibility for the anaiysis and

management of the company's financial structure and affairs.

- A detailed but easily managed cost accountancy system should be
established. This should be installied on a standard software package.

(h) Markets and competitors

Findings

- No major problems in marketing of the products with present level of
production,

- Ceramic Industries does not have its own sales outlets or distributors
in Keuya.

- Inferior quality of all of the products.
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- No distribution system within the country.

- The company is to some extent uncertain about iocal market needs.

Recommendations

- As soon as possible engage sales representatives on a commission basis in
major cities in Kenya.

- Assess present products with regard to design and quality and make
adjustments (as specified in Rehabilitation Requirements). Improve on
quality control.

- No distribution system would be needed in the foreseeable future.

- Make a market survey on the local market in order to update product range.

(i) Policies
Findings

- The policy of the Geological Survey Department, in charging for
information on ceramic raw materials on a strictly commercial basis is a
discouragement to small companies or individuals wishing to investigate
the prospecis for entering this subsector.

- The local suppliers of decals appear to charge very high prices for these
items due to their virtual monopoly position, which has been caused by

the problems of obtaining foreign exchange for imported decals.

Recommendations

- To encourage the development of the ceramic industries subsector
geological information should be made available at a reasonable price.

- Factories should be allowed sufficient foreign exchange for their raw
material and spare parts requirements.
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CHAPTER 11
SUMMARY OF PROJECT CONCEPTS

General

Technical assistance (UNIDO) to establish within a Ministry selected by
the Government of Kenya, a specialist consultancy unit with required
2xpertize to undertake comprehensive surveys of rehabilitation needs in
Kenyan manufacturing industry, to design appropriately phased
rehabilitation programmes, undertake full feasibility studies and market
surveys, assist in securing financing, advising on and monitoring the
implementation of rehabilitation programmes.

For all enternrises visited

improve the management training of all senior and middle management,
especiaily in the use of management information systems.

Provide micro-computer and associated training especially tc improve cost
accounting systems.

Improve the technical training of production and maintenance staff by

means of technical assistance programmes (UNIDO) which would include a
limited number of spare parts as part of the training programme.

Plant level projects

Mount Xenya Textile Ltd. (Mountex)

Technical assistance programme (UNIDO in co-operation with ITC) for a
market survey to assess the potential for various product lines in the
domestic market as well as in export markets - particularly in regional
and sub-regional export markets.

Technical assistance programme (UNIDO) to provide training for
managerial, accountancy, maintenance and production - particularly
weaving — personnel. A limited number of essential spare parts would be
provided by UNIDO as part of the training programme. UNIDO would assist
in obtaining finance from third parties for the spare parts required.

Technical assistance and appropriate training (UNIDO) for the
installation of a micro-computer to improve Management Information
Systems, especially for sales, purchases, inventory control and cost
accounting.

Technical assistance (UNIDO) to establish adequate in-house laboratory
facilities and specialist regional laboratory facilities to enable
adequate quality checks of raw materials and finished goods; associated
training for laboratory technicians and specialists.

Training (UNIDO), both basic and specialist, for weavers.
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- ~echnical assistance (UNIDO) to properly match the production flows
-hrough the various departments to prevent the current product
Jottlenecks.

- ~echnical assistance (UNIDC) to develop and implement an appropriately
ohased rehabilitation programme; assistance to obtain financing for
replacing old and obsolete machinery.

- Training programme (UNIL)) for human resource development with particular
-eievance to women workers; tecanical assistance (UNiDO) to improve
working conditions.

33n Vegetsh.e >-ccassers .id-

~echnical assistance (UNIDQ) for a market survey of (i) world market
demand. focused on Europe and Japan, for dehydrated vegetables, including
ivpes, quality requirements, prices and competitive situation, (ii)
European market for tresh vegetables, including types of vegetables,
pacikaging requirements, demand on a montnly basis, prices and competive
situation.

- Management contract, during an intermediate period of maximum one year,
ntil a rehabilitation programme is avzilable and decisions made
regarding the future ot the company.

- Establish management information system.
- Domestic fresh vegetable market survey by the strengthened PVP management.

- Technical assistance (UNIDO) for preparation of a comprehensive
rehabilitation programme.

- Elaboration, by the strengthened PVP management, of a rehabilitation and
development plan for the two company farms, the Naivasha and the Malewa
Farms.

- Prepare and implement an organized outgrower system in the Kiaangop area,
including qualified extension services, input supplies and credit
facilities (Strergthened PVP management/ HCDA). UNIDO assistance for
orocurement of finance througn bilateral donor(s).

reramic Industries (ZA) Ltd.

Tt is recommended that i comprehensive UNIDO technical assistance project
be carried out over a two year period. An essential part of the project will
be as Chief Technical Advisor (CTA), experienced in the management of ceramic
factories and technically qualified in ceramics, to supervise and co-ordinate
all UNIDO inputs throughout the two-year programme. The project will also
require the following inputs:

kiln ceramic machinery engineer

mouldbreaker/modeller

casting and glaze expert

computer expert

cost accounting expert

- the project will also include overseas training for a number of
technicians and supervisors

t
[V YR VI ]
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dnnex Tabie i: Mount {enya Textiles, fiscal vear !989

1989 -0% more 7172 more
1585,000t) 1{819,000t) (1,000,000t)
: xSh K XSh
Value of current product sales 111,984 40.0 44,794 ;0.9 79,442
plus increased:
finished inventory {933) 0. J ).C J
Wwork-in-progress 12,055 0. J 9.0 0
Total 123,106 4,794 79,442
Raw materials 64,926 40.0 25,970 70.9 46,059
?roduction overheads:
wages and salaries 14,758 i0.0 1,476 z2.2 3,272
electricity 6,007 10.0 601 17.7 1,065
insurance 1,004 0.0 0 0.0 0]
staff welfare 367 5.0 43 3.9 77
water 199 100.0 199 35.5 71
fuel and lubricants 8,110 20.0 1,622 35.5 2,877
repairs and maintenance:
piant and machinery 208 10.0 21 17.7 37
buildings 242 0.0 0 0.0 0
protective clothing 125 10.0 13 22.2 28
security 679 0.0 0 0.0 0
depreciation:
plant and machinery 17,329 0.0 0 0.0 0
buildings 1,316 0.0 0 0.0 0
Total production overheads 50,844 7.8 3,974 14.6 7,426
Cost of goods made 115,770 29,945 53,484
Gross profit 7,336 14,849 25,957
Administrative expenses:
Directors fees 60 0.0 0 9.0 0
salaries and wages 6,834 0.0 3 0.0 0
staff provident fund 214 0.0 0 1.0 0
insurance 248 0.0 0 3.0 0
bank service charges 571 40.0 228 70.9 405
printing and stationery 814 0.0 0 0.0 0
office rent and rates 136 J.0 0 0.0 0
audit fees 129 0.0 D 0.0 0
hotels 762 0.0 0 0.0 0
transport 1,702 0.0 0 0.0 0
staff housing 438 0.0 0 0.0 0]

(Continued on next page)
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Annex Table i: Mount fenva Texti.es. fisca: vear -%89

icontinued)
2989 10T more 713 more
{585,000t) (819,000t) (1,000,000t)
2 KSh % KSh
Zeneral 3 3.0 P ).0 )
relex., telephone and post 826 0.0 0 9.0 J
venicle running expenditure 762 0.0 ] ).0 )
entertainment 37 5.0 ) 3.9 0]
iicenses 33 40.0 1) 70.9 :8
sub. and donations 174 0.0 ) 3.0 1)
iegal and prof. fees 178 0.0 Y J.0 J
depreciation 568 9.0 ) ).0 )}
staff training i5 3.0 ) J.0 0
general repairs 41 J.0 ) J).0 0]
Total 14,617 .6 229 3.1 450
Selling costs:
sales promotion 162 10.0 16 17.7 29
packing materials 2,088 40.0 835 70.9 1,481
Total 2,250 37.8 351 67.1 1,510
Total operating, administrative
and selling costs 132,637 31,025 55,445
Gross additional profit before
financial costs (9,531) 13,769 23,997
Financial expenditure:
interest 43,014 0.0 0 0.0 0
bad debts 325 0.0 0 0.0 0
Total 43,339 0.0 4] 3.0 0
Other income 304 0.0 0 2.0 0
Vet additional profit.(loss) (52,870) 13,769 23,997

Source: Derived from audited accounts for 1989 and rough estimates of
marginal costs by category provided by the production manager for
Mount Kenya Textiles Ltd., 19 January 1990.

Note: The production manager estimated roughly by how much each category
of expenses would increase to expand production by 40 per cent and,
again, by 71 percent beyond the current level of production. Though
a refined estimate would be much more detailed, the above table does
yield a fair indication of how increased production would improve
net profits. This is especially true since many expenses either
increase pro rata or not at all.
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~ist of gersans et by the UNIDO missicn to {enya

african Develooment izd Zcoaomic Coasultants Lid.

T.K. Maitha Chairman

‘ad

citish ald

). Landemore Economic Adviser

leramic Industries (EA) Ltd.

P. von Saaf General Manager

M. Parpia Chief Accountant

. Matharo Production Manager

4. Ndet1i Sales and Marketing Manager

Zatton Board of {enva

J.K. Sana Technical Services Manager

JEG - Deutsche Finanzierungsqesellschaft fuer Beteiliqungen in

Intwicklungeniaendern GmbH

B. Heymanns Regional Manager (Director, RAS)

Jelegation of the Commission of the European Communities

T. Rohrsted Delegate of the Commission
P. Darmuzey Economic Adviser

Zast Africa Finance Consuitants Limited

J.M. Konzolo Investment Advisor

ix-Ken Ltd.

R. Ahmed Managing Director

dorticultural Crops Development Authority

M.A.S. Mulandi Managing Director
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Zorporation

..P. Nvangeri Simba
5. Jjuma

=.[. Oiow

. Thamaini

<. Osunga

3.J.M. Obiri

Kimaru

« 9

cadustrial Jeveioozent 3ank Ltd.

N.K. Mondo

H. Njoroge

Tavestment Promotion (Centre

.apan

..B.K. Nzioki
Malinda
Musyimi
Koimet
Obbada
Musee

S A
.

.

External Trade Organization

.anan

N. Hiramatsu
S. Saito

International Co-operation Agency

{enya

M. Juro

Association of Manufacturing

{enya

J.W. Kuria
K. Kamanu

Institute of Management

J.K. Koinange
R. Engeimann

Zxecutive Director

Jorporation Secretary

Commercial Manager

Small Industrizl Proiects Manager
Research and Promotion Manager
Investments supervision ‘lanazer
chiet Projects Manager

Manager, Consultan-y %
Rehabilitation tivision
Acting Chiet ! ‘perations

Froject Manager
Project Analyst
Information Officer
Information Otficer
Policy Analyst
Project Analyst

Executive Director
Director

Assistant Resident Representative

Chief Executive
Senior Executive Officer

Chief Executive
Programme Director
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2.N. Morara
M.V. Gohil
5. Lrgungo
2« Muchene

{enva

dinistrv of Aqriculture

. Njenga Miingi
3.N. Wagihi
Jinyiri

’rot. Ryan
R.K. Bhatia

Ainistry of ndustry

5. Okello
S. Alambo
J. Murgor

>rogramme Administrator « Chiet
Ixecutive

Jeputy Programme Administrator
Programme Development Anaiyst
Zounsellor

Chairman
chief Executive

deputy Secretary
Jivil Servant
Zivil Servant

Fconomic Secretary to the Treasury
Advisor

Director of Industry
Assistant Director, Agro-industries
Textile Specialist

1inistry of Plsnning and National Jevelopment

Dr. N. Njero
B. Makao
D. Ongoio

Head, Trade and Industry Division
Principal Planning Officer
Senior Economist, Trade and Industry
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Kenva Textile (Mountex)

Jorwegian Agency for

A.K. Kandie
7.5. Rana

2.N. Ndungu

5. Mutuota

.. Slaywa

..0. Khaglile
:.B.0. Ogomber
M.M. Kochmar
2.L. Singh
L.0. Ckoth

264 -

Managing Director

Jeputy Managing Director
Zersonnel and Training Manager
“hief Accountant

Spinning Manager

Neaving Manager

2rocessing lanager

~hief Engineer

Sales Manager

internai Auditor

International Development

cin Yegetabie 2rocessors uid. (PYP)

3. Skjaeveland

?rice

Odupoy
Mokua

. Peter Kamau
Okioma
Nignougo
Hagoi
Wambugu

.

[ RS NV /R VAR VINA S
.

¥2]
.

Waterhouse

G. Silcock

C. Muchene

Resident Representative

General Manager

Chief Accountant

Production Manager
Agricultural Manager
Agriculture Field Officer
Assistant Marketing Officer
Assistant Personnel Otficer

Manager (also c/o Ceramic Industries
(EA) Ltd.)
Manager

Rehabilitation Advisory Services Ltd. (RAS)

The Africa Project Develonment Facility

C.N. Aspes
M. Thiribi

G. Gnecchi-Ruscone
R.L. Hurelbrink
R.M. Kimotho

J. Ullman

Chief Executive
Consulting Project Manager

Investment Officer
Investment Officer
Investment Officer
Consultant
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i2e East African Bag & Cordage Csmpany Lta.

2.N. Munga General Manager

Thie Kenva Yationai Chamber of Commerce & Iadustry

7.N. Macharia National Chairman
:.K. Gathirimu Acting <hief ZIxecutive
M.R. Kiono Membersnip Ctficer

T3¢ World Bank, Regional Mission in Sast Africa

T. Allen Jeputy Resident Representative and
hief of Mission

;. McGregor Senior Operations Jfficer

3. Sheti Industrial Economist

Tnited Nations Jevelaooment Prograzme

..J. Graisse Resident Representative

Jnited Nations Industrial Development Organization

A. Pagani Country Director
J. Kwant Junior Professional Officer

United States Agency for International Development

S. Baker Chief, Office of Projects
M. Kimemia Private Sector Advisor
d. Wise Chief, Private Enterprise Division
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ANNEY ¢
List of UNID0's approved and/or operatiocnal techmicai co-operation projects

‘soproved = PAD Issued)

Republic of Kenys

Backstopping
Project Number Responsibility All.Acc.Code Project Title
US/KEN/84/163% 10/T/AGRO J13104 Leather development centre (LDC)
Mr. Buljan
DP/KEN/86/013% I0/1IS/INFR J12103 District Development Profile Studies
Ms. Taluy — Assistance to the Ministry of
Industry
DP/KEN/86/048%% I10/T/ENG J13316 Engineering Development and Service
Mr. Gladilov Centre (EDSC)
DP/KEN/86/064 IPCT G01300 Industrial investment programme -
ID preparatory assistance
DP/KEN/87/009% I0/IIS/INFR Ji12103 Technical support for KIE's
Ms. Taluy micro-businesses and extension
services — Nyanza Province
DP/KEN/87/012 10/11S/INFR J12106 Kenya Industrial Training Institute
Mr. Antonio (KITI) entrepreneurship development
programme — preparatory assistance
DP/KEN/88/003 I0/T/ENG J13312 Establishment of a network of rural
Mr. Gladilov Jua Kali Production and Service
Subcentres (JPSC) to support
manufacture of rural equipment
US/KEN/88/100% 10/T/AGRO J13104 National hides and skins, leather
Mr. Berg and leather products improvement
scheme - East Africa (related to
US/RAF/88/100)
DP/KEN/89/001% PPD E03401 Computer System Requirements for the
IPP/STAT Ministry of Industry (Industrial
Registration Division)
DP/KEN/89/021 10/T/CHEM J13419 Karachuonyo women's pottery project
Ms. Yalg¢indag - preparatory assistance
XP/KEN/90/034 10/11S/PLAN J12415 Fellowship in integrated sectoral

Mr. Mueller

planning / the use of Methodology

for the Assessment, Programming and
Management of Production and
Consumption Systems (MEPS) in the
vegetable oil/protein system in Kenya

* Large-scale project (= total allotment $150,000 cr above)
*% Totallallotment $1 million or above
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ANNEX 4

~ist of UNIDO's pipeiize projects in the Republic of Kenya

Project number Project title Total budget ($)
DP/KEN/86/064 Industrial investment programme

(Main phase) 668,250
DP/KEN/87/012 Entrepreneurship development programme

(KITI) - main phase 1.495,000
DP/KEN/87/013 Pilot demonstration simple manufacturing

plant to upgrade Jua Kali and training

(Ex US/KEN/88/175) 874,200
DP/KEN/88/0C3 Establishment of a network of rural Jua

Kali production and service sub-centres
(JPSC) Ltd. to support manufacture of

rural equipment 0
DP/KEN/89/016 Strengthening of district industrial

promotion services 1,765,250
SI/KEN/90/9XX Assistance to Kenya ceramics industry 0
US/KEN/89/179 Programme for the identification, preparation

and promotion of indus*rial investment projects

in Kenya in the food-industries sector 215,000
XA/KEN/XX/9XX Assistance in the production of animal feed

from agricultural waste 100,060
XX/KEN/89/9XX Assistance to the textile women Jua Kali:

establishment of two textile printing and
training centres (Ministry of Technical
Training and Applied Technology) 1,443,600
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Annex )

sist of UNIDO's completed technical co-operation projects (sizce :371)

Republic of Xenya

Backstoggiggt Spec.Act./

Project Number Respons Y All.Acc.Code Project Title

TS/KEN/74/004 I0/11IS/INFR 31.1.02 Study mission to Ethiopian Standards
Institute

SI/KEN/75/818 I0/1I1S/INFR 31.3.B Preparatory mission ceiling on an
industrial information system

DP/KENR/75/029 10/11S/INFR 31.3.J Assistance to Industrial Research
and Consultancy Unit

DP/KEN/78/014 10/11S/IRFR 31.3.J Study tour of Industrial Research
Institute

TF/KEN/79/004 I0/11S/INFR 31.3.J Assistance to Industrial Research

and Consultancy Unit (IRCU)
(multifund to DP/KEN/75/029)

TS/KER/74/001 I0/11S/INFR 31.4.01 Small-scale advisory mission for
Bandora housing scheme

AR/KEN/76/003 10/11S/INFR 31.3.D Appraisal mission to Kenya (Mr.
Levitsky)

SI/KEN/75/816 I0/11S/INFR 31.3.D Short-term assistance to small-scale
industry programme

RP/KEN/81/002 I0/1IS/INFR 31.3.L Follow-up to workshog on

‘ entrepreneurial development, Kenya

Industrial Training Institute (KITI)

DP/KEN/77/006 I0/ITS/INFR J12103 Assistance to small-scale indus-
tries, Kenya Industrial Estates
Limited icontinued under
DP/KEN/81/017)

DP/KEN/81/017 10/11S/1IKFR J12103 Assistance to small-scale
industries Ken¥a Industrial Estates
Limited (phase II) (continuation of
DP/KEN/77/006, continued under
DP/KEN/84/011)

DP/KEN/84/011 I0/1IIS/INFR J12103 Assistance to small-scale
industries, Kenya Industrial Estates
Limited (pﬁase II) (continuation of

DP/KEN/81/017)
DP/KEN/85/002 I0/11S/INFR J12103 Industrial estate mar.agement and
maintenance
AR/KEN/74/002 10/1I1S/INFR 31.3.M Market develogment and development
industries (financed by SIDA -
Executing agency: ITC)
IS/KEN/73/004 I0/11S/INFR 32.3.03 Advisory services and international
contract manufacturing
DP/KEN/78/012 10/11S/IMR 31.4.B Assistance to the Ministry of
Commerce and Industry
DP/KEN/75/027 I0/11S/IMR 31.7.A Development of timber engineering
industries, preparatory assistance
DP/KEN/77/007 10/11S/IMR 31.7.A Development of new timber products
I1S/KEN/74/035 10/11S/IMR 31.7.A Development and commercialization of

prefabricated modular timber bridges
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-ist of UNIDO's completed technical co-operation proiects (simce :972)

Project Number

fepubiic of Xenya
{continued)

Backstop ing Sfec.Act./
Responsibility All .Acc.Code Project Title

SI/KEN/74/835

TF/KEN/74/003

TF/KEN/78/002

VC/KEN/76/051

DP/KEN/70/521

DP/KEN/74/007

DP/KEN/80/001

TS/KEN/69/001

SI/KEN/81/801

US/KEN/78/204

DP/KEN/75/010

SI/KEN/84/801

US/KEN/78/268

IS/KEN/74/038

SI/KEN/82/801

SI/KEN/87/801

DP/KEN/75/009

DP/KEN/83/007

IS/KEN/75/007

SI/KEN/79/801

SI/KEN/79/803

10/11S/IMR 31.7.A Development and commercialization of
prefabricated modular timber bridges
I0/11S/IMR 31.7.A Construction and building materials
I0/11S/IMR 31.7.A Development of new timber products
I0/11S/IMR 31.7.A Development of timber preservation

in rural areas through a mobile
demonstration unit

I0/11S/PLAN 31.2.A Industrial survey and studies
I1I0/1IS/PLAN 31.2.A Assistance to Industrial Survey and

Promotion Centre, strategy and
policy for industry, phase I and II

I0/IIS/PLAN J12413 Assistance to the Ministry of
Industr; 5continuation of
DP/KEN/74/007)

I0/T/AGRO 00.0 Industrial processing of maize

I0/T/AGRO 31.7.C Assistance to Uplands Bacon Factory

I0/T/AGRO 31.7.D Leather quality control laboratory

1I0/T/ENG 31.9.B Levelopment and manufacture of
low-cost water-lifting devices

I0/T/ENG J13314 Preparatory assistance to strengthen
the boat-building industry

10/T/EN5 31.9.B Technical evaluation of low-powerd
tractors

I0/T/ENG 31.9.2 Study mission to India on transfer
of industrial technology

I3/T/CHEM 32.1.A Development of a third rement
factory in Kenya

I10/T/CHEM J13420 Advisory mission on the

rehabtilitation of 'Synthetic Fibres
Kenya Ltd.’

10/T/CHEM 32.1.F Consulting services for implemen-
ting a fertilizer plant

10/T/CHEM 32.1.F Consulting services for implemen-
ting o. a fertiljizer plant

10/T/CHEM 32.1.F Consulting services for implementing
fertilizer project

10/T/CHEM 32.1.E Preparatory mission to develop plan
for paper conversion industries

10/T/CHEM 32.1.C Production of power alcohol from

molasses
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-ist of UNIDO's coampleted techmical co-operatisn prajects (since 1372

Project Number

lepublic of Kenys

tcontinued)

All.Acc.Code Project Title

SI/KEN/78/801

IS/KEN/75/002

SI/KEN/75/802

US/KEN/83/227

TS/KEN/73/001

RP/KEN/76/001

RP/KEN/76/004

RP/KEN/82/001

DP/KEN/78/011

RP/KEN/78/002

RP/KEN/78/003

RP/KEN/79/002

RP/KEN/80/001

DP/KEN/79/003

RP/KEN/78/001

UC/KEN/81/148

RP/KEN/80/002

Backstopping Spec.Act./
Responsibility
10/T/CHEM 32.1.C
10/0S/FEAS 31.6.A
10/0S/FEAS 31.6.A
10/0S/FEAS 31.6.A
10/0S/FEAS 32.3.04
10/0S/1IKRD 31.5.B
I0/0S/IHRD 31.5.B
10/0S/IHRD 31.5.B
10/0S/IHRD 31.5.C
PPD 30.9.2
AREA/ECDC
PPD 30.9.2
AREA/ECDC
PPD 30.9.2
AREA/ECDC
PPD 30.9.2
AREA/ECDC
IPCT 31.1.B
11
IPCT 62.4.2
DTT/TEC
I1PCT 62.4.2
DTT/TEC
EPL 70.3.2
REL/PROT

Development of solar salt production

Feasibility of manufacturing
wind-powered water—gumping equipment
in Mbita Division, South Nyanza

Feasibility of manufacturing
wind-powered uater—gumping equipment
in Mbita Division, South Nyanza

Support in financial analysis for
iron and steel project

Advisory services of industrial free
zones

Planning and appraisal of industrial
projects

Industrial training
Training design and management

Training course on project
evaluation and transfer pricing (MCI)

TCDC: LATU assistance to Kenya in
the field of leather industry,
preparatory mission

TCDC: Kenya/Uruguay - establishment
of a leather quality control
laboratory

Visit of four experts from Kenya to
Yugoslavia to discuss details for
co-operation between leading
Yugoslav firms and ITET-Nairobi

Additional DSA for Dr. Ongoma, an
expert from Fenya in conjunction
with RP/KEN/79/002

Investment promotion seminar

Technical co-operation among
developing countries - study tour to
India in the field of technology
development

National symposium on industrial
research and development

Consultations with Permanent
Secretary, Ministry of Industrlies,
Kenya
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AWNEX 6

Zoe UNIDO integrated "Top-Down/Bottom-up” approach to rehabilitation

“antil now, most work in Africa on industrial rehabilitation has not been
svstematic or comprehensive, and international co-operation has also suffered
from these shortcomings. Rehabilitation has been viewed either as the
treatment of a plant's technical problems - without analysing the real causes
or their ramifications - or as a macro-economic issue. [n the first case,
technical assistance activities have often beea carried out in isolation from
Zovernments' fiscal, monetary and economic poiicies, without taking into
account ftinancial requirements, market possibilities, and the avaliability of
raw materials and intermediate outputs. This approacn has trequently resulted
in rehabilitation projects that were too narrowly tocused. <Concentration on
soiving individual problems runs the risk of other prooblems being ignored. In
the second case, the diversity of economic sctivities and economic potential
at the micro-ievel is not always appreciated.

The concept of industrial rehabilitation obviousiv needs to be broadened
and integrated: it should combine an understanding o both macro-economic
forces and real problems at the plant level. Manufacturing enterprises should
be studied in relation to their total economic environment. Diagnostic
anaiyses and remedial action programmes should cover the entire range of
technical, managerial and technology issuves at the plant level as well as the
overall financial, commercial and structural issues at the branch and
macro-economic levels. An approach covering all these issues would be a
top—down/bottom-up approach. It would start with an examination of the
macro-~economic level, descend through the sector, subsector and branch levels,
and arrive finally at the plant level. On the basis of this approach,
industrial rehabilitation would become an exercise in securing the optimal use
of existing capacities and resources for future, general industrial growth: it
would become part of an attempt to regenerate the African industrial
development process.

The integrated, multidisciplinary approach can be summarized in Figure 1
below. In order to assure that rehabilitation is not impeded by environmental
factors, the "top-down' analysis is followed by an assessment of each firm in
terms of its rehabilitation climate, from the bottom up. in other words, an
effort is made to assess what changes in the economic and institutional
snvironment (e.g. government tariff policies, regulations concerning
allocation of foreign exchange, etc.) constitute preconditions to successful
plant level rehabilitation. By examining the plant in its total working
environment from top-down to bottom-up, UNIDO believes it can identify the
means for firms to achieve long-term viability.
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rigqure 1: The Plant ia its working ecvironment:

“op-down/Bottom-up approach

'« Country Level /

\ /
\ /

\Sﬁctor: Manufacturing
Subsestor: Agro-induﬁiry
Brancheg of Agro-irfdustry

\. ; Firm/Plant Level

Top-Down:

Analysis of Working
Environment as it
Atfects Individual Plants

Bottom-up:
Recommended

Changes in the
Working Envircnment
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“he Top-Down/Bottom-up approach leads to three mair tasks. The first is
<0 identify suitable enterprises where scarce toreign exchange and other
investible resources will he most efficiently used to upgrade production and
company performance. thus ensuring the greatest impact on overall growth. In
particular cases, industrial rehabilitation may actually lead to plants being
recommended for closure. In such cases, even though important sccial and
2oiitical implications have to be considered, shut-downs cannot he exciuded.
The established concept of rehabilitation otften restricts the view of
decision-makers "o existing industrial structures, whereas a wider and moce
Jorward-looking regeneration concept might help all parties concerned to see
>losure as a necessary part ot an attempt to establish an industrial structure
with better prospects tor sustained growth.

The second task is to combinz the plant rehabilitation process with a
reéstructuring programme of the industrial sector as a whole so as to ensure
growth, domestic economic integration, and/or the provision cf support
ndustries and services. Such a programme will cntaii investment In new
rapacities in industry, infrastructure, services and primary commogily
oroductioa. The third requirement is tc adjust the policy and administrative
‘ramework to support better the domestic znd international etZorts towards the
industrial regeneration objective.

Rehabiiitaticn can thus been seen to be a process that has technical,
tech-nlogical, orsanizationai and managerial implicaticns. [t also has
2conomic, Iinancial, marketing, design &nd engineering 1spects. Similariv,
restructuring at the subsectoral level shouid taxe inte 2ccount economic and
inancial aspects, as well as the general and technical management structure,
product technciogy and range, and domestic and foreign warkels. The wide
range of issues involved implies that human, physical ard tirancial rasources
should be conrentrated on 2 few manageabie projects or markc's, and zttention

sno1d be folused on terrilelogical v loipgmerts e pinivkst e 4o

As the appreach covers a wide range cf issues, successful Implementation
requires the mobilization of r2sources trom domestic entities. Leth public anc
orivate, and from foreign multilateral, hilateral, commercial and financiai
Sodies. The activities of these entities shculd be co-ordinatad to provide
the appropiate assistance to plants, subsectcrs and overall induscrial
regeneration.

The Top-bowr/EBot:om-up apgproach aisc suggests a -"oncentration ¢n a rew
important firms in key subsectors with yond tackwards and forwards !inkages tc
other firms, industries and sectors, espocialiy primary sectors siach as
agricuiture and ostner naturat resource Scctors.

imphasis on a few strategic firms with good !ink=ges in key subsentars
mncentrates resources where they can have most fmpact. "t alss maximizes the
nuitipiier effects of any given investment. [n that, srouid these tirms e
successfully rehabilizated they will exert a significant “pull-etfent’” on
sthe: similarly placed tirms. They thus become the motors to start the
regeneration process going and provide the dynamism for more widesproad
2conomic growth.
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{n sum, the applicatinn ot the Tcp-Down/Bottom-up approach will assist
African Governments to link the macrc-industriai, macro-econnmic. branch-level
and project issues to decisions taken on rehabilitation and upgrading of
osroduction. The anproach is also expected to increase the rate ot survival of
narticular plants or sub-sectors being rehabilitated, if due consideration is
given to the context in which the selected plants or sub-sectors operate.
Industrial rehabilitation must be a dynamic, forward-lcokinz concept.
Restoring industry is not suttficient, tor both the wcrid and economic
conditions change rapidiy. ignoring these changes might .cd4¢ indusiry back to
its prior unacceptable state.






