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PRIEFACK

As part of the programme ot the Industrial Development Decade tor Atrica.
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 identifv individual plants for
assistiance. The backbone of the series i= formed by a number of countrv-level
diagnostic survevs on the rehabilitation requirements of African manufacturing
industries. These have been compiled bv teams of experts during four-week field
missions. As the survevs contain confidential plant-level information, their
civculation is restricted. In order to present the salient parts of the full
country survevs to a wiaer readership. a series of 'highlights’ is being issued.

This particular report presents the highlights of the Kenvan mission’s survey
of the industrial rehabilitation needs of Kenvi’s vegetable processing. cotton-
based. and ceramics industries. It provides the reader with a general
description of the economic and policy environment for industrial rehabilitation,
as well as a description of the industries selected for in-depth examination.
Chapters > and 6 provide general observations and recommendations regarding
government policy and companies which should be very useful in formulating an
agenda for rehabilitation efforts. The full survev should be consulted for
derailed suggestions for specific plant-level rehabilitation require ents,

The UNIDO field mission visited Kenva from 5 January to 2 Februarv 1990. The
team consisted of Mr. George Assaf (team leader) and Mr. Masavoshi Matsushita of
the Regional and Country Studies Branch. UNIDO and ¢NIDO consultants, Mr. Thomas
Alberts. Mr. Bjorn Almquist. Mr. Jan Bjork, Mr. Peter Coughlin, Mr. John Litondo.
Mr. Graham Smith and Mr. Maurice Thorne.
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I Kenva shilling 100 cents

$1 - KSh 1/./7% (average for 198R)
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INTRODUCTION

The issue

Manufacturing is a leading growth secter in the Kenvan economv. Ot iate. the
sector has accounted for sbcut i’ per cent of CGDP. bur in rscent vears 17T has
experienced a period of signiticant decline. Available data suggest annual eross
investment in the manufacturing sector has been declining since 1¥/8.° in 1%d>.
gross investment was 40U per cent of its 19738 level in real terms. This severc
drop in gross investment suggests that disinvestment has occurred. This
explanation is also corroborated bv informal cbservation. The growth ot
manufacturing has been stvmied in recent vears bv variable econamic condirti:ns
and uncertainties in the business environment.

The stagnation in manutacturing is also reflected in the tact that there has
been verv little structural change in the sector. The ieading branches have
been. and continue to be. tood products,. tobaccc. textiles, electrical machinervy,
fabricated metal products. chemicals. paper and paper products. The consumer
goods branches - largelv food. beverage and tobacco products - account for over
30 per cent of manufacturing value added (MVA). The branches preducing
intermediate products account for an insignificant share of manufacturing MVa in
comparison.

Recent survevs” of Kenva's manutacturing sector have concluded that manv
firms are producing at less than optimal capacitv - 30 per cent or less. Thus,
although manutacturing industry in Kenva could plav s leading role for economic
growth, in recent vears it has tailed to do so. Manufacturing has theretore not
generated a dvnamic growth process and has not satisfied domestic dem=nd or
achieved its significant export potential.

Under-utilization of industrial production facilities is one of the major
factors hindering the renewal of eccnomic growth in Kenva. 1If th's trend could
be reversed., greater utilization of installed capacity and improved prodisrtivity
would be the most economical means ot restoring dvnamism to the manttacturing
sector and overall economic growth in Kenva.

Kenva has now reached a stage in its ecoromic development at which
manufacturing industry will have to assume a more subhstantial role.
Manufacturing, especially the publi: sector. needs to be regenerated to be able
to increase domestic value added and essential inputs for primarv sectors such
as agriculture. This enhanced role for manufacturing industrv requires
revitalization, rehabilitation and restructuring of Kenva’s current manufacturing
capabilities. Particular attention should be paid to the parastatals secror
which accounts for a significant number of Kenva’s ailing industries. This
regeneration of Kenva's manufacturing capabilities must be supported bv an
effective institutional infrastructure. human resource development and an
appropriate policv framework.

1/ Kenva: Sustaining industrial growth through restructuring and integration,
UNIDU, Regional and Countrv Studies Branch, PPD.85, 22 June 1988: Kenva:
Industrial Sector Policies for Investment and Export Growth, Volume 1. June
30. 1987, World Bank Report No. 6/11-KE., pp, u-11.
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Sessional Paper No. | of 14980 and recent budget speeches bv the Vice
Presider.r and Finance Minister. the Hon. Professor George Saitoti.'” have
stressed the need to re-orientate more of the countrv’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 efficiencv in manufacturing industry, particularly
in the parastatal sector.

The Governmert of Kenva 1is clearly well aware of the problems of
manutacturing industry and its needs for rehabilitation and regeneration. It is
tor this reason that the Government has decided to 1launch a process of
regeneration of industry bv diagnosis and rehabilitation of ailing firms. The
aim of the Government’s regeneration efforts is tc induce much-needed dynamism
to industrv and therebvy to break the vicious circle of increasingly poor
performance. UNIDO has, therefore. been requested to assist and support the
Government'’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/Bottom-up approach

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

The methodologv emploved in this survev consists of a Top-down/Bottom-up
approach to rehabilitation.?

From a Top-down perspective., the approach moves the analvsis of
rehabilitation needs successivelv from the macroeconomic level down to the plant
level . Thus Kenva’s recent economic development is first reviewed in its
international context. This macro-economic or country level analysis includes
an assessment of the evolution of key elements of the country’s macro-economic,
policy and institutional framework.

At the sectoral level, manufacturing 1s reviewed in terms of overall
characteristics, major problems and constraints, trade, and assessment or
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 based
on locally available raw materials and the development of rural areas.

l/ 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 1.
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The same type of analvsis of kev characteristics, constraints, potentiales,
policies and institutions is made at the subsector and branch levels.

Finally. at the plant level. a detailed analvsis is made of 5 few especially
selected, economically strategic firms. This analvsis makes a comprehensive
assessment of plant level rehabilitation needs in terms cf management and
organization, human resources development, financial structure, marketing,
technological . economic and policy aspects. The analvsis also pavs particular
attention to issues of maintenance and repair. quality ~ontrol and raw material
supply.

In order to assure that rehabilitation is no* 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 of the approach is a concentration on a few important
firms in key subsectors with good backwards and forwards I inkages 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 multiplier effects of any given investment in that, should these
firms be successfully rehabilitated, they will exert a significant "pull-effect”
on other similarly piaced 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 kev 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 re juvenation.

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, th.t nced to be examined in greater
detail as part of the subsequent detailed rehabilitation analysis at the
subsector, branch and plant levels. In other words, it is only by broad
classification of current problems and their causes can an appropriate approach
to rehabilitation technical assistance be designed.
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The material in this report alsc serves as a guidance to potential foreign
investors/ partnars. 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 national resources and in the light of changes in
the macro- and industrial economic framework, and also in the international,
institutional and policy environments.

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

In the particular case of this survey, three firms were selected in three
ma jor branches of manufacturing industry in Kenya - ceramics, textiles and
vegetable processing. Each of the firms chosen are economically important and
are representative of the problems, constraints and potential of firms 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 tranch of industry of which they
are part and probably for manufacturing in general.

However, given the limited nature and scope of this UNIDO diagnostic survey
- it was only possible to make an in-depth survey of a small number of firms, it
is important not to infer too much from this analysis. Clearly, an examination
of the prob.ems and potential of a few economically strategic firms 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 in general.
Though, as is detailed in the text, the ceramics, textile and vegetable
processing branches are representative and important to manufacturing, other
ma jor branches of industry - for example, paper and paper products and c* micals
- need to be examined to give more balance and perspective to the findings and
recommendations. This survey, then, should be seen as a first round of analysis.
Subsequent more detailed and comprehensive analysis with a broader coverage of
important firms and branches of industry will certainly need to be undertaken by
the Government and supported by the various bilateral and multilateral agencies.
On the other hand, this survey does identify 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 policy analysis both at the overall economic and
industry sector levels and at the branch and plant levels. Thus the various
recommendations made in the report regarding the rehabilitation of particular
firms should not be regarded as comprehensive project proposals. They must be
complemented by more detailed technical and economic analyses in order to provide
effective practical guidelines for subsequent implementation.




CHAVPIT'ER 1
REGENERAT ING KENYAN MANUFACTURIING :
THE FEFCONOMIC AND POI.ICY CONITEXT

1.1 The_current economic situation - factors and trends
1.1.1 Production

Since independence in 1963, compared to most other Sub-Saharan countries.
Kenva’s economic pertormance has been impressive. In [93b. the countrv's per
capita income was USS 300 which is in the upretr end tor the low income
developing countries. Kenva has also developed better in terms ot social
indicators than other Atrican countries belonging to the same income level.

Kenva's economic development. however. sepends to a large extent on
external tactors, the most important being its terms-of-trade. Changes in.
tor example. export prices send ripples through the econmv and generate
disequilibria which the Government has had diftticulties in counteracting.
Another salient teature in Kenvan development is its high population growth
rate. about 4 per cent per vear. which has been a limitation to growth in per
capita income.

In 4950 the Government noted that:

"Kenva has come through a series ot economic crises: the oil price rises
ot the I14/uUs and the decline in Kenva’s terms of trade. domestic intlation
ot the earlv [98Us. the world recession of the same period. and the
devastating drought ot 14Y84. Kenva has coped successtullv with these
crises. which can be counted as a major accomplishment. But the cost has
been h’ h: economic growth has slowed to the point where average incomes
have tarelv risen in the late 19/0s. But because the short-term problems
have been brought under control. while progress has beer made on
re-orienting the economv. 1980 presents a ripe opportunity to look much
turther ahead. towards the end ot the centurv. to determine what kind ot
an economv Kenva is going to have then and how it is going to get
there. "

The regeneration ot Kenvan manutacturing must be looked at within the
context ot changing the countrv’s economic structure and policies as well as
the international context.

Overall performance
The rate ot economic growth in Kenva. as measured by GDP. shows
substantial tluctuations as can be seen trom Table 1.1.1. The countrv’s

experience can be broken down into six periods.

- the "Kenva miracle” ot 1%64-19/3, with an average growth rate of around
6.9 per cent per vear;

L/ tconomic Management tor Renewed Ecopomic urowth. Preamble. Nairobi. 1986.
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- the vears 19/4-19/76. in which the annual GDP growth rate averaged 3.> per
cent (less than the rate ot population growth). due to rising oil prices.
international recession and widespread drought in Kenva:

- the coftee and tea price boom of 1976-19//. resulting largelv trom a
severe frost which disrupted Brazil's coffee exports. As a resuit. GDP
growth rates were 8.2 and 7.9 per cent per vear in the period 19/7/7-19/8:

- the period from 19/9-1984. with a reduced rate ot growth attributable to
several distinct causes: the collapse of the East African Communitv (EAC)
in 1977. the oil crisis of 1980-1981. renewed world recession in the earlv
1980s and another drought in 1984:

- a period of renewed growth since 1985, partlv attributable to the return
ot favourable weather conditions. a general improvement in Kenva's
terms-of-trade. and the effects of the restructuring programme in Kenva.

rfo n of jor economjic secto
Agricultural sectox

Agriculture is particularly important to the economy insotar 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 ot value added. its
contribution to GDP is onlv about 30 per cent.

During the period 1974-1Y88. there have been great variatiomns 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 have taxed the
government’s ability to maintain economic equilibria. Overall pertormance has
been quite good as can be seen from Table 1.1.1.

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 sui‘’able
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.

Industrial sector

The manufacturing sector, which will be covered in detail in chapter 3.
provided 13.2 per cent of GDP in 198/. This amounts to over /0 per cent of
the contribution of the industrial sector to GDP. (See Table 1.1.1 tor
details). Compared to other Sub-Saharan countries Kenya’s industrial sectoc~
is large. There are 560 medium- to large-scale, /20 small-scale and 1,600
micro- enterprises. (Some sources claim that the number of microenterprises




are more than lU.vUU). As can be seen trom Table 1.1.2. apart trom
government services. manufacturing has been the fastest growing sector of the
economy .

Kenva's manutacturing sector has been oriented to meeting domestic needs.
having been established to cater to the domestic market through a3 policv ot
import substitution. High levels of protection were provided for key

manutacturing sub-sectors such as metal products. wood products. paper.
non-electrical machinerv and fertilizers.

- Agro-industrv is the most important sub-sector. Food. beverage and
tobacco products accounted tor about 44 per cent of Kenva's manufacturing
value added (MVA) in 198/. Other major branches of agro-industrv (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
tor bv a relativelv wide range of other branches such as petroleum. rubber.
plastic. chemical. metal. cement. glass and ceramic products.’’

Table 1.1.1: GDP by j i igi -
(current Kf)

wry 1980 1981 1962 1903 1984 1965 1986 1967 1968

Traditional Economy 1%9.39  155.79  159.59 164.58 17048 178.40 192.90 191.15 197.3% 204.27
fForestry and fishing 2033 21.05 21.8 2.74 23.80 24.50 3.9 2633 27.20 28.09
Suilding and construction 45.37  48.05 48.02 48.96 $5.58 56.01 66 11 56.80 58.01 59.60
Vater collection 18.41 18.71 19.00 19.29 19.58 20.36 ra 8 0 21.95 2.80 23.69

Ownership of dwetlings 65.28 67.9¢ D% 3.59 76.52 79.55 82.65 86.07 89.33 92,89

Monetary Economy 2046.64 2542.66 2700.57 2833.66 2896.16 2969.58 3109.84 3293.01 3452.42 3434.18
Agriculture 810.05 B17.66 867.33 964.06 979.07 961.05 975.59 1023.39 1062.57 1109.25
Forestry and fishing 26.63  27.55 28.37 30.91% 33.52 32.89 33.12 3.3 37.%% 41.64
Nining and quarrying 7.95 8.75 $5.45 6.61 6.69 7.41 8.1 8.40 9.12 10.15
Marusfacturing 333.97 35147  364.13 372,32 389.07 405.84 42(.07 44867 476.34 502.80
Construction 118.29 126.61 136.73 120.58 109.96 105.72 110.19 114.72 120.26 128.51
Electricity end wvater 40.90 39.26 45.30 43.71 £9.45 26.21 2.36 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, storsge & com. 140.87 148.85 151.71 195.87 201.51 202.29 206.54 215.42 224.90 234.02
finence & business serv. 170.13  169.24 221.3%4 206.92 223.58 222.50 244.S1 261.02 274.52 291.27
Ownerchip of duellings 118.16 12¢.14 135.80 140.69 135.18 187.98 193.20 199.25 205.63 212.20

Domestic services 26.06 2833 30.69 3.5 34.88 37.16 39.7%4  43.32 47.82 s2.11
Government services 382.39 403.84 4£25.20 4&41.35  459.89 473.13  497.26 S28.73 5%4.13 586.16
Other services $S1.85 56.99 S$9.32 62.68 6846 96,20 99.10 106,05 111.7¢ 119.72
Less: Imputed bank

services & charges -81.36 -78.47 -93.36 -84.19 -102.88 -99.40 -102.97 -105.9& -113.43 -121.81

Totsl COP st Fector Cost 2596.03 2608.45 28B40.16 2998.24 30464.64 3147.98 3302.7¢ 3484.16 3k9.76 3838.45

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

L/ Central Bureau of Statistics, Statistics Abstract 1989, Nairobi. p. 126.




4

Table ].1.2: Growth rates of rea] GDP by industrial origin., 1980-1987

(percentage change in constant 1982 prices)

1980 1961 1982 1963 1984 1965 1986 1987 1988

Agriculture 0.9 6.1 11.2 1.6 -3.9 3.7 £.9 38 L4
Forestry and fishing 35 33 6.9 6.8 0.1 1.3 3.2 7.3 8.4
Nining and querrying 10.1  -37.7 213 1.2 10.8 9.4 3.6 8.6 1.3
Manufecturing 5.2 3.6 2.2 4.5 4.3 L5 5.8 5.7 6.0
Construction 6.7 5.8 -8.2 -5.3 -0.5 9.1 -1.6 3.9 4.6 -
Electricity and weter -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. S.7 1.9 29.1 2.9 0.4 2.1 4.3 4.4 4.1
Finance L business serv. -0.5 30.8 -6.5 a.1 -0.5 $.9 6.8 5.2 6.1
Ounership of dwellings 4.7 7.5 3.7 -1.2 26.4 3.1 3.4 3.4 3.4
Oomestic services 7.7 8.3 6.7 6.5 6.5 6.9 9.0 10.4 9.0
Government services 5.6 5.3 38 &£.2 2.9 b} 6.3 4.8 5.8
Other services 9.9 4.1 S.7 9.2 37.6 5.2 5.0 7.4 7.1
Less: Jmputed bank

services & charges -3.4 19.1 -9.8 22.2 -3.4 3.6 2.9 7.1 7.4
Total COP st factor Cost 3.0 6.0 4.8 2.3 2.7 £.9 $.5 £.8 5.2

Source;: Table 1.1.1.

Fi 1.1: G 0 9 ice 979-1988
(Kenva £ million)
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Sougces: Central Bureau of Statistics, Statistical Abstracts 1989 and Mission

estimates,
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Electricity consumption increased bv >.6 per cent per vear between
Iv5i-198>. The Governm:nt has announced ambitious plans to develop Kenva's
hvdroelectric and geothermal potential. in order to decrease its reliance upoun
imported oil. Increasinglv scarce tirewood and imported electricitv trom
teganda.

Kenva remains totallv dependent upon oil imports to meet its domestic
requirements. although renewed exploration led in March 1988 to the discoverv
ot oil deposits which are as vet ot undetermined commercial viabilityv.

Kenva‘'s mining industrv is still relativelv small. and concentrated in
quarrving and in non-metaliic or chemical minerals. The main products are
soda ash (220,000 tonnes in 1Y8Y) and tluorspar (6/.0UU tonnes). Mining ot
gold has resumed in recent vears. Salt (12.0U0 tonnes) and limestone products
{37.000 tonnes) also vield signiticant export revenues. although thev involve
little turther processing in Kenva.

The service sector

The service sector accounts for the largest sanare of CDP. with the most
notable growth occurring in subsectors benefitting from Kenva’s thriving
tourist industrv (trade. restaurants and hotels: transport, storage and
communication: finance and business services). In recent vears tourism has
become the largest single foreign exchange earner for Kenva.

Government services have grown at a rate slightlv above that of GDP. As
a result, their contribution to GDP has slowlv risen from l4./ per cent in
1979. to 1>.6 per cent in 19Y8/.

1.1.2 Commodity trade

The main sources ot foreign exchange earnings. apart from petroleum
products based on processed imported oil., are coffee and tea. which together
accounted for about 60 per cent ot total exports of goods and services during
1987-38%",

The international terms-of -trade have varied significantlv tor Kenva since
Independence. According to intormation contained in the Economic Survev tfor
various vears. in the period 19/9-1988., the terms-of-trade have alternated
trom being unfavourable tor the tirs. 5 vears to favourable for next tive
vears. Apart from great variabilitv in the terms-of-trade. no definite
conclusions can be drawn trom this data.

Exports are important to the Kenvan economv. In 1964, exports represented
34 per cent of GNP. Since then the share of exports in GNP has decreased to
26 per cent in 1982 and to 22 per cent in 198/.Y This development is common

to manv other countries pursuing an import substitution policy. It seems
exceedinglv difficult to maintain a rapid export growth, while protected
industries are being established. Another consequence of this trend is

balance of payments deticits. This will be discussed later.

L/L;smmm_mmx_w_&pal
</ Development Plan 1989-1993. p. 1>.
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According to the World Bark®. the share ot manutactured goods in total
exports has tluctuated around il per cent.

As is shown in Table 1.1.3. the main destination tor Kenva's exports is
the European Communitv (EC). with the UK alone accounting for 20 per cent of
total exports. The next largest regional destination is Africa. headed bv PTA
members Uganda and Tanzania. As a resul” of the breaking up of Preferential
Trade Area (PTA). there has been a pronounced decline in the share ot
manufacturing exports going to liganda and Tanzania whicn has dropped from 35
to 28 per cent (1975 and 1983 respectivelv). EU countries also supplv the
largest proportion of imports. followed bv Japan. a major supplier of motor
vehicles and electronic equipment. and United Arab Emirates. Kenva's main
source of crude petroleunm. 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 Government in Kenvan development. As a result government
expenditures as a vercentage ot GDP have increased rapidly and in 1938-198Y
were over 39 per cent. In order to finance this expansion, for manv vears the
Government nas incurred an overall budget deticit. Difterent measures of the
deficit can be found in Table 1.1.4 below. However. there has been an
increasing concern among policv makers about the deficit with the result that
the Government is now committed to decrease it substantiallyv in the future.
The "Sessional Paper No. 1 from 19,6" sets the target to reduce this deficit
to 2.5 per cent of the GDP by the vear 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 vear. By 1992-1993, it is
planned that this deficit will be reduced further to 3.1 per cent.

: ’ i i 98
(USS million)

E lestinati Soutce of i

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 (l1)
Netherlands 48.8 (3 F.F. ot Germany 167.3 (10)
USA 46 .2 (5) France 108.9 (6)
Italy 32.8 (6) USA 88.3 (5)
Tanzania 24.3 3) Netherlands 86.2 (3)
France 17.5 (2) ltaly 63.9 (4)
Japan 13.7 () India 28.8  (2)
All others 383.3 (40) ALl others —4/0.1 (26)

Total 951.9 (1€0) Total 1.765.2 (100)

Source: <Central Bureau of Statistics. Economic Survey 198Y9. pp. 84-85.

Note: In parentheses, percentage share of total.

L/ meimummumwm p- 32.
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Table !.]1.4: Anajysis of key fiscal indicators 1984/85- 1988/89

Overall Deficit as Z ot 1?&;)87 1985,86 1986,8/ 198//838 1988,89
Total expenditure -lo.7 -13.0 -21.0 -1l .4 -11.7
GDP at current market

prices -3.8 -4.3 -1.> -39 -4.6

Total government expenditures
as L of GDP at current market
prices 34> 33.0 3).0 33.8 39 .4

Source: central Bureau of Statistics. Economjc gazvey 1989. p. 63.
Note: 198//88 and 1988/89 figures are provisional.

As can be seen from Table 1.1.>. to finance total debt the Government has
increased its borrowing mainiv bv a rapid increase in the foreign debt and,
to a lesser extent. by borrowing on the domestic market.

Table 1.1.5: Central government public debt, 1964-1988 ¥

1964 1972 1974 1978 1982 198/ 198%

Value (Kf Mn)™

Debt (D)

Domestic 18.0 88.2 129.1 283.6 454.2 /16.9 706.6

Eoreign 68,1 105.8 _136.3 _262.3 _859.3 2280.7 27l7.4

Total 86.1 194.3 265.4  525.9 1313.5 2297.6 3423.8

Debt service (D$)

Domestic 3.2 9.> 9.4 29.4 17.2 206.4 254.)

Forejgn 3.9 l.2 8.6 31.2 102,6 _257.6 _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 5931 8/7.6 1400.4 1664.9

(X6$)<

Debt ratios

b/XGs 56.9 52.8 38.2 40.9 97.9 162.9 205.6

DS/XGS 1.7 3.6 2.4 5.3 L.7 18.4 17.1

D/GNP 19.5 14.5 13.4 12.4 25.5 35.8 46.7

Sources: Republic of Kenva. Development Plan 1989-1993. p. 15. and Central
Bureau of Statistics, Economic Survey 1989, pp. 21. 22. /0 and 72.

a/ Calendar vear totals. derived by averaging two financial vears. Exports
exclude factor incomes.

b/ The Kenva pound (Kf) is equal to 20 Kenya shillings (KSh). The Kenva
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 (Kf 1.0/5) to the dollar. Although the exchange
rate is pegged. it is subject :o trequent adjustments. Two adjustments
amounting to over 20 per cent were made in 1981, and other significant
ad justments made in December 1982, when there was a 12 per cent
devaluation against the SDR. After December 1982, a "crawling peg" system
was adopted, wirh the exchange rate tied to a basket of Kenya’'s main
trading currencies.

¢/ Exporrs ot goods and services.
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1.1.4 External debt and the balance of payments

The burden on the Kenvan economv caused bv its debt service charges has
grown enormously in the 1Y8Us. Government statistics presented in Table 1.1.>
show that while the ratio of external debt to GNP increased /.4 times. the
ratio ot debt service to exports increased 10.l1 :imes. The Government thus
considers that reducing the level of debt servicing is ot critical importance.

In addition to the external public debt there is also a signiticant
external private debt. the servicing ot which probablv represented about an
additional 5 per cent of export earnings in 198/ (mission estimate).

Like manv other developiny countries., Kenva needs to import most capital
goods. certain intermediate goods and manv raw materials. especiallv oil. But
exports have not grown enough to tinance these imports. While in the period
1965-1969 exports financed 73 per cent of imports this ratio had dropped to
37 per cent in the 1980-1984 period.l’

Although the data in Table 1.1.6 are not directiv comparable. thev suggest
that there has been a significant contraction in exports in the [1Y8Us as well
as tor imports. although the latter ro a lesser extent.

The budget deficit as well as the stagnant growth in exports explain the
growing toreign debt. Its repavment will further aggravate Kenva's economic
difficulties.

1.2 Recent policy changes a eir i t

Radical changes in economic policies are rare in Kenva. Fundamental
changes in economic policies are implemented over several vears. Kenva is in
the process of introducing such fundamental changes in the economv. The

process was initiated many vears ago. Since the beginning of the 198Us there
has been a growing concern over the negative efftects of import substitution
policies and of the stifling intluence of the state in the economv. Among
these negative effects can be mentioned:

- the slo.'ing down of overall growth

- the sluggish performance of exports

- the rapidly growing foreign public debt and service pavments
strangling needed imports and hence threatening future growth

- the persistent budget deticit and the squeezing ot the private
sector of needed capital

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

Sessional Paper No., ]| of 1986 established the basis tor a reorientation
of policies towards a more market oriented economv. The Development Plapn
1989-1993 states: "First, the Plan pioneers the incorporation of the
structural adjustment process."” The Plan outlines the following objectives:

1/ Republic of Kenva,
for Renewed Growth, Nairobi, Kenva, 1986, p. 21.
2/ Republic of Kenya, Development Plan, 1989-1993, Nairobi. 1989, p. 33.




Table 1.1.6: s balance of nt s
(Us$ milltion)

198v 1981 1982 1983 1984 1985 1986 1987 1988

CURRENT ACCOUNT

Trade
Exports(tob) 1261 1081 936 937 1034 Y43 1170 909 190
Imports(tob) 2378 1834 1668 1198 1348 1273 1457 1623 1399
Net trade 1117 753 -532 -2711 -314 -330 -28) -/114  -609
Exports as per
cent of imports 3.0 58.9 63.8 /7.4 /6.7 74.1 80.3 56.0 56.5
Services
Receipts 823 18 708 6us 635 652 136 831 673
Pavments 140 741 601 3254 618 611 701 828 685
Net services 83 -23 lu7/ 54 1/ 41 35 3 -12
Transfers
Receipts 16/ 248 164 215 214 220 242 257 300
Payments 19 32 31 35 37 29 35 43 31
Net transters 148 216 133 180 177 191 207 214 269

Current account

balance -886 -560 -292 -37 -120 -98 4> -497 -352

CAPITAL ACCOUNT

Private long-term 149 3 11 -5 9 b) 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 L/ 29  -14 41 46 32 109 42
Capital account net 682 329 1i3 105 173 -5 135 393 285
Errors and omissions 10 31 -19 20 -10 -12 -1 11 8
OVERALL BALANCE -194 -200 -19y8 88 43 -115 89 -93 -5y
MONETARY MOVEMENTS

Changes in reserves 4/ 120 -30 -200 -60 50 14 198 -46

Transactions with IMF 148 /1 198 116 -2 56 -106 -109 96

Changes in other

liabilities 0 8 30 -2 1/ 9 2 3 10
Total, monetary movements 195 199 198 -86 -45 115 -90 92 60U
Sources: World Bank, A _Policy

lssues. 26 September 1988, p. 82: and Central Burvau o. Sta

Economic Survey 1989.

tistics,
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- A growth rate target of >.4 per cent

- An orientation of industrv towards the export market

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

The budget speeches presented each vear by the Finance Minister turther
elaborate on the reorientation ot policies.

A series of measures have been taken to implement Gsvernment policies
during the last tew vears:

- 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 previcus sales tax. A VAT is more conducive
to an efficient use of resources.

- The import licensing system has been modified and the number ot goods
which can be imported more or less automaticallvy has been increased.
There wiil be further liberalizaticns of imports in the tuture.

- The Government 1is streamlining and simplifving the tariff svstem.
Protection of domestic industrv will depend less on import licensing and
more on the tariff svstem.

One area of conflict among policv 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 Sessional Paper No. 1 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 ..."Y, the Development Plan elaborates further on this issue.
According to the Flan, 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 effectivelv grapple with
the unemplovment problem”.¥ In the last budget speech (1989-1990) by the
Finance Minister and Vice-President of Kenya. there was an explicit reference
to goverament divestiture and privatization of parastatals.

Some senior government officials also expressed their opinion to the UNIDO
mission that unprofitable parastatals should be cloused 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 bv the
establishment of the "one-stop office” in the Investment Promotion Centre to
simplify procedures for foreign investors to establish themselves in Kenva.
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. 1 of 1986. ». 3.
2/ lbid. p. 33.
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The successive liberalization ot markets could well result in growing
Iinccme- ard wealth-inequalities to such an extent that the present strategv
miv become non-viable. The objective ot the Government of Kenva (GOK) to
channel resources to the informal sectors. tor economic growth and emplovment
creation. may be diffticult to attain without concerted efforts by the
Government .

In summarv. the enapling environment for industrial rehabilitation has
improved significantlv in the last tew vears. Further improvements in the
environment can be expected within the next tew vears. In the past there has
been a reduction in toreign private investment in Kenva. wWhether these policy
changes will be enough to attract a signiticant inflow of foreign private
capital remaiuns an open question. Stili. the need to strengthen the role of
Fenvan investors and entrepreneurs will remain for many vears to come.

.3 The international and reqional contexts
3

i
1.3.1 Development assistance

Accelerated economic growth in Kenva will necessitate an increasing flow
of capital to the countrv. In the past. externally funded development

assistance has grown slowly (1981-1986) as can be seen from Table 1.3 below.
These tlows have been of approximately the same magnitude as GOK's development

budgets.
Table 1.3: Externally funded development assistance”
(USS million)

1981 1982 1983 1984 1985 1986 1987
United States /8.0 54 .0 /8.0 43.0 /6.0 31.0 44 .0
United Kingdom /1.9 56.2 46 .0 47.2 40.5 46.3 43.2
F.R. ot ¢ermany 42.3 31.3 44 .2 39.0 36.4 6.2 57.2
Japan 271 21.3 54 .8 32.2 33.4 54.9 69.6

Other bilateral l61.0 192.8 13/.3 161.4 186 4 238.5 257.6
Total bilateral 380.3 355.6 360.3 342.2 372.7  416.% 4/1.6

IDA 14.8 83.6 19.8 35.6 36.9 30.0 /2.1

European Community 46.0 28.7 l16.6 16.6 15.8 11.2 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
er multilateral 12.5 20.6 15.2 /.8 18.2 19,2 18.4

Total multilateral 85.3 147.2 59.7 88.1 89.6 70.4 127.3

Total ODAY 465.5 502.7 420.3 430.3 462.4 48/.3 598.9

Bilateral as per

cent of total

assistance 81./ 0.7 85.8 /9.5 80.6 85.6 /8.7

Source: OECD Development Assistance Committee. Geographical Distribution ot

Financial Flows to Peveloping Countries. Paris. 1989. pp. 166-16/.

Note: a/ Gross official development assistance (ODA).
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In 198/. there was a significant increase in assistance to Kenva. This
mav well be a retlection of a growing contidence in Kenva’s restructuring
programme and in the new liberalization policies.

Bilateral aid accounts for the largest share. about 8U 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.

Kenva's serious balance of pavments situation has led to a series ot
foreign exchange crises. The country has resorted to IMF stand-by
arrangements on seven occasions since 1978. to the World Bank for two
structural adjustment loans. and to the high-interest "uro-dollar market for
loans of several hundred million dollars. The most recent IMF package
(February 1988) features a stand-by agreement worth US$ 85 million and a
credit of US$ Y0 million under its low-interest structural adjustment
tacility.

1.3.2 Regional economic co-operation

The breaking up of the East African Communitv in 1Y//, caused strains in
the Kenvan economv, because Kenyan manufacturing had invested with a view to
exporting to the Community.

Since then, Kenya has been an active promotor of the Preferential Trade
Area Treaty (PTA). The PTA became operational 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 shortages 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 tell to 6.2 in 198/. Still, the share of intra-PTA trade
going through the Clearing House has increased from 9 per cent in 198/ to /3
per cent during the first 10 months in 1989. Almost 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 PIA members’ currencies convertible, and to create a
monetary union as first step towards creating a common market. The need for
intensified regional co-nperation 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 RKEHABIL1I ITAT ITON
RESOURCFES, POLICIES AND INSTITUTIONS

2.1 The natural resource base and its renewal as they relate to
the current diagnostic survey

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

Kenva has a total lant area of 371.416 km’. a comparativelv long coast and
a number of lakes coveriug a total area of some 10.70U km’.

Kenva is also endowed with a range of natural resources. particularlv rich
farm land. favourable climati: conditions in large areas. and natural forests
which unfortunately are facing serious problems as a result of excessive
cutting and encroachment bv agriculture. Industrial forest plantations cover
165.000 hectares producing raw material mainly for sawmills and the pulp and
paper industry.

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

Kenya has rivers and geo-thermal energv sources which are used for
generating electrical power. 1In 1987, these energv sources had a combined
capacity of about 400 megawatts. Further development of these resources is
continuing.

Out of its total agricultural land of 52.05 million hectares, about 6.8
million hectares are classified as high potential farm land and 3.1 million
hectares as medium potential land. The mission did not have access to
detailed Jand-use plans but concludes that the availability of land per se is
not a restricting factor for increased production of corton and/or vegetables.

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

During the late 19/0s there was a substantial increase in overall cotton
output leading to a record output of 62.1/9 bales. or 11,500 tonnes in 1979.
Due to various reasons, there has been a constant decline in the output of
cotton during the 1980s and bv 198/-1988, totai cotton lint production in
Kenya was only 36,632 bales or about 5,700 tonnes.?¥

l/ Ministry ot 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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Ma jor constraints for increased cotton production include severe delavs
ot payment to the producers. sometimes more than one vear. As a result. manv
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. 1983. which introduces a modified marketing svstem for cotton seed
is intended to improve the situation and increase farmers interest in growing
cotton. However. the average vield of cotton lint is low in Kenva. about 10U
kg/hectare.

But results from various trials in different parts ot the country show
that the vield per hectare can be increased to between 430 kg and 900 kg ot
lint per hectare if improved varieties and production technologv are adopted.
Considering the price of cotton. which also retlects the world market
situation. it is doubtful whether cotton production can in fact gain anv
greater popularity if the crop vields and hence the income per hectare are not
improved.

Increased cotton produc-._on in Kenya is dependent largely on the resources
to improve the varieties of cotton. develop better production techniques. and
substantiallv improve the extension services to the tarmers.

In addition to deterioration of the crop vields 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 accept.

Although the potential for increased cotton production in Kenya appears
to be quite considerable there is a long way to go to satisfv the demands ot
the ginning material cotton industry for cotton fibre.

Vegetables are grown on about /0,000 hectares with a concentration in the
Central and Rift Provinces. Table 2.1.1 shows the hectarage of vegetables
grown in all provinces.

i 9
Province Hectares
Rift 11.932
Central 32.959/
Western /.348
Nvanza 6.299
Eastern 8.055
North Eastern 127
Coast 2.916
Total 6Yy.,2/2

Source: Horticultural Crops Development Authority

Tomatoes and onions are grown in every province and, as with most of other
types of vegetaples are more or less concentrated to areas where thev 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 ot Asian vegetables in the Eastern Province.
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Table 2.1.2: Production of vegetables 1963-1988, selected crops

Hectare 1.000 ropnnes lTonnes/Hectare
Year JYear Year

crop 1963 19838 1963 _1yss 196 1988
Cabbage 94> 33.200 4.77 39l.e 5.1 i7.v
carrot 600 3.040 1.8> 27.4 3.2 9.V
Caulit.ower 102% 49¢ 1.04Y 9.8 10.2¥ 20.1
Chili 3.06Y 2.300 2.80 7.1 0.9 3.1
French bean 354 6.530 0.39 16.3 1.1 2.
Garlic 131 150 U208 .9 L.o% 3.9
Kale 566 18.550 V.79 157.7 1.4 8.5
OUnion 330 /.300 L.>3 8u.3 4.6 11.0
Sweet pepper 60 18V 0.2? 6.3 3.9 8.1
Tomato 331 1>.500 4.y 314 .0 8.9 20.1

Source: Annual reports for 1963 and 1988. Ministrv of Agriculture.

a/ 1970 tigure
b/ 1976 figure

Table 2.1.2 shows that vegetable production has developed significantly
since independence. The creation of the Horticultural Crops Development
Authoritvy in the 1Y6Us has contributed to this development through the
launching of several projects important tu the vegetable industrv.

The tuture availability ot raw material for the textiles and vegetable
processing industries is largelv dependent on agricultural policies and the
prices paid to producers.

Efficiencv and an adequate technological structure of Kenvan 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 of either the
textiles or the vegetable processing industry.

fn the 196Us and 1970s there was an "Export Marketing Development Pro ject”
assisted by FAO/ITC. A "Horticultural Nursery roject"” and a "Horticultural
Extension and Training Project” took off in the 19/0s 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, supervi.e the production and market the products on behalf
of the farmers and pay them after the recovery ot advanced credits.

Although the project still continues, only a few centres have been tullv
developed due to lack of finance. The developed centres have reportedlv 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 tuture availability of raw material for both the textiles and vegetakle
processing industries.
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Verv iimited statisrical intormation is aviilabie to show the amount ot
mineral rcsources localiv available for processing. especialiv tor ceramic
manutscturing. The minerals of economic significance. not necessarilv tor
ceramic manufacturing. include soda ash. flourspar and salt.: cther
minerals. such as diatomite. carbon dicxide. gvpsum. kaolin and others used
as industrial and construction materials are currentlv being explcited tor
domestic use. In general. as shown in Table 2.1.3. mineral production has
risen in recent vears.

Table 2.1.3: Quantjty and value of mineral production, 1984 1988
_ Mineyal 1984 198> fuge ives pegsr
Quantity (tonnes):
Mineral
Soda ash 226,000 227 760 230,000 223 00U 220 oo
Flourspar U 883 327,944 Ju. 851 46,5638 67,351
Salt 38,352 6/7.213 ol . v8u 72, 204 Hi hE2
Limestone products® 20.855 3U.aly 35_ 0wy 37,460 28 Ui
Other 3>.818 37.202 3v.2/6 37 710> 38 .439%
Total 391,908 420.603 4l/ Lo/ 422 002 449 093
Value (Kt'0OUU):
Soda ash® 11.83e6 13.180 lo_>ia 1/7.442 i7.4if
Fluorspar® 2.951 3. 761 3,129 2.802 3,399
Salt 2.744 2.662 2.7613 L 3 ) j.ual
Limestone products 662 1.126 1.1>u 1.1/73 Higt
Other 1.>v0 1.538 1.663 1.7/ 1./783¢
Total 19.693 22.287 2>5.21y 23,513 Jo.6lo

Source: Central Bureau of Statistics. Economic Survey 14Y8Y9. Nairobi. Mav
1989, p. 108.

Notes: a/ Provisiond.l.
b/ Excluding limestone used as input into cement product.
¢/ Export value onlv.
d/ Rough estimates onlv.

As Table 2.1.3 shows. except for 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 feldspar and wollastonite. 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 fi.ms have had to make use of
substitutes for these imported inputs because of financial difficulties. For
example., imported kaolin has been substituted with soapstone from Kiisi and
imported clav balls with Ngumba clav. The substitution of imported raw
materials has created problems with product qualitv, 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 Kenva., Development Plan. 1989-1993. p. 1/3.




Alr transportatijon

Kenva has a verv good international and domestic air transport
infrastructure with a main international airport in Nairobi (Jomo Kenvatta)
served bv more than 2> scheduled international airlines. This makes Nairobi
the major hub in the region and one of the most important air transport
centres in Atrica. Commercial traffic atr Nairobi in 1987/ amounted to 1.9
milliocn passengers and 49.700 tonnes of freignt. Domestic flights from
Nairobi are all centered on wilson airporr.

A medium-sized airport is located at Mom:asa. which also handles some
international flights. The airpert handled >2t3.000 passengers in 1987 and
10.500 tonnes ot freight. In addition the country is serviced by more than
15U airstrips located throughout the countrv.

Sea transportatjon

Mombasa is the principal seaport of Kenva and is one ot the most modern
in Africa. It serves all of Kenva and also provides vital sea transport
services tor lUganda. Tanzania. eastern Zaire. Sudan. Rwanda and Burundi. The
port is dredged to a depth of ll meters and has 16 deepwater berths. 2 bulk
oil jerties. 2 bulk drv wharves. 1l cased oil jettv. 2 lighterage quavs and an
explosives handling jettv. The port is equipped with 1/7. 40-tonne gantrv
cranes and >3 portable cranes capable of handling 20 tonne loads. In addition
the port has cold storage tacilities and warehousing. Its container facilitv
is the largest and most well equipped in the region. Container shipments have
been further tacilitated bv the installation of a new inland depot near
Nairobi. therebv allowing easv movement of containers to and from Mombasa bv
rail.

Road tramnsportation

Kenva has an extensive road network connecting most parts of the country
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 international and trunk
roads. l4 per cent as primary roads and 6/ per cent as minor roads. The
secondarv and minor roads are generallv passable all vear. except in
abnormally heavy rains. Rates for road transport are negotiable and vary from
one transporter to another. The cost of a L2 tonne lorrv from Nairobi to
Mombasa would be Ksh 3,000-5.000.

Rail .

Kenya is served by a single-track railway system connecting Mombasa,
Nairobi and Kampala in Uganda. There are branches to Kisumu, Naayuki and
Tanzania. The system operated by Kenya Railways carried 3 million tonnes of
freight and 3.8 million passengers in 198/. Approximate freight costs from
Mombasa to Nairobi are Ksh 190/tonne. Mombasa to Nakuru Ksh 240/tonne and
Mombasa to Kisumu Ksh 300/tonne.




13

- -

2.2.2 Communications

Post and telecommunication services are provided bv Kenva Posts and
Telecommunications Corperation (KPTC). The services are operated efficientiv
and communication with the major cities ot the world are excellenr. KPIC
recentlv installed an international subscriber dialling svstem. allowing
direct dialling worldwide.

Overseas calls to Europe and the United States cost approximatelv Ksh 58
ainute and to the Far East Ksh 78 minute. Local calls cost Ksh 1.15 unit and
the telephone rental costs Ksh 84U per line per vear. A communication tax of
15 per cent is also charged. In 1987 there were a total of 145,000 telephone
exchange connections in the country.

International telex services are available and telex rental services are
provided by ma jor hotels. There are approximatelv 2.490 telex subscribers in
Kenya. Costs range from Ksh 30 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 Eneragy
Electrical energy

Expansion of electrical capacity has kept pace with growth in demand. In
1987 tne hydroelectric capacity in the country was 353.> megawatts; thermal
(oil-fired) capacity of 176.2 megawatts and geothermal capacity of 45
megawatts, a total of 5/4.7 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 Kenva Power
Company and Athi River Development Authority.

Kenva Power and Lighting monthly charges’’ are:

- For users of less than 7.000 units (KWH). the fixed charge is KSh 30
and additional unit charges are Ksh 0.37 for the first 50 units; KSh
0.87 for the next 50 units; KSh 1.07 for the next 50 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 100.000 units the charges are the same as tor
the previous group except that the unit charge is KSh 0.51.

1/ Investment Promotion Centre. [nvestor’'s Cujide to Kenva. May 1989.




Industrial Fuel

supplies ot industrial diesel tuei. liquitied petroleum gas (LPU} and

kerosene are all available trom the retinerv in Mombasa. However. the
retinerv is old and breakdowns are quite trequent with the result that
suppites ot o0il are sometimes in short supplv. Supplies ot LPu trom the

retinerv are not sutticient tor the domestic demand. so that industries
relving on this tuel tor their operations sutter disruptions to their
production.

Current prices ot tuels are approximatelv:
Industriai diesel: KSh 3.23U/tonne’
Kerosene: KSh >.2iU/tonne (KSh 4.2/3/1.000 litres wholesale?)

LPG: Ksh 8.341.>/tonne (KSh 4.81//1.000 litres)

Management al nd husan r N g deve

2.3
2.3.1 Management training

At present. Kenva has a large number ot institutions which cater tor
managerial training needs at all levels. In the capital itselt there are no
less than 45 institutions listed with the Kenva Trainers Association.

The most important orgsanizations tor this purpose are. apart trom the
universities. the Kenva Institute ot Management (KIM). the Kenva Association
ot Manutacturers (KAM). the Kenva Institute of Administration (KIA). the
Federation ot Kenva Emplovers (FKE). and the Government Training Institute
(GTI). All these training facilities are organized under one umbrella
organization called the Kenva Trainers Association.

Big companies usuallv have their own training programme for management
training. Iraining is also ottered bv major suppliers ot equipment such as
International Business Machines (IBM) tor computer svstems or suppliers ot
services like Price Waterhouse and others.

KiM is the biggest ot these training institutes. it is a private
organization started in 1954 bv a number of private companies to improve the
standard ot managers in the countrv’s business enterprises. Special emphasis
is put on training peopl~ at middle manager levels. a categorv of managers
which needs urgent improvement in Kenva.

Courses are held tor all levels ot managers and supervisors in a companv.
A new point of departure is training tor entrepreneurs tor 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 tinancing tor training as well as loans tor starting up a

1/ lnvvgtment Promotion tentre, Jnvestors Cuide to Kenya. May 1989.

2/ taltex 172 January 1990,

3/ Ceramic Industries (E.A) Limited. 12 January (Y90,
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small business. KIM has a particularlyv inceresting training programme tor
small business. The programme is called PROT which stands for Problem
Oriented Training. This faciliitv can be used for small companies that have
wound up in trouble. This is a sort of advisorv service. KIM has access to
approximately 2.000 managers within different fields and specialities who can
act as teachers and advisers.

The management training usuallv consists of evening courses where three
levels of ~xaminations can be obtained. This particular section or the
instictute 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-Consulvants has one
representative. Dr. Ralph Engelmann. working on a full time basis with the
small business training programme at KIM. From the UK. Kim has obtained an
aid package intended for training purposes.

Training in the use of computers within the various sections of a business
such as Management Information Svstems., will soon be available in the
institute when the necessarv computer svstems have Leen 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 Kenva 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 Kenva 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 tuc same type of training as KIA
but for lower level managers. Both of these organizations are co-ordinated
under the Directorate of the Personnel Management Department of the Office 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 necessary and when
their training programmes complement each other.

The training offered by the various institutions mentioned above appears.
in the mission’s opinion, to be of a high standard and performed bv
professional staff. However, there are certain deficiencies with regard to
training in Management Information System. This is now given highest priority
within KIM and computers and associated software are being purchased.
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2.3.2 Human resource development'’

Kenva's tormal industrial training svstem has steadily developed since its
inception in the earlv 1Y/0s. The Industrial Training Act was enacted by the
Kenvan government in 19/0 "to make provisions for the regulation of the
training of perscus engaged in industries”. The Act was to establish training
schemes under the Directorate of Industrial Training (DIT) which was
established in 19/]. In the same vear the National Industrial Training
Council (NITC) was created under the Act and an Industrial Training Levv was
established.

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

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

NITC. which is a legislative bodv. has divided the countrv’'s training
needs into 1l industrial sectors.?” and with an Industrial Training Committee
(ITC) for each sector. Each ITC has a technical sub-committee which is
supposed to identifv the training needs of industry. In addition. another ITC
is established speciallv to develop management training. Each of these three
bodies in the hierarchv has tripartite representation from DIT, Trade Unions
and Federation of Kenva Emplovers.

l/ This section draws heavily on intormation provided in Irmgard Nubler. "The
Formal Industrial Training Svstem 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 Industries; Plantation, Agriculture and Allied
Industries, Building., Construction, Civil Engineering and Allied
Industries.
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An important instrument ot the government’'s training policv is the
Training Levv Fund. This Fund was set up tor each ot the !l industriai
sectors and ITCs. Each tirm registered in the Fund is obliged to pav a levv
according to a formula specitic to the industrv ot which it is a part.
Reimbursement for some of the training costs is given tor approved in-plant
and in-centre training programmes. The Iindustrial Training Levv covers
svstematic and formal training within the modern tormal sector. The levv
svstem intends to promote the training in firms and to give tirms more
responsibility for the development ot skilled manpower. Theretore. all
trainees in the approved training programmes have to be sponsored by
emplovers.

In 19/9 with the assistance of UNDP/ILU. the Kenva Integrated Training
System (KITS) was developed. KITS embraces all industrial training. the
principal components of which are:

- the Indentured learner svstem (operatives)

- the Craft Apprentice system (skilled workers)

- the Technician Apprentice svstem (technicians aud supervisor)

- the svstem of National Trade Tests

- institutional training (national training centres. technicai schools.
Polvtechnics. Kenya Textile Training Institute (KTTI))

- KITS training materials

- other learning materials

An important recent studvy has examined the quantitv and qualitv ot
training by the number of companies and of trainees in seven selected
industrial sectors.Y Of 2.889 companies registered at DIT in the seven
sectors, a mere 4/4 companies have been involved in formal industrial training
in the pericd of 19/9-1985. This implies that the training levv fund is not
giving most of the companies an incentive to train their emplovees. Manv
companies consider the levy simplv as a tax. Small-scale companies which sent
their employees for training were disturbed by the delav of refund due to the
shortage of funds. As many large-scale firms have their own training svstem.
thev do not have to use the government facilities.

In the period of 19/9-1Y8>5, the number of trainees in the seven sectors
was 12,158, out ot 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 1983-198>, most of the training given was for
management training. Since management costs are very high. companies took
advantage of the levy fund.

The distribution of the levv fund also has a problem in .hat onlv a
handful of large-scale companies have received signifticant refunds, while
small-scale companies with less than 50 employeces received. an average, only
5.4 per cent of the refund.

In sum, the nature and scope of industrial traiuning in Kenya needs to be
examined to streamline operations, speed-up reimbursement ot training costs.
and to give additional incentives tor tirms to ofter appropriate industrial
training.

l/ Irmgard Nuber, op, cit. 1986.




2.4 Industrial policy

The sluggish rate ot growth in the exports ot manufacturc¢d products has
been ot major concerr to the Government. In recent vears investments in the
industrial sector appear to have been negative. Kenva’'s industrial policv
seeks to increase foreign and domestic investments in industrv. During the
last decade. there has been a successive shitt in emphasis towards relving
more on private as opposed to public investments in industrial development.
The strengthened role of the private sector in Kenvan deveiopment is further
discussed in section 2.5.

Policv changes have been introduced to provide incentives to increase

exports of manutactured products. In this regard. a package of policy
measures have been implemented and new measures will be introduced within the
next tew vears (see section Z2./). 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 svstem is still in effect in Kenva.
Depending on the availability of foreign exchange. import licenses have been
granted according to a pre-determined list of priorities. The declared policv
is to relv less on quantitative restrictions and more on the exchange rate and
taritfs. As a first step. the list of goods which can be imported with few
restrictions has been increased (from 803 to 1.121 items batween 1984 and
1987).

Often. the Covernment has. however. relied on quantitative import
restrictions when foreign exchange reserves have dwindled. Policy
alternatives such as using the exchange rate. reducing domestic demand and
absorbing liquidity in the economv have not vet been fullv explored. One ot
the kev tests for the cradibilitv of the new policies will be the successtul
liberalization ot imports.

There are uneven and high levels ot protection. Inetticient 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 similar tariffs. The number of tariffs has been reduced trom 25
to 12. A further step will be to reduce the rate of protection. The latter
policv change is subject to discussion among policv makers. Although the
official policv is to reduce protection to foster competition. others claim
that potentiallv efficient companies will be liquidated.

There has been little. if any growth, in exports in manutactured products.
The high protection provided through the import licensing svstem, and through
the tarift structure has made production tor 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 19/4, the Government established the Export Compensation Scheme
by which eligible exporters receive a compensation. In 1984, this
compensation was raised from 10 to 20 per cent of the export value. At
present, the Covernment 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 trom the sales tax.
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Prices tor a wide range of manutactured products are controlled by the
Government. In lY87. the prices of 1l basic toods and beverages and ot 40
manufactured goods were subject to price control. Since then. the range ot
price controls has been reduced and further liberalizations have been
announced.

Taken together. these policy changes should greatlv improve the enabling
environment for future industrial growth. However. there is still a certain
ambiguity in industrial development 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 Kenya. Todav. international capital moves freely in the

world market, and stated policv intentions must be substantiated. The
development problems of Kenva have been eloquently stated in government plans
and documents. The Government has recognized the need for a significant

increase in the flow of capital to Kenya. Important steps have been taken
towards implementing this objective and should pave the wav for a continuation
along this reorientation of development strategy.

2.5 Strengthening the role of the private sector

Since Independence., policy planners have sought to keep Kenya a mixed
economy. wherein Government and the private sector plav specific and
complementary roles.” Although the private sector has plaved 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 Finance 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.¥

The Government exerts strong influences 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 Prcduce Board. National Irrigation soard. and the Cotton

l/ Sessional Paper No. 10 of 1965 on African Socialism and Its Application
Plannine in K '

2/ UNIDO, Regional and Country Studies Branch, :
i ., Industrial Development
Review Series, Vienna: United Nations Industrial Development Organization.
June 1988, pp. 22-23.
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Board. Besides con"rol from these marketing channels. the structure and
performance ot the manutacturing sector is shaped bv the tovernment's
administration ot the Kenva Railwavs. Kenva Post and Telecommunications
Corporation. and the Harbosurs Authoritv.

Although the tinancial rate of return ot / surveved parastatal enterprises
was good (at 1> per cent) in a 1986 World Bank survey. private sector
enterprises showed rates of return that were signiticantiv better (at 20 per
cent). [t should be pointed out thatr the rate ot return on parastatal
enterprises is more easily attainable because thev are operated behind a
higher protective bairrier - an ettective rate ot protection of 184 per cent
versus 6U per cent for the private sector tirms. Moreover. negative rates
of return have been recorded for the parastarals. which dominate the sugar and
textiles industries.®’

A number of tirms in the public sector are in a poor timanciai state.
Thev are operating at low levels. due to insufticient working capital. and
thev have contracted heavy debts. which ave bevond their means to service out
of operating protits. Some are allowed to detault for long periods on their
debts because closure of the tirms would create difficult problems of
unempl ovment. Several enterprises have been kept in operation under
receivership tor a long period in order to avoid the consequences ot closure.

Because of poor performance of the parastatal investments in
manufacturing. the portfolios of the DFls 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 divestiture. as well as the need tor retention.
Clearlyv, though not vet explicitlv, the decision-makers are moving toward a
lower degree of government involvement in manutacturing primarilv through
privatization and thiough promotion of private sector investment by
African-Kenvans and foreigu investors.

The recommendations and assistance given bv the World Bank in Kenva's
striuctural ad justment programme support privatization of industrv. In the
same direction. the government will limit its initiatives to those activities
that cannot be tulfilled 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
imports bv rationalizing custom duties and import classifications within three
schedules are evidence of the Government’'s commitment to strengthen the
private sector. For similar reasons the Government has introduced the Foreign
Investment Protection Act, the Investment Promotion Centre, the Kenva External
Trade Authority, and recently the Restrictive Trade Practices, Monopolies and
Price Control Act.

L/ Ibid.
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These actions and policies are driven bv the urgent need to reduce the
increasing numbers of unemploved in the labour force and to reduce the deficit
in the merchandise trade balance. These problems have been nurtured in the
environment of parastatals and government controls. Emplovment and export
earnings are not growing fast enough. Couseguentlyv, 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 trom previous plans
that have been oriented towards sectors and projects. This plan presents a
strategv to return to a stable growth path along which real income per head
increases. emplovment grows, production diversifies. and evervone participates
in the development.

The tirst priority is to create productive emplovment for nearlv two
million new entrants to the labour force between now and the vear 2000. This
growth will be generated uv agriculture and industry. including small-scale
enterprises. The next 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 policv 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 resourcecs.

The major pattern of development objectives for the economy ftrom the
present to the end of the century. shows modest contraction of public sector
participation in production and great expansion of the private secror.
measured in terms ot 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 sectcr
investment is about 12 per cent ot 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
tor investment by the private sector. in order for the private sector to
tulfilled its new mandate to create jobs and exports.

2.5.1 Support to small- and medium-scale enterprises (SMEs)

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.

The Government intends to support smaller enterprises by establishing an
appropriate enabling environment. The environment will be "firmly rooted in
policy restructuring and liberalization covering the pricing structure, trade
regime liberalization, foreign exchange management, wages and investment
policies and financial restructuring."Y

1/ Republic ot Kenya, Development Plan 1989-1993, Nairobi, p. 165.
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The Plan states that the Government intends to encourage the sector by
amending rules and regulations in order to reduce constraints that are
presentlv propcrtionallv heavier on smaller tirms. These constraints include
administrative procedures for obtaining various business. trade. and import
licenses. and other constraining requirements. such as compliance to building
codes.

The ¢overnment intends to support and promote the dissemination of
information., upon which rational business decisions must be made. The
Ministries ot Foreign Atfairs. Technologv and Research. Labour. Manpower
Planning and Development. and Information and Broadcasting will be channels
tor bringing new knowledge to this sector of entrepreneurs. The information
wiil be related to markets for materials. products. and technologv.

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 will be a focus in review of the network of NGOs that assist the jua
kali or micro- enterprise sector. ICDC and Kenva Industrial Estates (KIE)
will continue to support medium size businesses in their financial needs. The
Co-operative Bank will be .xpected to take a greater interest and provide more
help.

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

While most ot the details for government support to the small- and
medium-scale sector are vet 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.

2.6 Strengthening the role of the instjitutions involved in
industrial development and regeneration

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

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 delavs
in obtaining necessary official approvals and also about the arbitrariness ot
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.
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Besides establishing policies and regulating the industrial sector. the
Government through its agencies is directiv allccating investment tunds and
credits for the sector’s development. A number ot DFls exist and the public
sector has ownership in a large number of enterprises. These institutions
affect Kenvan development in various wavs. Scarce resources are channelied
through them to promote development and it is in the countrv’s interest that
the companies are operated efficientlv. The DFi’s have been criticized tor
having low returns on their investments due to the poor porttolions. Because
of lack of clear objectives. the roles of these institutions need to be better
defined.

Parastatals have been criticized because ot weak management. The ultimate
responsibility falls on the Board of Directors which designates the managing
director. A board of directors ot a companv should retlect the interests of
the owners. In case of public enterprises. the owner is the State ot Kenva
and the Directors have to make sure that the companies are operated in a
commercially efficient way. Moreover. at times. social. as different rto
commercial considerations have to be taken into account as well when makirg
decisions. For example. in setting prices a state monopolv should not use its
market position to reduce output to increase profits. or social reasons mav
be so compelling that a low rate of return can be accepred.

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

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

A ma jor part of the industrial sector is related to agro-industries. Such
industries are strategic to Kenyan development. Such industries invoive not
only the Ministry of Industrv. Finance. Development but also the Ministrv ot

Agriculture. Adequate infrastructure facilities are essential for
agricultural development. Increases in Kenyan exports will largelv be in the
form of ©processed agricultural goods. A comprehensive anproach to

agro-industrial development is needed and complementary public institutions
to support this development are also required.

2.7 L . t1 _ . . !
2.7.1 control 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 deticits crowd
out private investment in Kenya.
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The Government's tiscal status deteriorated between tiscal vears 1984 to
198/ and thereatter improved slightlv (see section 1.1.3). "The overall cash
deticit (including grants) increased from 3.9 per cent of GDP in FY84 ... ..
to 5.4 per cent in FYBSY and 4.6 per cent in FY8Y.¥ Total government
expenditures as a per cent ot GDP also rose trom 34.5 per cent in 1984-8> to
39.4 in 1988-8Y.2 Though difticult. the tovernment has tried to increase its
revenue bv improving tax collections and imposing some cost-sharing upon
beneficiaries ot public health and education services.

Expenditures. especiallv for labour costs. have been hard to restr:zin.
The share of labour costs including transfers to the Teachers’ Service
Commission increased steadily from 60.> per cent of recurrent expenditures in
198V0-81 to /U.6 per cent in 1986-8/ and then tell to 66.3 per cent in
198/-88.2" As a result. real non-wage recurrent expenditures per civil servant
declined bv nearlv one-third (32.5 percent). This trend has quite worried the
Government :

Unless a better balance between personnel costs and complementary outlavs
is achieved. the productivitv of manv branches ot government will fall below
acceptable leveis. Eventually. manv services may cease to be oftered at all.
while otficers continue to draw salaries.?

Each Ministry now has an emplovment ceiling to help restrain personnel
expenditures. Emplovment in the central government declined 1.4 per cent in
1988. though overall public-sector emplovment. including teachers. has been
increasing bv 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 vearly
double in-takes of students into an increased number of universities "caused
the share of education in the recurrent budget to rise to 38 percent."?

1/ Republic of Kenva (198Y) Econogic Survey 1989. Nairobi: Government
Printer; World Bank, Country Operations Division, Eastern Africa

Department. Africa Region : t kEco i v
Policy [ssues, Washington, D.C.: World Bank, 1988.

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

3/ World Bank, op, cit.. 1988, p. 4/.

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

S5/ Republic of Kenya, Development Plap 1989-1993, Nairobi: Government

Printer, 1989, p. 61.
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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 hotlv debated.
there is some rather mixed evidence to support this conclusion. For exanmple.
the change in credit extended to the government sosred trom Kt «2.> million
in 1984 to Kt 26>.9Y millisn in 1Y8> - the worst vear - while the change in
credit to the private sector rose trom Kt 123.5> million to Kt lb3.> million.
Iwo vears later. when lending to the government decreased bv Kt 8e.4 million.
credit to the private sector soared. growing bv Kt 2>1.3 million in 1v38 as
against Kt 1>50.2 million in 1Y8/. Though lending to the private sector and
to the government mav be correlated. the relatiounshir is nct uneguivocable.
For example. the World Bank’'s recent report on the manufacturine sector in
Kenva states that "In addition to forced bank lending to the Covernment
through the liquid assets ratio., there is evidence ot a very smali government
crowding out effect on the supplv ot credit to the private e¢nterprise sector
remphasis added;.* Mcreover. though tixed investment shrank te its nadir in
198> - 1/7.4 per cent ot GDP - it climbed back to 22.8 per cent in 1438 while
gross investment equalled 29.8 percent.>’ These are not bad levels. although
investment is funded increasingly bv foreign savings (13./ per cent in 1983,

3J1.2 per cent in 1988;. To know the urgencv and appropriateness ot
governmental policv reforms. clearer evidence is required to veritv and
measure crowding out. This evidence is not vet available but mav be
forthcoming.

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

2.7.2 The currency and foreign—-exchange-rate regjime

The Kenvan Central Bank authorities maintain a managed peg of the Kenva
shilling to the currencies behind the IMF’s Special Drawing Rights bv 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 ma jor
conduit for illegal transfers of funds abroad. the Government merelv relies
on General Superintendence Corporation and Veritas to check the value and
newness of most imports. but not exports. The Government has not tried to
train and institute local capacity to check even high-value, fairly
homogeneous imports.¥

l/ See World Bank, op. cit.. 198/, p. 143,

2/ World Bank., op. cjt., 198/, p. 10I.

3/ Coughlin, P. and lkiara, G.K. o)

Industrialization in Kenya: In Search of
a Strategy. MLmhL_ugmanLmQQmJ_L pp. 133, 142, 244, 246, 274,
280, 300.
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Kenva's terms-of-trade and foreisn-exchanys earnings . ciate widelwv.
mostiv due to big variatiens In internationai prices Tor C_ifee and tea.
instead ot using stronglv comter-cvelical menetary and tisc.. palicivs. the
tovernment allows most 3t the changes In infernd® 1onit  focowss.  minus

distribution costs. tv be pissed on to the rarmers. vonsumption. ipveslasnt.
and imports surge and iater drop. ‘when expor: carnings tali. the authorities
tighten non-tariit import controis and onlv marsinai v increase the exchange
rate.

These big swings 1n trade policw make jong-1 -: investment planning
ditticult and riskv and mav discourage export dir::vipication. Especialiv
since the Centrai Bank's preminms tor torward {. --i:n-exchange contracts is
prohibitivelv expensive (about 2 per cent per m nth,. investors ~annnt velv
en the avaiiability and price of toreien exch: -ge and imported inputs and.
hence. the relative protitabilitv of ditter-nt economic se~tors.: Even the
existence ot the export-compensation schem« is not assured. ror exampie.
eariv in L9} rhe tovernment suddeniv susrended the scheme tor three months.
Manv Kenvan exporters iost big sums on contracts conciuded long betore.
Stung. Manvy were Verv reticent to resume importing. 7Years passed before thev
tried again. Having learncd trom this experience. the Government resisted
pressure trom the werld Bank to change radicallv the export compensation
scheme to a ithree-tier svstem in 1459, But in other wavs., the large
expansicns and contractions due vo export booms stiil whipsaw the domestic
economv .

Though the Fereign Investment Act guarantees toreign invecstrors the right
to repatriate all their profits, thev have often encountered long delavs.
Previouslv. investors had to deposit their protits in low interest frozen
accounts while awaiting toreign exchange. sometimes for vears: now. thev are
permitted to invest in deposit accounts ar market interesr rates. The
Covernment is now trving to speed up the allocation ot foreign exchange tor
this purpose.

Since 1982, the Covernment has gradually. but increasinglv devalued the
shilling’s real exchange rate. Despite a reversal in 1984. the real exchange
rate had devalued neariv 22 per cent bv i98/.% The Government seems committed
to continue this trend. making Kenva more attractive to tourists and promoting
import substitution and exports.

1/ dorld Bank. Industrial Development and Finance Division. Eastern and

Southern Africa Region Kenya: Industrjal Sector Poljicjes tor [pvestment
and Export Growth. Report No. 6/11-KE. Washington, D.C.. World Bank
198/, p. 125.

4/ World Bank., op. cit.. 1988, (Table 3./). p. 8/.




2.7.3 Pricing policy

tovermment  policy aftects prices in manv  wavs through dircer price
contrais, value-added taxes (tormorle. sales toasw o otaritts, nen-taritt
barriers, cxport compensation. intlation. ard dircct and indirect controfs on
real wages.

Price Conirols

The Government has steadilv decriased the nmmber ot price -controlled
items. Even meart is no longer price controlled. Duc to peiitical exigencies.
the Covernment does regalate the prices of a few popular necessitics, for
example. rice. mai~e meal, sugar. sodas, galvaniced stedl roofing sheets, and
becr (except in high-class bars. restaurants and clubsy.

The new Monopolies and Price Commission within the dinistrv of Finanee
oversves prices and, as mandated. should curtail business practices that
restrain trade and competition. However. the Yonopolies and Price Commission
is experiencing opposition from business circles. This opposition mav reduce
its future effectiveness.

Sales Taxes

fn the past. manv firms. especially small ones. whollvy or partlyv cvaded
paving the 17 per cent sales tax. This gave them a big competitive edge it
the large firms in their industry could not so casily cscape paving taxes.
Though. starting Februarv 1990. the sales tax will be rhanged into a 1/ per
cent value-added tax. the implicit subsidv for certain dishonest or small
firms continues.

Tariffs and non-tariff barriers

For various Structural Adjustment Programmes. the Covernment 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 29.95 per cent to 41.0 per cent ¥
But a world Bank study during the third quarter of 1986 found that the Average
nominal rate of protection was 34 per cent: and the effective rate of
protection averaged 89 per cent, though with wide variations between
industrics. ¥

1/ Sharpley. J. and Lewis. S.R. Jr.. "Kenya's industrialization. 1964-84. "
Discussion Paper No. 247, (Table 9), IDS (Sussex). 1988,

2/ World Bank, op., cjt., 1987, p. 9.
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Although the rate ot ettective protection in Kenva's indusirial secror is
not excessive bv the standards of manv developing countr s that have followed
an import-substitution development strategv. it is none.heless high and vhe
most serious distortion in the economv’'s incentive structure.-

The Covernment is presentliv implementing a manutacturing-under-bond (MUB)
scheme tor investors willing excliusivelv to export their c¢itput. Such tirms
will ger imported inputs tax free: and the import licensin, will be quick.
Using clout derived from an inter-ministerial cabinet-level subcommittee
tormed specificallv to overcome the obstacles to toreizn investment., the newlwv
single-stop Industrial Promotion Centre expedites approvals for toreign
investments. now within a month. Bv late Januarv. the Centre had received 30
projects: of those nine. including four manutscturing-under-bond. were
operating. Thirteen MUB projects had been apri ved. Appointed in mid 1989,
the Centre’'s Director - formerlv the executive director of the Kenva
Associstion of Manufacturers - moved with alacritv to emplov dedicated
personnel and set up a svstem to help investers. The Centre apparently has
strong. serious support trom verv high within the Government. This bodes very
well tor Kenvan manufacturing.

The notorious. widespread smuggling of consumer goods mav spur
discrimination against local production if. as suspected. material inputs used
to locallv manufacture those goods cannot escape paving taritfis so easily.
Since consumer goods - textiles, shces. tiles. and so on - come in bulk. sent
by multitarious traders. whereas manufacturers’ material inputs often come in
small lots from major overseas exporters., tax evasion may be easier tor
tinished consumer goods. Thus the ditferentiali permeabilitv of the import

cordon can tmpede the second stage of import substitution. However.
corruption bv the custom’s authorities can turn protection into an illusion,
or worse. its opposite. The problems ot corruption among the ports and

customs authorities is an area that must be urgentlv addressed by the
Government.

Export compensation

The vovernment pavs compensation - 20 per cent of the t.o.b. value - to
evporters of approved items with at least 30 per cent locai content.
Nevertheless. due to the high import content ot most manufactured exports. the
net extra incentive to expart is little tor manv products after subtracting
tarifts paid directlv and indirectiv on inputs used to make the exported item.
Moreover, most pavments go to just two large multinational companies exporting
pinearples and cement. Red tape and delays ot four to five months in
receiving the pavments have for long reduced the programme’s effectiveness.
The list ot eligible items was slashed to about /00 items in 1988 to help
government speed up the pavments. Some manutacturers do report an
improvement ., but no systematic survev exists.

In earlv 1988, the World Bank tried to get the Government to switch to a
multi-tiered export-compensation scheme with each tier set to offset
approximatelv the value of the export’'s imbedded tarifts. Fearing the revised
scheme would cause a bureaucratic nightmare - many appeals about detailed
financial calculations - the Government and, eventuallv. the World Bank backed
awav trom the proposal.

1/ world Bank, op, c¢cjt.. 1988, p. 28.
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Intlation and real wages

Atter historicailv high rates ot intlation during the earlv 198Us. the
tovernment held inflation to less than 1. per cent sTable 2.6). Rsal wages
tell about 13 per cent between 1980 and 1Y85. This increased the
competitiveness of Kenvan manufacturers in the world market and against
imports.

Table 2.7: Changes in anmual rates ot intlation and changes
and in r average i 980-]1988

(percentages)

1980  }98] 1982 983 1984 iv8> j9¥6 lvd/ 19838

Change in
consumer prices i1.3 24.8 18.3 10.i 1i1.0 1ll.> 5.8 v, 0.7

Change in real
average earnings 0.9 1.2 -12.5 -6.9 uU.7 -l.> 3.0 0.l 1.9

Source: Republic of Kenva. Economic Survey (various vears). Nairobi:
Government Printer.

2.7.4 Credit and interest rate policies

For manutacturing. the important aspects of the credit svstem are: the
tendency of Commercial Banks to extend mostlv short- and medium-terms finance:
the lack of sectoral priorities bv the development finance i:.stiturions
(DFls): the tailure of DFIs to roll their loans over to fund new invest.ents;
the inabilitv of manv DFIs to offer tunds free ot signiticant foreign-exchange
risks: the prohibitive expense of the Central Bank's futures ccntracts tor
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. Kenvan commercial banks will not extend term loans for more
than three vears. Moreover, such loans have to be backed bv collaterai
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 ot these strict

collateral requirements small and medium sized tirms {whichi usually have
little equitv backing are rationed out of the loan market. with the vast
ma jority ot loans going to large prime domestic borrowers.Y

The non-bank financial institutions’ demands for collateral are also stift;
and most of their loans are for onlv two or three vears.?

1/ vorid Bank. op, cit.. 198/. p. l4l.
2/ lbid.. p 148.
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fhe allocation ot credit shows jiittle evidence ot being cguided bv a
deveiopmeint strateev stressing the need to till gaps in the nation’s
industrial structure. Aside trem 3 Wvaklv entorced. poorly detined Central
Bank requirement that at least 1/ per cent ot each bank’'s loans must help
axriculture. there has been no etiorr to steer investment into pricritv
sectors. Tne PFis passivelv walt ror project proposals to be brought to them
tor evalustion and tinance. [n the vears since independence. the DFls have
not sraduallv tunneled more tunds inte industries producing intermediate
inputs or capital gouds.® The DFis have a neariv trozen portrolio with a tew
verv rrotitabie tirms subsidizing massive leosses bv others. The DFIs have
tailed to roli over thelr assets bv starting a tirm and then seliing it after
a Iew vears in order to tund new projects. This has limited the DFlis’
aevelopmental 1mpacs.

The DFis. especialiv the Industriai bDevelopment Bank. have too much
toreign exchange te lend. burt with no abilitv to cushion a borrower’s

[ereign-excnange risk. Manv borrowers have been hit verv hard bv the
recurrent devaiuations ot tne shiiling and have become verv reticent to borrow
IOoreign currencies. Presentiv there 1s no reasonable solution for

manutacturers since tne <entral Bank'’s torward contracts for toreign exchange
seil at a prohibirivelv expensive premium. The government is now discussing
wavs it can partiv absorb this risk. The absence ot long-term export-credit
tinancing is a re.ated problem that stvmies exports. especiallv since foreign
suppliers often cet & competitive advantage bv being able to ctfer long-term
financing to prcspective importers.

2.8 Potential for economic co-operation and development
Kenva participates in three ma jor trade agreements: the Preferential Trade
Area Agreement (PTA:. the Lome Convention, and the General Agreement on

Taritts anc Traide (CATT).

Preterential Trade Area Agreement

The PTA with Io members is a major initiative to divert to and create
trade among southern and eastern African countries.? It aims to graduallv
eiiminate tarift and non-tarift barriers within the region. Despite having
signed the agreement . manv countries are hesitant to implement its provisions.
The persisrently large trade surpluses bv Kenva and Zimbabwe cause the weaker
economies to question whether. overall. their manufacturing sector will
benetit bv getting supplies trom within the PTA (Table 2./). These doubts
have inspired some to delav publication ot their Lommon Lists detailing the
reduced taritts appiicable to eligible imports from within the PTA. Others
do not pav their cwn exporters export compensation if the PTA Clearing House
is used since the net pavmenrs between countries are cleared onlv everv two
months .’

J—
~.

This conciusion is derived trom an unputlished statistical analvsis by
Barbara voetz made available to the mission of the allocation of equitv
and loan tinance bv the Industrial Development Bank, Industrial and
commercial Development Corporation. and Development Finance Corporation
ot Fenva between 196> and 1983.

2/

3, Hall., s. 198/. "The Preterential Trade Area (PTA) tor eastern and
southern African states: Strategv, progress, and problems " IDS (Nairobi).
working Paper No. 4>3.

See section 1.3.2 tor listing ot members.
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Although doubts about the benetits of intra-PTA trade hinder resional
co-operation. the Kenvan Government has not vet otticiallv recognized that it
should adjust its policies and institutional procedures to be more receptive
to imports from other PTA countries. A long-term vision ot the region’'s
potential and how to achieve it is required. Pettv mercantilism emphasizing
selling but not buving will onlv brew discontent and frustrate the region’'s.
including Kenva's. potential. As manufacturing slowlv develops within the
region. torces will build opposing bureaucratic and chauvinist impediments to
realizing economies of scale achievable with specialization.

Spontaneously. some trading houses have been trving to tacilitate trade
through countertrade and triangular deals. But this has been hard. The
Central Banks generally dc not have standard. easv procedures to approve
two-wav trade deals requiring minimal tforeign exchange. The custom
authorities are not set up to permit dutv-free imports for proccessing and
onward export even when the input-output relations would allow little
measurement-error. Even dies. moulds and patterns cannot move easilv between
countries so as to use excess capacitv 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 (S5ADCC) rhat focuses on
building up the region's infrastructure. Moreover. a special problem for
Kenva has been the steadyv 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 oniv
ma jority locallv-owned firms could be eligible tor rhe reduced PTA taritts.
This stricture was slackened temporarilv for five vears. but many
foreign-owned firms in Kenva will be disadvantaged if the clause ever comes
into full force. Still. the pressures to increasinglyv localize the ownership
of manufacturing in Kenya may be attractive to Kenva’s long term development.

T. e 2.8: Ken trade within the Preferentjal Trade Area

selected years, 1979-1987

(KE£'000)

19/9 1981 1983 198> 1987

Exports
Domestic 65.5 108.> 124.7 135.7 140 .3
Re-exports 10.6 9.7 8.5 9.5 16.8
Total /6.1 118.2 133.1 145.3 157.1
Imports 10.2 13.9 14.3 24.6 35.2
Ratio: Exports/imports 7.5 8.5 9.3 5.9 4.5

Source: Republic of Kenya. Statistical Abstract 1988. Nairobi.
Government Printer, 1988. p. >2.
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Lome Convention

Along with other countries trom Atrica. the Caribbean. and the Pacitic.
Kenva 1s a member of the Lome Convention tor aid. co-operation. and trade with
the European Economic Communiiv (EEC). Thev get preferential access to the
EEC market and nearlv ali industrial rroducts are exempt from dutv. Though
their exports are not supposed to sufter quantitative restrictions. some
restrictions. especialiv through the Multitibre Agreement. do applv. Firms
trom countries which have exhausted their textile quotas are beginning to set
up stitching operations manufacturing under bond in Kenva so as to sell more
cloth into the EEC. As vet. no quota has been imposed on Kenva: and Kenva
enjovs preferential access to the EEC market.

ceneral Agreement on tariffs and trade

Along with other less developed countries (LDCs). Kenva benetits trom the
generalized svstem of preferences ((SPs) programmes of difterent countries and
economic zones. The GSPs allow LDCs. including Kenva. lower tarifts and
preterential access to markets for most manufactured products. GSPs reduce
the margin ot special preference that some developed countries grant subsets
of LDCs so as to maintain special historical and economic links. But often
a GSP is restricted to exclude certain products. for example. textiles ou
shoes. These restrictions and the verv underdevelopment of most LDCs means
that. in practice. the more advanced LDCs benetit most. For example, the
EEC’s "GSP scheme had eroded the taritf advantages which would be enjoved by
the ACP over other developing countries."’ When discussing GSPs. Kenva
usuallv has little influence except. perhaps. as one among manv LDCs taking
a united position.

2.9 Assessment of the environment for rehabilitation

Kenva’s manufacturing sector has been growing steadily. though more slowlv
now. Gradually. the linkages between industries are becoming more robust and
complementarv, thus recucing the diseconomies imposed on firms due to working
in an environment where manv inputs and services are of poor or unreliable
qualitv or just not available locallv. Despite bureaucratic obstacles and
resulting expenses. supplies can normally be obtained either trom lacal
wholesalers or as imports. Firms rarelv shut for lack of raw materials. And.
when firms. except parastatals. go into receivership, the market usually works
within a vear or so to put the assets to productive use again in different
hands .

The government 1is increasinglv aware that unnecessary bureaucratic
obstacles stifle initiative and curtail productivitv. During the latter halt
of the 1980s. the government began to liberalize the business environment by:

- simplifving the taritt and import-licensing svstems to liberalize imports:

l/ Moss. J. and Ravenhill, J.. "Trade between the ACP and EEC during Lomé I."
In: Stevens, C.. ed., EEC i ; v i
Rift. London, Hodder and Stoughton in association with the Overseas
Development Institute and IDS (Sussex). p. 150.
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- devaluing the shilling to avert the tremendous inetticiencies and
misallocation of resources arising when busines:smen must recur to the
biack market for toreign exchange:

- reducing and centralizing the procedures to establish new business
ventures:

- reducing the number of products subject to price control:
- easing the repatriation of funds bv 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-textiie factories. Thcugh some parastatal
manufacturing firms are very successful. others are nightmares of
mismanagement and financial losses. Recognizing this, the Government 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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CHAPPTER 3
THE MANUFACIURING SECITOR AND 1TSS
REHABILIILI ITAT 1ON

3.1 General overview

Soon after Kenva achieved independence in 19Y63. the objectives tor the
countrv’s national development pians were propounded in Atrican Socialism and
its Application to Planning in Kenva. the title ot Sessional Paper No. 10 of
19n>. The paper clarified that the Government was dedicated to large scale
development ot intrastructure. The Government alsc planned to be involved in
productive enterprises. Nevertheless. the paper ~learlv made the point that
market torces of a private sector economv would ve predominant.

The Government has since produced tive Development Plans based on the
objectives that were expressed in Sessional Paver No 10. Those Plans centered
on various aspects of progress. alleviation of povertv, and equitable
distribution. The sixth Development Plan (1Y89-1993) has "Participation tor
Progress" as its theme. calling for the commitment of evervbodv to development
activities for structural adjustment. It is the first of three plans to ce
based on the objectives for 1988-2000. which are set out in Sessional Paper
No. 1 ot 1936 on Economic Management for Renewed Growth.

In the tirst plan. the Government was confident about the capacityv of the
agricultural sector of the economv to be the basis for economic growth and
foreign exchange earnings. Foreign exchange was vital for purchases of
tertilizers and other essential agricultural inputs that were needed to
increase the productivity of agriculture. Foreign exchange was also needed
tor purchases of capital ejuipment and material inputs for the development of
industry.

While agriculture was mainly. though not exclusivelv. oriented to the
production of cash crops for exports, manufacturing was largely oriented to
production for domestic needs. particularly import substitution. The
objectives were to develop the nation’s industrial productive capacity, to
increase emplovment. and in the long term to reduce expenditures ot foreign
exchange.

The Government took the initiative to provide the basis for expanding
production in both agriculture and manufacturing through public investment in
phvsical infrastructure (roads, railway lines and equipment,
telecommunications, ports. energy generation and distribution, and so on).
Marketing boards were established to encourage production and to expand the
monetary economy. Most of these steps were taken in the interest ot
develuping 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 of a secure and
profitable investment environment with guarantees of property ownership.
repatriation of capital and remittance of profits. This policy was enunciated
in Kenva's Foreign Investment Protection Act and incorporated in the
Constitution of Kenva.
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The manufacturing sector grew signiticantiv trom independence to the earlv
19/Us. During the period, 19Y63-19/3. value added in manufacturing grew. on
average, bv 9.1 per cent per annum. This rate of growth exceeded the average
annual rate of growth ot GDP. 6.2 per cent. Towards the end of the 1Y/0s and
beginning of 1980s. the rate of growth of manutacturing vaiue added (MVA) tell
to 4.6 per cent. The changes in the rate ot growth are shown in Table 1..Z.

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 efttects
but eventuallv created conflicting forces that now are causes cf inefticiency
and slower industrial growth. For example. import substitution policies
require a high degree of protection of manufacturers, resulting in the market
being supplied bv relativelv high cost manufacturers. The toreign exchange
cost is sometimes high for machinery. parts. and production inputs that are
required to keep an import substitution enterprise in operation and the
emplovees engaged.

Most subsectors of manutacturing recorded increases in MVA between 1984
and 1988. Real output in the manufacturing sector grew bv 5./ 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 dairv products and grain mill products.
Significant increases were made in metal products. petroleum and other
chemicals. and paper and puper products. A few branches show a small degree
of negative growth. The onlv 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 bv 2.4 per cent; clay and
glass products grew bv 5.1 per cent.

There has been little structural change in manufacturing. The leading
branches continue to be fond products, tobacco. textiles, electrical
machinerv, 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.

Food, beverage and tobacco products have accounted for over 40 per cent
of Kenya's manufacturing value added in recent vears. Other major branches
of agro-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

Manutacturing accounts for 13.1 per cent 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 industrv
in GDP has increased by the same number of percentage poin.s. 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.
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Table 3.1: Value of manutacturjng output by sub-sector, 1980-198/
(in current Kf thousands)

1983 1984 1985 1986 1987
Subsector/branch
Meat and dairv products 97.2 123.8 1542 189.7 233.3
Canned vegetables. fish,
oils and fats 9.5 87.9 129.3 147.3 1>8.6
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
Sugar and confectionery 8u.5 93.7 94 2 105.7 125.0
Miscellaneous foods 413.6 556.2 653.9 813.5 1,028.7
Beverages and tobacco 128.4 lag .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 1i2.5 145.0 182.1 186.6
Clothing 63.0 59.8 68.8 87.9 103.9
Textiles and clothing 162.5 172.3 213.8 270.0 290.3
Leather 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 4.6 92.7 93.6 9/.4 109.6
Pripting 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 y1.9 9/7.9 134.8
Petroleum and other chemicals _392.U 506.0 6l/.6 /97,2 912 >
Petroleum & chemical products 4/3.9 692.6 /09.5 895.1 1.047.3
Rubber products 0.9 64.7 64.2 71.2 9g8./
Plastic products 32.8 38.5 42.6 45.1 68.h
Pottery and glass products 8.1 8.4 8.6 8.7 /.6
Non-metallic mineral products /4.9 88.3 96.4 102.1 140_3
Building materials & ceramics 166./ 199.9 211.8 222.1 315.2
Meral products 16/.7 198.2 262.0 298.9 337.4
Electrical machinerv 13.7 16.2 20.0 21.7 20.3
Non-electrical machinery 8/.1 9/.5 119.6 143.9 179.0
Iransport equipmept 142.9 166.1 208.4 263,46 3ol
Metals and metal products 411.4 478.0 590.0 07.9 851.8
Miscellaneous manutactures 13.7 2i.6 30.6 37.5 44 .8
Total , all manufactures: 2,425.6 2,956,/ 3.935.6 4,296.7 5,089.)/

Source: Central Bureau of Statistics. Statistical Abstract 1989, p. 126.
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Human resources: emplioviment in tihe manutacturing sector

Emplovimenr data recorded by the Covernment covers wage and salanm
emplevment in the modern sector. and urban and rural small-scaie enterprisss.
in these sectors the total number ot emplovment was 1.6 miilion in 198/ which
was less than 2U per cent of the total labour torce in Kenva. lu the period.
1983-87, empilovment grew at 3./ per cent in the modern sector and .1} per cent
in small-scale enterprise sector.

Manufacturing emplovment in private and public sectors and in total in the
modern secteor accounted ftor 20.> per cent. 3.9 per cent and [}!.3 per cent
respectivelv in 1987, During the period 1983-8/. manutacturing emplovment has
increased at an annual rate ot 3.4 per cent. In 1988, emplovment in the
manufacturing sector made & marginal increase ot ©.3 per cent. This was the
lowest growth in emplovment recorded for the sector since 1982. This poor
pertormance in emplovment creation was partlv due to the tact thar twoe sugar
tactories and two textile mills were non-operationa! during 1488. in
addition, some textile milis were operating with tewer emplovees bec.ause ot
an lack ot adequate market tor their products.

Food and beverages and textile and wearing apparel sub-sectors have the
largest shares of emplovment and together account tor >U per cent ot the total
manutacturing labour torce. The basic metals and capital goods sub-sectors
also have a large share (20 per cent in 148/} ot total manutacturing
employment. In particular in 198/. the manutacture ot rail road equipment.
which is wholly public owned, accounted tor /./ per cent ot the total
manufacturing emplovment.

However. manutacturing emplovment is smail in comparison to the total
labour force which includes unrecorded self-emploved and unpaid tamilv
workers. This implies that there is a significant potentiai labour torce for
manufacturing in urban and rural areas.

3.2 Major problems and constraints
Manufacturers are confronted with relativelv tew natural constraints and
precblems in Kenva compared to many countrics in Africa and elsewhere. The

countrv has a significant coast line. Good port facilities have been built
in the excellent harbour in Mombasa. Nairobi has proven to be a convenient
location tor stopovers on the routes of international airlines for retueling
and passenger destinations. The climate is favourable.

The economic environment is also favourable. {overnment expenditures on
education and the moderatelv large population provide manufacturers with a
good source of human resources. Besides the port facilities, the nation has

a considerable amount of phveical infrastructure. For example. the road
network is good. although not alwavys in good repair on the important
Mombasa-Nairobi connection. Electric power is generated in suttficient

quantities at the hydroelectric plant on the Tana River and supplemented bv
the thermoelectric facilities in the Ritt Vallev. Amenities in cities. major
towns, and most urbanized areas are modern and more or less adequate tor the
population. There are few problems with roads, street lighting. electric
power and water supply. medical facilities. cultural tacilities. and so on.
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Nevertheless, mainutacturers still contront & number ot problems and
constraints.  lheve are manv controls on enterprises. Among the chiet ones
4re bmport iicenses and taxes. Price controls are no longer the constraint
that tnev have beenn unt:!l very recentiv. Import licenses have alwavs
presented severe constraints. For example. manutacturers can onlv guess as
to what proportion ot their requested amcunt would be allowed. when the
itcense would be issusd. and how the exchance rate would change. it at all.
The procedure resuits in censiderable waste. danutacturers are thought to
sver-estimate their import needs. stecks are costlv it the entrepreneur
wrengiv cnesses the action that wii! be taken on an import license that is
elther granted carly or granted tor an amount that is larger than necessarv.
insurticient oy siow appraval mav result in underutilization or capacity,
reduced production. and other inetticiencies.

Inaddition to constraints due to the process ot application and sbtaining
frpert Licenses. Fenvan manutactuvrers tace turther constraints because ot
theilr distance trem suppliers. Those constraints include long deliverv
perieds. rmtavourable prices on small orders. and untavourable terms on Kenvan
Mindlacturers that are not konown bv rhe supplier.

coonomyv-wide constraints are insutticient foreign exchange. import
polilcies of existing ana potential irading partner nations. and deteriorating
terms of trade.

Foreign ownership is & constraint on the volume of exports to PTA
countries it the tirm is not elicible tor PIA preterences that are available
oniv to tirms under African manigement .

3.3 Linkages

Interindustry trade is weak in the Kenvan economv. but expanding.
Lirkages are developed in the large tood processing industrv with agricultural
producers. transporters, and packaging suppliers. The motor vehicle
assemblers and coach builders have established some linkages with smaller
workshops tor a few components. Lirkages are weaker in most other industries.

Focusing on the sectors of this studv. namelv. cotton-based rextiles.
vepetable processing. and the ceramics industries. manv actual l1nkages can
be traced. but potenrial linkages are probablv more numerous.

lhe cotron-based textile industrv is linked backwards to primarv cotton
production via cotton ginning enterprises. to suppliers of dves. printing. and
tinishing chemicals. and to producers of svnthetic tibres for blended
textiles The main forward linkages are to tailors and to tinal consumers
through retail outlers. Signiticant potential exists for other linkages to
engineering workshops for machine parrs. to specialized tailors tor currain.
upholsterv, and such textiles. and 1o the hotel and service industries, and
the toreign market .

Vegetable processing is obviouslv linked to tarmers and to the upstream
producers of food products. The sector is linked to producers ot tins and
packaging materials. to producers ot pallets, and transporters. Potential
linkages could be possible to machine manutacturers and existing forward
Linkages could be expanded in wider markets.
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The ceramics industrv is also obviously linked to the domestic
non-metallic mineral sector for the supplv ot clav. teldspar. kaolin. and
other composites. It is linked torward to the hotel industrv and to
construction. for tableware. tiles. and sanitarvware. As in the other
industries. there is scope for expansion ot linkages to engineering works tor
dies. machinerv. and parts. Further linkages could be developed to the power
supply industry for insulators, to chemical laboratories that use porcelain
items. for example.

3.4 Ownership patterns

African entrepreneurs own verv tew medium- and large-scale firms. Unga
Limited. the largest grain miller in the countrv. is one of the tew. The
medium- and large-scale manufacturing enterprises are almost entirelv owned
bv multinational companies. Kenvan Asians. or the Government., largelv in the
torm of parastatals.

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

Because propertv ownership in the tast developing urban areas of Kenva.
especially in Nairobi. has alwavs enjoved long-term capital gains. has few ot
the bureaucratic problems of import licenses. training levv taxes. and so on.
manv investors prefer to own propertv in the Nairobi area. Propertv ownership
is perhaps easier for somebodv who has no industrial experience or technical
background. The pattern of ownership mainlv shows that buildings are owned
bv Africans and manufacturing concerns are owned bv non-Africans.

3.5 Spatial distribution

Government planners designated eight larger towns as centres of growth,
in one of the first Development Plans. in order to relieve the pressures of
rapid urbanization on Nairobi and Mombasa. In 1986, the Government announced
an industrial decentralization policv to create a suitable eavironment for
industrial emplovment in the rural areas.

Incentives have been provided for the development of the small-scale
sector. These include reductions and exemptions trom income and sales taxes.
The 1989 budget provided for a reduction from 45 to 42.5> per cent tax on local
firms, a toreign companv rate cut from 52.2 to 50 per cent., for investment,.
a deduction for capital expenditure of 35 per cent for Nairobi and Mombasa,
ana 85 per cent for other areas. These incentives are onlv marginal
inducements to establish production facilities outside the two largest cities,
Nairobi and Mombasa. Industry is likelv to remain concentrated in Nairobi,
Mombasa, and Kisumu. There is no indication that other centres will giow,
although Thika, near Nairobi, and Nakuru have become more attractive as the
road connections have improved considerably.
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3.6 Trade_in_manufactured products

Kenva exports are predominantly agricultural commodities, notably coffee
and tea. Petroleum products out of its refine ry in Mombasa also figure large
In th export accounts. Exports of industrial supplics have grown in recent
vears. especially since 1986.  Signiticant increases in industrial supplies
have been in hides and skins, textile fibres, sisal. and minerals such as
sedium chleride and tlourspar.

Table 3.6.1: Total exports* by broad economic category, 1984-1988
(Kf million)

1984 1985 1986 1987 | 1988 b/

1. Food and Beverages .. .- .. .. .. 46706 | 492-71 646-77 | 451-85 | 546-36

Primary . ee e e 420-70 | 446-17 | 59861 | «02-81 | 492-57

For Industry e e 208-58 | 23325 | 39188 | 196-97 | 24800

ForHouscholdConsumpuon . e 212-12 | 21292 | 206-73 | 205-84 | 244-58

Processed .. e e .. 46-37 46-54 48-16 49041 S3-78

For Industry .. . e . 39 166 211 3a3 549

For mescholdConsumpnon . e 42-58 44-88 4605 4601 | 48-30

2. Industris! Sapplies ('Non-Food) .. .. .. 113-21 128-14 146-71 147-20 | 194-38

Primary - . . e el L 58-68 6405 7801 85-04 | 113-71

Processed . e ee e oS 5453 | 6308 68-70 62-16 § 8066

3. Fodandlabeicaats .. .. .. . . | 14219 | 12651 106-85 | 101-20 | 118-34
Primary .. e ee o S 001 001 02 0 —_

Processed T 142-18 | 12650 | 106-82 | 101-18 | 118-34

Motor Spirit e eeee e 3191 2705 24-39 24561 2545

e e e e ae L 11026 99-45 22-4 7662 | 92-89

4. Machinery and other Caplitel Equipmsent .. . 2-16 263 417 406 5-61

Machinery and Other Capital Equxpmau .- 1-85 2-16 316 336 455

Parts and Accessories .. - .. 0-30 0-48 1-01 0-70 106

S. Transpoct Equipment . ee el 1-24 1-57 33 4-14 534

Passenger Motor Vehicles .. .. . . — —_ 027 0-38 0-09

Other e e e ee el 014 0-37 on 0-89 163

Industrial .. .. .. . ... 014 0-34 0-68 0-78 1-61

Noo-Industrial .. .. .. ., .. — 003 004 0-11 o

Parts and Accessories e ee e .. 1-10 1-19 214 2-87 36

€. Commercoodsaddwamcpedﬁod e een 2842 33-37 €995 “4-12) 4152

. Durable e e . e ee .. 0-53 0-64 513 1-30 1-36

" Semi-Duwrable .. .. . . .. ... 7-11 10-37 12-40 9131 1271

Noa-Durable .. .. .. .. .. .. 20-78 36 32-Q 3429 | 1345

7. Goods nat csewhere Spocified e e 0-54 017 (1 o] 024 0-18

Tovar .. .. .. . .. L 754-81 | 785-10 | 95797 | 75341 | 917-72

PerconTAGE SHARCS:
1. Food and Beveruges . .. .. .. 619 628 675 600 59-5
2 lndm&ppucmoa-l-'ood) .. e 150 16-3 153 19-5 212
3. Fud and Labricants . e 18-8 16-1 11-2 134 129
4. Msdln«yuddb«Cnp&(quw e . 03 03 oS 06 06
S. Traasport Equipaaent .. .. 01 0-2 (138 06 0-6
(.Commcr(;oodsao(dwa«cqmd{oed .. .. 38 43 $-2 59 5-2
7. Goods oot dscwhere gpecified . .. . 01 - - — —
Toras .. .. .. .. .. .. 1000 10090 1000 1000 100 0
Source:  Republic  of Kenya,  Economic survey 1989, Central  Bureau  of

Statistics, Ministry of Planning and Nattonal Deve lopment . Nairvobi,
May 1989

Note o w/ Exchange 1e-exports,
b/ Provisiona
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The value ot manutactured 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 .o per cent

consisted of comzadities that are classified under michinery end other casnital
equipment (L& per Ccent. transport cquipment (O.6 per centl}. consumer soods
net elsewhere specificd (5.2 per cent), and s negligible zmount of other
items.

Table 3.6.2: Total imports by broad economic catepory. 1984-1988
(Kf gillion)

1984 1985 1986 1987 1988 _/

1. Food and Beversges . ce ee e 127-58 | 10900 | 11621 98-10 | 10097
Primary . e e e 8341 0-74 3101 35-34 288
For Industry e e .l 7706 | 3445 | 2150 | 21-63| 1395
For Houschold Consumpuon e e .. 635 16-25 15-51 13-71 14-87
Processed . . ee e e 44-18 | 5826 9-20| 6276 -4
For lndustxy . - e .- 3789 | 4513 | 2@ 4068} 6021
For Houschold Consumpoou . e e 629 13-13 37-18 207 1193
2 Industrial &xppﬂa(hon—l»‘ood) B . 289-14 | 35333 | 407-97 | 46897] 64160
Primery .- - e 15-30 13-59 14-70 16.51 21-86
Processed .. .. .. .. .. . 27384 | 339-75 | 39327 | 45246 61974
3. FudaadLubelcants .. .. .. .. . 33243 | 37619 | 23855 | 28242] 24591
Primery e eeee e e 295-78 | 347-96 | 21048 | 248-27| 21575
Processed .. .. .. .. .. .. 65| B2 2807 | 34-15| 3017
Motor Spirit e ee e e . 405 46 5-81 35| 593
Other - . . e ee s 329y 1S5S 277§ 3100 242U
4. Marhinery and other Capitel Equipemcat .. .. 184-89 | 180-19 | 25446 | 31967| 4147
Mackinay and Odher Capital Eqw . 129-14 | 12444 | 18100 | 214-76] 25957
Parts and Acoessories .. .- 5575 | 5576) T3-46| 10491] 1S40
S. Traaspoct Equipment e e e . 11346 | 122-16 | 25961 | 190-72] 267-19
Passenger Motor Vehides .. .. .. .. 13-21 19-3§ 2894 | 3461 O-U

Other .. .. .. .. .. o . ] $952] 5660 16484] 9084] 13798
Indestrial .. .. .. .. .. .. 5840 ] 5539 16250 814981 1X-44

Noo-Industrial .. .- - .- -- 1-13 121 235 2-86 554
Parts and Accessorics ce ee e . 40-73 46-20 65-83 6527 8598

[ Cocsumacoodsootdsu‘bmqedﬂd e .. 47-40 5396 51 00 93491
Dureble - .. e e e e .. 990 10-60 103 12-n 2054
Semi-Durable . e e ee e .. 8T 10-61 944 11-76 1666
Non-Dweble .. .. .. .. .. .. 28-74 27 40-32 4663 5629

1. Goods not cisewhereSpedfied .. .. .. 2-30 1-18 1-30 0-41 1-30

Totar .. .. .. .. .. .o R097-21 {1,19600 |1.337-89 | 1.430-88 | 1,765-14

PercentaGE SHares:

{. Food and Bevernges . e e . 116 9-1 87 &9 57
2 lnduﬂrldScppbuO“u-Food) o e en 26-4 295 305 s 36«4
3. Fud ead Labricaats . . e e .. 303 -5 17-8 19-7 1349
4 Mmmmaﬂmw e .. 169 15-1 190 24 pil)
S. Traasport Equipaent e eeee .. 10-3 162 194 13-3 15-1
¢. Coasumer Goods not clsewheregpecified .. .. 43 45 43 449 53
1. Goods ot csewbere epecified e e .. 02 (13| o1 _ o1
TovaL .. .. .. .. .. .. 1000 1000 1000 1000 1009

source:  Pepublic  of Fenya,  Feonomic surves 1989, Central Burcan of

Btatistico. Ministry of Planning and National Development | Narrobi
Mav 1989 '

ot a7 Provisional .




Imports tstiown in labic 4.5 0 gre domiinite d by industr: . suppites (aon-

tood) . ihe declining trvend in tood tmports is evidence of inereasing rood
vroductien in Kenva. he Ciiue of imported petroleum products rivcrustes with
the chancine price or petrojeum. ne chanting importance of imperts ot

michinery and other capital cquipment. as weil as  industri .. suppiie
vetlects the srowrh of yross tixed capital formation in the economv since
L3y,

e of the ®mager objectives ot the current develorzent pion 1s to expand
the "cuapacity of the industrial sector 1o diversite rnto eXport orientation
o suppert ot traditional exports ol apricui! we and tourism™.t The
covernment intends to encourage exports. particui.cciv non-:radifional exXports.
henva’s policies have been tncreasingly oriented in roward this end. since the
eariier poiicies ot import substitution havs been shown to be no longer
suttable. Yaricus trade fiberalization measus ;. concerning import ticenses.
the exchanpe rate. and scheduies of customs outv. are dimed to make Kenvar
products more competitive on the internationii marker |

An Export Uempensation scheme. has been developed since lY/4 tc permit
duty drawbdacks on imported ituputs snd to retund indirect tas revenites to
expor: -uoriented tirms. In 1986, as manv as su) products were cligible tor the
Exvort  compensation Scheme. Manutactures treguentlv complain about the
scheme . ssving that the paper work tor thne application tor drawbacks and
retunds consumes a vonsiderable amount ot time and. moreover. the retunds are
uncertain to be paid even .itter a verv long time. The scheme is structured
such that it disproportionateiv beneiits ¢XpoOrters ot manutactures to
Geveloped countries. especiallv canned pincapples. larger tivrms are thus the
miin beneticiaries.

3.7 Policies and_institutions for the manufacturing sector

Covirnmental institutions. both centralized and decentralized. tocus upon
the mrinuracturing sector tor planning, regulating. training. researching. and
purchasing For these tunctions. the standard institutions exist. A recent
review of the role o! government institutions in Kenva's industrialization,
has c¢oncluded that:

Kenva has an impressive number of institutions to tacilitate industrial
developm=-nt . There are institutions established to provide tinance tor
small. medium and large enterprises and others charged with control and
research responsibilities.  Though most of these institutions have the
right national objectives. implementation is often pcor. The objectives
tend to be ignored in the actual operatisns of the institurions ... ...

A serioms lack of co-ordivation among various government institutions
exists cven when thev are handling related industrial issues. This
tailure together with a lack ot resources has reduced the overall impact
of these institutions. Policv makers in various fovernment organs also
lack intimate knowiedge ot the structure ot Kenvan industry. its resources
and constraints. This has reduced the catalvtic role of sovernment in the
manutacturing sector and has contributed to a tailure to clearly identity
and encourage those industries with the highest potential .

1/ Development Plan 1984:1993. p xx.




The overall picture emerging ..... is that although various institutions
have been established. thev have not been etfectivelv used to achieve
faster industrial growth.?’

Thus. although the required institutions are mostlv there. their
motivation. focus and performance should improve.

To illustrate the problems ot performance and focus. the rest of this
section discusses four governmental institutions that are especialiv critical
tor industrialization: the Ministrv 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. Kenva Industrial Research and
Development Institute. and Kenya Bureau of Standards are also important. a
full discussion is bevond the scope of this report.

The Ministry of Planning and National Development together with the
Ministry of Industrv plan the development of manutacturing bv vetting
feasibility studies. especiallv for econoric infrastructure. and determining
the policies and incentives required to guide industrialists. For example.
the Government offers strong tax incentives for manufacturers to locate their
enterprises outside of Nairobi and Mombasa. It also offers 20 per cent export
compensation and has instituted a new manufacturing-in-bond scheme tor
exporters.

Though. during the 1960s and 19/U0s. the Government directlv promnted
industrialization through manv joint ventures with multinational corporations.
it virtuallv ceased doing this during the 198Us except for its prolonged
support for seriouslv ailing parastatal manufacturing firms. In 198>. the
government abolished the ad hoc inter-Ministerial New Projects Committee which
was supposed to vet industrial projects. Although the committee had manv
problems - political interference - rapidlv changing membership. inadequate
prefessional support, it was the onlv central forum for approving and
disapproving projects. By abolishing it instead of restricting its scope and
enhancing its status and staff support. the Governmeat abandoned a powerful
tool of economic development planning: the abilityv to steer funds away from
low-priority projects and into much needed activities. instead. Government
has increasingly relied upon macroeconomic and sectoral policies to guide
manufacturing.

The large parastatal development finance institutions - IDB. DFCK. ICDC.
and less so KIE - were once dynamic forces for industrialization in Kenva.
especially during the 1960s and 19/0s. During the 1980s. thev became
increasingly passive, too busy nursing the sick companies in their portfolios
rather than aggressively promoting new industrial activities and divesting in

l/ Ikiara, G.K, "The role of government institutions in Kenya’'s
industrialization™, 1987. In: Coughlin, P. and lkiara, G.K.. eds.

Induscrialization in Kenyva: In Search of a Strategy. Nairobi: Heinemann:
London, p. 247.
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order to gain tunds tor new ventures to help till the gasps in Kenva's
industrial structure. That dvnamism. vision. and abilitv to set priorities
has been missing. Recognizing some of these problems. the Government has
commissioned a currentlv ongoing studv ot the development banks ro evaluate
whether restructuring them would help.

with the appointment of a new Director in mid-1989. the Industrial
Promotion Centre tinallv began to get the high-level support plus external aid
required to streamline the procedures to approve a new project in Kenva.
Previouslv. up to 30 approvais - but usuallv about 1! - were needed betore an
investor could begin a project. Now. an inter-Ministerial Cabinet-level
Committee meets monthlv to authorize approval there and then for anv project
that has encountered bureaucratic obstacles in getting some approval. This
Committee has sutticient clout to cut across the normal lines of bureaucratic
power. As a result. the Centre is trulv becoming a one-stop office where
entrepreneurs go to get all the required approvals. currentlv, within one
month . The centre processes simple cases without referral to the
inter-ministerial committee. The newlv dvnamic Centre holds promise ot
reversing the worrving trend of low or negative capital inflows.

The Government continues to miss manv opportunities to use its Central
Tender Board (CTB) to promote industrialization. The Board mainlv considers
the price and quality ot a product and the reliabilitv of the supplier.

Foreign-exchange content, linkage ettects, emplovment creation. etc. are
hardlv ever considered in the awarding of tenders. Most CTB otficials
were not aware of the role that the tendering svstem could plav in the
economv . ..... The decentralization of the tender svstem leaves the CTB
with onlv 40 per cent ot the tenders. This weakens the CTB turther.®’

The decentralization has increased the travel and marketing costs as well
as the opportunities for corruption - costs that manv small producers cannot
aftord. This otten gives importers and large manutacturers an unnecessary
advantage . with tender boards in 40 districts plus Nairobi, manv
opportunities to achieve bulk-purchase discounts or to encourage local
production are lost, though a much-reduced list of items eligible tor
decentralized tendering mav have helped promote rural production.

3.7.1 Human resource development institutions in manufacturing®

In this section, institutions ot formal technical training are reviewed
with a tocus on industrial training in Kenva.

A considerable varietv ot tormal training institutions exist in Kenya:
vouth training centres, vouth polvtechnics, secondary technical schools.
national vouth service. Harambee Institutes of Technologv. national
polvtechuics and universities. The curriculum technical training in these
institutions includes not onlv industrv related training. but service training
and general education as well.

l/ lkiara, G.K. 1488. op, ¢it.. p. 239.

2/ This section is based on intormation contained in ¥r., Mauri Yambo,

Polytechnics. December 1986.
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Youth poivtechnics are the single Largest ot ali the tvpes ot rraining
institutions. These institutions comprise about one-third ot rtechnical
training institutions and train ahout one-thivd of all trainees. The orisinal
purpose ol vouth polvtechnic training was to prepare primarv school leavers
tor seit-cmplovment in rural areas. The current goal. however. is T¢ provide
primarv school leavers and higher school leavers wirth pracrical skills to
facilirtate selt- or wage-emplovment in iccal aveas.

In 1Y84. a motion was passed in the Kenvan pariiament which urped the
Goverrment to establish a Youth Polvtechnic in everv lecation in tiw countrv.
which amcunted to B8/6 iocatioms in 1984. Bv 198> rhe number ot government-

aided Youth Poivtecnics had increased to 321 with an enrcllment ot about
21.500 trainees.

Secondarv Technical Schoois had v.200 enrollments irn I8 schools in ivds.
The courses oftered bv the schools were mechanical engineering. ciectrical
engineering. motor vehicle mechanics. agricuiturai mechanics. welding.
aasonrv, plumbing. surveving. carpentrv and industrial tailorine.

The National Youth Service (NYS). originaliv intended as 1 post-primarv
training programme. has recentlv increased its intake to admit seccendarv
school leavers. In 198>. NYS had a total enrollment of /7 0U0u. The courses
otfered bv the NYS inciudes motor vehicle mechanics. panel beating. weiding.
general titting. carpentrv/joinerv. masonrv. plumbing. paintingssignwriting.
tailoring/dressmaking. uphclsterv making. and other service training stch as
tvping and shorthand.

Harambee Institutes of Technoliogv (HIT) were initiated bv local selt-help
groups with considerabie involvement of politicians and civil servants. The
purpose of the HIT programme has been to train secondarv schocl leavers in
various skills. generaliv at the craft level intended to facilitate selt or
wage- emplovment. In 1984, there were 1> operational HIT with 3.900 trainees.
The courses offered in the HIT largelv overlap with other institutions.

National Polvtechnics. among all the industrial training institutions.
plav a leading role in training a technicallv proficient worktorce. especiallyv
in the private sector. Three National Polvtechnics have been established in
the urban centres in Kenva - Nairobi. Mombasa and Eldoret. Kenva Polvrtechnic
(Nairobi) and Mombasa Polvtechnic had a combined enrollment of 5.036 in
198/-88. The Polvtechnic in Eldoret was only recentlv opened. as such it is
not clear what is the exact size of its enrollment.

Kenva Polvtechnic ofters courses in manufacturing industrv related

technical skills. These courses are given in the engineering department
(mechanical . electrical, automobile, general, aeronautical and
telecommunications). in 198/-88, enrollment for these courses in Kenva

Polytechnic was 9/6 or 28 per cent of the total enrollment. If other industrv
related courses such as building and civil engineering. and laboratorv and
other technicians are included. industrial training accounts for >4 per cent
ot total enroliment.

Mombasa Polvtechnic has a greater emphasis on manufacturing industry
technical training than Kenya Polvtechnic though the total number of trainees
was only 1,54/ in 198/-88. The engineering department had /24 trainees, or
4/ per cent of the total enrollment and bv including other industry related
courses, industry related trainees account for 62 per cent of total
enrollment.
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Although the totual enroilment ot trainees has been unchanged. around
.00 in the two national peivtechnics since 1984-83 - the National
Poivtechnics including the new one in Eldoret are likelv to retain a
signiticant share ot the toral technical training capacitv in Kenva.

tniversity education iies on the top ot .ll training institutions. The
University ot Nairobi has bv tar the largest student capacitv in Kenva. In
[987-1988 the total number ot students exceeded 1u.00U and the number ot tirst
degree course students wias 8.500. ot which 81/ students were enrolled in
engineering course. In other universities - Moi and Kenvatta universities -
no course is oftered in the tield ot engineering. In 1Y8/-1988. the total
number ot students enrolled in Kenvan universities was 17.000, ot which l>.uvu
were undergraduates. Among undergraduates. the ratio ot engineering students
was onlv slightlv higher than > per cent. It should be noted. however. that
manv Kenvans go abroad to pursue universitv education. particularly in North
America. Western Europe and India. and those graduates who obtained a degree
overseas have established important positions in Kenvan industry.

Finallv. although Kenva appears to be steadilv increasing its training
institutions. especiallv rhose imparting technical skills at all levels. it
appears that the countrv is srill not producing the right number and qualitv
ot trained people tor manufacturing emplovment .
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Chapter 4
Selected Industries and their
Rehabil itat ion

4.1 Cotton-based textiles
4.1.1 oOverall characteristics

The textile industry - spinning. weaving. knitting. and tinishing tabrics
- is Kenva's second largest manufacturing emplover: in 198/. it had 20.123
emplovees. or 12.0 per cent of emplovment in manufacturing. Of the total
labour force in the textile industry in 1987. 5.665 were in knitting mills.
Since 1983, employment in the industrv has been growing faster (8.7 per cent)
than the average for all manufacturing (3.3 per cent): and so has its quantitv
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 girneries
had 1.180 employees: and the garment manufacturers. 8.253. aAs vet, dyes and
most chemicals used in the industry are not made locally.

Though the textile industry in Kenva was traditionally based on cotton.
a long-term profound shift towards using more svnthetic fibres - polvester.
viscose, nylon - has occurred since the early 19/Us. Most mills. even those
that had exclusively woven cotton fabrics. now incieasinglv produce
cotton/synthetic blended fabrics. This switch has been stimulated partly
because the production of locally grown cotton has been decreasing ar. the
government, through the Cotton Lint and Seed Marketing Board (CLSMB). has
allowed insufficient imports of cotton, and even that reticently.

The textile industry operates at a high rate of capacity utilization - 81
per cent in 1986 and is diverse, robust, and fairly mature.! In 1986. 14
large factories were fully integrated from fibre blowing through fabric
finishing. Five plants import polyester pellets to produce and spin
continuous-filament yarn; one of those plants also produces continuous-
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.

L/ 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 (198/) Kenya: Industrial Sector Policies for
Investment and Export Growth, Washington, D.C., World Bank, pp. 275-8/.
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In both spinning and weaving. "Kenvan tirms displav superior technological
masterv in iboth spinning and weavingi. with levels creditablvy near world
best-practice levels."! The industryv is also highlv protected: in 1986. its
etfective rate ot protection for polvester varn and diverse fabrics ranged
between /2 per cent and Y3 per cent.?

Though from 1539 to 198/ the textile industry reduced imports of tabrics
trom US$ 4U.7 million to USS 14.0. its exports fell trom US$ 6.1 million to
Us$ 3.3 million.*

Kenva has not vet succeeded to export much varn. fabric and g rments. For
sowme products. the Kenvan producers are not efticient. :.g.. shirts.
towels. and linen. For others. thev are onlvy efticient enough to
penetrate the Limited regional market and to keep out most imports. e.g..
most blankets and sweaters. For vet others. some tirms have begun to sell
into the European markets. e.g.. T-shirts. men’s briets. dress pants. some
readv-made suits, and wool tops®’.

Kenva mav. however., begin soon to export much more. In response to the
Government’'s whole-hearted. high-level support for the new single-stop
Industrial Promotion Centre for encouraging foreign investors. tour toreign
investors manufacturing garments under bond for export onlv. have started
production. Thirteen other projects manufacturing under bond - mostly garment
manufacturers - had been fullv approved bv Januarv 1990 and await for the
entrepreneurs to start investing. The centre also reports many inquiries bv
potential investors.

Since Kenva still has easv access for its garments in the European
Economic Communityv’s market, investors from Asian countries stvmied bv import
quotas under the Multifibre Agreement are considering sewing garments in Kenva
using fabrics from their countries. CGraduallv, the local textile factories
should be ~ble to sell fabrics and varns to these new factories. if
continued. these new investments would much change the focus and
competitiveness of Kenva’'s textile industryv.

4.1.2 Major problems and constraints

Though other. lesser problems exist, three major constraints bridie
Kenva's textile industry: lack ot sufticient cotton at a good price and
quality. lack of specialization and economies of scale in the textile mills.
and often weak managerial skills.

l/ World Bank. op. cit.. 198/, p. 283.
2/ Coughlin, P., op. cit., 1986, p. 39.
3/ These statistics comprise all of SITC 65 except for garments, SITC 658.

4y

Coughlin, P., op_cjt.. 1986, p. 40.
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Cotton shortages and inadequate quality

Local cotton production lias shrunk despite strong growth et the rextile
industrv (Table 4.1). In addition to c¢limatic variations. the main reasons
were:

- the sharplyv declining real prices to tarmers (Table 4.1);

- the verv low vields and. hence. _rotitabilitv ot the crop tor
farmers;*

- the more than one-vear delavs in paving farmers.

These reasons have caused manv farmers to stop growing cotton. For
example. in Busia district. the longer tarmers had to wait to get paid. the
more reticent thev were to grow cotton for the next season.? The delavs

resulted both from the dire tinancial situation of the CLSMB and the cotton
co-operative societies’ delays in forwarding pavments to the farmers.-

To obviate part of the delays. the CLSMB began during 1988 to pav farmers
directly, instead of through their co-operative societies. CLSMB's ottficers
report that. as of January 1Y90, the farmers have been fully paid for the
1988-89 crop. With the reduced delays and higher pavment per kilo. the CLSMB
hopes that the 1990-91 cotton harvest will be much better.

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

Nor 1is the quality good enough. Kenva produces medium-staple.
medium-strength cotton that lowers the quality and strength of the yarn and
decreases the efficiency in weaving. The lower quality is also difficult to
sell in export markets. Partly for this reason, factories manufacturing under

1/ "The tarmers’ cotton yields are fairly low, averaging about LU0 kilos of
lint per hectare. Results of research experiments in varinus parts of the
country, however, show that with improved varieties and oroduction
technologies, yields of between 450 and 900 kilos of lint per hectare can
be realized.” National Fibre Researzh 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 District.”
M.A. research paper, Economics Department, University of Nairobi. pp.
60-101.

3/ Routsi, J. (1989) "Cotton ginning industry in Kenya: The case of the
co-operative ownership and management mode." [DS (Nairobi) Working Paper
No. 479, p. 4; Dijkstra, T. (1988) "Cotton lint and cotton seed for the
domestic market in Kenya." Report for the Kenya Ministry of Planning and
National Development, Nairobi, Mimeo, p. 12.
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bond resist using iocal ftabrics. 'The CLSMB has not encouraged tactories to
lmport strounger. longer-staple cotton tor blending with local tibre to upgrade
the end product. Ihis reticence has hampered the industrv’s eftort to sectire
the domestic market against the manv imported - often smuggled - tabrics.

Table 4.1: Farm-gate prices and sales of cotton to CLSMB, 1980-1988

Farm-gate Price Real tarm- Net
price Price gate price® Production imports

(KShrkg) index (KSh/kg) ('UDY rtonmes) (U000 tonnes)
1y80 3.4l 1.0V 3.41 38.1 n.a
1981 1.4l 1.18 2.8Y 23 > n.a
1982 3,27 1.44 2.44 4.3 n.a
1983 }.oY .64 2.25 3.8 n.a
1984 4. 43 1.82 2.46 22.8 1.1
198> 4 .80 2.92 2.38 35.0 -1.7
iy86 4.7u 2.16 2. 17 2>.4 -.4
1937 4.82 2. 34 2.06 23.8 -.9
Y83 .86 2.62 2.2 v, 9% L.y
1939 6.00L n.a. n.a. n.a. n.a.
1990 1u.wv - - -

Sources: Kenva Government (1986 and 198Y) Economic Survev for 1986 and 1Y89.
Nairobi: Government Printer; Kenva Government (1984) Statistical
Abstract, 1984. Nairobi: Government. Printer: and tor prices for
1989 and 1950, interview with F. Kebenev. production ofticer,
CLSMB. 30 Januarv 1990. Statistics for net imports come trom Kenva
Government (1986 and 1988) Annual Trade Reports for 1985 and 148/.
Nairobi: Government Printer.

a/ This index was constructed from ofticial indexes tor middle-income Nairobi
prices and recalculated for the base vear. 1%80.

b/ Provisional estimate.

Specialization and econcmies of scale

Loss of economies of specialization is the major cause of loss of
productivity bv Kenvan textile firms relative to technologicallv similar best-
practice tirms in the UK.Y The Kenyan plants are sub-optimal in size and

1/ Pack, H. (198/) "Productivity, technologyv choice, and project design. with
an application to the cotton textile sector.” In: World Bank.
Appropriate Industrial Technologv, Phase 11. World Bank Report
No. 6/1-7/, Washington, D.C.
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produce too manv tvpes ot products to achieve economies ot scale.’” Since the
plants are usuallv closely linked to but a tew wholesalers. thev feel
pressured to satistv all the diverse demands of these wholesalers.?’

Weak managerial skill

Apart from a few with multinational links. most textile tirms in Kenva are
weak in marketing and product design. partlv due to the industrv’s inward
orientation and the limited competition in certain products.? For example.
Mountex is the onlv local producer of 48" bed linen: and Kenya Taitex Mills.
of nvlon fabric. Many tirms., especially parastatals. have verv 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 ot the equipment is old.
and many factories have significant imbalances between sections. Engineering
maintenance is often deficient. and tew firms have systematic preventive
maintenance programmes. The engineering difticulties 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 operating a fuctory.

Despite existence of the Kenva 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 health conditions in many, especially cotton factories are often
bad and sometimes atrocious, with thick cotton lint in the air. while workers
- lint caught on their evebrows, caps, and overalls - toil unprotected even
by a mask.” Respiratory ailments are common and. in some ftactories. are a
ma jor cause of absenteeism.

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

2/ Coughlin P..op, ¢jit., 1986 pp. 33-3/.

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

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

3/ 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.

L/ Coughlin, P., op, cit., 1986 pp. 32-33.
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Manyv tactories discriminate against female production workers absolutelv:
except tor maids and secretaries. thev hire no women. Other tactories have
mainlv women in certain sections and only men in others. No svstematic study
exists ot difterential productivity bv sex. and the experiences and views of
managers in diverse textile factories in Kenva.

4.1.3 Linkages

Kenva's cotton-based textile industry has manv forward and backward

linkages (Figure 4.1). For example. ginneries provide cotton: mechanical
engineering supplies spares: and the local chemical industry supplies some
chemicals. though most are imported. The cotron-based textile industry

supplies the major input for garuwent and furniture manufacturers: cloth. It
also supplies cloth to wholesalers who supplv retailers and small garment
manutfacturers.

Due to declining real prices for cotton and long delays in pavments, local
farmers have been growing less 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 local cotton-based textile industry would stimulate many
agriculture-based industries, for example. edible oil processing, animal
feeds., and cotton lint for hospital gauze and sanitary towels.
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Figure 4.1: Present potential linkages for the cotton based textile industry
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4.1.4 Ownership pattern

dost textile tirms and tilament extruders in Kenva are owned either bv the
big development finance institutions. such as IDB and ICDC. or by private
Kenvan citizens.

The non-tovernment sector ot the textile industrv is overwhelminglv owned
bv Asian-Kenvans (though there are several instances of equitv shares byv
overseas Asians). There is onlv one medium-sized tirm with ma jority Atrican
shares. but this is also managed bv Asians. The parastatal textile firms have
Africans in top management positions. but relv 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 tor
know- how and engineering expertise. However. there has been a clear tendency
to Africanize technical positions as people with the appropriate training have
become available.

The Government through its investment houses owns six companies that
emplov 3./55> workers. The relative distribution between Government -owned and

privatelv-owned companies was not available to the mission.

4.1.5 Spatial distribution

There are 53 known companies!’ involved in the textile industry branch,
which are carrving out weaving. knitting or filament extrusion. Their
distribution is as follows:

Nairobi 17
Mombasa i6
Thika 5
Nakuru 5
Eldoret 3
Nanvuki 2
Athi River 1
Ruiru 1%
Total 51

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

L/ Coughlin. P., The Gradual Maturation of an Import Substitution Industry:
The Textile Industry in Kenya, 1986.

2/ Even though there are 53 known firms. the location ot 2 ot the firms is
unknown,
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The distribution is naturally heavilv concentrat«d in Nairobi and Mombasa.
the two major population centres of the countrv. which are the main markets
tor much of the production from the mills. Svnthetic textile producers. which
rely on imported inputs have a preference for the two main centres.

4.1.6 Human resources

1n 1987. the cotton-based textile industrv including wearing apparel. had
a 20 per cent share of total manufacturing wage employment. In the period ot
1983-1987. employment in the textile induscry 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 emploved in the textile industrv mav be a reflection of the
fact that two textile mills have recently closed and many textile mills are
now operating with fewer emplovees.

The Government has established a training school for the textile industry,
"Kenya Textile Training Institute" (KTTI) in Nairobi in order to increase the
number of skilled textile specialists. it is currentlv managed by the
Ministry of Technical Training and Applied Technology. KTTI is the onlyv
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 KITI 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
against using female labour.
4.1.7 Policies and institutions relating to cotton-based textiles

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 for plants producing
for export only, the Government grants other manufacturers a 20 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 working outside the
manufacturing-under-bond scheme.?

1L/ Coughlin, P., op. cit.. 1986 p. 39.
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Imported uncarded cotton attracts a 3U per cent taritft and no sales tax:
imported uncarded polvester iibres have a 25 per cent tarift and no sales tax.
These taritfs have imposed a signiticant disadvantage on the textile industry
because the bans and tariffs against impor:-ed fabrics and clothing have been
so permeable. and. hence. partly illusorv. As a result. unofficial imports
are large and restrict the industry’s growth.

The selection of top managers tor most of the six parastatal textile firms
is quite politicized. Often. the Managing Directors and General Managers have
no business experience or training. though there are exceptions. For example,
the General Manager at Rivatex 1is &a certified public accountant.
Significantly. he succeeded in completelv 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
toughness 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
vears., 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,
personnel training. better work incentives and managerial information systems.
and key investments to balance out equipment.

4.2 Vegetable 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
200G", 18 December 1988, there were no exports of processed vegetables from
Kenva 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 198/, vegetable export had increased
to 36.000 tonnes, or a total value of KSh 1.1 billion.

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

2/ For example, Nzoia Sugar Company was losing about KSh 100 million per
ye.r, though rehabilitation would have required around KSh 80 million
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. "Decisioas and
their Financial Implications at Nzoia Sugar Company." Paper presented to
a seminar on the sugar industry and sugarcane outgrowers’ associations,
Webuye, /-10 September 1986.
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Export of vegetables in the earlv lYeus did not involve sorting. gradins
and packing to the same extent as is required now. Todav. international trade
in vegetable is verv competitive. An industrv has developed which in
conventional terms should probablv not be classitied as simplv processing.
However. vegetable processing is an important part o the branch which
contributes the major part ot export earnings.

There are onlvy a tew important. larger processing companies. three ot
which have canning tactories processing vegetables tor the domestic mirket and
tor export. There are onlv a tew tirms engaged in treezing trench beans.
exclusively for export (see Table 4.2.1). and one dehvdration plant whose
products are also exported. In addition. rhere are a tew smialler plants using
vegetables as raw material for processing. These include the manufacture of
potato crisps. and tomato sauce.

since the climate in Kenva permits the growing ot tresin wvegetables
practicallv all throughout the vear. the growth in domestic demand tor
processed vegetables will not be particularly rapid. For this reason. a major
part ot the production of processed vegetables must be exported. world
markets tor processed vegetables are highlv competitive and a great number of
countries, not least in the Third wWorld. are attempting to increase their
exports. The cost of packing material is signiticant in the total cost. of
products - on account of this, the supplv ot intermediate inputs. such as tin
cans, at competitive prices is a pre-requisite for increased exports.
Consumers in the industrialized countries are being increasinglv concerned
about the high content ot chemicals in processed and fresh tood. There is not
vet sutficient awai *ness in Kenva ot these changes in consumer preferences.

4.2.2 Major problems and constraints

The branch includes a number ot ditferent tvpes of processing industries
and technical problems common to the branch as a whole have not been
identified. Civen that the tinancial situation of a companv is satistactorv,
the acquisition ot spare parts should not be a problem. Thev are mostlv
available from local workshecps and imported spare parts can generallv be
ordered through the same firms. Direct approach to overs s manutacturers is
also possibie.

One ma jor constraint for exporting fresh vegetables has been the lack of
air-freight capacitv. Since importers. in the world markets, usually require
deliveries o1 specified quantities and qualities at certain dates. treight
constraints will seriouslv hamper exports ot fresh vegerables.

4.2.3 Linkages

Figure 4.7 illustrates the linkages of the vegetables processing branch.
The linkage pattern is not very strong and the number of compantes registered
at the Ministrv of Industry, or otherwise discussed bv 'he 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 no processing in
conventional terms. A modern efticicnt sorting, grading and packing company
requires substantial investments in equipment and is tairlv labour intensive.
Such a tirm could also be a combination of fresh vegetable market supplier and
processor of dehvdrated trozen or canned products. The mission has not bheen
able to identitv a firm in Kerva with this particular protile. A tuture
development might be to process dried soups and 5o on, based on domestically
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available meatr extract trom the meat processing branch and dehvdrated
vegelibles.

Veretable processing is sometimes combined with processine ot truits
and-or berries. This is also the case in Kenva but not to anv large extent.

Figure 4.2: Linkage vegetable processi branch
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able 4.2.1: Fi in_the vegetable branch of the agro-industry sub-sector
Firm Location Product(s)

1. Ngoro Canning Factorv Ltd. Nakuru Canned french beans
2. Trig-0-Ken n.a. Frozen trench beans
3. Go-Tresh Agrapha Ltd. Nairobi Potato crisp. tried nurs
4. Fine Foods Ltd. Nairobi Potato crisp. etc.
5. Ambica Foods Ltd. Nairobi Potato chips. etc.
6. Premier Food Industries Ltd. Nairobi Canned and boiled products
7. Truefoods Ltd. Nairobi Tomato paste
8. Kabazi Canners Ltd. Nakuru Canned carrots. beans.
mixed vegetables

9. One Shop Enterprises Nairobi Potato crisp. fried nuts. etc.
10. Mount Kenyva Agro Industries Kiganjo Dried onion and pepper

Source: Mission’s field survey.
Note: n.a. = not available.

4.2.4 Ownership patterns

The Processing industry branch has registered 584 companies. The branch
is almost entirely privatelvy owned, the most important private companies
being:*

Company Location Product Number of
employees

- Delmonte Thika Canned truits = -----
- Njoro Canning Factory Nakuru Canned beans = -----
- Premier Foods Ltd Ruaraka Canned, bottled prod. -----
- Kabazi Canning Ltd Nakuru Canned carrots. beans

mixed vegetables
- Tru Foods Nairobi Tomato paste. sauce 340
- Tropical Food Processors Mombasa @ @ ------ 300
- Frig-0-Ken Nairobi Frozen french beans 40
- Kenya Orchards Ltd Machakos  Fruit jams = -----
- Go-fresh Agrapha Ltd Nairobi Potato chips fried

nuts  ee---
- Mount Kenya Agro Industries Kiganjo Dried onion and pepper /5

The Government has a minority share in Kenya Food Products Ltd. and owns,
through ICDC, 100 per cent of the shares in Pan Vegetable Processors in
Naivasha.

The above mentioned government participation represents less than > per
cent of the industry’s total output.?

l/ 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 ail.
they are usually old and out-of -date.
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4.2.5 Spatial distribution
The vegetable processing industrv has 16 major companies. which are

registered at the Ministrv ot Industry and the Horticultural Crops Deveilopment
Authoritv. Thev are distributed as tollows in Table 4.2.2.

Table 4.2.2: Number ot vegetable processing companies, by location

Location Number Location Number
Nairobi 3 Nakuru 1
Mombasa 1 Machaka 1
Thika i Kigan jo 1
Njoro i Naivasha 1
Ruaraka 1

Sources: Ministrv ot Industrv, Register ot Agro-lndustries. /th September
1989 . Horticultural Crops Development Authority., meeting with
mission. 1 Februarv 19Y90.

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

The distribution svstem tor fruit and vegetables is carried out through
32 large wholesale and retail stores and numerous small familv owned
businesses. Ut the larger wholesalers/retailers., 2?9 are located in Nairobi
and 3 in Mombasa.

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

4.2.6 Human resources

There is little information on human development specific to the food
processing industries in Kenva. What little information that is available
suggests that engineers and quality control specialists in food processing
industries usuallv have a degree in food science from domestic universities.
However, with the development of food processing industries in Kenya. there
mav be a need for greater numbers of food technologists wi_h increased
technical sophistication especially. for example, in processing techniques
such as freeze-drving.

4.2.7 Policies and institutions as they relate to the vegetable
processing branch

Many overall government policies significantly affect the vegetable
processing branch, although generally in a positive way. The production of
vegetables has priority 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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4.3 Ceramic industry
4.3.1 Overall characteristics

The coramic industry in Fenva s osoell o and prosently prodaces o vory
Timited range of products. Thres companics are knewn ta be currvent producors

ot glaced ceramic products. Wall riles, Sanitarveare, and tabloware are
produced by Coeramic industrics (FEast Africary Dimited, Cifrware items - mootiv
tigurines, such as dogs and cats - e mannfactared by o atlantis Covamic
Indust rv. Porcelain Products Limited preduces tabboware, but on oo ool
scale. These manufacturers are the ondly prodocers of glared ceramic ware in
the non-metallic miners! products cobsector of  marmfacturing. ML e

sitnated in Nairobi .

There is only one major tirm in the industrye, This firm is the onlv
produccr of items thoet arc basic to the industry: crockery (tabloeware ), wall
tiles, and sanitarvware.  Therofore, practically vicwed, it is the coriamic
industry in Kenva. The other tivms arve veryv small with negligible ontpnt

A fow manufacturers are making unglaced floor tiles, roofing tiles, and

bricks, including rofractories. besides these mannfacturers of structural
clav products, an unknown nimber of smel! potters in the informal soctor are
making carthenware. The groatost number of theaso prodiucers are in the wostorn

regions of the country,

The size of the industry io small, in comparicon to the mannfacturing,
sector as a vholeo  The non-metallic mineral products cubsector, comprising,
coeramics and earthenvare, glass. strnctural clav prodacts, cemont and plaster,
concrete products, and so on, as o vhole, aceounts for abont 3 per cont of
total manufacturing ontput and 3.2 per cont of total manufacturing vilie
added.

The non-metallic subseetor is broken down to one further Tevel in the
national accounts: clav (or pottory) and glass products, on one hand, and non
metallic mineral products (coement . conervote, and all other non-mctallic
mincral products), on the other hand, The manufacture of clav and plas:
products account for 8.7 por cent of the total oeutput of the non-metallic
subscctor and 191 per cent of the subscetor s mamfacturing value added.
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Mhe average annual rate of growth ot the manutactuve of clav (pottery.
shated ceramic. and structural ciav products) and glass products trom L9¥3 to
tud/ was 7.7 per cent. Proauction incrcvased o turther 3.1 per cent between
P98 and 1988, Thes< rates of growth compare to 3.1 per cent and b.0 per cent
Lrowth in total manutacturing in the vears trom 1983 to 198/ and 1987 to [v8s.
respect Ive v,

Compared toe 1987 ihe curput of tloor and wall tiles deciined marginallv

i i ds. buring the same period. the production ot glass bottles and
winascreens tor automobiies. the two major products made ot glass. increased
. bv 0.0 per cent and 3/ per cent. respectivelv. It appears that the 5.1 per

cent riite of growth in clav tincluding ceramics) and glass products results
trom strony growth in glasrs preducts, which otfsets the low or declining
. grewth in the production ot ceramic and structural clav products.

't is important to note that the ceramic indastrv is a labour-intensive
branch of manutacturing and. therefore. provides potential emplovment
generativn with growth of the industrv. It also utilizes local materials tor
a lavre proportion of its material inputs. The proportion has increased
recentlv. as the major producer in the branch has made a concentrated ettort
to use more lecal clav in place ot imported clavs. despite resultant problems
in production. Despite the large use ot local clav. the branch is entirelv
dependent upon imports for its requirements ot glaze. which accounts tor about
40 per cent of the total cost ot production, or about 6U per cent of the
materials ot production.

4.3.2 Major problems and constraints

The majer problems ot the branch are these that are tound in the rest of
the manutacturing sector. namelv, insutficiencies in technical know-how.
tinancial management. and raw materials or intermediate inputs. Nearlv all
other problems are secondarv. though criticallv consequential.

In a4 number of c¢nterprises and industrial branches. marketing and
import-dependency are other major problems. Presentlv, marketing is not a
ma jor problem in the ceramic industry, but import-dependency is critical. The
appearance and qualitv of the final product in ceramics depends as much on the
glazed surtace. which is produced bv imported glaze. as on the bodv. which is
made of local clav and other minerals.

tmport -dependency can be the root cause ot production steppages due to
delavs in receiving shipments of imports. high financial cost due to working
capital being tied up tor long periods in the purchasing procedure. and
inferior product quality This latter problem is shown bv 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 temporarilv
removed. but the solution created its own problem, which was a poorlv glazed
surface,

Uther pioblems in the branch are matters of old equipment, lack of
veplacement parts, lack of local sources of reliable supplv and good qualitv
replacement parts or repair services. A major problem the branch taces is the
fact that there is insufficient experience and technical capabilityv in ceramic
production at the level ot top and middle management and a similar shortage
of technical capability and skills among, supervisors and workers.
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A major constraint is the low degree ot development ot local sources ot
raw materials. Consequentlv. the supplies are irregular. of varving and
unknown qualities. Scame are absolutelv not available. for example. glazes and
plaster-of -Paris. used in making moulds. The reasons tor this constraint are
partly due to the small size «f the branch. and theretore. low demand tor raw
materials. Other reasons mav be an inadequate geological survey. ané also a
failure to seek and obtain technical assistance from various potential
sources.

Poor product qualitv is another serious problem and constraint to market
expansion. Inferior products are produced due to problems ot materials and
manufacturing techniques. and to old designs. Consequently. the products are
not competitive against imports. without a high protective wall, sales revenue
is low, anc the branch’'s potential for export distribution is virtually
eliminated.

The branch is constrained by a lack of detailed cost accounting. This is
part of the cverall constraint of inadequate financial management. Some of
the consequences are excessive expenditures on overhead. Thev were very high
relative to total costs of production for the major producer of the branch.
during the period of about six vears betore it was placed under receivership.

Without detailed cost accounting, the managers of the enterprises in the
branch cannot know the relative rates of prefitability among the various
products. and cannot pinpoint the location and occurrence of excessive costs.
or unnecessary expenditures. With two out of three companies in the branch
under receivership. becanse of defaults on loan repavments, the indication is
that the managers did not adequately monitor the fimancial position of their
companies. Perhaps thev made investments that were not well evaluated.

In summarv., most problems and constraints in the branch can be traced to
the primarv problems of gaps in technical know-how, inadequate analysis and
management of finances, and deficiencies of one kind or another in raw
materials and intermediate inputs.

4.3.3 Linkages

The ceramic industry has very -trong Lackward linkages to the mining ot
non-metallic minerals and as these are normally located in rural areas., there
is a beneficial income generating effect in these low income areas. Somu
temporary employment is also created during the perinds when extractica takes
place.

Backward linkages also exist to the engineering industry for the supply
of spare parts and consumables but unfortunately some engineering concerns
cannot supply the required items at the right gualitv. Ilmprcvement in the
training of the machinists in this sector would 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 Kenya can amount to 15 per cent of the tetal,
the majority of which is imported. Development of the ceramics sector would
strengthen this linkage considerably with considerable savings in foreign
exchange expenditure.
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Forward linkages also exist to the domestic consumer and the tourist
industrv. crockerv being sold to both individuals. supermarkets. hotels and
restaurants. In all cases. the products are substitutes for imports.

There is some potential tor exporting a small proportion of production
into the regional market. once the volume of production has been increased and
quality standards improved.

Figure 4_.3: Ceramic industry - linkages
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4.3.4 Ownership pattern

The tormal sector contains onlv three miin companies concerned with the
manufacture ot whiteware ceramics.The industrv is dominated bv one major
companv. This companv was 4 private companv until the begpinning ¢t the lv/ts
when ICDC bought a 20 per cent share ot the companv. Iun 1980, iCDC. together
with ICDUC Investment and the Development Financing Companv ot Ker 3. DFCK,
acquired the remaining stock of shares. except tor 8 per cent which remains
in private hands. ICDC and [CDC Investment holds 7> per cent of the shares
and DFCK holds 1/ per cent. this gives ICDC complete control at the companv.
The company went into receivership in 1988. The question of new ownership was
not settled at rhe time of the mission’s visit (Februarv. 1990},

Ut the remaining main companies. one is a small private companv which
produces a small amcunt ot giftwares. The other companv was fourded bv the
previous Managing Director. of the major companv in the industrv. The companv
went into receivership in 1987 and has now a limited production ot tableware.

4.3.5 Spatial distribution

All ot the main companies are located in t%e Nairobi area.The concentrated
distribution of ceramics companies in Nairobi. is a natural conscquence ot the
fact that the ma jor market for the products is in the Nairobi area. A second
factor is that the local raw materials for ceramic manutacture are within a
reasonable travelling distance of Nairobi and the deposits are easilv
accessible trom major roads.

4.3.6 Human resources

In 1987, wage emplovment in the ceramics industrv in Kenva was recorded
at less than 1,000, but there are a significant number of people engaged in
the small or cottage scale sector ot the ceramic industrv. Because ot the
underdeveloped nature of this sector. no institution has been e¢stablished as
yvet to provide formal training for ceramics. What domestic training that is
available is inadequate and provided on-the- job. However, small numbers ot
Kenyars are sent abroad for advanced training. Unfortunately, tunds tor 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.

4.3.7 Policies and institutions as they relate to the ceramic
industry

The performance of the Kenvan economv began to improve in Y85 after a few
poor years due to drought and other external circumstances. In 1986, the GDP
growth rate rose to 5.5 per cent per annum. Intlation declined to 5./ per
cent due to the government’s constrained expenditures and economic management
in the preceding years. 1985 was a good vear in the Kenvan economy, and as
the planners were in the early stage of writing the 1989-1993 development
plan, the government produced Sessional Paper No. | ot 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 Covernment began to review
the structure of customs duties on imports and the procedures tor issuing
import licenses. Presently, policy changes are being made toward further
rationalization of customs duties and lowering ot tarifts.
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The procedure tor obtaining an import license is an .uditional time
consuming tob ter the ceramic industrv. which depends on imported glazes tor
its production. After the license to import is obtained and the glaze is
cleared through customs. 40 per cent dutv is paid. Glazes are exerpt trom the
L7 per cent sales tax. Host equipment is subject ro 20 per cent customs duty
and is exempt ftrom the sales tax.

The tovernment has no policy that is speciticallv applicable to tke
cerami: industrv. The industrv is aftected equallv with other industries bv
such institutions as the Investment Promction Centre and government policies
tor promoting exports.

The branch is small and there are no insti-utions specificallv tor the
ceramic industrv. The Kenva Industrial Rese:" h and Development Institute
(KIRDI) and the Kenva Institute ot Management :(KiM) are two institutions that
possiblv could offer assistance in the problem areas of the branch.




z CHAPTFER 5
OBSFKERVAT IONS AND RECOMMIENDAT I1ONS
REGARDING COMPANIES

The mission examined three companies in detail in order to specifv
rehabilitation needs at the plant level. These were:

- a vegetable processing company;
- a textile company;
- a ceramics company.

The three companies were chosen from a list of 34 companies presented by
the Government of Kenya and the Investment Promotion Centre. Of the candidate
companies presented to the mission 10 companies are private and the remainder
parastatals. In making the choice of companies. the mission consulted 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 Kenvan business
community and of the country’'s main bilateral ard multilateral co-operation
partners.

Although, the three companies finally chosen were all parastatals. they
were selected because the rehabilitation package developed for the companies
examined, if considered a viable option. could 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 the missions
opinion, an examination of parastatal companies would be a valuable assessment
of the possibilities for encouraging an increasing role for Kenyan
entrepreneurs in these companies, both as financiers and managers.

The following general observations and recommendations are made with
respecl to finance, management, organization and marketing, human resources,
physical plant and buildings and inputs.

5.1 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 ital and/or
access to credits. This lack of funds negatively affects t} formance of
the companies as in many cases routine purchases can onl; ~compl i shed
after serious delays. All companies had poor cost accountin, ~tems, which

meant that management had no reliable information on the | cise costs of
production, on which to base their decisions for product pricing.

Recommendations

In 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 casc where receivership is involved, it is recommended that the company
assets be sold to another company, thereby leaving all unsecured creditors
behind.
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It is recommended that proper costine svstems are instalied as a matter

ot urcencv in all the companies visited.

5.2 Management, organization and marketing

General observations

(a)

(b)

(c)

(d)

(e)

Board of Directors tend to ccntain too manv high level persons from
government and various institutions. many without anvy proven business
experience at all. Thev are generally too busy to take part in board
meetings but send alternates or nominees thiat do not have power or status
to take any decisions.

There appear to be significant vacancies and deficiencies at middle
management levels. Top-management tends to be substandard. especially
the political appointees. They generallv lack sufficient knowledge of
business and marketing and usually know verv little about the technical
details concerning their company’s products.

It is not uncommon for companies to have no sales organization outside
the offices, that is, no sales representatives or retailers out in the
field. This is partly because some of the companies work in a sellers
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.

Manv 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 generallv known but the Department of External Trade has
Commercial Attachés in 1> countries all over the world. Five of them are
located in Europe: UK. France, Belgium (EEC). West Cermany 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 of Commerce is also taking care of the Ministry of Industry’s
interest in foreign countries.

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.

Recommendations

(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.




tb) Assessments should be carried out ot the quatitications ot both top. and
middle manacers in companic¢s. Appropriate adiustments and dismiss.ls
shculd be made. Existing managericl vacancies should be ftii:led by
gualified pecrsonnel. Political appointees ot unqualified pceple should
be avoided at all cost. Related available training tacilities and
technical assistance should be requested trom Kenva Institute of
Management., and UNIDU (also management support).

(c) ¢Companies neced to impreve on their sales and trading svstems bv setting
up a network of distributors throughout the countryv. Alsc disrribution
svstems. need to be improved or azcguired in ali the companices.

(d) It is alsc recommended that those companies who engage. or are likeiv to
engage in esport trade make contact with the Ministrv of Commerce for
support and free advice on how best to begin or maintain export business.

{e) The introduction cf cemputers for establishing for Management Information
Svstems would be beneficial in manv companies together with appropriate
training programmes for the management. Training for this is or will be
available at the Kenva Institute of Management. Suppliers of cemputer
svstems alsco have training programmes for these kinds of activities.

5.3 Human resources

General observations

Ail the firms visited suffer from a high turnover in both top and middle
managers. Although it appears that manv workers have been working for the
tirms for a number of vears regardless cf working conditions. thev are not
necessarilv satisfied with their work and positions and are generallv
demoralized bv the low salary and few incentives given to them.

Despite available training facilities and funds (the training levy)
provided by the government. the firms do not have a positive attitude towards
training their workers. It is partlyv because the firms cannot afford to
release their workers for training and also because the firms do not tind it
necessarv to upgrade their workers’ skill level bv training other than
on-the- job training. In particular, the firms have a verv weak maintenance
and repair capabilitv due to a lack of qualificd engincers and lack of a
maintenance culture.

Recommendations

The firms should enhance their human resources by upgrading the quality
of emplovees’ skill levels through use of available government or private
training institutions. In addition. the firms are recommended to search for
better organized and higher quality on-the- job training systems which 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 emplovees. 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




of weltare tacilities outside the plant where workers can relax and rest
during their breask time or after work. The promotion of cultural and sports
activities organized bv the tirms would be another means to motivate
emplovees.

5.4 Physical plant and buildings

The buildings of all of the tactories visited were generallv in good
condition structurally and require little rehabilitation work. except. in some
cases, for scme relativelv minor roofing repairs.

fhe phvsical plant in all companies has generallv been allowed to
deteriorate over manv vears. due to the lack ot 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. thev had been frustrated in their attempts to repair old
machines bv the lack of the necessarv imported spare parts. Failure to import
such spare parts was invariablv due to the financial constraints on the
companv. caused by the overall poor performance of the companv.

Some attempts had been made bv companies to find local suppliers of spare
parts tor the machines but this was not alwavs successful. Even when local
engineering companies accepted an order. sometimes theyv could not obtain the
necessarv raw materials to carrv out the work. This then delaved the deliverv
ot 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 capacityv utilization and output.
which increases unit costs and reduces even further. the ability of the
company to purchase the necessarv spares required to keep its assets in good
condition.

Untortunatelv it is a common reaction of the majority of conpanies, to
reduce expenditurc on spare parts when the pertormance of the company starts
to deteriorate. This is normallv entirely the opposite of what thevy should
be doing. A downward spiral cf 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 necessaryv spare parts to maintain the
physical plant and buildings ir. good condition, even when the performance of
the companv deteriorates. [f 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 factors.

5.5 Inputs

Insutticient supply of raw material inputs for agro-based inductries is
a serious constraint. It is the single most important tactor preventing
acceptable utilization of processing capacities in the industries that have
been investigated. Major reasons for insufficient availability of cotton
fibre and vegetables are related to pricing and the incentives given to the
producer as well as the inadequacv. or lack of the appropriate organizational
structure and routines for production, procurement/collection and paymen: of
the products.
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In the case of cotton. orders placed with the CLSMB often go unfilied or
partlv filled. This unreliabilitv in the supplv of cotton is a major
constraint affecting the basic profitabilitv »f firms in the textile industrv.
There is als: 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 Kenva needs to
improve the quality of its cotton bv blending it with imported fibre. At
present. the country produces medium-staple. medium-strength cotton that
lowers the qualitv and strength of the varn and decreases the efficiencv in
weaving. This is partly why factories manufacturing under bond are reluctant
to use local fabrics.

From the national viewpoint. Kenva’'s textile industrvy needs more
specialization and increasing reliance on domesticallv grown fibres - cotton
and wool. But the goverrment'’'s own institutions have been thwarting that goal
through declining real prices and delaved 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. The CLSMB has not encouraged factories to import
stronger. longer-staple cotton for blending with local fibre to upgrade the
end product. This reticence has hampered the textile industry’'s efforts to
secure the domestic market against the many imported - often smuggled -
fabrics.

In the case of the vegetable processing industry. world markets for
processed vegetables are highly competitive and a great many countries,
particularly developing 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
pre-requisite for increased exports of processed vegetables from Kenya. Also,
consumers in the industrialized countries are increasingly concerned about the
high content of chemicals in processed and fresh food. As yet, there does not
seem to be suffi:ient 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 naver tested properly on a regular basis, either at the quarry sites
or upon delivery to the factory. In addition, the volumes of the materials
at each quarry location are not known and the quality variations within the
deposits are not known. No stockpiling of raw materials is carried out to
minimize natural variations in properties. The factories therefore use raw
materials with unknown and varying properties for the manufacture of products,
which demand precise knowledge of the properties of all body constituents.
The fact that factories have suffered continuously from poor quality and high
wastage is therefore not surprising.

The fuel inputs to the companies can frequently be in short supply. This
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.
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Recommendations

Ine tovernment should intensifyv its efforts to ensure that the supply of
cotton to the textile industrv is regular and reliable. The CLSMB should
urgently examine the need to import supplies of cotton in special
circunstances. This need for cotton imports is especially important when
local supplies are unavailable and/or there is a need to improve the quality
of locallv grown fibre bv blending it with imported cotton. Improved quality
of Kenva's cotton fabrics would greatly increase their export potential.

In order to increase expcrts 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. Kenva. unlike many industrialized countries. grows vegetables in
manv 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 processed
vegetables grown in a relativelv pollution and chemical-free environment may
well be a market niche in which Kenva would have a comparative advantage. A
market survey should be undertaken to assess this possibility.

All raw materials for the ceramic industries must be theroughly evaluated
prior to use on the factory. This must include assessment of the volumes and
qualitv variation at each quarrv site. Stockpiling of materials should be a
normal production procedure, both to minimize 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.

Factories dependent on regular LPG supplies should invest in the
facilities to enable them to use an alternative tuel. when LPG supplies are
insufficient for requirements.

All imported consumables and spare parts should be ordered well in
advance, tec take into consideration the time required for import procedures
and port clearance. Stocks of the most important imported materials, which
are crucial to maintaining production, should be held at the factory, whenever
possible to cope with unforeseen delays.




CHAPTER 6
GENFERAI. OBSERVATIONS AND
RECOMMENDAT IONS

6.1 General policy recommendations

All the companies visited are parastatals and have been operating at a
loss for manv vears. For all of them. the value of the assets are far lower
than liabilities. The rehabilitation of these companies would necessitate
that the creditors. most of them being public institutions. would have to
write off a substantial part of the debts. It cannot be in the interest of
Kenva to let parastatals onerate at a loss for such prolonged periods.
Government policies are clearlv needed in this respect.

The Government needs to monitor closelv the development of the ecconomic
performance of parastatals at all times and would have to make necessarv
decisions at an earlv stage so that the use cof national resources 1is
optimized.

It was sometimes suggested that the parastatals also perterm a social
function. This is certainlv true in manv cases. However. rthe cost of
subsidizing a companv must be weighted against the benetits obtained. It mav
well be the case that the subsidv would produce more sccial 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.
Yearlv plans have to be elaborated in line with defined objectives.

In none of the plants visited was there an incentive svstem. either for
the workers or for the management. Management often viewed themselves more
as public emplovees than responsible for the comranv., Management often felt
that kev decisions lay outside their control.

Government policv on the future of parastatals is not vet clear. Policv
decisions are needed on which enterprises should remain with the public sector
and which should be privatized.

6.2 Regional dimensions

The East African Community was formally dissolved in 19/7 but trade
problems were alreadv evident several vears 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 Caribbean and the
Pacific (ACP). Kenva has signed the Lome Convention. ACP countries benefit
from access to the EEC market and nearlv all industrial products are exempt
from duty and quantitative restrictions.

At present, both the textile and ceramics companies produce 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 period of rehabilitation.




79

The vecectable processing companv has produced mainiv to. the Eurepean
mar=e*. if the plant is rehabilitated. there mav be a regicenal demand for
dehvdrated vegetables. particularlvy in tood processing such as aliterent kinds
ot soups.

In summarv. regional cooperation tor the three plants studied is not an
immediate obiective.

6.3 The manufacturing sector

Manufacturing is a leading growth sector in ':.¢ Kenvan economv., and it
produces about 12 per cent of the nation’s CDP. [ts patential. however. is
diminishing due to declining investment in tixed capital. Statistical
intermation shows a degree of disinvestment. which is confirmed bv informal
observaticn. [he outlook of manufacturers ha: been dulled in recent vears bv
fluctuating econemic conditions and uncevtainties in the business climate.

The sector is heiped and encouraged bv tariff protection and import

controls. It is assisted financiallv bv government policies to suppert
industrv. especially through varicus DFis. Foreign investors are covered bv
the Poreign Investment Protection Act. These are positive elements of

assistance. but the government also restrains and closelv controls the
manuiacturing sector through numerous licensing. marketing. and financial
controls.

Manutacturers must obtain a varietv of licenses. depending on details of
their businesses. Requirements include licenses for trade. imports. exports,
emplovee entrv and work permits. and licenses for manufacturing under bond.
Besides the licenses, there are manv rules and regulations. for example, the
requirements to file returns and pav income taxes. a training levv. and sales
tax. Manufacturers must file survev information each vear regarding
ownership, investment., turnover. emplovment, and so forth. Recentlv, thev
have beer required to identifv distributors of their products under the Trade
Licensing Act. and thev are accountable for the authenticity of each of their
dealers as a holder of a valid distributorship license. Thev are accountable
also for a varietv of conditions that are covered in the Restrictive Trade
Practices. Monopolies and Price Control Act of 1Y88.

Manufacturers are faced with price controls for some items. and not
alwavs can they freely purchase their inputs from the market. Manv 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. Th~v are subject to rinancial
controls. such as foreign exchange controls., foreign exchange allocations for
business travel. controls on the pavment of dividends and profits, and so
forth, in addition to the alreadv mentioned taxes and tariffs.

The manufacturing sector shows diversitv. but individual manufacturing
firms produce a wide a range of products. Quality control is largelv a
missing factor, as well as a lark of regular attention and s+ -~jialized statf
for product and production engineering to improve products and production
processes. Management is too often carried out as a routine, as conld be
expected in a bureaucratic administration. Insufficient attention is given
to financial management and maximization of returns to investment through
proper cost accounting and analvsis. The direction of enterprises do not show
the initiative and the venturous drive that 1is typical of successful
manufacturers on the international market.
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The Government is aware of the obstacles to production mentioned above.
Indeed. significant steps are being taken to remove these obstacles. But it
1s clear that the Government's efforts in this connection need to be more

focussed. integrated and intensified.

In sum. the Government must be constantlvy aware of the need to provide
an enabling environment in which manufacturing can prosper.
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CHAPTER 7
SUMMARY OF PROJECT CONCEPTS

General

Technical assistance (UNIDO) to establish within a Ministry seiected by
the Government of Kenva. a specialist consultancy unit with required
expertise 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 enterprises visited

Improve the management training of all senior and middle management.
especially in the use of management information systems.

Provide micro-computer and associated training especially to 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 cf the training programme.
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A N N E X A

The UNIDO integrated “Top-Down/Bottom-up®™ approach
to rehabilitation

Until now, mcst work in Africa on industrial rehabilitation has not been
systematic 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 analvzing the real causes
or their ramifications - or as a macro-economic issue. In the first case.
technical assistance activities have often been carried out in isolation from
governments’ fiscal. monetarv and economic policies, without taking into
account financial requirements, market possibilities. and the availability of
raw materials and intermediate outputs. This approach has frequently resulted
in rehabilitation projects that were too narrowly focused. Concentration on
solving individual problems runs the risk of other problems being ignored.
In the second case, the diversity of economic activities and economic
potential at the micro-level is not always appreciated.

The concept of industrial rehabilitation obviously needs to be broadened
and integrated: it should combine an understanding of both macro-economic
forces and real problems at the plant level. Manufacturing enterprises should
be studied in relation to their total economic environment. Diagnostic
analyses and remedial action programmes should cover the entire range of
technical ., managerial and technology issues 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 .he optimal use
of existing capacities and resources for future, general industrial growth:
it would become part of an attempt to regenerate the African industrial
devel opment 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 foliowed 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 eavironment (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 viabilitv.
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Figure I1: The Plant in its working environment:
Top-down/Bottom-up approach
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The Top-Down/Bottom-up approach leads to three main tasks. 7The first
is to identifv suitable enterprises where scarce foreign exchange and other
investible resources will be most efficiently used to upgrade production and
company performance. thus ensuring the greatest impact on overall growth. 1In
particular cases. industrial rehabilitation mav actually lead to plants being
recommended for closure. In such cases. even though important social! and
political implications have to be considered. shut-downs cannot be excluded.
The established concept of rehabilitation often restricts the view of
decision-makers to existing industrial structures. whereas a wider and more
forward-looking regeneration concept might help all parties concerned to see
closure as a necessary part of an attempt to establish an industrial structure
with better prospects for sustained growth.

The second task is to combine the plant rehabilitation process with a
restructuring programme of the industrial sector as a whole so as to ensure
growth, domestic economic integration, and/or the provision of support
industries and services. Such a programme will entail investment in mnew
capacities in industrv, infrastructure., services and primarv commodity
production. The third requirement is to adjust the policv and administrative
framework to support better the domestic and international efforts tcwards the
industrial regeneration objective.

Rehabilitation can thus been seen to be a process that has technical.
technological. organizational and managerial implications. It also has
economic. financial. marketing. design and engineering aspects. Similarlv.
restructuring at the subsectoral level should take into account economic and
financial aspects. as well as the general and technical management structure,
product technology and range. and domestic and foreign markets. The wide
range of issues involved implies that human, physical and financial resources
should be concentrated on a few manageable projects or markets. and attention
should be focused on technological developments and market trends.

As the approach covers a wide range of 1issues successful
implementation requir.s the mobilization of resources from domestic entities,
both public and private, and from foreign multilateral. bilateral. commercial
and financial bodies. The activities of these entities should be co-ordinated
to provide the appropriate assistance to pl.nts, subsecters and overall
industrial regeneration.

The Top-Down/Bottom-up approach also suggests a concentration on a few
important firms in kev subsectors with good backwards and forwards linkages
to other firms, industries and sectors, especially primarv sectors such as
agriculture and other natural resource sectors.

Emphasis on a few strategic firms with good linkages in kev subsectors
concentrates resources where thev can have most impact. [t also maximizes the
multiplier effects of any given investment. In that. should these firms be
succecssfully rehabilitated thev will exert a significant "pull-cffect” on
other similarly placed firms. They thus become the “2tors to start the
regeneration process going and provide the dvnamism for more widespread
economic growth,




In sum. the application ot the Top-Down/Bottom-up approach will assist
African Governments to link the macro-industrial . macro-economic. branch-level
and project issues to decisions taken on rehabilitation and upgrading of
production. The approach is also expected to increase the rate of survival
of particular 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 ba a dynamic. torward-looking concept.
Restoring industrv is not sutficient. for both the world and economic
conditions change rapidly. Ignoring these changes might lead industry back
to its prior unacceptable state.






