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INTRODUCTION

OQverview of concept and issues of sub-contracting

Sub-contracting is a device of industrial organizatiocn.
widely used as » strategy of production managemsnt in many
fislda. It is unrefuted that a totally integrated industry
with the entire production process from raw material input
to final ot put for every component iz terhnically
impractirable and inefficient. A manufacturing firm may
engage several gub-contracters to undertale part of the
production systems. Fconomies will be realized through scale
nf production., specialization leading tc higher quality and
flaxibility in terms of prnducticn planning ani inventory
management .

Why the concern? The pre-nccupation with investment and
economic growth. and the gquest for ipdustrialization by
developing conntries makes it imperative for managed
indnstrial development vis-a-vis the spontenenus., marbet -
determined alternative. In particinlar there is a realized
need for structural adijustment of the econmmy to increase
the role of manmifacturing so as to enhance the value-added
of drmeetic production for sustained ecconomic growth. price
atability of farm products and increased international
competitiveness. At any rate. assisted sub-contracting aims
to re-inforre the dsvelcopment process and ia not an end in
jtsslf. The Kenya Subcontracting andi Partnership Exrhange
(KSPX) was set up for the purpnas of fostering industrial
growth through promoting and facilitating sub-contracting
between firmsa.

In Kenya, gnvernment economic poliry emphasizes efficient
use of reascurces. Growth of industry has fallen behind the
rest of the economy in the last decade as "iniant industry”.
rreated under the protective policies of the the 194608 and
1970a. has failed to become competitive internationally.
Production capacity is underutilized psrtly hecause of the
increasing gap hetween import requirements and foreian
avchange availability. Export earnings and  dnmes’ i~
produrt inn  have stagnated in rasponas  partly Aduve t-
unfavourahle trends in the world economy and partly dne to
dAefirient marrn-sconomic policiaa. Tnafficisancy jn resecurre
nae and erFontiniing subsidies tn public  industriss have
brought about budgetary .drain in a perind vhen resourcewx
have hecome inrcreaaingly scarca. It is against this advaras
background that a new apprnarh in industrial strateqy has
been put forward. According tn Seasional Paper No 1 of 19R4,
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Kenva's proapacts for arceleratad devalopmert have highes!
prtential in agre-industry. Not only does it en*ail hirth
Incal valne-added, particularly in foreiqgn exchange terms
hut it ha=s advantage in income distribuytion and eamplevment
rreat inn.

Study_rationale: ohiectives’and scope

This= atndy Aim= to identify the pntential., arcope.
opprrtunities and constraints «f sub-contracting in the
aqra-ipduatry sector of the Kenyan economy. It appraises the
inetitutinonal and implementation mechaniome of the FSPX and
proprees prliries and actiona teo enhance the effactivenscs
and eustainability of the exchange. The study fncuagea ~r
manifacturing and procezsing cof agriculitural and  agr~
farestry products. The activities inciuded are thnse in the
International Standard Industrial Tlassification (ISIC) aly
4-diait cods range betwesn 3111 to 3420 shown in Appendi-
A. The purpese is to provide information to enable the Kary
plan the apprnrach andi mebilize rescnrres to  embark ~n
extending its operations and prrgrammes to the sector in the
near future.

Meth~doloqy_of Study

In view of the fact that the eub-roantracting exchange i=s »
novelty in Kenvya. this engniry conld not he formilated in
all reeperts a__priori. An  indunrtive qualitative _and
exploratory apprnacrh was pursued, rendering unsuitabl~
atatistical methodology for handling the informatirnp
gathered. Within the time and budget resources of this stuidy
project., information was songht by means of literature
review. discrnasions with officiale of the KSPX and its
affiliated inetitutinons and through case_ studies of firms
judiciously =elected from the agro-industry =ectnr, whnae
members ~f management could provide the needed help. Vigits
were made to these firms which were considered to bhe
representative of their respactive anh-sectors in terms ~f
the sub-contracting phenomena. M~re  information on other
firms was collated from current active directories nf trade
associatione, partirularly KAM and X-MAP. The Consnltante<
also relisd upon their previcus consultancy reenlts t~
compleament the above information.

The findings and conclusions will, therefrrs, remain
tentantive until more informatinn of vyelevant factnr-
hecrmes available. The results prnvide hypnthesea apd a
bacir fAr rapducting detailed quantitative atndjes which,
indeed, jia re~ommended a= an actinon agendum of the KSPX.




Literature review

There ia a fairly wide body of general irformaticn in the
area ~f industrial linkages and sub-contracting®. However.
infarmation on specific industries and preducts in Kenya is
ekatchy, outdated or totally larking. We review briefly
helnw the most relevant and readily availahls material which
we ware able to draw upon for this study. It should be naoted
that saome prlicry and administrative documents of the
Ministry of Industry and the KSPX. made available under
eonfidential cover, are excluded in this review.

The Ceapntral PRurean of Statictics has. in the past, prepare’
input fontput tahles medelling resource flowe betwaen 211
cactors in the entire eccnomv. While highlv infermati-e.
they are handirapped by ohenlegcencs and  ivreania:
appraranre.  In adldition to these probleme Surveyg  of
Industrial Production are faced with lack nf :letai] an?
incrmpleate coverage  (CRS 1977 apd 100N)

Puring the past ten years when the forn= of ecaprmy -
deve]l npment ha« hean direrted at axpoart -promnt 1o
indnstrializaticrn, the work by the Industrial Resear-h
Proie~t at the Department of FEconomice, IU'niversity n¢
Nairohi. has provided the most broad and detajiled studies «~f
the atate of the Kenvan industry. The continming proiject har
Frilminated so  far in two hooks (Coughlin 1989 and Craghlin
1201) in which s~rme 30 papers of policy analysis and cae=
ctudies of industrialization in Venya reveal achisvements.
prohlems and opprrtunities. A persistent theme of the papern.
is inefficiency and capacity underutilizaticn as the main
weaknesses of industry at firm and sectoral level. Defertivn
policy. weak jnetitutional satrustures and unfavourahl~
drmeatic and external pelitical influsnces are congideared -
be the main axogenous cayaasg inhibkiting rapi-!
industrialization.

A UNIDO-sponenred seminar held in Nyeri in 1930 Jaid the
foundation for the establishment of a sub-contractinoe
exchange in Kenya. The seminar report (YMIDD 1990) brinn-
together perspectives and information on aspects of anb -
contracting by a number of government and Annnr agenries.
statutory hndies and private entarprises. With the eaxception
nf the frotwear industry. the information provided in papere
presented is of general or gketchy nature. N =trong caas foy
a sub-contracting exchange in Kenya with a phased programme
~f implementation was put forward.

We 4did not  come acrnes any quantitative _information
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pertaining epecifically to sub-contracting in the agro-
industry sactor. Howsver, thrae studies contain significant
findings. Schluter (Schiuter 19684) argues that there is a
largs potential market for food and béverage exports based
cn  high-value. low-veolume crops produced in Kenya. It
requirea certain institutional and policy development in the
agro-industry sactor to break into this market. M:Cormick
haa pninted out that emall firms in Keilyd tend to survive
and grow by proliferating and divérsifying rather than
expanding their operaticms - A& risk-sanigémsnt stratégy as
well as a manifestation of “lack Uf asdéquate maitdgerial
capahility (McCormick 1992). It i¥® doubtfdl. therefore, that
small-scale éntérpridés chn réadily p¥rticipste in the
industrialization process, through. say sub—contracting.
unless the risk-prone #hvirorment {8 improved. A study of
outarower contract farming achémes (Ayako 1989) for sugar
cans:. tea. tobaccc, sweetcorn and hortitultural and oilseed
crops found mixed results of success. The main constraints
of sub-contracting were poor managemsnt, inability tc
renetrate high-value export markets and tschnical extension
tn improve farming methéds in the field. It is recofmmended
that an erabling enviromment. vhich reduces various risks to
small-arale farmers is & prerequisite for the success of
these achemes.

The list of saecondary information sources ie in the
bPibliography of this rsport.

Discussions with officials of the KSPX and affiliated

institutions

A= a satarting point. the Conesultant was first familiarized
with the set-up, organization., management. operations and
programmes of the KSPX. The exchange managsr and the
industrial engineer of the KSPX prnvided information on the
exchange, including a number of relevant documents.

Discussions were alsc held with officials of the following
institutions:

K-Map
Miniatry of Industry
Federation of Keanya Employers

The discussions dealt primarily with macro-economic
environment and the ingtitutional setting of the K5PX. They
also tourhed on the pobtential terhnical reésources which
rould be provided by institutione affiliated with KSPX.

Information vas obtained from secHndary sources on thése
organizatinns:

IR\
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The main interest was the potential interventions they cculd
provide to facilitate sub-contracting.

Field_survey (case studies of selected firms)

The list of firms and organizations contacted for this atudy
ie presented in Table 1.3. Interviews were conducted with:
nfficials of some teh organizations. Résponses were sought
by means of discuSsion., uesing the list of factors ir
Sartions 2.3 and Sectioh 3.1 of this report. As there was
ample documentary informatich on two organizations in the
leather industry (Bata and Tiger Shoe) it was decided t-
ntitize the inicrmation rather than pay a visit to the firms
('NIPO 1990).

As wide a cross-section of types of agro-businssses ar
poegible was included in the survey. Selection was based -»n
the ressarchers’ knowledge of and familiarity with
ronditions in the industry. An attempt was made to diversif.
the sgelectinn, taking intn account such factors as the
economin  activity. aeographic Incation. ravw materialas,
producte, processes, corporate status, etr,

As explained above. a checkliet of descriptive and appraien!
fartors pertaining to the firms and their sub-contracting
environments was developed and used as a guide for
diecussion with the individuals in the organizations whirh
were contacted. These factors were identified throug*
briefings betwean the consultant and officiale of KSPX. *
physical reconnaissance of kioaks, marketa, store=~.
supermarkets and butcheriea was conducted to supplemenrt
information gathered from the intervisws.

The consultant team comprised of an industrial economist an-
a statistician/airvey axpert, asgssisted by a8 reeear~h
asciatant. The fisld study was conducted by the surve,
sxpert and the rssearch assistant.. Becaume aeleaction of the
firms was subiective ant tha information sought ¢
qualitative nature, the rate of reeponse was not -
importance. A firm, if selected. which could not be accesas:
bacause of inability or unwillingness of management .
participate in the study was disregarded and substituted -
annther which was similar to it.
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Table 1._3: Cage Study Selected Organizations/Firme
Activities/Products
“raanization/ Agricultural Products
Firm Raw Materials
K.T.D.A. {Tea (green, iTea (black)
(reprecenting f small-holder)t
39 tea factories) | 1
1 ]
K.S.A. 1Sugarcane iSugar, Molasses, gasohol.
{(representing ! Ipotable alcohol. bagasse

all sugar co.'s) |
]
Trufonds Ltd/ 1Fruits and
Kenylon Ltd/ fVegetables
Kabazi Canners Ltdl
]
linga Group Ltd {Maize. wheat
(''nga Maize, i
iinga. Elianto.
linga Feeds,
Flliots, Proctor
A& Allan. Ufuta)
East African Fine ICnttoen
Spinners

Panafrican Paper I1Trees,

Mills Ltd ! (Sugarcane)
!
Bata Shoe |
} fHides and
Tiger Shoe ISkins

'
Farmers Choice LtdtPig

!

i

Mr Wachira ! Timber
(Jua Kali furnit-1{
nre maker)

Dearnng Ltd (Ready-made

[}

]

§

I Garments)
1

Tetra Pak Conver- | (Paper)

ters 1td4 ]

1 = > — —— — S — S’ T . el e B . s et i Ml gt A e S Ay e e S S — | i i e = P

i
'
iJam. Sauces, Squashes and

lassorted foods and ingredient<

|

L

iMasize flour. wvheat flour,
fanimal feeds. pasta. coocking
toil. breakfast cereai. breand
]

{

1

I

fYarn and Thread

'

]

{Paper and Board

]

¥

Fontwaar

!

!

|

IM~at (Pork. Sau=sage., Ham.
! Baron). Lard

bed, table, chair. wardrobe

Retailing apparel goods

cabinat, bookcase, upholatars:}
suite, ganeral/epecial furni®

Liquid food packag. (industri»’:

Y X
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Analysis

In order to realize the obiectives of the study explained
ahove a synthesis was performed of both the information from
secondary sources and the qualitative data obtained in the
field study. A

The effort to promote and facilitate sub-contracting is
taking place in a macro-environment of a mixed economy in
terme of public and private ownership, and lccal and foreign
investment. The monetary economy of Kenya has its roots in
ralrnial era during which inarcantiliam was first eestabliched
ani subsequently succeeded in importance by aariculture.
Current poalicy thrust is to enable industry to assume a
leading role. Chapter Two describes the structure and
evolntinn of the Kenyan economy tracing the origins and
devel npment of industrialization and highlighting the
atrengths and constraints of the agro-industry sector.

This study gained a picture of the sub-contracting practices
in “he agro-industry sector through case studies of firme
directly or of organizations representing a cross-section of
industry (eg KSA}. The findings are reported in Chapter
Three. Specific opportunities of sub-rontracting in the
aqro-industrial sector are dsscribed in tabular form in
Chapter Four. Pntential for involvement of other sectore is=
aleo discussed. Reviewing the presant management .
nraganization, operations and programmes of the KSFX, Chapter
Frur proprnses actions and inastitutional changes which the
evchange should undertake in order to become an independent
and seif-reliant entity, able tn exteénd its coverage to the
entire manufacturing sector. Government must continue to
facilitate an enabling environment for industry to diversify
and grow. Through a framework of classification and analysaisn
nf relevant factors., certain brnad suggestions of policies
and actiongs are made in Chapter Five. The chapter concludes
Wwith recommendations of an artion plan and implementation
strateqgy which KSPX should embark wupon.

Table 1.4

Coverage of Terms of Reference
re— e -~
1i Overview of current state of sub-contractinagiChapt. 31
tii Potential areas of sub-contracting in sectoriChapt. 41
‘. - {_ g

1iii Institutional framework involved in agro seciChapt. 51
b } 4
1iv Prop. inatit./KSPX co-op. to enhance s/contriChapt. 5t

Ja—— |

| o

Iv Findinags & recommendationes on i. ii, iii & iviChapt. 61
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A_Summary of Key Results and Conclusions

A ~atalngue of eub-contracting opportunitiss within. and
prtential for invelvement by other sectors in the agreo-
induastrial seactor i= given in Chapter Four. Profiles of some
sub-sectoral linkages in the agro-industrial sector are
precented schematically in the appendices of this report.

The acope and realized potential sub-contracting in the
agrr-indnstyy sector at the present time is small,. relative
to the significance of the sertor in term= of its national
product  and  size (number of firms and labour force). The
mnret promicing poseibility te estimulate agro—industriace
t hreugh sub-contracting liéa in a two-tier strategy. namelyv.
firet rommercializing certain agrirnltural activities at the
farm level and then, ececondly. rreating and evxpandina
markets for inpute and ontputs. This preliminary study has
drawn some conclusions based on limited literature review,
discruseions with informed managers’/experte in the indnstrv
and nbservatinns nf conditions and factors prevailing in th-
Kenya economy:

Pensearch in and the market for aub-contracting are hampered
by the lack of relsvant and up-tn--date technical_information
on Activitiea, products and proceases in the ecconomy. lint::
the eatablishment of the KSPX in 1991 no system. formal ~»r
informal. of data network and information exchange on enh
rontracting had heen attempted in Kenya. A large section ~f
the concarned piblics are atill yet to be made aware of the
eviatence and activities of the K3PX. Policy intervention in
practical terms has heen inadequate.

Althnough agriculture and agricultural industries contribute.
gignificantly Kenya's GDP the scope and the exploited
potential of suh-contracting in both sectors is small. The
local market for processed food is small because the
majority of the population produce and consume food on the i
own farms. Sub-contracting in the food manufacturing sector
is manifested mostly in packaging. The two most impnortant
cash crops. tea and coffes, are produced mainly for the
evprrt market.

Agro-industry manufacturing in Kenya involves mainly
assembly line and chemical process systems using high:
inveatment capital intensive technology. These utilize
mnstly imported specialized machinery and equipment frr
which there is a retatively small market for sub
contracting. Most fcod commoditisae are perishable and thair
procesasing requires exacting demands of hygienic handling,
making it wnauitable in Kenya conditions for a manufacturer
to unae auh-cnntrarctors,
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Kenya's industry is young. using relatively simple )
technelogy — in most  indtances aiming to produce from raw

material to the consumer product. The intermediate goods
sector is underdeoveioped. In similar wvein the skill
endowment of the industrial labour force in thé economy is
insufficient for effective absorption and dfiffusion of
sophisticated industrial technology.

There ia a reported prevalent attitudinal barrier to open
market sub-contracting prémised on the fact that most

industrial firms are non-indigéncus family
owners are reluctant to
intigenous enterprises.

concerns whoee
co-oparaté with up-and-coming

The businees environmen® K whereby the economic and sorcial

conaequences of enterprise failure are sgavere, inhibits
small firms growing. Remaining small - and conseéguently
below the thresheld size to undertake induetrial eubh-
contracting - is a rational risk-management strategy

rommensurate with the rigks and npportunitise faced by new
and up-coming firms. This phenomenon underlies the stinting
nf formation nf a dynamic mamfacturing sector.
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CHAPTER TWO

it

DEVEL.OPMFHNT AND PRESENT STATE OF THE AGRO-INDUSTRY IN KENYA

In order to aprreciate the policy context of sub-contracting
in the agro-industry sector and an institutionalized service
madinim like the KSPX. we first examine the macro-economic
framewnrk and the underlying factors. This chapter describes
the structure and trends of the Kenya economy. focussing con
jgenes which neceasitate a dual agro-industrial =trategy as
a means for orderly and efficiant development.

2.1 Historical Development and Macro-Economic Qverview

The importance of agriculture in the Kenya economy cannot he
nveratated. It ia the focal activity., providing the basi=
for development o~f other sactors of the aconomv. Agriculture
is geared towards food production and aeneration of rav
materials and proresszing of commodities for eyport. Over the
yeare the aartor has endured negative term= of trade with
the reat nf the econ~my (Sharpley 1974).

Oriains_of _Industrialization

The acopomy of Kenya has always bheean apd continues to ke

drminated by agriculture. .With a rapid arewth rate of

s l population whicrh has remained well ahove 3% p.a. for decade~

and the persistent subsistence inertija, the wvast maiority of

' perple are enpgaged in and depend for their ijncome on
l agriculture,

Although manifacturing was nnt given priority during the
colonial era, free enterprise reaulted in the rreation of a
nurlena of activities, mainly in fond proceeasing, arnund
Mombasa and Nairohi. Thus, industrialisation precess started
invaluntarily and by the 19508 the foundatinne of Kenya's
industry had been laid and East Africa’'s ercnomies were
hbroming. Kenya was ahle to exploit to the full Nairohi's
advantage to hecome the centre for growth indnstries serving
the Fast Africa region. By early 1960°'s the manufacturing
gector constituted 9% of domestic produrtion while
agriculture contributed 31%.

After Independence Kanya smbarked on a policy of acrelerated
industrialization. Measures to ancourage new industries
included affirmation and strenagthening of a free enterprire
environment and provision of a substantial degree of
protectinn of domestic industry by quantitative reetricticns
and tariff measures against imports. A plethora of impnrt:
substitution induetries mushroomed all acroas the country,
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avpanding the contribution of the sector teo 12% of grose
A~meatic product by 1970. The firat decade of Independencs
vitneasad an impressive 6.6% p.a. growth rate of the
arnnomy. This was, however, achieved at the expenze of high
cost. uncompetitiveneas in the export market and hence »
burden to the domestic consumer of locally manufactured
goods. Manufactured exports account for abont 15% of the
sactor’'s output.

Y

'

Dualism

L4

The Kenyan ecnnomy has a dualistic character. The forma!
m~rdern sector with large and medium sized firms Jocate!
mrstly in wurban areas and which are based on capital
intenaive producte asnd preduction metheds utilizing hired.
relatively weliji-reminerated labour. Thousands of s=matll
informal enterprises now thrive all over tha country.
operated by self-employed with low capital investment usinng
labour-intensive methnods tc produce commodities primarily
for the low-income groups. The linkages between the tw-
sectors. though growing. are weak.

Diversity

In relatinn tn itg aize and the level of develnpment nf ti-=
country the manufacturing sector is well divversified. The
stracture of industrial cntput is shown in Tabhlse 2 .11

Table 2.11: Percantage Distribution nf MNumher ¢
Firme in Manufacturing Sector 198A8

Industrial Sub-Sector %

Fond, beverage & Tobacco a7

- 4 Clnthing and Textiles 12
. Fabrirated Metal Products 22
d‘; Chemicals. Petrolenm and Plastics 15
‘§_ Wnnd, Paper ard Printing A

: Other manufacturing 2
5 Tot al 100

Somrece: CRR

'l

Size of Firms and Labour Absorption

Employment generation in manufacturing is limitsd becaunse ~f
the high share of large. capital-intensive firma ani berancna
of the syatem of incentives which makes the ralatjve price
of capital lower with reapect to labour. Total employment in
the mannfarturing sactor in 198R was 252,000 of whirh 572
ULL in the agro-induatrial sesub-gsectors. Thare ja a
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rreadominance of large firms. It can Dbe readily verified in
Table 2.12 that the establishments with 50 or more workers
arrount for over AS% of employment.

Yenya Wyaher of Estadiisheentc, Esslovess and Earvings By Esploveent Eroves and
scnrowic Sertar, 1OM

: faclayeent Erop
Eranreis Certar Lot -8 1 S-18R-4 A ! Total
+ . 1] [ 13 1]
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Sruree: Cantral Purean of Statistice Statistical Abstra

1989

Adjustment to Cope with Chanqged Circumstance

Following a sustained rapid growth rate of 6% p.a. in the
firat decade nf Independence, the economy hegan to sleow drwn
in 1974-75 as reatrictive prlicies were intreoduced to deal
with the firat OPFC oil crisia. In the late 10708 the pBliry
nf prntertinn rould no longer be sustained and measures Were
inatituted to arient ipdnagtyy more towards evport promotinon.
The rneropd oil crisia in 1970 precipitated world-wids
veregaion and derlining commodity pricea., plunging Keny»
inte miltiple difficultiss of atalled economir growth, hiah
inflatinn, budget deficit andi balance of payments. A
structural ad justment __ programme, accompanierd by a

atabilization_ __ proqgraome. was ambharkead upon by the

L cosne A

[RTON LT VR N

FERFTISN

. a



..
P

.

—

b

.

.2

- BTN e T T, T

:

grvernment. with support of the World Bank and IMF. Amonc
the measuyres »f these programme= was that thers must be les=
dependancy nn foreign aid and foreign investment to finan-~-
gqrouth. The underpinning strategy of this policy. which i=
the focal point »f the~  current develcepment plan. ie *c
increase the role nf manufarcturing while taking advantage !
agrirutture. In the words of the Sixth Develepment FPlarn
{19RQ-1993)

" .the davelcopment of the indnstrial sector
nccupies t he sacond priority position after
agricultnre "~

Frevinus appr~achee muat he diacarded:

"..in placingy too much emphasis on  consimer qonds
anhatitution, there were no commenayrat e
incont ivea for the devetnpment of intermediate and
capital gqonds. . "

A quarter of the Plan (Kenya 1089) is Aevonted tn the
development ~f agriculture. industry and human resourres.

Role _of Aqro-industry

Whil=t the land area available for agriculture is amall.
Kenya bhenafits from an excellent climate in which a wide
variety of crnpa thrive. Agqricultnre produres adequate fo-!
for the country's rapidly growing populationn and a surples
for bath syport and local industry.

Coffes and tea ara tha laading exporte. The farms are
privately owned Mnt basic procesaing of roffee and tea ir
undertaken by co-operatives and state-owned enterprises and
marketed through statutory boarde. In addition., a wide ranag-
nf other crops are produced for domestic consumption and
export. Development. of the agricultural eector has heern
agaiated by gnvernment and heavy inveatment by multinatinnal
companies hag significantly boosted production of bariey.
pineapplas, gunflower ased, tebacco, cut flowers any!
horticultural preduce. A powsr alcohol fartory based on
mnlaggea from the sugar factnries is a sperial development
8~ ig the anon to be built additional paper machine at PFM
Webuye. whirh will rely nn d» -pithed bagasse, alsn from *the
sugar factoeries,

Kenva's natural and man -made fovaesta cover 3% of the land
area. Theaa have been nged evtenmsively as rav ma“erial fm
me~haniral and rchemical wond-based indnstriea. Product..r
potential on a sustainad basis ia estimated at 2 millin
cubic metrea of wood per annum.
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Emp toyment

The agricultural =ectn providas occupation for about RO ~f
the lahour force. In the employment scenario, depicted i«
Tahle 2.21. abeout 240,000 per=sons in the m~dern sertor are
engaged in agrienlture (1srge mixed farms and plantaticne)
anl foreatry.

Takla 2.21: Kenya Labour Force Dietribution. 1988 ('000)

Rral Urban Total

L.ah~nr Forre £.9312 1.£23 8 556

M~dern Sercter Fmployment 443 34 1.7
Private eactnr 217 4417 T34
Fabhlic sector 226 4140 RRA
Qalf emplnyer - 11 41

1 han Informal - 441 441

mall Farms 6. 055 - 6,085

Pt al non farm 435 - 425

L J
TOTAL. FMPLOYMFMT 6,93] 1.3k5 8. 29A
Uinemp 1nved - 258 258

Sniirre: Devalopment Plan 19A9-1903. p 19R
Tour ism

The agro-induatry contributes directly to other economi~
asctora. High guality luxury fondas are important for the
touriam asector. In 1989 about 700,000 touriste visited the
country. staying for an average of 14 days in 300 qualitv
city and bearh hntels and game Indgeas. Of these 400,000 cam-
from Furnpe., 100.000 from North America, 50.000 from A=ia
and 150,000 from ltiganda, Tanzania and Zambia. Tourism earner
more fareign exchange (432 millinn K.pounds=) than coffer
(221 million K.pounds) and tea (315 million K.pounda).

2.4 Market for Aqro-Induetry: Scope_and Structure

Kenya manifacturad preducts comprise

a. atandardized producte such aa cement from modern plant~
whirh are competitive in world marksts

b. rommadities haged an patural reenurces, inciuding =n~da ash.
leather etc

c. prodnrcta  whirk ran  ha exported jin amall  amounts to

neighhriring countries barcaume of cnst  advantage ap/d
marksting connections anuch as beer and cigarettess: thir
category arcounte for nearly 70% of mannfactured evports,
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Mar ket

Arrording *n the 1980 pepulatien cenpaus. Fenya had s
poprilation of 21.4 million, with an annual agrwth rate ~t
3 % M~re than half cf the pepulaticon is helow the age ¢
20 veara, Opiy 13 of the land iz arable and still more than
any ~f the papulation live in rural areas. although the lack
nf opprrtunitiea there leads to a growing influx to nrbaxn
rontres. The lacal mark t for fond and other agqricultural
haced commodities i=, therefonre., large., growing and
transforming rapidly.

The production and conammption nf selected agro--industrial
commndit iee in presanted in Takle 2.31. Altheough there arve
adequate farilities to meet Jocal demand. the countrv
rontinues to  import sugar becanse of underutilization of
rapacity. Consumption of spirits exrceeda local demand.
neceaaitating importation to cover the defirit. Generally.
Kenya is ahle tn produce enongh »f the other commoditiec
with a surplus for export,

Table 2.31: Domestic Productiorn and Consumptinon nf Selected
Agro -Industrial Commodities, 19R4-10RA8

Commodity 1 Unit 71984 1985 1986 19A7 1998

Sugar tThousand tProdurtion | 409 407 370 a9n 107
itons 1Consumption! 410 446 495 419 41%
t ! t

Cigarettes/11.000 mill.{Production 1 5.4 5.7 5.8 6.4 6.6

Cigars t sticks 1Consumptiont 5.1 5.2 5.3 5.8 6.2
! | '

Tobareco f Thousand (Predustien ¢ 5.9 3.0 1.2 2.6 2.2
! tons fConsumptiont €.6 .7 3.4 2.5 6.2
i I ‘

Reer tMillion Production ¢ 20 263 302 308 314
! litres {Congumpt iont 230 260 255 3ans 31k
1 | i

Mineral IMillion tProduction ! 1738 102 1RO 197 17+

watera I litres 1Conaumpt iont 1239 101 174 196 176
1 f ) 1

Spirits t Thonsand 1Preduaction 1t 530 449 553 910 967
i litres fConsumpt iont €53 697 791 1132 11R9
1 i !

Fabrics 110% sq. fProduction 1IR2.7 B82.7 ABRA.2? RHE.6 RI.A
! metres 1Conaumpt iont35.5 A82.8 R7.6 91.9 94.3
! I !

Rigcuits 1 Thousand IProduction { 4.5 3.3 3.7 3.6 3.2
i tons {Consumptionl 4.2 2.7 2.6 3.3 3.0

Source: CB S
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Regiocnal Market: the FTA

The Preferential Trade Area {FPTA) of Eastern and Southsrn
Afri~an Statea2 wyasg agtablished to promote co-~pzration and
develnpment in all fielde of economic activities with the
nitemate abiect ~f having a common markét in the regicn. The
conntries will gradually redure and eventually eliminate
riatoma dut iesa and non-tariff barriers. Imports of
agricultural commdities into Kenya and other PTA countries
from nen-PTA countries represent a sizeable market which
~onld readily be exploited with suitsble policies. Among the
main commodit ieas imported. whirh could be produced (or theiy
anbat itutes obtained) within the

produrte rirce,

PTA is working towards a policy
temprral marketability

PTA. are palm cil. dairy

sugar. soya bean oil. pager and ceotton. The
the spatial and

the ajte of produrtion.

Tahle * 27

Yon.a Frands’

t~» Anhance
of local crops through proceseing !

{ORT ¢

tigyady Taasaniz Pugndy  Yighakws F¥hjopis Seeatiz Purendi (rere

Tak 3l

Fries - 183 - - - - - 197
Usnotrnlz 3l Vinde e : L " N Z RS e
Tz i n * ', 18T - b I AL
Gosr 7 3 - 5 - - 3
'_'!:.;!.-:f"gg - ™ bl - ] "95‘ !A‘ - ?'|'.-\
Fapee € Caror Bazed M P2 “w RTI AT " a1 ™ AN
Tevbrls yara HA I £T 1 " ' - - £ SRS
Fyhrire o 9 ey (334 <1 ! 1T 416
Myse-np arbiciac i Ly s - 544 far % LA
Feisted pytter LN €a1 ™ S ” s » PR P
Nifice chgbynparing Is8 o 17 LI &7 122 LA © 1,91
Biitrher prppagitioe 57 978 72,473 {5 TAT @R 547 141 5,949 8,627 1279

TaTan 82,180 25,477 16,74 10,79 879 75H 0 AT 9,787 16407
Tanreer C00 Ghabighiry] Rbebrart $004

Hote (1) Mainly petroleum producta and const itnent2.

pharmacentical products, cement and metal produncts

As ashown in Table 2.22 Kenya evportas a
industrial products ¢t~ the PTA. The

wide ranqe

of agrn

value nf imports from

2 The Treaty mstablishing the PTA wae
membher conntrissg
Leanthn, Malawi,

The 1R
Ethirpia, Kenya,
Somalia, Sudan.

are Angola,

Swaziland, Tanzania.

Burindij,
Manritius, Mo>ambinue,

Ugands, 7ambia and Zimhabwe

signed on 21/12/19R1
Comoyns,

Diibouti.
Rwanda
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PTR ecountries in 1080 wae 59,719 Kenya Pounds. wi'!
Tanzania. Uganda. Zambia and Zimbabwe bheing the mai:
snurces. The principal goods ars metals and alloys, spares
and electrical equipment. Among the agreo-industrial raw
materials are tea, animal feeds. oil seeds, timber and hides
and =skins.

World Market

Tahig * 7
o

Exports

The principal destinatjons of Kenva's products are the EFe
Japan, USA. Sweden, India, Pakistan znd Fastern Europe. Ma::
axports are tea and coffeé whose combined value is abont &=
~rf all viaible exports (Table 2.33). Othey asariculturs:
producte include horticnltural produce, cut flowerg., fruits
and pvrethrum extract. The main non-agricultural exports arr
snida ash and petroleum products.

tomya Palap rf Peinrizal Einned Frgendibipe by B3in Trading Pzrinesc, 1903 {700 Venyy Eannsg!

fraandit; "y, Nect Nethor- .G A, Swedsn  aly Mbierg  Tndale
15T 0 degrvirdiany ferpzny  lande
Tes 179,37 LMY 417 R - fe FRLeNS
fnlise nnt roycted 15,107 AT 74T [T GAS  J5, 504 19.7°7 T 07} & et AT iy
Trrpanpioc, binred 9.7 4.7 T £ 433 5,001 12,8 M7 0M
Forathrrg priract Ay s 14 2,408 113 THR RN VA AST
Trea] 6ikemitry 1,37 T4 64 57 - 589 1T TR LA MR
Mhgr 3arg pradu-te 5, 3 1,977 Rl T TRIE WY
81} nther raggnditipe AN 10,057 10,747 go g LI S N LN S L
Te T AR 196,78) 88 L34 W9 ARS 87,707t 48x TH 95F STA T 904 o4l

Coerpy £8C Chabichiral Bhebrach 194

Imports

Kenya'a impoarta from the rest of the world are simmarized -
Tahle 2.7%4. In addition tn the countries lietad. the nther
main trading partners are Relginm and the Nathariands, ¢t}
7ar Fast and Anstralasia and Middle Eamtern conntries,
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Capacity utilization and _efficiency

FArr an  indnstrial ecannmy to agrow and auetain iteelf it is
noceacaary that it must poseese adnquate capacity and nparate
efficientiy in the medium and long-term. If inefficiency is
demrnatrated then it mmst be remedijed to reduce affort.
avoid waste and congserve resnurcesn, The raison d'etre of
sub-contracting is to enhance efficiency and optimal
utilization of capacity. A thematic framework for assessmert.
~f indnatrial effiriency incorporates, among othars, the
factars lieted balow. Reference is made to incidenca of the
fartars in the eatabliahmente covered in this study.

Profitability: the return on capital in both the micro- and
mMACYo - Senaes:

Many firms (eg Elliots) still remain in businesas even thouagh
they have under utilized capacity.

Quantity: whether ontpnt is mavimiged for given resourcee:
The mnet glaring example is the profuaion of firms operatirg
a =ingle shift where it is=s feasible to run continuonaly.
Trufoods ia a cagse in pnint.

Ouality: whether ~rutput hae dagirahble and ayparine
rharacteristira to command favonrable position in  the
market . Tea, coffee and pineapples are uovamples of euper iy
mality., while apparel (for adulits) an example of modest
Auality - by internstional staniards,
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Per formance: Lhe tachniral aepacte of utilization and
maintenanre nf production fanilities. Unreliable supply «f
electricity leads t~ production disruption.

Adaptability for change: abili®y to vary inp*ta, outputs in
respnnae te changed technology. markets and nthsr
avternpalities. Companiee with a subatantial capital base.
like Panpaper and Unga can adapt more readily: similarly can
the very small jua kali enterprises - bhut nnt the publir-
ocwned roncerns like EAFS.

Conservaticn_of enerqgy and materials:
Panpaper is invclved in re-forestation: sugar companies
wtili=e hagaass to generate steam and electricity.

Time minimization:

Sugar cane hushandry can be improved to leseen mrturaticr
time by development of appropriate seeqd varitiss or bv
irrigated ecultivation:; efficient transport (vehiclee ant
reada) can enable cut flowers and horticultural produce o
he dalivered tn markeig expeditirusly.

Environmental _impact: aither positive (rare!) or negat in
1eg leather proceseing effluence)

Tr fully appraise the efficiency of a =2ingle firm or an
indnstrial sector would reguire complex modelling taking
int~ account the above factors as wel]l as varinus
Fonetraints ench as weather, land quantity and quality.
finance. leqgislation. availability of labour and skill=,
etc. We dn not have specifi~ information on the performance
of Kenya's agro-industry. the causes and extent of varinue
factors. and to what deqree sub-contracting might attenuate
the=a factors. Scattered information anggests wide
variations in different aspecta of efficiency {Coughlin
10AR) . Over-dimensioned size of industrial plants ig partly
bacanse many of them (eg the textiles) were established to
aerve the FEast African regional market, and their capacity
evrcesda drmestic demand by a large margin.
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CHAPTER THRFE

NVFRVIEW OF SUB-CONTRACTING IN THE AGRO-INDUSTRY SECTOR

There is a diversity cf sub-contracting practices,. reflecting the
range ~f acrtjvities, inclinatjon to change and tha dynamic marke®
whirh manifest the atate of the agro-indus\ry sector today. In
this chapter we prement findings of theé field survey, showing a
ricture of the situation in the industry. the factors which ten?
tn facilitate or inhibit the incidence of sub-contracting ard
attempt to identify posesjbilities for enhancing linkages.

2.1 Currant State and Practice of auh-contfacting in the ager
indunatyry sector

At ths preaent time there je no snurce of organized informati--
nn the satate of contracting’ in the economy. According to the
impreaaions gathered in thig study, including the Jiteratyr-
referred to  in Chapter One, industrial linkages in the agr~

industry sactnr in Kenva are few in compar:.son with, say, the
automobile nr metal serctors. Thie is largely due to small numhke;
~f firma and the intrinsic nature of the industry - the facter !
perichability of agricnttural produce being a maior determinant
~f related produrtinn technolngy. MNone thé tess, there are
signifirant variations in the practice and conditions of asub

rontrarting whirh taveg plare. Whether a firm undertakes ok
crontracting and the nature and extent of linkage ig dependant cn.
firet and foremost. 1ite inherent state ie the manageme-:i
strategy, activity, product(e) range, productinn pracesga(ez)

lncatinn and «iting., size and o~wnership or corporate atat:ue.
Additinnally a number of extrinsic factors. the range and options
~f inputsa, their snurcer and thea market for main and =econdav:
producta. will influence the desirability and feasibility and
ar~pes onf anh-contrarting. Mndels ~f linkages within some of the
aagro-industry sub-sertnrs are shown in Appendix C. Specifi-
opportunities of and peotential for sub-contracting is the subie-!
~nf the next chapter,

The Environment_of the Aqro-Industrial Firm
The farctors listed bhelow which prescribe the occnrrence anst
sytent of anth-rontrarting are numerouns, but preciaess informatinn

~n their interaction in the Kenyan setting is scanty.

A Characteristics of the Firm

i Management strategy. eg a multinational using Jocal asuk
contractors, vertical integratinn., ete, is a mattar n»¢
attitude and orientation of management. Deéacons uses 100 oid
auppliesrs and imposes stringent standards of quality rn
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them. Tt ie nereasarvy to have high calibre and capabhle
management of apecialized technical knowledge to employ suh-
enntracting.

ii Activities engaged in eg fruit processing. cut flowers,
vacaum pan sugar milling etc may precliude sub-contracting
Farmers Choice stated that they have little scope for sutb--
rontracting because of the nature of their operation.

1i1 The industrial process (type and scale of technolegy) mav
Aetermine feacibility of linkage. EAF8 and other textile
mille nee imported machinery and parts whoae apares cann~*
he produced ecnnemicalily by local firms and. therefere. does
nnt have barkward linkages. An industry with a compngite
tandem of nperatinng provides more sub-contracting chancee.

L e

i Product range and characteristics (perishability, type - .f
partaging, etc). The sugadr industry. with several mille, hae
a brrad range of enppliers of inpats.

U Size aa measured, usually but not necessarily, by the size
~f the labour forre may be reiated to the capital base and, '
tharafore, the ability to inveat. Panpaper can afford t -
invegt in twn papery mills, ope utilizing bagarae from augay
rane  and the onther recyrling paper. ber~mige of 1itilc
snbstantial and healthy financial base. The two mills hav-
rreated roneiderable barkward 1inkages,

v Flexibility of procurement prliry depends on the corporates '
gtatus (eqg loacal/foreiqn, public/private limited liabitit-
rompany, paracstatal, etc). Tea fartories operated by KTDA. -~
parastatal, are private - limited companies which rur
effiriently and profitably. The KTDA has a liberal policy <
aelection nf auppliers of machinery and services for earh
factory. Ounership of many mediun-size manufacturing firme
is drminated by families of Asian origin, the maiority rt
whrm have nn intereet in the attainment cof long-term dynami-
and gactoral linkagea (Conghlin 1991:pp 376) .

vii Location and siting (eg rural/urban area, region of then
cruntry) are frequently aelected on the basis ¢
availability nf pntential sub-contractors (eg linga Group !
in the same vicinity. Conversely, isnlated firms (eq Mumiae .
Sugar) tend tn bhe mrre independent ani, hence, mnyr
integrated,

b Input_type, source and requirement in time
i Type of raw materials, requirements _and other inputs affe~*
the proeperts of sub-rontracting 1in many ways, evamples «f
whirh are given below. ’
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Azajtabitity of amenities eg health and education farilities
and infrastructure eqg water and telephonea will attract not
only the right manpower hut also nther industries which can
nndertake sub-contracts if the main industry is isolated (eo
Panpaper and Mumias run schools and boardAlcdge houeas)

Raw materials mav he few and specializrd eg "the Tetra Pak "
sytama, ~r commonptace eg metal and plastic cans in the case
~f ligqnid parkaging. The former has i(ess potential supplierse
than the latter.

fnnda to be re-packed/sold without further processing tend
t~ ryante greater 1inkages eg paper.

Fnergy self-enfficiency is a feature of sugar industry whera
hagacsea ig a steam and power generation fuel.

Enaineering, repair and maintenance (eq boiler sevrvice) tend
te be readily contractable to the metal, engineering and
electrical sertors.

Supplies _ _and __ secondary inputs, eq chrmiral and
rharmacent jral compoundes, are raadily sub-contractahle.

Packaging/Container_and _ labels are resdily sub-cnntractable
tn rther sertors like the printing industry.

Traneport. and storage are readily sub-crontractabhle, aveept
wher e sperialized facjlities eg pneumatic and refrigerated
vehinlea and stnrehouses are ramiired.

Availahility of labour and skilied manpower can bhe =~
limiting (textiles) or enabling (Bats Shoe) tartor for suhb.
rontracting.

Rnilding_and construction are readily sasub-contractable tn
the relevant sertors.

Installation (machinery, plant and equipment) is readily
anh-contractable tn the metal and angineering sectors.

Riuginess _services are readily aub-contractable to firms in
the service gertor,

Tho type of input source detsrmines the procurement strateqgy

and nature ~f rontrantual arrangement. Examples include:

A1l augar companieas togather anurce 18% of cane from thefir

nwn nmurlanga estates: the rest from outgrower farmers nn
rontract hasis,
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Farmers Choire pro~uyreas half of the pig intake from a siste

company: Trufoods and Keénylon have similar arrangemente

A large preoporticon of services are provided by ad hoc
supplier/contractor arrangements by tender eg plastic
contaiuer or cans for liquid packaging

Nt many case=s of dadicated supvlier/contractor such as
Tetra Pak Converters were encountered.

The scemall-erale “jua kali~
enterprises rely wu=sually on retail _sources/agenc
procurement of their inputs and disposal af their prodontea,

firms, particularly the

Demand of suh-contracted seérvices depends on the time 1 Ime

~nf regiiremente. as healow:

ii

144

Inceptive eq fartonry electrical installation
Cont inunus eqg Tetra Pak packaging

Periodic eq bhoiler maintenance meérvice
Sporadic eq eperial orders for Deacons

Output/Consumpt ion

Ranae_of Froducts
The choire ja passive or active, depending ~n the induet:y,
as illustrated hajnw:
Main Produrta: single (eq ftea) or multiplefeg Trufoods)
Socondary Product (eq packing on contract hy Tatra Pak)
Py-prndictg asuch as molasses, seed cake/nil
Servircea annrh as amenities (schools., brard & lodae)
provided by isolated firma (eqg sugar companisg)

Form_of Product
Finished, ready for purchase eg Farmers Choice products
~r bulk eq sugar or paper whirh have to be converted
or repacked hefore reaching the consumer.
Semi- finished eog EAFS products

Market

(Size and structure and distribution channela)
Prtail (drmestic) eqg Trufoods
Sparcializead/Industrial eg EAFS., Tetra Pak
Fvprrt g tea

Voalume Cos
large vnliume componenta can bhe readily euh-rantracted
eq shne Jasts for Bata: tobacto onr sugar rontrart
farming.
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Technical

lee of existing knowledge is the easiest and practicab!'e
recourse

New product development requires research capability. a
factnr which is under-developed in Kenya

Invariahly all producte require ingredients made cof other
materiale: this underpins the philosophy of sub-contracting

Praresaing ia depandant on availability of water and
elertricity: cooling facilitiea are of critical importance
f~r perishable products.

Parkaging systema and materials are critical Aetarminante in
transforming agriculture to he a business.

remhination ~f krown technnlogies 1in different ways is
peeeibie through inncvative management and  engineering
reaerarrch

Terhnolngy transfer can be facilitated thronah licencing of
prodncts  and  proreeges  and through activities of an
organizatinn like the K.T.R.D.I.

lLegiclation/contral aima to maintain quality and en=zure
procega/product aafety

The Market. bhoth local and expert, is perreived to he
expanding Adne tn such factors as growing populatinn,
increasing incnmes, expandiing world trade, etc.

Availability/acraea to acientific and techniral manporwer and
servires (ag KBS) determine the capability to support a aub
contracting infrastructure,

Geographic advantage

Raw matarial access / proximity tn market:

¥anya has a well developed and diversified agrirnlture ae
woll as a arowing market becanse of riaing incomes an+
arnwing popnlatinn,

Peninnal desvelnpment:

“eme regions of the country ag western Fenya have heay
de=ignated epecially for the dsvelopment of agro-industry.
Conrantratirn ia likely to give rias to econnomies of ascale
to the aactor and sub-contracting in particular.

-y rap P9
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The trsda pratarnls of the PTA and rationaltized industrial
Adavalrpmant will result in a much expanded market for
Fenya's agro-induetry.

Tnepectinon to ensure quality Aand conformity of oeub-
ropntracrted products and processes is an expensive process.
In addition the fnllowing are some of the obhatacles which
impede 3 more integrated industry.

Inherent 1nw amenabhility te integration of agro-indust:
manufacturing and  proceassing is largely due to the capital-
intenesive methrde ~nf available technology.

Managemant rompetence, A critical factor in enshling euhb
rontrarting.  ie underdevelnped. In particular there ie »
shortage ~f evpertiam in neustiation. quality contrnl an?
input/materiale management.

Terhnnlogy dAiffueion rate ja low bercanse technical skillae ~f
1abhryr i3 l1ow. There i a shortage of scientific an?
terhnical manpowar.

Capacity ntitizationn (acale, apecializatinn,
reliahilitv/etability, quality etc) ia inept as discusce!
Aabnve .

The small, i=nlated, urban, fraqmented. imperfect, domentic
oriented market can bhe ot imulated throngh enablin:
Covernment policy initiatives.

Bureacratic obatacles and wealk instituticonal framawor®™
remain deapite declared pelicy of liberalization of the
economy .

Taxatinn i= conmidered exceaaive and tariff policiee
inhihitive to industrializatinn. Some taxes, like P.I.T. ars
digrriminatory.

Agricultural pricing, eg evaar and sunflower, disrouragec
farmers,

Specifir opportunities and potential f~r aub-contracting in tha
aqro-industrial sactor are descrihed next.
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POTENTTAL AREAS FOR SUB-CONTRACTING IN THE AGRO-INDUSTRIAL SECTCR

Thi= chapter sets forth specifir sub-contracting opportnnities inr
the agro-industrial sector. It also describhes generally the
prtential acope for involvement of cther sectors.

4.1 Suh contracting within agro-industrial sector

At the preaent time the scope for sub-contracting. by way nt
nndertaking part of the production process. is stil!
limited. Existing relationships are manifested mainly a-
supply arrangements through ~ompet.itive tendering or nther
priudent selection procedure. None the leas there are growing
nppertunitiea  which can  be enhanced gatil! by service=
provided by KSPX.

Rrradly there are three preduct feorms of anb-rontracting
within the aagrr—industry sector. as illustrated by the
frilowing:

a Raw _materials
- carrying eont a mainr pre-procesgs activity sesurh ag
rentract farming eg sugay. tobacco. oil seede etc
- re--rycle nr re-nae material g waste paper
- by -prrducts eg hagasse, cotton seed cave/nil. bran

b Semi-finished _goods and_components
- inrefined onil;: commercial starch: dairy produrts  to be
proreased further eg milk curd: shee or garmen’
components eq soles or collars, respectively: butt ~ne
and zippers
- yarn and thread

r Processes
- Snlid form optimizing ea pelletizing, crumblirag.
granulating and fiaking animal feed
-~ Frnd preserving (dryina, high temperatnre treatment
fermentation and pickling, concentration. adding
rhemirals and irradiation)

Tr facilitate a concise representation, Tahle 4.1 givea a tabular
account of all activities, produrts, processes, and a liat of
firm involved. and some apecific smh-rontracting areas in agre:
industry sector.

A _full__list _of firms, their addresses and product range arrange

by _economic activity is provided on a diskette in LOTU3 123
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Potential _for Sub-contracting by other industrial Sector
Spare parts, engineering and maintenance
General

The need for maintenance and =upply of spare parts in all
induatyial eatabliahmentae need not be gstated. Agro
indnetrial machinery and equipment is designed for bulk
handling and preocessing. in terms of the usual scale of
operatinns in Kanya. It reqguires heéavy capital and
tocrhnrlngirally advanced inveatment with auybestantial demand
~n ntilitiag (water and pouer) to operate. Many induatria’
inatallationa in Kenya are integrated and often antomated
frr proressing or fabrication of wmain producte and bhy-
products. Among the firme esurveved there was a broad ranage
~f wachinery and equipment types=s.

I* i« common fAr the firms to endeavour to be caif-reliant
ae murcrh as presible and depend on induatrial engineers and
~ther |sertarre {metal, elactrical/elertrnpnic and
rlaaticre/rubherl as a last reanrt . As a vrezult the
engineering sactor has dsaveloped at a very low pace, and
failed to provide opprrtunitiea of anb-contrarting. Facteory
installations in the agro-industrial eector romprise
comhinations and tandems ~f compoanent and sub-asgembliess ~f
marhinery whirh the metal. elerctrical and rubber/plastice
sertnre comild havae an ample r~le in service and auyrply sub
contvacting.

Sprecial_Industry Machinery

Tevtile machinery and thread 1lroms (eq loom3, sgewing
machinea) .

Whnd -wnrking machinery (cmt/aaw,. cand, glus/laminate, plana,
etc)

Paper makirg machinery

Leather--working machinery

General Machinery and Equipment

Pumpe and pumping equipment : pnenmatic conveynr systema

Air and gas rompresaors

Blowera and svhauat, and ventilatinn fans

Air conditioning. warm air heating equipment, commercial and
induetrial refrigeration

Indnatrial ovens

Prwey transmiasion, spsad changers, drives and geare

Pruer awitchgears, mntora, aenerators and  industria!
rentrela

Meaenring and dispensing devices

Srale and balanres (proportioning and waighing). computerse
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Solids

Sereening. sieving., filtering: Grading: Conveying: Doging:
Washing. Dewatering: Sulphurizina: Dié-Rollar Shells and
sxtrusion devicas for pelleting. flaking. crumbling.
aranmlating etc: Reller grinding. Hammer milling: Blending.

Liquid/Flastic
Thermic treatment (hot/cold): homogenization: Sieving,
filtratinn: centrifugation; carbonat ijon: deaeration:

Pactenyization, alectric (UV, TR. iJrradiati~n treatment).
rhemiral . extrneimnn

The ready anh-rentracting opportunities for the metal and nther
zertrres tn supply and service machinery and equipment include:

M~itlding and casting ~f plastic and metal allny parts
Fabrication of filterg, dis and roller shelle (for ferming.
asxtrneinn, baking tins. slevatnr bucketa)

Crinding and finting of milling rollere, =iln and bin
rleaning

“harpening nf knivee and chredders

Myrhining and torling ~f partes

Winding nf m~tnre

Chemical and pharmareutiral compounda, Tranaport and Storage
The rchemiral/pharmacentical eectnra auppliss forrmulatinne
and ingradient concentrates and products while the transport
sectnr sapecialized vehi. lea such as refrigerated anpd
pneumatic trailaers and tanks. Similarly the storage sactnor
crulAd provide refrigerated and apecial environment
storernnms and tanks.

Packaging and Printing

Printing sertnr: metal rontainer=: plastic ran, hottle, cup
and aatchat;: glaas hnttle: Tetyra Pak

Plastic and wnnden containers and rrates
Services

Pradnct /Recipe formilatjon: Garmernt /Fashjon desiaqn;: Research
{pradurt nr process. markst, etc): Engineering services

In the reat of this report we diaciuss some poliry reforms and
rosaible ways to improve the cperations of KSPX in order tn take
advantage ~f the above opportunities.
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CHAPTER FIVE

WU WA PES T PRI W W T

THETITI'TINMAL, FRAMFWNRK AND INFRASTRI'CTYRE FOR SUB-CONTRACTING

In this chapter we describe the present organizational plan
~f Kenva Sub-Coantracting and Partnership Exchanae (KSPX) and
haw it has functicned eince its jinception. The interarcticn
~f the exrhange with the inpatitutions with which 1t i-
frrmally affiliated ig examined in the light nf *he comment-
mads hy repreaspntatjven of the firms and organizaticna which
were pnlled in the fiald stidy. Sin~e it i= tc be the focral
print for induring accelsrated industrialization, we propose
a pmber of rhanocea in organizational pelicy and structure.
eyeteme, incentivea and skills as a strategy t~ reinfcree
thae total preoreas of striuctural adjuatment of both the
agrirnltural apd industrial esectors.

KSPY Fstablishment and Development

Kenva Subeantracting and Paritnerehip Fychange ia the fire?
~nf ite kind in thie coruntry and in Sub-Saharan Afrira. ft
wae  desigpred pragmatirally. o~n the hasie cof prevailinc
rircometancree in the e~~nmy  and relevant nrganizati-n
mndaie ~nf publis and pricvate inetitntions. It ie Avpected -
svnlre gradnally intna an independent and sajf-peliant entity
{Fenya 1001:p. N}

VapY wae actahliched in early 1021 by the Savernment f
Fanva with supprrt.  of the Inited Nations Industriat
Deveslinpmert Organization (IMTIvY)Y . The primary rnle ~f ¥2PY
1ie tn frnatey industrializatinsn through prometing and
farititating indnatrial saub-rontracting hetwesn emall and
medium acale enterpriges and larae firms.

Arearding ta TIIDO  aagesament, the lack ~f medium sirzed
mrndern manmfarturing fivrm=e i perhaps tha aingle mnz*
aignificant Aefiriency in Kenya's industrial structure: ac
the ahaenre nf sucrh firme makee Adiffusion of induastrisl
cville and  preduaction technnleay from the big tn the amal!
birineaa aartnr very diffirnit. Thus, the amall bnaine~-~
geactar ronld ba honated hy the vertical and horizontatl ant
roptracting and te~hnological linke to bhe rcrasted by the
evchange throughnut the eronnmy, and with the rest of *he
unrld. [eft on their own ton eatahliah the nacegaar-
linkages, without the farilitation of a suitable inatituti.-.n
tn provide the information and co-ordinate the required
activitiea, many opportunities open to the emall firms woul-!
bhe ]lnst
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3 Jet -up

Puring the initial phase ~f twn vears KSPX is a INIDO pilet
proie~t . It 1= lnrated within the offices nf the Kenya
Mansgemant Aasiatance  Programme {K--MAP) at  Standard
harterad Chambhers. Kimathi Street. in Nairobi. A proposal
has bheen pnt forward to give the exchange a corporate status
~f limited company (limited by auarantee with no share
rapital). estahliched under *he Companies Act (Cap. 494) of

i -

sarnnded +tn the evrhange.

: the lawe of Kenya. We have suggested a numher of changes
, whirh wald strengthen the effectiveness of KSFX.
'
h Managdement /™M aanization
A ctenaring r~mmittees, rhaired ky the Directer of Industriese
in the Ministry of Indnetry i< reapongible for formmlating
and raptyaliing the poliry of the exchange. The committee
vhi~h meete perindically. c-mprises representat ives of a ~
‘ rwimbar ~f pnblicr and  private bedies which are inuvolved in '
; Aiffarept a~pects of natisnal  industrial policy and
g. ctrateaqy . They inclnde ,
-.3
i Minietry ~f Tninetry
) Minictry ~f Finanrs
: Minictry ~f Terhniral Training =nd Applied Terhraloay
- Fenya Indnetrial Fetaten (KIF)
Indnetyial Reaesarrh Deval pment Inet itute (FIRDPD)
E 2mall Fpterprise Finance Company (SFFCO) '
o - Kenya Aesnciatinn of Manufactiurers (KAM)
' Faderatinn nf ¥Kenva Fmplnyere (FKE)
. - Keny2 Natinnal Chambher of Commerce and Indnstry (KHCCT)
- b The avrhanas has a staff ~f six. rongiating ~f the Fvchanne
' e Mapager. the Industrial Fnaineav. the Compnter Programmer
ah and adminietrative aupport perannnal] (aerratary driver a~d -
“ meseenqer) . A UMIDN  industrial Aevelopmant  evpert -~

~ Operat ions/Programmes

Thr evchanas porforms  the ryole ~f a rlearing heones foo
providing aeristance necessary tn foater industrial amh
rontracting. It ig yet tn bercome fully operational. Current
FSPY a~tivities include the following:

i avnlving linkage hatwean larae and small industries;

- the exchange has daveloped a standard sub-coniract
agreement whnae terms are oymmetrical to the contracteo:
and  aub-eantractor in terms of delivery times, consta.
etr,

- the evrhange handles routine enquiries ~f general and

Frnva
' - vanya Ruraean of Standarda (KR3)
?
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epacific patnre on all aepects ~f ayb--contracting

rapdnet ing  industrial  survevs t~ doteymine =ub-contracting
orane, prodnct Aavajopment . potential market ing ~hanneis and
At lote:. tn  aaceas potential areas nf aub-rontracting: and.
and tn evaluate exvisting suh--contractors:

nperating and maintaining a data base on snb--contractors and
main rontyartoars
t~ Aate the syrhange has ~ompiled tachnical prnfile= of
12 fiyms in the metal =ector based on informatiocn
cnllertel in a eurvey at the end of 1991

providing Aatailed economic informatinon abmmt the gcape apd
Ademand of ~omponents. parts or aquipment whirh are prnduced
jrrally and  on typea of raw materials, imports. exports and
rate nf caparity untilization:

~rraanizing suh-contracting meetings, seminare, workshops and
biver /aeljer meet inge:

Argarizing participation ~f ontsrprises in national and

intornatinnal emh-rontrarctinag fairs and _exhikitions:

repdurting training on related aspects of enh-ocontract ing
aeuch ag quality assurance
the exrhange has carried -t 2 aseminare attended by 49
partiripants from 1N organizations,

seneitizina the relevant publics abont the exchange and ite
programmes throah visita. mail ehots and advertizing in the
general and sperial target media.

Pnuring the initjal two-year pbaze the exchange ie Yo rover
the metal apd engineering. automnrt ive, rubber and plastics.
and agro-induatry aubh—gectors of mamifacturing.

Inat itutions Directly Affiliated With KSPX

Ae nnted abmws KSPX  is Affiliated with A numbher ¢
inetitutinne in government and the paraetatal sector and
with the three main trade asanciatirng of tle private sectny
in Kenva. Their involvament has larqgely beer. advisory on the
evarnt ive committes. They all have a potential to play 2
more a~tive and substantive role by virtue nf their migaicnre
and nhiartiea, as well as theivr relative pngitions in
indnatry. A few of them have data bases on snrme aspects of
industry. whirh the exchange conld tap. Apart from
infrymat irn and  their respecl jve terhnical resourceg there
ars presibititias of apecific ani purpogive gsupport they
rrnld repdor  ta the KSPX (Shumbnsho 1990). Tahle 5.21 showr
erme ~f the farilities which affiliated organizatinns cnould

. wgeun B
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i pracida dn pqeciet FGPX
g Talle & ). KeFX Affilintad Ingstitutijons Memherahip, .
Facilities and Funding Sources
NRGANIZATION  MFMRER- FACILITIES FUINDING/
SHIP SPONSORSHIP
e e e i e e e e e e e e e — e R ¢
M~ 1 n.a. Government eervices G~vernmment % )
' KIRPY n.a. Tndustrial RED covernment ' ¢
pRs n.a. Tndugtrial Laboratories Go:t Lavy :
FV'F r2.nnn TR, train.. consultancy Qalf & Donor B

KAM ~1.00n Terhnology & Trade Info. Self
UMy 2 NNn Trade Information Self
$MAD ~ 50N Training. Management Donor Crante
1 o 20 n.a. Financial Servires Calf

Crn-npayvation hetwesn the evrhange and theee inatitntione i,
At present ., weak and  informal. There is need ¢~ astrangthen
it and cn-ordinate the aervices they provide, within the '
broad aim ~f farilitating and promoting sub—-centrarting.

S. Y The Rrle of Sovernment

Tt i a ba=sir nkligation nf the government tn create a rlnayr
and atahle legal and institutional agystem within whirch

l industry can develnp. Tn addition. it has the respanaibility
rd A hf

providing ednrcatinn and training. huilding
infrastructure, making available busineas and tachnnlingical
informatirn and knowledge and protecting consimer welfare.

In Kenva, the gnrvernment has coneidarable  invol-esmen! . hoth
direct and indire~t., in the agrn-industrial development
proresg. ITta rnle rangea in artivity from economis planning
to mobilizing demeatic and  forsign reasnurces. facilitating
the process of rapital accumerjation, tn contrnl  and
reautatinn. 1In additinn to government ministries and

) Aepartmenta funntinna (directora of Industry., Agrirnlture,

- Terhniral Training and Applisl Technnlogy etc), the
anvernment  areerts s itag  influence via  investment in the
productive aerctrre, ejther directliy or through national,
aonrt~ral, reginnal develeopment Agenriss and finanrial
intermediariea. In all there are well over 3ND parastatal,
arvernment inveatment and public inetitution=s and estatutory
boarda, They include devalopment institutione. financial
intermediarisag, ~~mmercial concerne., ragqulatory and advignry
hrdiea, rr-nperativesa. st~ The liat of public nrganizations
in the agrn-induatrial eector ie given in Appendiv B,

-

The invnlvement ~nf  govarnment directly in productive
actjvitiera aa wel]l ags the aptneas of the rontrol and
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ramlatAary framewark have come ynder question. There are
ronflicrting wviews and evidence about the performance and
pngitive rnle of the public sector (Grosh 1087). On one hand
1t has bren arqued that a large public sector will
roantribnte fittle to dyramic industrial growth and become a
Avain on pnhlic finances. requiring a net inflow cf
reanurces tn cover ite capital needs and. hence. discourage
the qrrwth of the private sector. Thie negative atereotype
~f parastatals contraste with evidence which sauggeets that
paractatal firme are more efficient and profitable than
priv-ate firme, which casts doubt on the case for
rrisatization., Among the measures of gtructursl adiustment
and likeralizatjon has hsean divestiture of agovernmert
interacts in c~me nf the legs etrvategic inveatmenta,

In en far aa the agro-induetrial sectrnr davalopment ic
ronrevned and in prartictlar frastering linkages, the main
kit t Janerke are manifeetad in the following wava:
There je a lack of sffective planning at sectoral and
proierct level
Prny o nAvdinaticn among ministriesa and agencies
Acshiljtatee arcopsmir jntegratjon.
lLark ~f Axta and wealneas nf informat inn aystems atb
natirnal, sectoral, vegirnal ae wall ae proient level
and near-aheenre nf appli-d regearch knowledages in the
agrirn!fu_v-al eranAmice srea ronceals oppnr tunit isg,
Shortage nf manageri>] and terhnical manprwer, and the
menarse nf political interference in mhat parastatale
and anvirnitural ro-operativen hampers proper decision
maving.

The aptinne nf intervent jon by gnvernment include dire~t and
indirert pnliries and atrategies o overcoame the abhnun
problema and, in addition. anek oppertunities ~f
transfrrming the ersnpomy to attract inveetment, bhe mmea
productive and expand internal and external markets. oOf
particnlar concern iga the need to change the inward-criented
indvetrial prnliries to stimulate firms t~ barnme ocutward-
rriented and lese vertisally iJntegrated, with affinity tn
smplny saub--rontract ing tn rreate capacity and arhieve
quality t~ compete stronaly in the world marvat

Among the prliry measurees  taken by Government (Kenya 1907
Vnnyn 19R9 »nd Kenya 1991) are
agrirnitural traneformatinn
- rural industrializatinn
- eypnrt cstrateqgy (expnrt processing zZoneg and
manufartire undsr bond, etr)
-- divesgt iture of anme parastatals

Wn nnte from reeponaers in the fimld atudy and the literature
that altthongh poliny statements are well-defined, in

-8 Y\
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rractire they ars not fulfilled or supported in all regpecte
teapghlin 192Y: p o 373) .

Some Fmerging Issues Regarding the Future of KSPX

fmiving the field survey of this atudy an attempt was made to
elicit views ahont twe related etrategic issues relating to
the future of the KSPX. namely.

pertinence nf the idea of the exchahge and the appropriate
inetitutirnal framework: and.

the means and prospects nf ite suetainability and
willingneas and ability to participate in gharing its costs.

Accountability and Contrel

T~ brrad vieus were expreaaed

Fit hoy

i

Oy |

B

KePY shanld be an independent entity. with the suppert
af, but nat rontroliad by, govermment: in parti-nlar it

wae ctreaaed that the evchange could n~t he effective
within the government (civil service) environment.

Tr ~bviate the proliferation of tartijary hosineese
inetitutione which haginesges have to deal with, ESPY
shoniAd be affiliated frrmally to an existing
ornanization with which there cnnld ke a styona
aymhintir ralationship. as at preaeant The present set.
up shriid  undergo obiective and independent aunmati-e
sralnation tn determine the euitability and naad ~f the
aame oy similar arvranqgements.

Suatainability

Cjuvrn the enhetantial magnitude rf resnurces needed t-
~perate, the exchanae npeedes - tn continue t~  be anbsidized
with a qgrant from the qgnavernment or donor agency for =
prri~d hefore it hacame aelf-aufficient. Jt wonld he up tn
the managemant nf{ the evchange. under the proroaed cnrporate
@aat up, tn reontrive ravenna-gensrating artjvities and
prrisrta tn attain and maintain self-relianre in the inng
run. Peaapandents in thia etudy asmphasized the nead f~
efficient managsment of the evchange so0 that effectie
Al ivery of services ja achieved with minimal recources,

At any rates naare ~r "hanefiriariea” nf the aservicesa wonlAd
11t imately have tn contribute to the bill in aither ~r hnth
nf the follnwing poeaibilities:

Pay for gerviren diractly
A lnvy ~harged tn all industries

..

.
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CHAPTER £IX
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FUrMNE DNIDECTIONS OF SUBR-TONTRACTING:
PROPTNSALS AND RECOMMENDATIONS

Thn KSPY is expected to become a key husiness amejstance centre
tthirh links manufacturing firms locally and internationally tn
ravyy ont anb-contrarting hetween them. In the foregning chapters
we have argued for it to have a clear mission, instituticnal

cotting, viahle netunrks and enfficiert reacurces in order to be
onffort yva

Tn the rentavt Af the agro-industryvy in Kenya, posaibitiea nf
~tth rantyarting on a  large acale have not fullv materialized
haranes nf twun reaanna. Firat, the lavel of specialization of
rr st inn technelngy is 1ow and, secondly. the number of firme
in the sronrmy ie emall - and consesquently the numher of possihle
Tinkagea trn jo gmall. Additionally. there exist attitudinal
inhihitinne againgt eaub-contracting and growth of enterpriees by
svpanding ard epecializing.

In aydeyr tn henet the angro industry
=t imiating evieting industries: it 18 necesssary to

aarienlitural preductivity »at farm level and expand
marbetea, hath 1nral and evport . These ranguire prliry initiatives.
mnat nf them Anteida  +the mandate nf tne KSFY. The nauecticon of
b rontyarting ie. therafore, aecanciated with policies cnvyering
the antire agqricnltnral and mamfacturing sectora.

sarter reguires mrye than
moarely

inrreyas

Anrent ad to
vofarm,

Thia rhapter is epecific augaestinng n~pn  th=
inatitnticrnal operat inrpna, anppnart mechanisms  and tha
implement at inn stratagy which should ke embarked upnsn by the KOPY
n erder tn avtend jta coverage nf providing services to the
Aaqrn industry eector,

£.1 Inetitutional frrm of ESPX and relatinspnahip with ace~riated
nrrganizatinng

a Offirinala of the firms prlled in
preitive intereat in and need for a
rontyacrting  bhetween manufact'iring
them were nnpaware nf the existenra and artivitiea of the
FEPY. they evprasaad willinaoness to co-nparate with the
avrhange, Stapa ehrild he taken t~  improve the gualijty ~f
linkage with the private nertor,

this atndy evprresad
body ¢~ enahle auvhk
firms. Althrigh mnet of

b FEPY is at the prasent time in pilnt phase, whnlly suppnrter
financially by 1MIDO and the govvernment | Sinre n»
alternative financing ia availabhlia presently, IINI[W ah~uyld
rytend the perind nf the proisct  foar at least anonther tws
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yaave A+t the ond of the pariod the project should have
Attained a degree nf autenomy and sejf-reliance. Meanwhile.
tha oeverntive rommittee of the KSPY ehould initiate a
prorece tn anable the jnatijtution to embark immediately on
ectahiishing itaelf as an indeperdent entity.

'n o~rder tn meet jte objectives, KSPX should assume »
crrprrate statng whirch wonld anable it to hecome sustainable
and aelf-reliant. In particular it should mandate ite cwn
p~tiry and provigion of jts resources.

T+ has been proposed that KSPX should have a corporate
ctatnug nf A limited ecompany by guarantee and not havinag »
share capital. The essence of this propesal is that while 3¢
wonld  =brive tn pay for iteelf through entrance fae=x,
cevherriptinng and charges for services, it wonld be non

pr~fit. The proprgal alen aims to enaure the perpetuaticn
ind stabhilizatinn ~f certain institutiona’ intereste =surh as
a~vernment . the main trade agernciations (KAM. FEE, KNCCTY |

We anves vith *this prop~~al and further augge=t that

The Gacernment | trade aeanciatinna and all industriec

in aeneral chenld, thremigh appropriate instruments

mandate KSPY tn be eastahliehad formally as a legal
ant ity m nted abnve with immediate effaect.

1i. F5SPX shonld be snatled to access reanurree
particularly  information. which the govarnment. trade
acen~iatinne and other affiliated agenries pnegea=s
whicrh are nf atility in provieirn f  industris!
svrhapge services.

iii. KSPYX shanld atvengthen ita secretariat gualitatively b
meane ~f the mosat uwp to date managemen! infoyormation
aysteme in ~rder tn handle affarctijvely centralized data
rnqnncf Q.

iv. A parkage ~f tarhpiral assictanre and training provided
by ipetatnt jona with vhish KSPX is affiliated should he
preparsd, tn bhe offered tn clients of the sayrhanne
Manaagemen! training and businpess conevlitancy/svtsanzr-n
proarammenr ~f K-MAP and  FKF, and the Tntal (malijty
Manaagement training nfferad by the Jatter ahanid be
frruaand ~n the aparcific nesda of KEPY,

v. KAPYX  ahanld,  in  enllabkapation with M7 apnd *he TR

epryeatar jat rrplnre praribilities ~f agradnaliv
pvtending jte coverage tn the vegional market

vt

Nparat joane, activitiea, prodarts andt procearea to he dealt
Wwith by KSPX in agro -industyry eactory

In o~ far ag the agro-industry per se is cnnrarned tha Fenva
aran~smy haa not achiavad +the thrashald, hath in technnlrngs
enphirt iraticrn and productisn canarcijty, to take advantage ¢

-
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enh roptpyarcting te A qreat eavient. Hone the laga, thers

aviat anme ~ppovinnities, set forth in Chapter Four, whish
the KSPY ran aid to flenrish.

¥ePY shnauld  undertake a thorough diagnostic study, seekiny
mnre romprehensive and detailed information on the state ¢t
etynrtaral linkagee in the econrmy. their determinants ard
trende. S~urree of esuch informationn contld be an ad-hoc
sureey . anpplemented with data produced hy the Centyat
Prveasy ~nf Statistire and other govarmment agencijes. Resear-h
by acardemi~  and nther institutinne could provide analvtical
pereperct e tn give additional  ingight  into operatinnal
marhaniems ~f the economy.

Thronah ite An--aning prograrme of surveys it should identaf-
specific firms in the agro-ipdnustyry aacter apd their st
rentyact ipg envivonmente (neade and potential contrihtiony
In Aadditinn tn this informatinsn the exchange rould tap data
readily from n~ther acurces. Trade associations (the KEAM anp!
FVF) An have enme informatinn on their membars who. in all.
mimhay abrt 2 SN0 distributed in all gectHrse of tha
ernnwmy, The CRS Masaster_ File of Establishmenta is -
computericed data base, whirh has detaila nf ipdnetrial
Aartivity, age~araphier apecifiration., employment and e=arnincs
prnfiles nf all firme in the country.

The training _and _extension proient should he axpanded and
refined qualitativsely, haced ~on evperience g2ined rver tim.
and  on soeminar/ronraee avalmaticona. In additinn tn the
aealling qeneral partiripatinn. special sffort  shonld beo
madn tn  tarqget the aub-maectors cr apercificr jndnstries tha
are predijspnaad tn readijly hanefijt nr take advantage ~f auh
rontracrting.  FSPYX  shanld nndertale agertrral etuydisg ¢+
identify aurh gpecial needs,

Finance is a bey ronatpraint facing emall-acale firme whi-h
wich ta taka part in esub-cotracting arrangements, KOPX neela
tn rollabnarate yith finanrial and develnpment inatitntiosnc,
enrh ar SFEFCo, IDR and KIF, which can avail t~an funde and
nthay farjlitjean t~ ayppnrt aunbh.rontrarta,  The termg anpd
~npnAitinpna ~f aurh 1nane need to ha tajlored tn the businea-=
anvirenment in which auh eantra~t ing takes placs,

FoPY chanld ipantarize and maint~>in a yeoater ~f aparjalised
AnIneering and deeian Yoo nrcen Acaitabhle Vnreall, .
inctading unjveraitiea, poalyte-hnire and  rcApnenlting firme.
Tnrh vermanyrea wonld  provide anh-econtracting services n
ropenttancy basja, tharehy rhejats the need for KSPX ta havs
tn inrreaas ite aire or tachniral ragnurcen,

fpport mechaniame t~ stimilate qreater explnitatinn Af arh
rentracting potentind
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VEPY ohanld de-snnt greater effart in  publicizing iteself and
ite articitiee. It should create and maintain a positios

Awavensae nf snwh-contracting as a  co-nperative and not
ad--araarial linkasgs hetwsan any twn firms. We recommend that
A prhlirite agenry should be angaged to ad-ices in thars
reapact and mere rhaprels  (eq diract mail. the electronic
media oted nasd for more effective communication,

In mAdar t~ givva  further impet:e to industvializaticon and.
hanre in~yeaace the capacity for sub-contracting. efforte
sheold he Ajrectad to adaption, ahanrptine and diffusion =
jmpertad  tachnnlagy. KIRRT, ¥R and KIE  shonld be mora
ta therming  an eoliabarating with  induetsy  toa jdant e
iabla aAlteynatjve pvodnctiQn, pryoceaging and preservat -
tarhnalagy whicrh ~an be applied tr. aalve specatic technresd
ryo~Fleme and rhallendee enrch as praduct deejgn, epginesying,
minnfarturing procacasa and producticn plannina.

ArccorAineg ta informyt 1on ohtained in thie sty the ernje
nf evh rentracting within the agp o industyy to oamalt o whete
tha am-wnt ~f linlages with ~ther maprifartnring arktivit ies
moadeyata, Thera ic pntential te in-rease linkagaes tith the

vilart j-a, matal, parer renpuesy sinn, elr~tyiral apt
nlarty. nire cuh epant cya, to manyfact ore and yepai:
amy irvitaval machynery, foed pr-o-eseing machinery a-d
squipmeant srvire, packaning, ate, Thia ralla -y =

~amp nhaneiva Qncerpment induetrial poalicy. <Srh o polioe
rhantd  he  ranajatent with =2 mutaally reipforcing cthes
cnctay patirine. particnilarly the tier~al policy and poliries
A edacat yan el braining.

We propace  that the Minictyy ¢ Tnidnatyy ehratld nndartale =
rampy chop~isn induety jal palicyv analyeig which  am-rmy - tha

thingse. lave an emphacia An-tha Ao alnpment of pretoctyen oo
rapital gnrode, Vight marhinery and 2arable copermer oo

In ~rrdey ta premate onb.-rantracting. a parkage ~f inceptiyes
ench aa  taw avemptinna  shwaid be affered to thoge fiy--
whirh are avpart cyiantsd  and actiely ameek tn  fretor -
apnavation with amall and medinm.niza firmae in the esconemy
FoPY nhenld cammierinn A study tr Adetermine the nature ant
mrdalitian Af anch Ipcentijves,

Implamant at inn p!;\,n/!ﬂraf&qy and prinrities
UrPY ohanld prapare immadiately a Jdatajled plan epanning -

pAriad up tos whepn it will bacrme fully  operatinnal reveyinna
the antire rangs ~f manufartnring a~tivitiee 1n the rountry

iy prapcesl Af actiona and theiy prioritiea are ac  folloen
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v VTPV he  incarporated ae A corpoarate entily with move
a-tice  invcoloament of ‘the private asgectrr in ite

g~verning hedy  thoard cof directors to~ surcceed the
stapring ~ommitten),

ii ¥epPX set up  ranagement and operati~nal avetema.
incinding mavketing (publicity). with clearly defined
rhiartivea, bath skort-term and long-term.

iii FePY nndertave a detailed study to examine. identify
and eperify linkages in the agqre-industry sector, using
the ranreptual framewnrk 1n Chapter Three.

ivr Amnang the idantified eparific patentjal linkages in thko
aqrn-ipdnetyy apctor ag well ae the metal. piastira apd
rvbbar  and ntheay aertnrs Alvaady emharked npen,
farilitat ion nf sob-coptracting should proceed guickl:
and mathrdically in ordar ‘o dsmonstrate the valne f
thoe evrhange tn the partinent publice and tn datermins
tha affirary ~f the managerant and cperat iapal evatems

Summary and Copclusion

Manifarturing  induatyy  ehasld play  a greatar vale in the
prAnAmy ?wh~"nn*!ar?§uq ia a techniral tnel which ran
anhanrae provinct jon, rapacity ntilization, proIact 1ty A
effirien~y. Thia raquires a viakle jpa*tutinnal tramewnyt
and effartive craraticrnal mechanioma to he oot np in KGUY.

Having beapn  in  ospsratinn feor A yesy and more nrelay ¢
eponasyehip ~f THIRG apAd within the infrastruac-tare f the t
MEP tha 7PV has made A atart with capahiltity to proocrds
b rantyact ineg evchanga asrpyirer o tha matal cnctoy 0 g
pescaccayv oy the F7PX t-. unavadie aualitatioely ite
Aparatispna and pedify jte inctatatjonal styncbars tn bor. -
indrpendent  and  eelf enprcrting  in crder o evpand 1t
Artivitipea tan tha aptire mapgfactyring eacb-y o~ ae
realize ite jong term nbhiect jron,

Thir ctwdy, whirh  facpeaed on the Apparytanitinae, probleme.
and  challepasn ~f  aqub-contyacrting in the 33r~ indael .
~rortAay  in KFenva, has  jdantryfind esueral yelatnd fast oy
vhirh ar~Annt for weak indnstrial linkagea in the sconcrmy

Thnreeo in~inde the lrw  tearhnaingicral  thyeashnld, wen!
~tynectural and policy  frameum b and  the relatively emai!
mimbar ~f Intarmediate gonde traneartione,  The enitat?.

) aepanaas ambrare wider jeenea than the acnpe n¢ paliey ar?
shiartrvee of the KaPY., It ja, therefira, narceaaaary -
AAreas arh 1equas - in particalar frromlate »
rompreheancive and ropeijatant induatrial policy - i order b
reatize healthy, onrderly and eustainable agrowth of tha
mamfartaring aactar,
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' 1oy Naary iptisn af Industial Activity : B
y qd Ak
.4 PATRTE I !
I AR B Clanahtaring. preparvirg and preesrving of mant
L B Manuntartare nf dairvy presin-~te
RA RN Canning and preaerving of frnits and vegetahles
l wiAa Canning. preasrving and pynceesing ~f fish
N R LA Mapnfarture of veqgatablea and animal cils and fats
LR RS Train mill produrta
~ . AT Mapnfatnure ~nf hakery prodncte ,
' ' LR AL Nugar fartories and refinerias
e RAR R Marmfartare nf lalaTadat I rhocolate and Sy
rAanfort Aapar jo=
' »nn Mampfartnye o»f fasd n.oe. .
neen Mamnmfarture ~f praparsd animal faeds
) Pietilling. rertifving and hlending spitrite
, 1112 Matt liqunre and m=ait
‘ ' LR 2rft Avinke apd carhnpated uvaterg indpetries !
. 2140 TAbharen manmifartures
I t"~ttnAn aqinnaries
‘_ ' Mg fpinnina. weassing and finiehing tevtiles
' M) Mapufartnyse ~f made-np fextilea gnoda  evrept wearing
1 aprarel
i l RRAN] Kpitting mille
‘} 2 rardaqger, vope and tuins industvies
Q 1Ma Maymifarturse nf teytiles pn.e ., ‘
\ 1N Mannfartnre nf wearing appar~a), eycept fnrtwear |
] ' . RS Tanneriea and leather {inishing
N ’ 1 Manufartimys nf proadncta of leather, ex-ept fontwear an:?
’ weAring apravrel
l RARLL Manifartire nf fantysar, aveapt plastic footvear
’ 11 fawmiltle, planning and ~ther wond milla .
1) Manufarture nf weonden and cane containers
. AR Manufarture nf wnnd and rark products n.»s r.
2170 Manfarture ~f forpiture and fivtures, eveepd primarit.
~Af mata]l ~r plastir
M Manufartuyre of pulp. paper and paper- hoard
. l 10 Mannfarture ~f pulp. paper and papar-brayd articleq rec
: 110 Printinag. pohlishing and allied industyien . .
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1int ~f DParaatatale. Ttatatnsry Poarde and Government

in the Amva-Tnduetrial and Palated Ractnrs

Aygr s~attanal Daralapment Tovparat inn
!;ﬂu¢'rial an? Commerrial Develnpment Corporation
Fonuva Ipdnetrial Fatatea

Tninstrial Pavalapment Bank

Agqrirnltural Finan~e Carporation

avanle and Syagar Finance Carporation
Vanva Tea "n"-\-!n!wnﬁn' At hey 2ty

Bt renalbayal Cyaps Develapment Anthor ity
Fon-a Mant !"\mgp;,‘_r-r\

”P'Snd” Parrn Fartory

tattan Lint and Sead Marketing Reard
Py et hram May ket ing Bnard )
Tapa and Athi Provay Develapment Anther ity
J]ake Ra~in [‘o--p]nr\monf Ant hev 1§y

Forvis \I\!!ny Dpt,rp!n!\mpnf Ayt hy j'-__v

M ianal Trrigatinn Raard

Hat inpnal Tapeaale and Prrdnes RBeoard

Fenya Tical Rrard

trffoa Rnard nf Eenva

Ca-nparative Rank of Fenva

Vanya Piantera "n-rpeavative finjon
Fanva Co-nperyat iv7e “praamey yoq

Fonya frain Grausrs o oopepatioe Hni-an

Themaiil Sngar Tompany
F.A.Snnar Induyetrisea
Mumia~ Cugar Company

H~nya Ougar Company

fAanth Hyanza Sngar Company
Frnd and 'rap Prarceaing
Toa Fartnrijea

[ ivestack

Tovtijle and Fibre

Parcarann

Fiching

homi-<al and Pharmareutical

Weond  and r‘apnr

Inves

tmart -
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Papya Togay Andthapity
Sy~al Revrd of Kenya
Teaa R-av.i

Fanyvya Nairy Board
Pig Indnet ry Roard

Feanya Burean of Standards

J“enya Agri~nlitural Research Institute
t'~ftan Raseaarch Fandation

Tea Roasar~h Frondatyon

Fanoay Induetrial Gessarch and Nevslopment

inst jtnte
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Faae Ctndiees: Faat Afrira Fine Spinnere Lt4 and Peaa~nng 1 +A4

Inioqratjon/divﬁrsitxmq{»firmg: Mivnrd. EAFN ie highly apaciali=~d
unlila the mainrity ~f ~ther firme: Reian family buaineases kseap
Aivnareity within eame family or crmmurity . Deacons e~urr~eq from »
vide varisty nf supplier s,

rapt inmity/aimilarity  of _technoleqgy: KFanyan firma ees low
terhnnlagy. whirh provides opportnunity for ready entyy of emri!
fivme,

Aﬂranﬁ/byai!abi!ify_pf__prpﬂucgiqn_"factgyg (mapargement | capit !
and ~lillar. CGanerally Yhere are no bott lenecke.

Pt ndist market: Ovianted to domeatic ~onsumer marvet
dnvarnmént__§n'~rvention: Crttan  eupply mopapnalized by CIOME
qreseynment  invastment 1n @everal tevtile firms, inctling EAFS
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e Studjec: KSR (8 sungar roppanisz)

COME FACTORS RELATIHG ™ SUB - CONTRACTING IN THE SUB- TECTeR

Integratiopn/diverasity _of _fivms: Diveraity imposed b Adafaect jon
Crveaynmept palbany (inaftficrjant sntqgrowver ~rganization mechanism:
marboting/diety ittt ian monaprltized by FNTC - a paragtatal) .

Mmiags Sugar bar drerajfied alight ¥y int proviaian o F
snqinesying aeyiri~aa. Syqar c-mpanies unable to depith bagamee ¢
male i+ veadijly ueahle by Fanpaper. Induatyy roncantrated jo

thanta apd waetern Fenva,

Contymitv/similarity of __technoloay: Tun diesimilar terhnnlngres
1n ure  (vacunm  and  open pan sulpbitatisn, Kabras Suagar and
ianany ieg 112e the jatter)

Acrees/Availability of production factors (management, czpital
and akiiled: High thresh.ld, not readily available,

Product  market: Induatry unable tn  aatiafy 1ocal demand on
anotainnad pacic, patwithatanding nnderuytilized rapacity,
Tnverpment interventinn: Price canfrnl  of praducer and conanmer
prirea bt pot inprte:  direct inveetmeant in 5 eugsr rompanien:
ficral pnliry {aq evrias duty nn sugar)
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N ryes Qtnydina: Panpafrican Fapey Mills, Tetra Pak
- "OME FACTORS RELATING T SUR-CONTRACTING IN_THE 'R GECTCOR
e Integration/Ajversity nf firmg: Firm~ ava intearated and high':
A
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cppriatired,

Capt innity/aimilarity of technelogy . Complevy enginesring proresc
accmyae A plathara of technnlngiea (in the raae ~f Panpaper .,

~hamiral, me~hanical, cjvitiencivanmantal, plectyiral,
1netvyymeptatinn -t~ pame  e~may euprptiad mainly by nveracar

firm=, Panpaper hag asvaral oapticrrsg 7 raw material (raw wood,
Anpithed bagaece, piilp and used papar), Matyre nf Tetyra Pal
pr~bFaning impnare gavers limitation ~f optinne for induyatry whiceh
Arf~rpte the oyvatem.

A-~reac/Availability __of production fartors (management, capital
and ~bille): Zecrarely limited bacayese ~f *echpnlingy and acale,
Preduet market: Larage unsatiefied domeat icr market: dindnstry i-
rapahle af rempeting etrongly in evporta, eaperially PTA.
Government _ interventien: Pnliry and programme of afforaetatjce
frr produetisrn of raw material: Fisecal prlicy (pg ryecer?
impneitinn nf ealee tav nn printed matarial): direct and indirect
invsatmant in the industry,
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Caca CtnAdjean: Tnga agroup of crmpanian

cOME FACTORT BELATING TO SUR ¢offYRR-TING IN THF S8 SETUR

’ Inteqratinn/diversity of firma: Manyv firmg in the indnetry amrt.
i§3 P'ra4hay'nf“h~ﬂh Aares nf ertinal intearatinon. Dierejt--
‘§ , perreivaed aa a hedge againet eqariee of hiaghly cempet it
. martet
. cantinuity/similarity of technnloayv: Inteqgratinn ia predicated v

natnre Af by mroduct of  procacsina grain and nil esead ryope
Hawavear, the tarhnnlngy nf procseaing by -producte  often d4iffeo:
radiraliy from that nf the primarv predoct R
Acregs/Availability. of  prodaction factors (management | capit o

and sbkille): Fntry moderately roctrictad it within capabilits oo
toanurenfnl entreprepsnr,

Mroduct  market: Oriented to  Anmaatic  congumer marbat: fiercs

rompet itirn but eubiect ton regulatisan by govternment thy e

‘ pricing anAd Znaninn nf martet territory. Innovation =

1 Aiffrrentiat jan o introductisn of pasta by Elianto ant Houae ¢
: Manii ia attempt tn inrveaes market of procesassd fond, ’
: Gravernment,  intervention: Prire rontrol., zorning: governme:’

invertment : [ imited monapnly rf grain marketing throngh NCPR
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"aan Ttudiec: Pata “hre and Tiger Shoe
= me factors relating to sub-contrasting in_the sub seclor

Inteqration diversity of firms: M~>lerate degree ~f vertical
in'ﬂd!*'!ﬂn.Aﬁéraﬁnn”HHaT?fy plava a Fev role in determinatinn -t
price and mavket thera ja a atrana terndency for specialization
Rata. with ite ep~rrmane  internat innal regonrces and enhatant jal
rerrmand nf the marbet angagea in esh-rantracting Jiherally.
continnity/similarity of technoloqy- It ia possible to have =
cpneman chap oy A compley factsry with thomsands of worbere,
Arrnsa’/Aaitability _ of _production _factors (manacement . rarital
an] ebiller: It je feacible {1 entey The sprluyetyy at any lecrl ~f
firm aiTn,

1 ovini~t marvet: The Ffrntuear  indnetrv grew ~ub  ~f  jmpnyr!
anhet itnt jan Arvalapment and haa had Aiffinulty tn pepetrate the
nvpart mar ket Ay enrvive under competition (Tiger). M-nlde ari
mrleaa  fry nen Jeathrr, whirh ensld bhe mades lreallv,  are
imparted fr~rm Furepe and the Far Faet  Thae Jeathsr industyy face:
crvnva rampat itian from  cheap plasticr mrulded  ard fahri~-mayte
frantwrar prrdncte,

Coavernmant intervent ion: I.imit nd anvernment inseatmant -
freilrtat jan Af svport promotion.
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