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Chapter 4 MANUFACTURING

This chapter prescnts the results of the sector study of manufaclunng, conducted as a part
of the Integrated Regional Development Master Plan study for the LBDA region. The -
objectives of the study have beea:

- to analyse existing ¢onditions,
- to evaluate development potentials,
- to clarify constraints and development needs,
- to set the framework and main directions for industrial development, and
< to identify and elaborate on priority pro;ects

The industrial development plan presented in this chapter depicts the development of the
manufacturing sector in the Region up to 2005, basically in line with the decentralization
policy stated in the Sessional Paper No. 1 of 1986, and proposes the mecthods and
processes 10 realize it. The study deals not only with the formal manufacturing sector but
also with the informal sector.

In Section 4.1, the present situation of the manufacturing indusiry and its surrounding
cnvironment is discussed. The position of the manufacturing industry in the Region vis-a-
vas other regions of the country and neighbouring countries is examined,

‘There are many kinds of constraints to the development such as fack of capital, technology,
entreprcnéurship, market information and infrastructure. These constraints are
systematically analysed and the countermeasures 1o overcome or to alleviate the constraints
are presented in Section 4.2.

Maia poiats of the manufaciuring industrial development plan are abstracted from the
discussions in Sections 4.1 and 4.2 and elaborated in Section 4.3. In Section 4.4, the
developnient processes and mechanisms of the manufacturing industry in the Region by
development phase are presented. Section 4.5 describes priority subsectors to be
introducedfenhanced and projecis the output, value-added and employment of the
manufacturing industry in the Region. Finally in Section 4.6, roles of public organizations
for manufacturing development in the Region are clarified, including those of LBDA.,

" The results of informal sector survey conducted at this time are attached to this chapter.
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- 4.1 Present Simalion
4.1.1 Extsung manufacmnng eslabhshmenls

(l) Nu mber of es!ablnsh:mnts

Number of the manufacturing establishments or units in the Region in 1985 is esiimated to
be 327 which corrcspond t0 11% of the toial manufactunng enterprises in Kenya (2,975
enterpnscs, estimated) in the same year, excluding the ones of the mfonnal manufactunng
subsector, for whlch the relevant mfonnahon is lackm g c

The agm based umis dccount for 87.7% of lhe tolal units and the chemical and metal
“product subsector units for the remaining portion of 12.3% (Table 4.1), while in Kenya asa
whole, the former is estimated to be 65.9% and the tatter, 34.1%. Of the total, Kisumu and
Uasin Gishu districts accommodate 71 and 69 establishments respcctwcly, followed by 38
in Kakamcga and 27 in Trans Nzow. (Tablc 4, 2)

Small scale manufacturm g enlerpnses employm gupto9 workers dommate the sector in the
Region with 152 units (45%), followed by 136 medium scale enterprises (10-50 v.orkers)
and 39 large scale enterprises (over 50 workers). The number of small scale units may be

~under-estimated. In Kenya as'a whole small scale enterprises account for 55% of the total
number of establishments (Tables 4.3 and 4.4). :In the agro-based subsector, a relativély
large number of the large scale enterprises are observed in the Region, while there are only
very few in the chemical and metal subsecior.

. . i . :

For three years from 1978 to 1981, 349 new enterprises were established in the country.
[lowever, the increase in the urban areas {the metropolitan areas and main towns) was
snall, The major increase took placc in the rural areas (Table 4. 5). This trend seems 1o
hold also in the LBDA reglon ‘

It secms that lhe pohcy of dxsmbmmg manufactunng enterprises to the rural areas have been
successful, apart from the social and economic cost paid for it. In the four years from 1981
to 1985, an increas¢ in the aumber of new establishments in Kisumu, South Nyanza and
Kisii districts was relatively large in comparison with the accumulated number of
establishments up to 1981, During the sanie period the total number in the whole cotntry
incréased at annual average rates of 4.9% for 1978-1983 and 2.2% for 1983-1985.
Therefore, it may be concluded that the manufactunng industry in the Region has been
catching up wuh thé nauona] aVeragc in recent ycars as far as the number of estabhshmcms
are concemed L :

For the penod from the end of :he 1970'3 to the begmnmg of the 80'3 cslabhshments in the
food processing (canned vegelable, bakery and beverage), thé light industry (textite, lcather
and miscellancous manufacturing) and the heavy industry (mctal and electrical equipmient)
showed a marked increase for the whole country. The Region is lagging behind in the fields
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of the machinery and even of subsectors based on natural resources endowed in the Region
such as leather producis, clay and glass products, and non-metallic minerals.

)i 1 i

Another trend observed in the manufacturing sector of Kenya in recent years is that small
and large scale enterprises tend to increase their numbers as compared with the medium
scale. This may be explained as follows.

- Potenual cnterpnses begm theu busmess on a smal} scale mamly due to l‘ne easy cntry or
constrains on their initial investments and skill/technology, However, it seems very difficult
for them to climb up the ladder to the medium scale due to the lack of eapital, managenient
technology and other constraints,. These constrains are due primarily to the lack of
enterprises’ endeavors and to.the industrial policy which tends to favour the large scale
enterprises. As a result only a small portion of small enterprises ¢an make it up the ladder,

. while the remaining large portion remain smail or di¢ out.. On the other hand, it seéms$ to be

: relal_lycly easy for the medium scale enterprises to upgrade themselves to the large scale in

‘comparison with the small scale enterprises, mainly because the technology (managerial and
production} which the large scale enterprises utilize is also utilized by the medlum scale
enterprises. :

‘The 1n§:dimn scale enterprises can therefore cope with the change, and gain from the
industrial policy.- Also powerful entreprencurs can enter the manufacturing industry with
targe initial investment and well equipped factories as well as a confidence for success, thus
av01dmg the hardship of starting small,

Competition between small and large

Smalt enterprises are generally superior to large ones in the subsectors utilizing locally
endowed resources, such as canned vegeiables, fish, oils and fats, bakery products, sugar
and confecnonery, textile, leathér and foot-wear, rubber products and non-metalic minerals.
Large scale enterprises dominate the food processing subsectors such as grain mill products,
miscellaneous foods, beverages, textile and leather products, metal products and electrical
equipment. Except the last two, howeéver, these subsectors are also domains of small
enterprises. Competition between small and large cmerprises in these subsectors is
becoming severe. Small enterprises can survive in these subsectors by prov:dmg
specialized and diversified products demanded by local people

(2) Oulputs

The total ouiput of the manufactunng mdustxy in 1985 mcludmg lhe mfonmal sectOr's is
estimated at K£ 417.7 million, of which K£ 5.35 million comes from the infornal
manufacturing subsector. The output of the formal units of K£ 412.4 mitlion or 98.7% of
the total output in the Region accounts for 13.2% of the corresponding output of Kenya in
1985 (K£ 3,130.2 million, estimated). The Region's share is larger for the output value
than the number of establishments, indicating the average scale of enterprises in the Region
in terms of the number of employment is larger than the nauonal average 'I‘hls may be
exp}amed by the fo!lowmg , : JEA ‘ R
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1) . Thei cmcrpnses recemly establlshcd in thc Reglon are of relathly Iarge sc‘ale.
S ' and E
.2) . Théroom for f()stermg the éma]l scale enterpnsas is relanvely small mamly
due to the small inducement power of the existing or newly established
‘ subseclors andfor lhc re!auvcly low level of household income.

'Ihc non- agro based formal manufactunng subsetlors, ic. chcmlcal and me!ai subsectors
share only 4.0% of the subtotal and the remaining 96% is’attributed to the ‘agro-based
subsectors, while at the national level these are 42.8% and 57.2% rcspethely (Table 4.6).

- The manufacturing industrial structure in the Region is very weak. ' The fosterage of the
chemical and metal subsectors in lhc'Regu)n which have large inducement capabitity of the
related manufacturing subsectors and seérvice subsector, will bccomc lhe most lmporlam
issue for the fulure industrial devclopmcnt in thc chlon

The blggesl agro- based subsector is the mlscellaneous foods subsector, whlch mcludes tea
manufacturing with an output of K£ 127.1 mllllon, or 30. $% of the total in the Reglon or
21.0% of the corresponding subsector in the whole country, followed by the sugar and
confectionery with K£ 52.7 million, or 12.9% of the Region's total and 65.0% of the oulpul
in Kenya. Kericho district leads all other districts in the Region with the output of K£ 94.5
million, of which 86.4% derives from the tea industry. Kisumu and Uasin Gisha districts
follow with K£ 81.1 million and KE 76.8 million respcctwcly, with a much wider range of
agro-based mdusmes Ihan is the case in Kericho.

‘The potential for industrial developmenl in the Region has been assessed at this time from

-the avaﬂabnhly of human resources, althéugh many other factors affect the potential such as
the level of income and the exisimg and future level of technology. As compared with the
potential, the presem manufaclu ring sector is c‘haractenzed as follows

- Only 33 4% ofthe potemlal has been reallzed in 1985, ThiS 1mphcs that the
level of manufactaring mdustry deve!opment in the Rﬁglon is falrly below
_» the expected lével.
- 2) . Only the sugar and confeclsonefy subsector exceeds the poteatial. Other
- agro-based subsectors remain at 50-60% of the comesponding subsectors
potemials, and thc meltal and chemical subseclors' around or below 10%'

From lhc wewpomls ofi mcomc level and avallablllty of raw materials, some subscc(ors such
as grain mill products and bakery products may be in keeping with the potential, but most
agro-based subsectom have much room for development.

@) Value- added

Thc lolal value-added of the manufaciunng industry in the Reglon in 1985 including the
informal manufacturing subsector's is estimated at - K£.75.2 million, of which K£ 3.66
million is brought about by the informal subsector. : The value-added of the formal sector
units of K£ 71.5 million, which corresponds to 95.1% of the total value-added, is estimated
to account for 13.7% of the corresponding figure for the whole fonnal manufacturing sector
in Kenya in 1985 (Table 4.8). The average value-added ratio of the formal sector in the
Region is estimated (o be 17.3% which is higher than the national average of 16.7% (Table
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4.7). 'The constituént ratios by subsectors in the Region are: 95.5% for agro-based
subsector, 1,8% for chemical and 2.5% for metal, while the correspondmg figures for
Kenya are 58.9%, 19.1% and 22.0% respec{weiy The structure in the Region is biased
extremely to the agro- bascd subsectors,

The average valuc-added ratlos by subscctor in the chlon are: 17.3% in agro-based
subsector, 20.0% in chemical and 18.0% in metal, while in Kenya as a whole, ratios are
; 17_.2%é_,_;_12.0% and 22.6% respectively, The low nationwide ratio of the chemical
subsector is mamly brought about by the petroleum and other product subsectot, whose
value added ratio is 7.7%. The average ratio would be 18.3% when the pétrolenm
subsector is excluded. ‘The relatively higher ratio of the chemical subsector in the Region is
‘due to'the absence of the petroleuns subsector, The relatively low ratio of she metal
subsector in the Region is due to the absence of the non-electrical machinery and electrical
cquipment subsectors, whosc value-added ralios are 25.2% and 31 4% respectively.

The largest amount of K£17 7 mllllon or 24 'I% of thc tola] comes from the sugar and
confecttonery subsector, followed by the miscetlaneous foods, K£8.8 million or 12.3% and
the bcvetagc and tobacco, KE7.7 million or 12.7% (Table 4.8). The order in the value
“added is different from the one in the ontput, due to big difference between the value-added
ratios of the sugar and confectioncry subsector (50.4%) and the miscellaneous foods
subsector (6.4%). : : :

(4) Eniployment

It is eshmated at thls time that 29 ;740 persons, mcludmg owners, are engaged in the
manufactunng in the Region, of which 25,070 persons or 84.3% of the total are in the
formal sector and 4,670 persons or 15.7% in the informal. The share of the formal sector
employment in the Region is 16.2% of the national total which is fairly low when the
population share (40%) is taken into consideration; but fairly high when the share of
_cstabhshments/umls in the Region (11.0%) is considered, The agro-based subsector shares
94.4% of the formal sector’s total employments. Only 1,410 persons are engaged in the
non-agro-based manufacturing subsector (Table 4.9). The textile subsector employs 6,782
followed by 4,185 and 4,124 in the sugar and confectionery and miscellancous foods
subsectors respecn_vely Only the textile and sugar and confectionery subsectors employ
proportionately more people than the popu!alion share of the Region. The employment in
the remaining subsectors, excluding grain nnll producls and baker producls are fauly below
the corresponding po!ennal :

In Uasin Gishu, 8,152 persons are employed in the manufacturing industry followed by
6,141 and 3,325 persons in Kisumu and Kericho disicicts respectively. The total
employment in the Region is about 48,19 of the potential estimated based on the population
share. Uasin Gishu and Kisumu districts exceed the corresponding potentials, while the
remaining districts (13 districts). are fairly below the potentials, implying conmderablc
mequahty in the employmem Opponumues among ﬂ\e distncls
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-4.1.2 Procurement of production inputs and market structure

(D Pormal manu factunng sccior

Procurement of raw matcnals

From intcmcws wﬂh lhc KIE regional managers, districts trade officers and managers of
private firms, the ways of procurement of raw materials which the firnis require for the daily
production are summarized as foll()ws Thc agrlculiural raw marcnals are procured through
the fo!lowmg two channcls -

1) Related cOoperauvcs and gOVBmment agencics, whcn the malenals are unclcr
the Government's regulation for their sales, and -
2) Direct purchase from famrcrs s

Some managers of pnvate ﬁmrs, e.g. cdiblc oil and sugar subsector industries pointed out
that the direct purchase from farmers would benefit both the firms and farmers concérned in
the sense that the farmers can be paid in cash and can obtain a sure market at present and in
the near fulure and that the finns can procure the materials of required quality as much as
they plan. It should be pointed out that the cash transaction and assurance of market are'the
biggest incenlives to the farmers. A disadvantage of this case to the firms is that they have
to look for the fanieis scattered in rural areas and to lead the farmers to produce the raw
materials with a quahty which thcy desire.

In lhc case. that the matcrlals are for manufactured goods like basrc chemlcals and metal
products, they are often imported from abroad through import traders in Nairobi and
Mombasa. The managers of the firms pointed out that since the traders in Kisumu and
Eldoret are not capable of nor knowledgeable in negotiations with foreign traders it is very
difficult for them to convey the request of the finns, resulting in a delay in delivezry. They
also pointed out that the corresponding domestic raw materials are mostly inferior to the
rmponcd ones in both pnces and quallly

Procur‘emcntof camta'l goods

Almost all the capital goods to be installed in the Region would be imported through the
traders in Nairobi and Mombasa, and the enterprises in the Region ask for assistance and
parts from the traders whea repair/maintenance of the facilities/equipments are needed.

However, as can be seen in certain firms in Eldoret, relatively well-equipped workshops for
the repair of production machines are developing, The possibility is foreseen that they will
accumulate their technology through the experiences, spin out of the mother firms and
become independent with speciality in repair of machmerylfacrlmes and/or machinery
producuon

§ lgs of manufgcmrgl goods

I‘he drstnbunon channels of processed agnculrural products depcnd on:



- Whether the marketing of processed agricultoral producis are controlled by the
government;

- Durability of the finished products. and
- Production volunses of finns in comparison with the market size in the wcmlty

In case of the finished goods under the regulation like proc:essed cereals and sugar, all the
finished goods produced are shrpped to the related government agencies.

Less durable goods llke bread and cont‘ecnonery products are distributed fmm lhe producers
dlreclly to the retailers. At present, the market of any firm in the Region is limited within
their v1cm1ty and small in scale. However, when the quality of the products and
transportation means are improved, the market might expand beyond the boundaries of
towns and dlstncts When a firm produces relanvely large amount of finished goods like
edible oil in comparison with the market in the surrounding districts, the firm uses
wholesalers to distribute the producls to relallers scattered in lhe country,

In case of the manufactured goods, such as chemlcal and metal products almost all the firms
adopt a order-made basis, and ship the finished goods ditectly to the customers.

(2) Informal sector
Activities

The informial sector is broadly divided into three subsectors: viz, manufacturing, retail trade
and catering, and repair and other services. ‘The shares of these subsectors on the
employment bas:s were 16.4%, 70.7% and 12.9% in 1982, respectively.

The goods and service provrded by each subsector of the informal sector enterprises are as
follows: : : :

Manufacturing subsector (open air) oo v ‘ S
Consumer goods tile, flour, pot, pan, brush, paper, match,
: ' glass, soap, shoe, hide and skin products,
box, furniture, copper products etc.

Capital goods : srclde, hoe, ha_mess e&c
Service subsector - : oo taxi, barber, laundry, shoe cleamng. :
repaic (vehrcle, bicycle, radlo). restaurant
- ete. :
Retail trade subsector -~ : beverage-, newspaper, daily necéssaries

including the consumer goods above.

As is clear from the kinds of the products and service enumerated above, the informal sector
is characterized by the fact that the sector prowdes goods and service whlch lhe households
especrally low income ones, demand daily, S .
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More thorough analysis on the informal séctor is included in the Autachment to this chapter.
_ Procurement of raw materials © R
Procuremeat of raw materials by informal Sector enterpriscs may be summarized as follows:

- Collecllon of waste matenals by themselves, and
- Purchasc from the fc-rmal sector entcrpnscs (trade and manul‘acrunn g).

In case of the purchase of ihe raw matenals from manufactunng enterpnses the mformal
manufactunng enterprises in the Region seem (o raise almost all the raw matcnals feom the
enterprises located in Naitobi and Mombasa, because there éxist few formal enterprises in
lhe Reglon which supply lhe TAw malena!s to the informal manufaclunng enterpnses

Asto thc reinaining two subsecmrs they raise lhc chemlcal and nietal raw materials atd
highly processed foods from the same channels as the ones in the manufactuzing subsecior,
“and the other raw materials, mainly agricultural producis directly from the farmers in the
Region,

Procurenient of capital godds

In comparison with the formal sector industry, the capital goods procured by the informal
sector enterprises are substantially small in kinds and value. However, they too seem to
purchase their capital goods through the same kind of channels as the ones of the formal
sector enterprises in the Region, .

Markel structure fgr;hginfgrmal sect g '

In general, the goods and service provided by the informal enterpnses are demaﬁded by the
following final consumers:

anatc COnsumers,
- Formal manufacturing enterpnscs, and
- Local governments. :

The finished goods and service of the informal sector are provided to the formal
manufacturing enterprises under the subconiract agreements. However, when considering
the present situation of informal and formal séctor industries in the Region, this type of salés
do not scem so popular in the Region, except in case of finished products whlch are
exponed to foreign countries or demanded widely in the country.

The purchase by local govemment is also judged to be very small inthe Reglon :

_Thc markct of the mfomlal sector is considered to be very small duc to the followmg
characteristics of the informal sector: : :

- The sector produces the goods and service demanded by residents in the vicinity;
and _
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- The sector enterprises scatter widely in the districts and the Region.

Even the largest market of certain informal sector enterprises doos not cover an entire
district.

(3) Problems with mérkeis
There are three kinds bf problems related to the market in the Region. They are:

- Small market,
- Lack of market mfonnauon and of enterprises’ eiforls to acquire such, and
- Severe competition in the informal market. :

The first two probicms are common not only to the informal and formal sectors in the
Region but also to some enterprises in the country The third one is common to the informal
sector in the country.

The pmblem of small market is du¢ to the following:

- Low income level in the Region,
- Lack of induced demand from the manufactusing industry in the. Region, and
- Low quality of ﬁmshed producls :

The second factor above is reiated 10 thc manufactunn £ mduslnal stmcture in the Reglon

For both of informal and formal sector enterprises in lhc Region, the market mformatmn is
in short supply. This phenomenon is brought about by the foltowing facts:

- There is no public and private organizations whlch provide the market mfonnanon
and

- The entcrpnses fail to make efforts to acquire such mfom\atnon

Separation of producnon and marketing systems as widely adopred in many enterprises in
the country seems to be the main cause of the second fact abovc

It should be noted that the full provision of the mar_ket infom’xaﬁon’to enterprises in the
Region might not always induce an enlargement of their market. The market information
would become useful when it is reflected in their finished goods and service. Therefore, the
full provision of the information is a necessary but not sausfaciory condmon for the
enlargement of lhelr markel : S ‘

Easy entry into the market for informal sector tends to make the competition among informal
. enterprises very severe, The informal enterprises have (o compete also with formal sector
industrics, which supply the same kinds of goods and services, using niore capital-intensive
facilities. In fact, the formal industries sormetimes take over the market dew:loped by the
informal sector. :

4-8



4.13 Related organizations
(1) Financial organizations

Many kinds of national ﬁnancnal organizations have been established since the latter half of
1960's such as Kenya Industrial Esfates Limited (KIB), Industrial Development Bank
(IDB), Industrial and Commercial‘ Development Corporation (ICDC); Dcvelopment
Financial Company of Kenya (DFCK) and Smalt Enterprise Financial Corpérauon (SEFC).
These organizations contribute to the development of small scale’establishments by
providing medium and long term loans, advice and consultation on the managcmem of the
emerpnscs and tra:mng of emerpnscs

Howcver, the study at lh1§ time s¢cems to conﬁrm |he report (World Bank 1982) that the
contribution of the main financial public organizations for the devetopment of the small scale
enterprises is limited or relauvely small due to the followmg prob]ems and condmons‘ ’

1) ~  High cost of admmtstenng small loans, makmg the ﬁnanc;al assistance
schemes unattractive for financial institutions;

2) High default rate of repayment by small scale estabhshments

3 Obllgatlon of collateral to advance loans to small scale estabhshmenls
suppor:ed by financial mshluhons.

4) . ICDC small loans program d:rccted much moré towards commerce and
property than to snall scale establishments;

5) Concentration of loans in bi g cities, enlargihg regional di‘spm‘ities; _
6) High threshold in terms of minimum monthly turnover ¢stablished by ICDC
which eliminates a great number of artisans from consideration; and

D Considerably short loan repaynment periods with rather high interest rates.

The industriat development policy up (o the recent years which has a great emphasis on the
development of import-substitution industries has been reflected in these problems and
constraints. These problems and constraints have forced the small enterprises, apart from
the entérprises located and supported by Kenya Industrial Estates (KIE), to turn to private
and in formal lending sector or self ﬁnancm g for their mmal mvestment and operatmg funds

(2) Techmcal educatmn :

As regards the technical education for the potential and existing cnlerpnses and workers,
Kenya has establishéd the following public organizations and institutions, focusing on a
range of subjects and degree of skill, techniques and technology to be mastered.

- Youth polytechnics
- Technical secondary school



- Harmnbcc technical college _
- Labour industrial training coliege under Ministry of Labour

~ Kenya polytechnics _

- University

Besides the above, there exist Kenya Industrial Training Institute (KITI); Kenyan Institute
of Business Training and KIE. The youth polytechnics are the most accessible 16 rural
residents.. Many youth pelytechnics have been established in rural areas (7- 8 polytechnics
per district in the LBDA area). ‘These are for graduates from primary schools, and offer
many kinds of two year courses in such fi¢lds as carpentry, handcraft, repair and clerical
education. They play very important roles in fostering the basic and démand-oriented
techniques and bhave been recently highlighted in compliance with the rural 1ndustnal
devclopment pollcles stated in the Sessional Paper No. 1 of 1986, '

However, accordmg to the D;smct Devel()pmcnt Plans, about half of the polytechmcs in the
Region are not fully utilized due to lack of funds for the facilities and operation. Another
- problem is that all of the graduates canrnot find jObS where they unhzc their skills and
knowledge mastered at the polytechnics. :

(3) Marketing

The information relating to marketing is collected and distributed by External Trade Office of
Ministry of Commerce and Industey and Internal Trade Office of the same Ministry, The
former office circulates the export marketing information through Kenya National Chamber
of Commerce. The latter office collecis but does not distribute the market information for
the small scale industry. The infonmation is used internally for guidance and evaluation of
the small scale enterprises newly established. Along with the above offices of thc central
Government, there is Kenya External Trade Authority (KETA)

Beside the defect in the distribution of market information, the small enterpnses do not join
the Chamber so they cannot enjoy the marketing information, The most of enterprises in
the Region are judged to be in a position where they cannot extract clearly what lhey w:sh o
know, makmg u 1mposs:ble for them to access the existing systems,

(4) Kenya Industrial Estates Limited .
rvices provi |

Kenya Industrial Estates Limited (KIF) was established in 1967 with the aim to explore and
assist the small enterprises. KIE is the most accessible government agéncies for the
potential small entreprencurs both in rural and urban areas. KIE makes an endeavour to
attain the aim through the followm g activities: :

1) COnstructlon of mdusmal Estates (1B) and Rural Induslnal Developmem
Centres (RIDC), and designation of Indusmal Promotion Areas {IPA) in
rural and urban areas,

2) Provision of loans, and
3) Seminars and consultation.
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The number of IE's; RIDC's and IPA's are mcrcasmg stcadlly KIB mlends to feducc the
initial capital requirements of potential small entreprencurs as  much as it can by prowdmg
IE’s where factory bu:ldmgs for rent, water and elccmcuy, and a workshop are prepared

KIE provides the potennal cntmpreneurs more lhan 70% of 1mual mvesiment mcludmg lhe
working capual if requlred on the following loan condxtxons '

Annualinterestrate 13%up to Kshs. 1 million 'ioan
‘ 14% over KShs. 1 mitlion loan -

Term - - ~ 5-10 years including grace period of 0.5 - 1.0 year.

Recently, KIE has extended its loan to small scale enterprises vp 10 ten thousand shillings
without security. - According to KIE, the repayment is being made smoolhly Moreover,
KIE has expresscd very positively the intention of expandmg loans to pro;ects which satisfy
the selacllon cnlena (mamly ﬁnanc:al)

'I“ne office of each I8 ho!ds seminars, two or three times per year, on the managerial and
financial matters of firms and exploration of the potential small entrepreneurs, and opens
also its door for irregular consuliation on production technologies.

Financial situgtion

KIE adopts a self-supporting accounting system and it has been asked more strongly by the
central Governmeal to make the ﬁnanc:al ba]ance However, the followmg problems are
noted:

1) excessive investment on well equipped workshops in comparison with the
capability of tenant eaterprises for utilizing the workshop, and

2) relatively low occupancy of the industrial eslates.

The interest rate of 13-14% per year on the loan is tlower than the ones of the ICDC (the real
interest rate is estimated to be 20-21% per year) and the private informal lending sector.
Though the lower ratés on the loans are requested from the standpoint of the development of
the small scale enterprises, it seems impossible for KIE to provide the loans with lower rates
due to the above financial situation, The situation scems also to be reflected in the response
to the request from the District Development Committees (DDC) to construct aew 1E's,
Managers of IE’s complain that the enterprises in the IE's do not want to go out of the 1E's
even when they have acquued suﬂ'ic;ent financial capabilily.

) Evaluauon of cxlstmg public orgamzauons
As discussed abovc, therc already exist many kinds of publlc financial institutions and

-organizations, and they have problems especially from the standpoint of the small scale
enterprises.  Howevér, judging from the development policy on the informal sector and
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small scale mdustnes as stated i in SP1, it is expected that the access to pubhc loans will be
made casier in the sensc of expanding ehglblc borrowers, increasing amount, upgrading
quahty of loans and diversifying lending institutions, Unfortunately at present, procedures
for realizing this policy are not clear.

Based on the present situation on the technical public education institutions and
organizations discussed before, it may be judged that the related public technical institutions
are producing, not sufficicatly but at satisfactory level, the services (technical educalion)

sufficient for the industrial deve!opment in the Reglon in terms both of the quantlty and
quality.

Increased service levels, though desirable, may not be expected in the future for the
following reasons: '

I) As pointed out in SP1, the central Goverantent will seek the budget to be
‘balanced, mainly being conscious of the effectiveness of the budget and the
evaluation from the lending foreign countries and international institutions on
the Kenya's repaying capability of foreign loans, and will also ask local
governments to raise the regional development and mamlenance funds as

much as they can.

2) It usuatly takes some twenly years or even longer before the effect of
technical education is largely enjoyed.

Thus the only way is io scarch ways of utilizing efficiently exnsnng lechmcal educatlon
institutions.

As regards the market mfonhalion, the present system is insufficient to the potential and
existing small scale enterprises in the Region in the quality of mformatlon and its
distribution channel. :

4.1.4 National industrial policy

(1)} Outline of the policy

The national industrial policy may be summarized from the Sessional Paper No. 1 of 1986.
Genperal

The manufactunng mdustry in Kenya is expccted to bc rcstructured in lhe fo)lowmg
directions. : ‘

1) Enhancement of the export capability of Kenya mdus(ry by dwersnﬁcauon of
the expomng commodmcs and services;

-2y Increasc of employmcnl oppoﬂumtles in small scale mdusmes, and
“especially in the informal manufacturing subsector, which is planned to be
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much developed, and in the modern mdusn’y whlch is expected o adopt
labour-intensive produciion methods; -

3) - Development of the manufacturing industry based on a sirategy'of higher
productivity than found in other sector industries;

4) Development of the manufacturing industry which aftracts and generates
indigenous Kenya entreprencurs and managers; and

. 5)  Industrial growth to support and promo{e- the dcvelopment of agncullure and
- of the rural areas.

Emphasis
More emphasis is placed on developing private sector enterprises, since the Goveranient
enterprises have proved to be less efficient and also the central Government will have few

financial options for investment or support of these enterprises. Of the private sector the
informat sector industry is expected to play a role in the followmg aspects:

- In¢rease in employment opportunities, :
- High investment efficiency of low investment requirement, and
- Posterage of basic production skills.

Strategies
The Scésional Papcr proposes strategies of adopting 'the following systems:

= Market-bascd inceative systcm instead of the cxlshng highly pro!ecnvc incentive
~ system; and

- Incentive system for dlspcrswn of the mduslry into the rural areas.

The market-based inceative system aims at fostenng private enterprises in all industrial
sectors (formal and informal) which ¢an gain a reasonable profit and contribute (o the
development of Kenya‘s cconomy. 'Ihc elements of the system are as follows:

1) | -I:lastw foreign exchangc policy, which will have a favourable effecton .
o promollon of export and lmport -substitution; - :

2) Guldancc to the seasonal prices of agnculiural products, which wnll lead to
a an improvement in the farmers' income and will contribute to thc
enhancemem of the national food security;
3 Adoption of more uniform impbrt dulies and more liberal import licensing;
- 4) . Wage guideline aiming to avoid inflation, increase employmeat - -
: opportunities, and correct the disparity in wagcs between modem and
informal seclor workers;
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5) - Effective interest rate pohcy which would help o promote hi gh retum
investment opportunities; _

6) = Pricing pohcy‘ peﬂcctmg the scarcity of fesouroes, and resulting in’
oonservaﬁon of petroleum and woodfuel; and -

N Removal of the monopolistic situation to encourage c0mpetm\fc environment
~ and secure the entry of the small enterprises..

Asapartof the incentwa system for dls'persmn of the industry into the local or rural areas,
“the 1985/86 Finance Act raised the investment deduction from 20 to 50 per cent for new
facilities to be located outside Nairobi and Mombasa. The enterprises can enjoy a once-for-
-all deduction equal to 50 per cent of the cost of plant and equipment, This will also reduce
the income taxes in the early years of the project. It is estimated that this allowance,
~ discounted over the life of the investmeat, is equivalent to a sub51dy of about 10 per cent of

the initial cost of the investment under normal circumstances. :

:(2) Evaluauon of the pohcy

The national industrial. policy outlined above is evaluated from the points of view of the
national economy and industrial development of the Region. o

Point of departure

Industrial policies in the past may be characterized by highly protective system of import
substitution industries and piecemeal measures for individual enterprisés taken through
negotiations between the cmerprises and related Ministries, Highly protected enterprises
tend to abuse the concessions for the sake of gaining excessive profits without ré-investing
them into the economy to induce the export-oriented enterprises. The new poticy stated in
the Sessional Paper pursues the fairness and umfommy through the adoption of uniform
import duties and the abolition of special concessions.

Market-based incentive syste

Adoption of market-based incentive system was strongly recommended by the World Bank
in its 1982 report on the smali scale industry in Kenya. This is considered the only method
which can lead the Kenya's industry to a new phase of industrial development. = - '

African cntrepreneurg :

The concept of :he Afncan enlreprcneurs, as expressed in tha Sess:onal Paper by the words
"African” or indigenous, is not clear. It is difficult to find out the basis for the assertion of
the "African”, as more than 90% of the population in Kenya are the Kenyans, according to
the Statistical Abstract, "The present situzation, however, is such that a smal group of people
dominate not only the service industcy but also the manufacturing industey. 1f non-African
entreprencurs corresponds to the above group of people, the emphasis seems to be
reasonable because a true and broad industrialization and an improvement in the level of
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income of all the people could bc realized when the !argc part of the Mldents paruclpate in
f thc industrialization.

1- k. lan
The strategy for balan(:ed devel opmcnt stated in thc Scssnonal Paper is:

- To promote the urban system whlch supporls the growlh of agnculture and the
devclopnwnt of rural arcas, and

- To creale employmcnt opporiumues in thc non-farm acuvme,s for the tes:den!s in
the rural areas.

This stratcgy is expccted 0 contnbutc to:
1) Avoldancc of an excess populatron in thc largc cities;

2) Promouon of the developnient of secondary towns and urban settlements
through dcvelopment of agnculture,

3) Fosterage of a lmkagc between agriculture and other se¢tors in the rural
areas, such as local service centees, urban centres, mumc:pal towns and
' secondary ¢ities; and

4) Promotion of lhe rcglona] economy all over the county.

The Sessional Paper also pomts out clearty that an increase in the income in the rural areas is
the starting point for the development of industry. Thus the regional dévelopment policy
can be appreciated from the following two points: first, a clear recognition of the
agricultural development in the rural areas as the basis for all kinds of developmeat, and
second a clear recogaition of the increase in the income level in the rural areas as the starting
point for the dcvelopmént of indus!ry. '

Rglcgg ! Qg_t: m! gjovgmmgnl

Roles of the central (Jovemment Wl“ be hmued to facilitative measures to promote the
private sector aclivities: typically the publi¢ investment for improved provision of
infrastructure, - Thus the central Government is going to be a "small government”,

3) Implicaﬁon to induslrial development in the Region

'I‘he present suuatmn of (he manufacmrmg industry in the Region is characterized by the
followmg

1) Thc out pul share of the Regnon to the nation's total is small (13.2% in 1985);

2} - Agro-based mdusmcs dommate the sector (96% of the output in 1985), and
most chemical and metal products are imported from other regions; and
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3) . The main constraints to industrial developmeiit in the Region are the small
market, lack of capital, technology, market information, infrastructure and
entrepreneurship

Most districts in the Region do not have any significant mdusmal dcvelopment pmJecls
earmarked in respective five-year plans.  Among all the districts, however, dwetgence is
observed in the level of industrial development and p1anmng

Thus the natn:mal mdusma‘l pohcy shou!d not be umfomﬁy adoplcd in all 1he districis. With
this reservation, each element of the national industrial policy may be evaluated for its
cffects on the Region. Elements of the nauonal mdusmal pohcy may be classified as
fol!ows

]

Elements having equal effects Elastic foreign exchange policy L
to all the regions: - Streanilining the import duty and licensing
_ ~ "Wage guideline
- Removal of nmnopohsnc snuanon
- Inceative system for dlspemon of the indusiry into

the local moral areas.
-Elements havmg more ~ Guideline to more reasonable pricing
favourable effects to the - ofagricultural products -~ -
LBDA region: - Adoption of the population as the criterion for the
' central Government investment on the basic
infrastructure

- Emphasis on the development of agncuilm’e |

Elemedts héviﬁg unfavdumbfe :
effects on the LBDA region:

lnterest r_ate pohcy

_ The ulumatc am1 of lhe market based incentive system is to fostcr pnvatc emerpnscs in all
the different industrial sectors. It must be pointed out, however, the aim is rather high in
comparison with the present sitnation of the manufacturing industry in the Region as
summarized above. The capabilily of existing and potential entreprenéurs/enterprises in the
Region is judged far below the expecied level. Thus this basic policy has to be
complemented by facilitative measures such as public investment in infrastructure and
utilities, credit schemes for small enterprises and measures to encourage the expansion of
trade among the Preferential Trade Area, wherze the Region is favourably located
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‘4.2 Constrainis to Develc)pmenl and COuntem‘néilSuré's '
4. 2 | ClaSSlficallon and meanings of constraints

l"rom interviews wuh the existing entrepreneurs and managers of KlE's papers relating to
this issue and analysis on the expected future manufacturing industrial structure, constraints
to the manufacturing industrial development in Ihc Reglon have becn ldtntlﬁed and
classaﬁed as follows. ' : ‘

Market : : - Small marlcct
- Production . i Coe Lack of capital, technology, market mfonnanon
R ST S mfrastructure and entrepreneurshlp
Gr‘ov&h - . - Lmut due to the mdustnal strucmre donunated by
: : : agro-based mdusmes B v ‘

The constraint related to.growth is selected from the slandpomt of the long term
devetopment of the whole manufacturing sector in the Region.” Among the consiraints of
produclton and market, there cxist causal relauonshlps which will be dascussed later.

’I‘he above cons!ramts may be re—classnﬁcd by Ihe followmg criteria,

Criterion Conslraints

Solvableby = - _ ' -. Lack of capital, technology, market
entrepreneurs themselves : SR mformauon ar.d enlrepr\,neurship
Not solvable by entrepreneurs ' - Lack of mfraslmcturc

themselves - Small market

- Limit duve to the industrial structure
: donunatcd by agro—based mduslnes o

The lack of mfraslructure and small market can bc allewated by cntrepreneurs toa hmued
extent. In fact, an enterprise located in a rural area of the Region which cannot wilize the
public facilities of electricity and industrial water attempts to overcome the inconvenience by
installing an eleclric generator and a water supply facility of its own, although this will result
in an in¢rease in the production cost. In industrialized countries, theré are examiples of
enterprises exploring their market at their own cost by providing to theie market new types
of goods with high’er quality. and/or different functions. The présent situation is that the
potential and existing entrepreneurs in the Region do not have sifficient capability to cope
with even the "problems" clasmfied tnto the category of solvable by enu'cpreneurs
themselves”. iy ‘

In addmon to lhOse in lhe formal sector the constramts spmlflc o ihc mfomlal se(ttor
include; - - o Lo o O T :
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- Constraints related to their daﬂy business envsmnmem such as mumc:pal
harassment and weather;

- Severe competition with the format manufactunng séctor-as well as'among
themselves; and

- Insufficient, though increasing, attention by the Government,

422 Bésic constraints and their countermeasures
(1) Small market
neral solutic

About 80% of the manufactured goods demanded in the Region is "imported” mainly from
Nairobi. This nieans that the market in the Region is not lacge enough to induce the
potential entreprencurs in the Region to start business, except in cases where they are
benefitted from enterprises already operating in Nairobi. The per capita Incomé in the
Region estimated to be K£120, fairly below the national average of K£E204 in 1985, is
pnmanly responmble for this snluallon '

As statcd in l‘he Sessional Paper No l of 1986 the market for manufaclurcd goods will
expand as farmers' income in¢reases. Export-oriented subsector industries based on the
agricultural products would directly contnbule to the cxpansmn of the market lhrough its
foreign-currency earnin gs.

Countenmeasures for the informal sector

Along with the improvement of access to public fund, improvement/development of the
technology, provision of market information and provision of the infrastructure (see sub-
section 4.2.3), the following countermeasures are recommended.

1) Cooperative pmchésc of raw miaterials

When informal sector enterprises purchase their raw or infermediate materials from the
formal or large scale enterpnses a system of cooperanve purchase is recommended to avoid
unfau transactions, : :

2) Increase in pu‘ohc pun,hase

The authomy for ralsmg lhc matcnals l‘or the pubhc use in each district has a¥ready bcen
delegated to the District,- "Public purchas {i.e purchase of goods and services by the
public funds voted to a District) should increase the portion of purchasmg from informal
sector enterprises. The kind and volume of the goods and services purchased may be
dependent on a balance between an inefficient use of the funds and bcncfil to 1hc mfo;-mal
sector in sustaining the market for development in future. -

When a district authonty_ purghase‘s the goods and services from the informal sector, it is
very important that the buyer tells the seller the points to be improved in the goods and
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services and asks tenaciously for the i improvement to thc mfonna! sector enteranes Thls is
one meanin gful pubhc education LY lhe. sector, , '

3) Promouon of subcontracls

Some lnformal manufaclunng sector cnterpnscs raise lhelr raw or mtenncd:atc matenals
from the f0m1alnarge scale enterprises and in turn sell their finished goods to the formal
sector enterprises as intermediate materials. The informal service subsector emerpnscs
purchase the finished goods of the latter. The informal sector enterprises are in a
subcontracting relationship with the formalflarge scale enterprises.- Accordmg to the
“Nairobi’s Informal Sector Survey", 23%.of the respondents had obtamed the subconuacts
Those who obtained subcontracts in the infonnal sector earned moré than’ enterpnses
without access to subcontracts. Thus subcontracting is recommendable, There i @ criticism
that the informal sector is incapable of expanding in an evolutionary manner, i.c. with
raising labour productivity and incomeé, because it is exploited by the formal sector which
buys feom it at very low prices and sells to it at high prices. Therefore, when this
recommendation is realized, a grcal attention must be pald to whethcr or not there GXiS!S
such an undesirable fact

(2) Lack of entr‘epreneurship
1 recogaition of the probles
Figure 4.1 shows the rclauonshlp bclween the lack of entrepreneursh:p and olher

CcOonstr, am!s

The constraints and related clements whlch tead to the lack of entreprencurship ¢an be
classified into the following three categorics: :

Catcgory i " Elements which affect direcily the entrei)rencurship
- “such as small market, and lack of capital,
- technology, market information and infrastructure.

Category 2 - . Elentents Which discourage the entsepreneurship
e such as fear of business risk.

Category3  Social and mental elements which also discourage the
' - “entrepreneurship such as social systems and
conservative attitude of the residents.

The elements clasmﬁed in Catcg(’)ry 1 dntecily dlsceurage the md:genotus enlreprcneurshlp,
and mdnreuly affect the enu-epreneurshlp through an incecased fear of their busmcss risks.

'l"’he fe.ar of Ihetr business risks is thought to be generated not only by thg_ eI_ements clgsstﬁed
in Category 1 but also by lack of entceprencurs' adapiability facing the constraints such as
cultivation of market, ratsmg of capual upgradmg of lechnology and collccnon of markct
mfonnanon s
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The elements classified in Category 3 may be traced back to the past developient of the
Region. The Region has been able to supply enough goods to the residents (o keep their
traditional life style. This tends to lead the residents to take a conservative attitude toward
exploitation or development. The residents seem ot to feel that there is a need to struggle
with uncertain and risky business for an increase in their standard of living as long as they
live in such a favorable situation. - As is common to many peoples in the world, the residents
wish that the present favourable sntuauon continugs. However. this “ould cause the lack of
recognition of the oncoming crisis in the soc 1ely : SR

Tt) make lhe rcs“ients recognizc wndely the fumrc sntuanon and to lead the resndenls to
improve the expected unfavourable sitwation by themselves is one of the most important
rol¢s which LBDA and/or KIE are expected to play in the development of the Region.
Along with the residents’ conservative attitude, it might also be true 1o say that the existing

- social Systems discourage the entreprencurship, Distribution of income from successfol
persons among the members of the families; which is apprecia(ed as a beautiful case of
mutual aid, weakens the capability of accumulation and/or raising of capital which resulis
direcily or mdtrectiy in discouragement to entreprencurship. As pointed out by many papers
on dévelopment, developrient may destroy the existing peaceful and beautiful social
systeins when the residents in the Region select such & progressive economic development
as this manufacturing industry devclopmenl plan suggests. Whichever direction will be
selected i.e. a progressive economic development or a continuation of the pmSent economic
activities, the future fully depends on the residents.

Small business entreprencuss often underestimate the number of the risks they face and
overestimate their ability to deal with them. Some examples of risks facing entrepreneuss
are as shown below,

_ Examples of Risks for En treprg.neggg
Category ' o “Causes of Risks

External _ - Power fatlure
risks .- Defective equipment
' - Theft
- Breakdown in supplier finns
Poh<:y created ' -Shortage of imported input
nsks : - Illegal import dumping
_ SR © ' -Declayed public agency payments
- Delayed KIE assistance

.+~ Harassment by mumctpahly

Source:  Growth and Struclurc Change in Kenya Basic Economic Report Annex ur:
The Industrialization Process: Growth and Structuzal Adjusiment, 1982, ‘World
Bank

As indicated in Figure 4.1, the difeét_céuSéé of tﬁé fack of enrt:‘eprenéﬁrship are _thdiﬁght 't,c'} be
the small market and lack of capital and technology, and the fear of business risks, The
conservalive atlitude and the social systems tend to amplify the lack of entrepreneurship.
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The direct causes and the fear of bisiness risk can be relanvely casily allevnated or Gvercome

“by the entrepreneurs’ own efforts and lhe public services because the ¢auses are evident and
easier to approach, The improvement in the conservative attitude and the social systems
would be rather difficult and take much time because they belong to a matter of value
judgcment or malters in psychologncal realm of the res:dents

The follmeg are two possnble du‘echons of allewatmg lhe tack of entnapreneurshl p:

1) To wait uatil there i§ a natoral emergencc of wgorous entrepreneurs from the
Region, or

2) To complement the lack of cnlrcprencurshlp by mtroducmg vigorous

 entrepreneiirs from other regions (metropolitan arcas) andfor by fostering
1nd1genous cmrepreneurs in the Region as early as possible.

By lakmg the first d:rechon the Reglon WOuld stay behmd in industrialization as compared
wuh other regtons The Reglon sh(mld not adopt this direction in future.

Many papers on the geographical dlspersmn of manufacturing industry from the two
metropolitan areas have pointed ont that the direct benefit, which the transferred enterprises
(most of them financially sponsored by the Government) bring t6 a region in employment
and income, is less than the direct and indirect costs which the governnients (both central
and local) have to pay in the forms of giving incentives and privileges to the transferred
enterpnses “The Government also pays indirectly for subsidizing for remedy of distortion
in the regional economy brought about by the enterprises. Considering that the Government
will not be able to afford these ¢osts in future and that location of enterprises is decided on
the basis of market mechanism and not by regulations, it is quite unlikely that vigorous
entreprencurs who will overcome all the constraints will be introduced from other regions,
except in the cases where the narket in the Region will become atfractive to the enterprises.
Along with the above surrounding atinosphere, the residents should remember the dictum
that where one searches a way and endeavors 1o go through the way there exists the way.
The industries in developed countri¢s have not developed only after the infrastructure
necessary for the developmiént had fully been provided. The provision of the mi‘raslructure
has been typlcally alinle bchmd lhc devclopmem of the industries, Co

From the above context, it may be conc]uded thal the only dlrectmn left for the Reglon isto
foster indigestous en!repreneurs in the Region as early as possible.

Mglhod for fogtgnng ; [gp QQQ{ILs_hIQ

Potential cnuepreneurs own efrorts are always essential for fostering the emrepreneurshnp
in the Region, and various measures taken by the public entities are only to support them.
Such an excess service as to the extent that the entreprencurs fully enjoy the service and lose
their challénging mind should be avoided.- With this resérvation, a range of ‘measures
should be 1aken by the public to reduce the business risks, to inform 1he potenhal
entreprencurs of the future situation and to provide financial and olher servlces

A



“ These facilitative measures, however, may not take as much effects as expected, given the
existing level of entreprencurship in the Reglon. Thus the following more direct approach
may be taken, which would bring about more certain results,. -

- LBDA}'KIE selccls a group or small number ofprormsmg potenhalfemslmg
entrepreneurs;

- LBDA/KIE supports fully the group and nakes ita success with as much cost as
necessary; and

- LBDA/KIE uses the suocessful case as a good saraple to foster other
potentna!i’cmsnng entreprencurs

ThlS mcthod of a strateglc group fosterage has the followmg advamages and dlsadvantages

Advantages: - LBDA{KIE can uuhzc eﬁ‘ecuve!y the
_ _ ~ limited tesources.

- Capability of mdlgenous entrepreneurs
can be clarified to the society to enlighten
other: potential entreprencurs and to

-engovrage cooperation among them for
- reducing business risks. -

Disadvantages: - This method discriminates most of
: : potential entreprencurs in favour of the
selected one.

(3) Limit due to the indusirial structure

In géneral the agro-based manufacturing subsector industry is weak in inducing its
backward and forward subsector industries. If the Region is solely dependeat on the agro-
based as its leading industry, it would become a pure consumption area of production goods
and capital goods. Employment opportunities would not be created in sufficient number and
inequitable income distribution would remain in the Region. Thercfore, the introduction or
enhancement of the machinery subsector which has a great inducing capability of the
backward and forward subsector indusiries is indispensable.

4.2.3 Individual countenmcasures for produclion Sidé
(1) Lackof capiial

Ava!lablhw of cap;la!

As a[rcady pomtcd out bmh the formal and mformal scctors havc enumemled thc lack of
capital as one of major constraints to inauguration and expansion of their busingss. "There
are two ways of raising capital for potential and existing entrepreneurs: seff-raising and
provision from public msluunons
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‘The upper ¢lass of entreprencurs in the informal sector raises the initial fund by themselves,
re-invest from their profit and expand their busmcss T his is a sormal attitude for
entreprencurs. : I S

}udging from the level of income in the Region, the total amount of private capital available
to the development of manufacturing industry seems to be small Even so, cerlain
subsectors can bedeveloped with the private capual R '

Thc reasons why the polenual pnvalc cap:tal is not unllmd for devclopmcnl séem to be as
follows. . : : .

- Indigenous resadems who are relahvely weallhy do not want to lake a nsk as
dlscussed already.
‘Even if some of the residents have such a nsk taking mmd they do not want to
coopcrale among themselves; therefore, the minimum thréshold amount of the
capital for investment cannot be raised by pooling.

‘Public l'mancml institutions provide also the capnal to potcnnalfcxxsiing enircp:eneurs inthe
forms of loans and sharcholdings. However, they have not provided the entrepreneurs,
especially small- scalc cmrepreneurs with sufﬁcncnt capual for the fo!lomn g reasons.

- The Government has put great emphasns on the dcvclopmem of import-
substitution industry.

- Reflecting this policy, the Iendmg condzuons have been severe for thc small scale
cmrepreneurs (scc sub-section 4.1.3).

Forlunateiy, as wnl! be dlSCUSSed below, the future provision of the public capital is
expected to be :mproved in terms of its tolal amount for lending, lcndmg conditions and
access to the institutions. :

The pubhc financial institutions which havc been cstabhshcd since lhe lauer half of 1960'
anc: :

Industrial Development Bank (IDB), -

Industrial and Commercial Development Corporation,
Development Financial Company of Kenya {DFCK) and
Kenya Industnal Estates Lmutcd (KIE). ' :

Judging from the developmenl policy on the informal sector and small scale industries as
stated in the Sessional Paper, it is expecied that the access to public loans will be made
easier in the sense of the expansion of eligible borrowers, increase of amount, upgrading the
quality of the loan and diversifying of lending mshtullons Thercforc, the constramt on |he
capital is expected to be a]lewated :

Problem from the viewpoint of mdus{rial development

From the point of view of indusirial development, the most intportant issue is whether the
profit earned is used for re-investment to upgrade and maintain their facilities.  If re-
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investment is not done, as often observed in many developing countries, the
compehuveuess is undenmined as the initial facilities are degraded and finally (he enterpnses
are put in a situation where they cease the operation.

Aciions nth u 11 id

As pointed out above, the I‘ulure condm(ms of the acqmsmon of pubhc capnal by
potential/existing enLrepreneurs in the Region is expected to be improved. However, to
utilize more effectively the private and public potential capitals, the following immediate
measures are recommended to be taken by the public institutionsforganizations in the
chlon especially LBDA and KIL.

1) There may be many potennal entrcpreneurs who do not know cven the existence
of the public loans. It will, therefore, be very important for them to be made
aware of the existence through publications and semmars at’ every district
headquarters and secondary towns. ~

2) LBDA/KIE and other institutes should search for the potennal enlrepreneurs and
- lead lhem 0 be cooperauvc in co-ﬁnancmg ' :

E)) LBDAIKIE should lead exnslmg enteeprencurs to plough back profits, by
showmg them the unfavourable situation which would result from the absence
of re-invesiment and by promonn g the markei structure for compsuuon

4) In lhc case of deve!opmcnt of su'ategnc manufaclunng subsectors to be

discussed later and shortage of private capital duc to the relatively large

- threshold amount of the investment, LBDA/KIE should establish the néw

business by direct investment of its fund with potential entréprenéurs. This

method will supplement not only the shorlage of the private capual but also Lhe
lack of the management lechnology on the prwatc side. -

(2)' Lack of tcchnology

In general, it is very difficult to discuss clearly contents and level of technology required for
a certain region or country and the technolopy development policies. Even in the field of
production techniques, they are fully dependent on quality and quantity of a particular

product However, an attempt is made to clarify issues on the technology which the Region
requires for further dlscussmn

“Technology™ here is rewewed from the entcrpnses vncwpomt whtch unhzé extstiﬂg
production tcchmques not creatmg new produchon techmques : :

_;ﬁnmgg O ang aua }f§l§ ng g mhnglggx

(a) Classiﬁcation and characteri stics of the technology

"Technology" compnses skill, production technique and managenient techiology. "Skill*js
know-how which is accumulated mainly in persons engaged and is applied to production of
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goods and mformatton processing. It may be scnenttﬁcally analyzed and transferred into a
computer. "Production lcchmque" is an assembly of know-how and wide range of
scientifi¢ knowlodgc which is embodied into machinery or equlpment for production and
information processing. Production technique has recently made prominent progress in
developed countries, conmbulmg to reduction of production cost and quality of products.
"Management tochnology is capability for making management strategy for a long tern,
improving functions in an eatity such as markeling, ‘preduction, procuremont of raw
materials, financing and personnel to the direction which the strategy aims, and giving daily
instruction to the functions (sub-organizations of the entity). The objects to which the
capability is apphed are the functions which an entity should have as a going concern or
sub-organizations with the fu nctions, and are not its facilities nor matenals

{b) Method of fostenn g technology
Dctemumn g2 factors of coments and !evcls of tho technology reqmrod in the Rogton are:

- Markel in the Reglon and dcgree. of competilion among markots

- - Possibility of realizing the requited technology, which is affected by the degree of
the related tcchnologlcal accurmulation and the quality of labour in the Reglon and

- The nation's and the Reglon s mdustnal development policies.

Own technology is md1spensab!e for mdusmal development in the Regnon It may appear
that an industry or enterpnse with higher technology may be introduced into the Region and
contribufe to increasing production technology in the Region. However, 4§ can be séen’in
the examples of export processing zones in developing countries, the host region would not
. probably be able to digest the technology due (o the shoriage in the region's digestion
capability (the degree of tochnologlcal accumulation in that region) and madcquate transfer
of technology by the coming industry or enterprise. Therefore, the coming enterprise would
not necessarily contribute to fostering the industrial development capability and production
tochnology of the receiving region,

'l‘ho dlscusmon above mdlcates thatin order for the Region to upgrade its own technology,
the best and surest way is the self-fosterage, although a high cost may be mcurred for it.
The Region has to find out small business opportunities scattered in the Region and i improve
the existing low level of the technology step by step ln the procéss, the Reglons owrt
technolog)- wxll be accumulated.
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{c) Process of the technology formation
The pfoccss of and'kc'y élelmnls in techno!ogy formation are summarized below.
Process - | Key elements -

Aéquisition of basic knowledge of Paﬁicipatibn of relat'ed public instituiions -

skill

- Preparauon of curriculom for publlc

technical education - -

- Acquisition of basic subjects (mathematws,
physics, chemisiry, etc.)

- Acquisition of skill

- Acquisition of high and apphed subjecis
(mechanical, electrical, construction, civil
and other engineering)

Application of the basic knowledge of - Incessant épplitatidn and improv.eme nt

skill acquired and improvementon ~ seizing all the opportunities
existing technology . - Related in-house training system at
enterprises,

An orthodox process of the technology formation which is w:dely recognized is to go
through the two processes above one by one. There is an opinion that at first, the region
concerned should increase the related public institutes and revise the curricula to a direction
of enhancement on the subjects relating to the technology such as mathematics, physics and
chemlstry in order to provide workers to be technicians and managers in sufficient number
to meel a request from the industry in that region, and that then, the problcms at the above
second process had beucr be taken into account.

This opinion is evatuated (o be n0m1a1 froma long term viewpoinl., This opinion, however,
also includes in itself the following three defects. Firstly, this method is timeé-consuming
and costly. The fruit of such basic education may be enjoyed only after 50 years,
Therefore, this method is not applicable if a region urgenily requires competent technicians
and managers but cannot afford to finance the education for such a long term, Secondly,
this method ignores the foMlowing fact. The contents and level of the knowledge and skill
which are mastered at the related public institutions are not so sufficient and satisfactory as
to be immediately applied to actual activities and management. The capability applicable to
the actual activities can be fostered only through on-the-job training, if one has already had a
certain level of the basic knowledge or skill and if one has an intention of self
enlightenment. Thirdly, this method oveslooks also the foilowmg relationship. That s, the
progress or improvement on technology actually applied in the region leads natursally to an
improvement also in the first process, i.e. basic knowledge or skill acquirement process.
Therefore, this opinion had better be checked from the standpoint of an economical technical
education scheme.

An altemative fostering method for the technology which is recommcnded to 1he LBDA
region will be discussed hereafter.
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(a) Conlents and level of the technolt:gy roqum:d

As w:ll be discussw in dela:l later. the foll()wmg manufaciunng subsector industries are
proposed to be introduced or enhanced in the Region during the plan period 1985 - 2005
accordmg to this Master Plan

- Agro based lmnufaclunng subsectors
- Stmtcglc manufaclm'mg subsectors (mainly machmery)

Export market is ass‘umed for some of the agro- basod subsectors, and the intra-regional
markel and any other domestic market for the remaining agro-based subsectors and the
strategic subsoclor. . : -

_ Export Orlentcd agro- based subscctors can kcep the COmparauve advantage due to the

- favourable world market foreseen. 'Other agro-baséd subsectors may be able to retain the
comparative advantage in the domestic markét due to the avaitability of raw materials in the
Region, as long as they continue to operate effectively. The strategic subsectors will be in a
severe competition within the Region from the beginning. Introduction or enhancement of
basic metal, chemicals and durable consumer’s goods subsectors are not planned in this
manufacturing development plan. Accordingly, those finished goods will conlinue to be
"imported” from other regions in this country and abroad.

All tho subsectors should chdeavour to satisfy commonly the following requifenicnt’s.
- Improvement on the quahly of their finished goods or development of new type
of products, and
- Efficient producnon

The cxislmg and potential enlerprises in n the Reglon should have the followmg technology to
sallsfy the above requlrements

- Stable and homogeneous skill (within a subsector),
- Improved management technology,
- Thorough knowledge on production tcchmque, and
- Mastery of machine operation and maintenance skilk.
The last two rcqwren}ents are pamcularly important for the strategic subsectors

(b) Oondmons to be satisfied in technoiogy developmcnt

In making lhe plan of technology deve!opmem and accumulation in the Region, basic
conditions to bc satisfied are: :

- Ef fecuvc uuhzauon of public expendllure for technical educatlon, and
- Apphcahon -oriented public education.
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As stated in the Sessional Paper, the central Government is going to ask the local
governments and the residents to provide the funds which would be utilized for
development of the fegions or districts concerned to the maximum exteat through the
Harambee and other self-help efforts. ‘Thus, they are not supposed to request the central
Government for vast amount of fund and must lherefore look for ways of effcctwe
utitization of limited public funds. :

It is an matter of urgency for the chion to develop the industry, and thus, there is no other
way for the development and accumulation of the technology in the Reglon but to utilize
effectively the existing public techmcal education system.

(c)} Evaluation of existing technical educatlon syslem

The exisimg publlc techmcal cducauon institutions are prowdmg, not sufhc:enlly but at
“satisfactory level, the service (technical education) needed for development of the Region in
terms of both quantity and quality. Kenya has already put in force a series of technical
education system at several levels starting from primary school and youth polytechnics at the
low level and ending at technical colleges at the highest level. It is very difficult to find such
a complete technical education system in other developing countries. Many district
development plans and our interviews have revealed that about half of the youlh
polytechnics in the Region work normally and the graduates go out of the Region to aoqmre
jobs.

* The conclusion above does not imply that improvement on the curricula at the existing
institutions and revision of the gcograph1cal distribution of the institutions are not needed.
This subject will be discussed later. ‘

Problems with the technology development in the Region are found mainly in the second
process of the development i.e. "application of the basic knowledge or skill and
improvement on existing technology™, as revealed by the following facls:

- The level of the manufacturing industry's activities {in terms of outpuls) is far
below the national average;

- Lack of entrepreneurship is the most crucial issue in the Region; and :

- The gradvates from the polytechnics are mostly going out of the Region.

{d) Crucial problems retarding techﬁo!ogy

As shown clearly in Figure 4.2, the most crucial problem which has retarded the technology
development in the Region is the lack of consciousness of application and improvement on
products, technology and internal orgamzanon of the enlerpnsc at entreprencurs and
managers' levels. . : :

This tack of consciousnes‘s brings about a shortage in capable entreprencurs, managers and
technicians. First, it brings about the lack of adequate in-house training system, which
further creates a similar lack of consciousness at technicians''and workeis' tevels.
Secondly, insufficient improvement on the curricula at the public institutes is caused mainly
by insufficient request for improvement from the industriaf side.
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. As already discussed, it is clear that the shortage in capable entreprencurs, managers and
technicians constitutes one of the ¢rucial causes of the lack of entrepreneurshlp There ate
_lhree factors which induce the lack of consciousness at emrepreneurs and managen, levels

Lack of cntrr:preneUrshlp,
~ Abuse of the industrial policies,and . -~
Shortage of information on market and technology.

“The national industrial policies have secured import-substitution enterprises a sure doinestic

- market, building. high walls to new entry for protection of vested rights of the existing
enterprises and given enterprises excessive financial and other iricentives. However, as

. clearly stated in the Sessional Paper, the industrial policies will be improved to the direction
of industrial liberalization. Therefore, severe competition is expecled in future and it will be
a m’l_l()l' question how many mdlgenous enlreprcneurs can sumve in 1hls snuanon

Ori gmal!y, cmreprcneurs and managers are résponsible for co]lectlon of mfom’ranon on their
markeis and available technology. However, in reality, the information is in short supply.
Two reasons can be thought of, aparl from the res‘pen sibility of top management:

- Orgamzauons offcrmg the mformanon to emerpnscs aré not adcquatcly
- functioning; and
- The industrial policies have not put enterprises in a position which will fome them
to collect the information. :

(e) Social background of shortage in in-house training

" The sOcial' bac'k.ground of the shoriage in ih-h(mse training is illusirated in Figure 4.3, which
should be claborated in future.

'The most private enterprises in Kenya adopt basically a "top-down" type management, by
which daily instructions and/or information flows one way from management to workers.
This type :of management is normal and adopted widely in many other types of
organizalions, The foltowing defects indwell in the top-down type management:

- Difficulty in absorbing ideas on'impro”vement etc. from workers, and’
- Difficulty in foslering worker's consciousness of parucnpation to daﬂy acllvmes
and management.

"Bouom-up‘_' channels are recommended to be built in within this type of management in
‘order to overcome the above difficulties. "Bottom-up" channels are a useful and
inexpensive countermeasure of ralsmg labour-producuwty as stated in lhe Scssmnal Paper
No. 1 of 1986 : ‘

me the standpmnt of increased efﬁcnency, the following are dll‘t‘CllOﬂS for the SOIunon or
alleviation of the effects of problems which stem frony the social background illustrated in
Figure 4.3. Managerial problems which lie between divisions/departments would be coped
with by the higher levels of managers in proportion to the scope of the problems. This
“method is deduced from top management's way of thinking; i.e. theory of sets provides the

429



managers many kinds of problems and demands the managers to have various kinds of
capability and vast amount of information in order to solve the problems: -In n,ahty,
;howcver there exist only a limited number of capable managers, hence the above situation
“result in taking a long time to cope with the problems. ‘This kind of managerial problems
should be solved at the division/department level (not by the higher management) by
decentralization of power and by uuhzmg the potential capabﬂnty of the slaff in the
division/department. : -

Mo’st employees seem to perceive their place of work as a place for earnings only.
However, in fact, the place of work is not only a place for eamings but also for the
education. If the management is successful in making employees recognize the latter
funciion, creative actions would be expected from the cmployees whlch would conmbutc to
raising total efil(:iency .

In a rclationship between mzinager and employeces, the personatity of the employee is
thought little of, ‘The work efficiency is greaily dependent on whether or not the personahty '
isreco gmzed in the managemcm ‘ : :

Frcquent moves of ‘capable managers and technicians in and out of the eaterprise give the
damages to the enterprise in the forms of discontinuity in management, and removal of
useful infonnation and technology, resulting in an in¢fficient management. ‘Therefore, some
‘countermeasures for keeping the capable managers and technicians for tong pcrlods in the
same enterprise need to be taken. -

The following elements in the social backgrounds should be improved through suitable
countermeasures, to give favourable effects on 1mpmvemenls/enhancement of the in-house
training: :

- Worker's busmess custom and gencral capability to cope with,
- Employee’s recognition of place of work, S

- Evalvation criterion,

- Clear distinction in recognmon of managenal and worker s sndes and

- Managemcnt type. : S

Measures fo l'o ﬂgvelgpmcng[i mprovement of the t@hnoiogx

(a) Basnc condnswns :

The basic conditions for measures to' be taken to develop/i improve the technolOgy are
summarized as follows. First, the objective of technology development in the Region is to
develop the Region's own technology and improve on the existing one. ‘Targets are
upgrading ‘the Region's technology level up to the national average in Phase 1, fdstering the
Region's own technology to the level at which it can digest introducedftransferced
technology and cope with the industrial liberatization policy in Phase 2,:and further
upgrading the technology level so as to become a modcl rag:on among ail lhc rcglons and
neighbouring countries in Phase 3. ‘ : -
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- To satisfy the ohjct:iive and attain the targets, limited public fung for technical educauon has
. to be efficiently uuhzed and the. pubhc eduéat:on has to be made more apphcauon onemed

| (b) Palhs for the technology development
“The fo]lowmg two methods are conceivable :

- FuH dependcncy on cfforls made separa!e]y by the related publlc institates and
private/public entesprises, and .
- Actnve contnbuuan by LBDA]K]E to the deve!()pmcnt

By the second method LBDA[K[E in cooperatlon with the potential/existing entrepreneurs,
can ‘establish the third sector enterprises in the new business field which will be managed
- mainly by LBDA/KIE, In several years, LBDA/KIE should transfer gradually the
: managemem technology to the partncr cntreprcneurs through on-the- ]ob tmmmg

| Advamagcs and dlsadvantagcs of lhe altematwe methods may be summarized as follows

Dependency on all the related Com plementaly aspects of functions of -
organizations different orgamzauons are natu:ally
o - - wtilized. - T
- It usually takes much longer for any
measures to take effect.
.- - It involves minimum ¢ost.
- Overall effects are uncertain.

Active contribution of LBDA/KIE - It will be more costly.
: - It will take effect in shorter time,
- Overall effects can be more easily ensured.

Cbnsidering that the early development and improvement of the technology in the Region
are eagerly expected, and both methods should be adopted complementarily.

(d) Individual countermeasures
Euhl_@___l insti [LJQQ_S_QQ

:’I‘hc followmg courses shou]d be added in me cumcula of the exisimg techmcal educatwn
msniulcs‘ : ,

- Sk;lls and management technology which are actua]ly uscd mvmng section heads
- and skifled workers of acting enterprises;

- Case studies on management of both successful and l‘alled entcrpnses‘ and

- Lectures on the future frend of productlon technique (domestic and foreign).
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‘The addition of the courses aims not only at making the curricula more application-oriented
but also at offering managers and workers such information that would make then: realize
the lack of consciousness for improving their products, technology and mtemal
organizations. _

As for youth polylechnics and secondary technical schools, the following should be
considered:

- ‘R'ecl'iﬁcation of the gedg,ra;ihical imbalance in the location; aad °
- Upgrading of the facilities in the institutes and an increase in tbe. number of
leachers -

.LBD_A'!KIE shou]d bu_ild_ and maintain a market information system, and provide the
infonnation to potential and existing enteepreneurs and enterprises. The market information
" not only plays the same important role as the above improvement on the curricula but also
offers new business opportunities to the entreprencucs. Details will be discussed laler

. Enterpris entr reneurstd

As already discusscd, the most imporl'ant issue in the development and improvement of the
technotogy in the Region is that the entrepreneurs and managers keep, at first, the
consciousness of application and improvement on producis, technology and internat
organizations. Without such consciousness, the effort and improvement at the public
institutes would become almost useless because the opportunitics would not be offered for
realization of the polential technology mastered at the public institutes. Furthermore the
improvement of the in-house training system would not even be put on the agenda.

To devclop andi 1mprove the technology. emrepreneurs shouid perfoxm the following within
the enterprise:

- The managenal su:!c should point out to the cmp[oyees the areas of lechno‘logy to
bc developcdflmproved

- The mmiagerial si_d;: has lo setvp an environment where the employees can devise
and propose on their jobs; and

- Internal orgamzatlons should be revised for easier daily on- the-_;ob lrammg

A specific measure for the second above is o give employees incenuves, such as specaal
rewards for their advise and proposals on development and improvemem on the technology,
share-distribution to the employces and provision of higher positions in compliance with the
" length of their services or the importance of their advise/proposals. It should be noted that
this measure is also very useful for keeping the capable !ured managers and techmcaans in
the cnterpnscs as dlscussed prcvmusly ' :
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(3) Lack of markct mformal ion

Int uctio]

Wlthout lhe market mformatwn cntrepreneursfmanagers would not be able to mcasure the
present position of their enterprise within the subsector mdusu‘y to which it belongs not in
the world, domiestic and regional market. The market information may be provided for new
business opporntunities, directions of diversification of their finished goods, and recognition
and dlrecuons of development and 1mprovelmm on lhc techno!ogy

’I‘he Iack of 1n!‘ormauon may bc duc !o lhe fo!lov.nng

- Lack of sufﬁcwnt efforls on lhe managerial s:de brought abom mamly by the
_ overly protccuve mdustﬂal policy, and

- Lack of mformauon collecuon capablhty of the managcnal side in terms of the
collection cost and existence of capable staff. The second factor is not attributed to
the managcnal side. _These exists the nced for estabhshmg a public- market

- mfom)atlon sys!em :

&lbhg market mformangg §y siem
The prop_osed pubhc markel infomlétion system comprises the following two subsystems:

- Inventory of enterprises subsystem, and
- Market 1nfonnat|on subsyslem

As. stated before, the relalcd pubhc institutes or orgamzanons such as the district and
Provincial offices in the Region and the Central Bureau of Statistics (CBS) do not have an
inventory of entexpnses submitted to daily usage. ~ Along with the general merits pointed out
above, the inventory is very useful for the informal sector emerpnses for finding out the
subconlractors

The inventory should cover all industries and formal and informal sectors. For each
enterprise, name, location, industrial classification, beginning year of operation, - capital by
owner, main’ products, output (in monetary term), input by kinds and employment should
be recorded with the retrieval system on a computer. The information may be rev:ewed and
updated every two years,

Market mformaﬂdn is collected and distributed by the Extérnal Trade Office and Internal
Trade Office of Ministry of Commierce and Industry. Along with a defect in the distribution
channel, there is a basic problem, i.¢. a big difference in the capabitities of utilizing the
information between the potential and small scale entcrpnses in the Region and theé éxisting
large scale cmerpnses to which the public system aims to offer the information. Most of the
enterprises in the Region are considered to be in a position where they cannot extract what
they wish to know. This makes it impossible for them to access the existing system.
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“To mect the level of the requirement of the information and the fields of interest for the
enterprises in the Region, a market mformatlon subsyslem is recommended with the
foilowmg functions: : o

1) Collection and _arrangemcnt of information on demand and supply of the agricultural
_ products and their processed products that can be produced in the Region. At present,
these kinds of infonnation are scattered among the related corporanons, Mmlstry of
A gnculture, and othér public mstltutions - :

2) Collection and arrangemenl of informatlon on the foreign and domestic markets on
demand and supply of the manufactured produdts that can be produced in the Region in
a form applicable to the potential and small scale enterprises. At present, this
information is also scaltered among the institutions dcscnbed abova

3) stmbunom’dlssemmanon of 1he co:np:led marke!mg mformauon to the emeqmscs

A ml.mmum charge for usmg the publlc market 1nformauon syslem shou]d be nnposed on
the users.  The charge will make the users consider in advance what kinds of information
they really wish to know and how to utilize the information from the system. Such an
attitude is indispensable to the entreprerieurs and manaagers in the Reglon and will probably
lead to the request for extension of the system in future,

(4) Lack of infrastmcture;
i} {

The heads of the enterprises interviewed by the team pointed out that the most fundamenial
cause of the less development status of industries in the Region is a lack of infrastructure.
This is only half true and the half is a m:sunderslandmg The industries in the developed
countries have not developed only after provision of the infrastructure necessary for the
dcvempment The provision of infrastructure has been typically a little behind the
dcvelopmem of the industries. :

As stated in the Sessional Papcr No. 1 of 1986, the Government has requested the peoplé
not oniy in the Regton but in the whole country to build the infrastruciure to the maximom
they can. This means that it will become very difficult to ask the Government to provide all
kinds of mfrastmcture necessary for the industrial development of the Regron

Mglhg&_;l_ of raiging fung §'

The only way for the pl’OVlSlOﬂ of new mfrastmctum and mamtenance of the cxssnng ones,
given the severe financial situation, is that the Region be successful in increasing the
farmer's income and developmg industries to increase tax revenue, Such tax to be collecied
from farmers and entesprises will be the fevenue to finance the mfrastrucmre wuh addmonal
financial assistance from the central Government SRR

4-34 .



As slated in lhe Sessmnal Papcr No 1 of 1986 an carly expansnon of the mformal sector is
requlred mamly from the follomng s(andpomts

- To saus {.the bas:c necds of re31dems in rural arcas; and
-To absorb the expected surplus Iabour force, -

The method of ralsm g fund pmposcd above is nme-consun‘n ng, whereas lhe mformal scclor
cannof wait for a long time. Therefore, the publxc facilities will have to be prepared as soon

as possible in cmperatmn wuh the 1nfonnal sector, the local govemments and the central
Government. : o : 3 : ;

At present lhrce lndustnal Es!a(cs (lE) have been estabhshed in lhe Reglon at Kisumu,
Kakamega and Eldoret (excludmg the on¢ at Nakuru), and one Rutat Industrial
Development Cenire (RIDC) at Kisii. They are well-furnished with factory buildings,
workshops with tools and machinery as well as infrastructure and uuhtxes (electricity,
industrial water, sewerage and telcc()mmumcauon) Establishment of the mini 1E's, which
fced not to be furnished so well as the existing IE'S and RIDC, at the district capitals,
_ secondary towns a.nd 1rade ccntres wou!d be c{fechve for expandmg the mformal sector.

When the mini 1E's are cs!abllshcd the cmerpnses in the mfonnal sector could en_;oy lhc
economy of agglomeration in the ficlds of devclopmcm of production techmquc
pr()curement of raw malenal and sales of their finished goods,

However, to ask KIE (Kenya Industrial Estate) to establish such kinds of facilities would
involve a problem because more than ten facilities in the Region will be listed up and this
will impose too much financial and human resources' burdén on KIE. Therefore, it is
proposed that the facilitics be built mainly through the Harambee effort with minimal
Government assistance. Thls proposa! would bring about two kmds of benefit,

l‘lrsl it would raléc a dcgrec of pamcnpauon and concem for the resudems/enlrcpnncurs as
lhey share the construction costs. Secondly, through increased participation, machinery and
equipment 0 be installed in the facilities would be appropriately selected as to match the
nceds as well as the skills fo be developed This would lead to the construction of efficient
facshues ata rmmmum COst.

Estabhshmg a’c()opﬂratwe for infOnnal seétbr enterprises is recommended, This aims at:
- Discussing the mini IE and rallymg opinions to the right direction; and

- - - Facilitating the cooperauon in the procuremem of raw matenals and sales of the
finished goods
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4.3 Policy for the Manufactunng Devclopment Plan
_ 4 3, 1 Basic stance

The proposed manufactuning developmcnt plan for tho Reglon aims at givin g dlrecnons for
product:on of goods which the residents in' the Region domand allewahng or solvmg the
existing constraints on the industrial developmient. The agricultural, natural and human
resources endowed in the Region are to be fully utilized with assistance of the skill,
proguction technique and managenient technology Which should be developed and fostered
: by the rcsndents own efforr ‘Ihe mdusm'ii deve!opment wﬂl conmbute to lhe followmg

- Incrf:ase in the income and employment opportumuos _

- Provision of the conditions for self-sustaining industrial developmem msullmg in
the upgrading of the industrial structure; and ulumately

- Regional economic mdcpendence _

f4 3 2 Induslna] devel()pment targets '

It w;ll gcncrally ta.ke more ‘than thmy years to foster and develop all kmds of mdustnes as
planned in any region. ‘Therefore; the indusirial structure. which is éxpéeted to be realized
after the year 2005 should also be reflected in the mdustnal development plan for this plan
penod of twenty years, frOm 1985 to 2005 .

atnaie narlfrw vlan’

The manufacturing mduslry development |a:gels in  the Region fo.r the two plan penods are
as follows: :

PlanPerid . Devclopment Targels

This Plan period '(*1985 - 2005) - Full utifization of the agnculmral natural

and human resolirces endowed in the Reglon

oo Fosterage of machmory and metal
“subsectors as stratégic subsectors for the
~ second slage’ uuiuslnal deve!opnmnl

- Provision of the conditions for the industeial
- development or fosterage of a mechanism of -
self- development

After this Plan period (after 2005) Dcvelopmem into & model area of a prass-
' ' rooted industial dcvelopmcm in the PTA
countries and in this country and contribute to
the area, Nallon and nelghbourmg countrics.

- PcrfeCt butld -in mechamsm of self- sustamcd
development.
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There may be a criticism that the targets for this period are far too arbitious. Howéver, as
has been pointed out, it should be rememberéd that the Regmn would remam econonucally
- far behind the other reglons in lhls cmmtry un!css lhese ta:ge!s are altamed

On the 'other hand lhere is a room for furlher dlscussmn on the largcis for the al‘ter~plan
period. Behind the targets are imaged a developed industrial soc;ety similar to ones seen in
the developed countries.” A highly developed industriat sociely brings abouit not only a
physical and econontic prospenty to the residents but also unfavourable effects on the
natural eavironment and the minds of the residents. - Therefore, the remdems, not the
statement, should finally decide whether or not they should in future take the direction of
hlghly developed industrial society, Ttis one of very important roles of the related public
organizations to lead the residents to make a consensus on the direction to be taken.

43. 3 Necessary condmons for mdusmal development

There are basically three kmds of the motive POWEr oOr necessary conditions for the
manufacturing industry development in the Region i.e. development of agncu!ture, self-
reliance, and involvement of the public sector.

m Development ofagliculaire

As dlscussed already, the developmenl of agriculture in the Regu)n v.ould contribute to the
industrial development in the followmg ways' _

- Fumsshmg l‘hc market for mdustnal goods produced in the Regzon through
increase in lhe income and the a gncultuml production; and

- Prowdmg taw malcna]s for the agro-based manufactunng industry.

There would be no mduslnal development without lhe development of agncullure in the
chlon :

) Self-nhance

As pointed out prevtously, the manufaclunng mdusuy in thc Regxon is fatrly laggmg behmd
the national average level and it suffers from many kinds of constraints.’ '

Furthermore it does not appear t0 be easy to mt:roduce vnal manufaclunng enterpnses from
other regions and evea if successfully introduced, the contribution of the enterprises on the
indusirial developnent in the Region is judged to'be small.’ Thus, the only way for the
Region to foster the manufacturing industry is by the Region's own effort. ‘The first step to
the industrial development is that the residents in the Region recognize clearly the above
situation, . As the second step, the residents should take actions for the industrial
development even without any assistance from outside. - The lack of entreprencurship which
is the most crucial constraint among all the existing constsaints could then be overcome and
the Regions' owa skill and technology could also be fostered. If this fails, then this
manufacturing industry development plan itself would be in vain. '
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- (3) Involvenient of pubhc orgamzauons

It is c!ear that the mdustnal deve!opment in thc Regmn is Very dtfﬁcult wathout the
involvement of the related public organizations in the following ficlds:

Ways of involvement - ‘ Spec_f_ueﬂp__s
Through provision of the services - mesnon of loans to the potenual/extstmg
_ . entrepreneurs ‘

- Prowsnon of extensxon service to the -
poteatialfexisting entreprencurs,

- - Provision of market information to the
potenha]fextstm g cntrepreneurs

- Easy Operauon of ltcenamg 'md export

Through establishment of - Establishing new third sector enterprises
new third sector enterprises with the potennal!extstmg entrepreneurs in
: ‘the manufacturing subsectors to be -
introduced/enhanced and managing or

operating the enterprises.
Through negotiation with - Acquiring the funds and personnel to realize
the central Government . the above involvements through negotiation

‘with the central Government.

4.3.4 Industrial development process

Based on the basic stance of the manufacturing development plan and the indusirial
development targets, the development process of the masufacturing industry in the Region
for this ptan penod can be outlined as foilows' :

Step1: : Enhancement and upgradmg of the exlstmg agro based manufacturmg
. - subsectors.. These will be realized through the increase in the productton and
devetopment!dweranﬁcatton of the expoit goods o R

Step 21 : Development of the manufaclunng subsectors whtch use the agncu!tural and

natural resources endowed inthe Reglon but not uuhzed yet mcludtng the
waste materials. :

4-38



Step 3: Fosterage of the machinery and metal subsectors as strategic subsectors of
the sccond stage of the industrial development in the Region.

4. 3 5 \{arkct to be dew.reIOped

In lhlS dcvelopment plan, frcc tradc. between the Reglon and othér reglons in ihe coumry and
foreign countries is assumed. Protected raarket for the manufacturing indusiry in the

-Region may be requesled on the ground that the' mdustry, especially the machinery and
metal subsectors, is an infant one. However, the request is against the national tiberalization
policy of the industry.  Consequently, enterprises which are based in other régions may
enter the Region when the market here becomes attractive. The manufactunng industry in
the Region has to grow and become so powerful as to compete with the enterpnses which
wish to enter mlo the market in the Reglon

4.4 Industrial Development Process and Mechanism
4.4.1 Factors to be considered
(1) Factors affecting development process and mechanism -

The development process refers to the future course of the manufacturing indusiry in the
‘Region to be drawn on the basis of the present situation of the industry and constraints, It
serves to clarify how the industry will develop from the standpoints of the factors related to
‘the development. Tt does not only relate to existing manufacturing subseétors discussed in
Section 4.1 and the subsectors to be introduced/enhanced in future to be discussed later, but
the relationship among the factors including the strategic ones and the degree of the

relationships are also reflected in the devclopmem process and mechamsm ina comphcated
manner. . _

There exist lhree kmds of the factors whlch must be consndered in lhe supposmon of 1hc
process and mechanism: : :

Faclors which -set lhe scope or offer the base of procéss and mecham':m ie. 1he
basic stance of the industrial development plan and the development targets
discussed in Secuon 4, 3

- Constram!s to lhe development and the countermeasures dlscussed in Sccuon
4.2, and .

Subsectors 0 be mtrocluced or enhanccd in future and faclors retated to lhe
ummg : —

Ano:her 1mponam factor which should not be neglected in plannmg the industrial

development is eavironmental poltution. This will be discussed in Section 4.5 in connecuon
with specific industries to be introduced or cnhanced
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(2) Roles of subsccmrs to be mtroduccd/cnhanced

Roles and functlons of GXISllng subsec{ors mcludmg the mt‘om}al manufacumng subsector
- and the subsectors to be infroduced/fenhanced are clarified. Both subsectors are expected to
contributre to the increase in manufacturing production, employment and incomé; alleviating
or solving the constraints on the devetopment and complying with the basic stance of the
:developmem plan. However, the existing subsectors are expected to contribite mainly to -
the quantitative increase, whereas the subsectors to be introducedfenhanced are designed to
.bring about the qualitative change into the manufactunng mdusirlal structurc in the Regaon
by its strateglc mtroductmn or cnhancemem PR L S P F O S LI T

- l“he cn:ena of selectmn and the seluctcd subsectors to be mtroducedlenhanced reﬂect thc
basxc stance, development targets and countermeasutes to the constraints, The criteria are:
increase of income, high utilization of the locally available materials, self-sufficiency of
manufacturing goods in the Region, and fostering of Reglon s Own lcchnology or technical
_mdepcndence from other regions. . _

Factors related to the timing of introduction or enhancement are jjres'cnt and potential market
size by subsector, possibility of raising the raw materials by subsector, and fead tme
required for each project.

The agricultural development plan of this Master Plan is reflected in the planning, as the
agricultural sector provides the main raw matcnals for the manufaciunng sector in lhc
Reglon : c _ A . Lol

‘The lead time for, each prcqccl are determmed based on feasnblhly studles, ﬁnancnal
requirements for mmal investment and national consensus on the pro;cct, as well as presem
level of "Skl“" and "techntology” in the Region, - : ce e e

4.4.2 Development process and mechanism
(i) .Otlllli.l;lc of ih:e industrial de?eldpmént process |

The mdusmal dcvelopmenl process can be dmded mto two phases and four slages whwh
are shown in Table 4,10, - R . _ : _

l) Thc dcvelopmcnt phasc, phase 1 (or slagc 1) begmmng at 1985 and endmg
- ataround 2000, is characterized as follows.  Under a finn leadership of the
related public orgamzanons, the bases for industrial development in' the
Region will be laid in the forms of basic infrastructure and stteamlined -
. institutions, and manufacturing subsectors utilizing the agrichliural and
natural resources endowed in the Region will be introdiced or much
- expanded. At the same time, the provision will be made for fosterage of
strategic subsectors which will becomie the core of lhe sccond stage of the

- whole manufactunng mdusmal development TR I E S
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- 2). The phase 2 can be further dmded into thiée stages. “The ﬁrst half gtowth

- 'stage, stage 2,'expected to start at around year 2000 and to ¢nd around year

. 2018, s chardcterized 4s follows... The subsectors which: have' been
introduced or enhanced i in the phase 1 will thrustinto a stable growm stage '

or the growth conditions will be satisfied, and a self- fostcragc capablhty of

-« the bases for the industrial development will be’ upgiaded, fesultmg in'the

-méchanism of mdependcntlsclf grmvmg mdusmal development in lhe

Region ; . SR . _ :

3 .The secund half grouih slage stagc 3 cxpeclcd to start at around yca: 2015
~ . is characterized as follows. First, the strategic subsectors 'which have begn
fostered in stages 1'and 2 will go into the development stage, resulting ina
gradual change in the manufacturing industrial structure from one of the
‘agro-based subsectors to a more complicated one with the agricultural and
natural resources pro¢ess subsectors as well as machinery and mictal process
subsectors, Second, the bases for the industrial developnient will be further
" expanded with Region's own technology, and own mechanism of providing
infrastructure in the Region;

4) The development maturé slage, stage 4, is characterized as follows. The

" complicated manufacmnng industrial structure will be perfcclcd through the

- diversification of the strategic subsectors, and inducenmient of chenucal basic
metal, eleclnc apphance, transport cqmpment and electromc subseclors v

(2) Development mechamsm of phase 1

,’I‘he developmenl mechamsm of phase i (or stage 1), dep:cled in Flgure 4 4 is 0uthned as

follows. " The agricultural production in the Reglon will be incréased as planned (the first
mdlspensab!c factor for the industrial development in the Region). This increase will bring
about increases in demand for the daily necessities and niatérials for housing through the
increase of f:u'mcl’s mcomc and direct dcmand for agncutlural mputs

'{‘ogclher wnth the increases in demand, an increase in supply of agncullural raw matenals
prodiced in the agnculmra] sector wﬁl lead to a growlh of the agro bascd subsecmr and
-informal 'sector, A

With a strong support of the related public orgamzat:ons, the basw infrastructure for the
industrial developnient shéuld be provnded at the early ‘stage possible (the second
mdispensable faclor) Refommlmn of conscmusncss of the enifeprencurs and workers in
improvement 6n lhe lechmcal educauon syslem are lhe componenls of the. bases at this
slage 5 :

With these supports, subsectors utilizing the agricultural and natural resources endowed in
the Region should be introduced or enhanced (the thicd 1ndlspensable factor). Around
1990, the hide and skin producls subsector which is an export ori¢nted subsettor, the fish
fillet process which aims at increasing value-added in the Reglon, and th¢ animal and fish
feed which utilizes the waste matenals wnll ]om m the developmenl at full scale Around
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1995 export-oriented subsectors such as canned fruit and mstam coffeé and subsectors
capnahzmg on the agricultural and natural resouzces such as pulp and paper products,
- ¢ceramic products and cement and power alcoho! subsector w1ll contnbute to the
- devclopmcnt o S L _ :

At lhe same ume lhc subsectors mduced from the subsectors enumerated above such as
packing and printing malerials subsectors will accelerate the developmeént, Those subsectors
in turn will contribute to devclopmem of thea gncultural sector by the prowsnon of a stable
ma:ket to the latter. : . o
' A favourable camumstancc for fostcragc of thc machmery and melal proccss subsector,
called a strategic subscctor, will be cultwated through the followmg surmundmg
circumstances: : : : :

- Provaswn of 1he bases for the mdustnal dcvelopmcnt
- Increase in demand for agncultural mpuls ‘
e Growth of the exnstmg subseclors, and
- Introduction of new su‘bsectors

'."These surroundmg clrcumstances wﬂl prowde the stralegw subsectors wnh a potential
_markel and the strategic subsector should utilize this opporlumly and foster (lhc fourth
indispensable factor). : : _ : : ;

The expan sion of the existing subsectors, the subsectors to b¢ introduced/enhanced and the
strategic subsectors will bring about an increase of employment in the Region direcily or
through the industrial inducement of related manufacturing and service subsectors -resulting
in tum in an increase of the Reg:on s income, : ' : -

3) Dev’elopment nmeqhanxsn_l ,‘of phase 2 : .

‘The development mechanism of the pl.la'sc 2, dépictod in Flgure 4 Sls somﬁlarizéd as
follows. The phase 2 is characterized by the stable growth of the agto-based and unutitized-
raw- matenals—processmg subsoclors, and thc stabilization of the growth conditions for the
strategic subsectors will be interrelated not fully but parually wnh thc provision of the bases
for the industrial devolopment. :

'The followmg w:il become morc unportant bases for mdustna] dcvelopment in dns phase P

o Improvement on self—fundmg capabillty.

- Dcvelopment and accumu?auon of 1he chlon s own technology, .

- Generauon of v:gorous entmprcneurs from lhc Reg:on

- _Improvemcnt on self-mslallauon capabﬂny of the mfrastmtluros as needed m lhe-
Region; and T P '

- Enhancentent of the technicat education system.
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’Ihe related pubho Orgamzauons should be I‘ully mvolved in lhe consrmcnon!supply of the
infrastructure with the participation of the residents and with the financial assisiance from
the central Govemmem (ihe fifth md15pensable faa::lor for the industrial development)

The need for lhe techmeal educallon will become suonger in quality and quanmy as the
manufactunng industry de\relops As already discussed, the lmprovements on the in-house
“training system of the enterprises and on the ¢urriculuni of the existing public | teehmcal
education institutions/organizations are the basic measures to be thken as the first step '
However, these measures are not lhought 1o provide the education sufficient (o cope with
the néed. Thus the retated public organization should be mvolved inthe enhancement of the
techmeal edueanon syslem (lhe sixth mdlspcnsable factor) :

The stable growth of 1he agro-based and unuuhzed raw-malena!s-proces&ng subsecsors witl
be surely atlamed m !hlb phase

The stablhz,anon of lhe growth condmons for lhe strateglc subseclor w:ll also be at(amed
with the following supports:

- ncrease and'upgrading of the demand for the products of strategic subsector's
which will come from the agro- based and unuuhwzl -Taw- matenals process
subsectors; and S

. Prowsnon of the bases l‘or the mdustnal devclopmenl explamed above
Duectly from lhe two broadly categonzed subsectors or through development of the mduced
subseclors, the employments in the manufacturing mdusrry will increase mgml‘icamly, and

so will the regional income and consequently finally an increase in the demand for the
manufactured goods produced in the Region,
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4.5 Developmcnt of Manufacmnng Industry
4. 5 l Introducnon _' |
(l) Gencral

Thls secnon enumerates the manufactunng mdustry in lhc Reglon and pro_;ects producnon
and impacts. 'The projection takes into account the present situation of the indusiry in the
Reglon (Sectlon 4.1), the constraints to development and countermeasures (Secnon 4. 2),
and the devclopmem m-echamsm and process (Secllon 4 4) I :

The. manufaciunng mdus!ry in thls pmgecnon is dmded mto Ihree subsectors viz, exislmg
manufacturing subsector, introduced/enhanced subsector and informal subsector. ThIS-
division is based on: - - :

- Conslraints on lhe..basic d.a!a; ‘

- Cﬁaract-érist.i'(.:s of each subs;eé tof' |

- Uuhzalwn of Lhc resources endowed in the Regaon, and

- Consolldauon of s{ructurc of lhe manul‘aciunng mdustry lﬁ the Reglon

The subsecto_rs to be introduced are those new 'en(er’pnses that wxll not only milize the
“endowed resources but also contribute to upgrading the industrial structure in the Region.
The estimates of the initial investment of each introduced/enhanced subsector are based on
information and quotations of such industeies in Japan. The ophmal investment in these
industries in the Region is affected by: : : -

- quality of the finished products,

- planned production capac:ty,

- incorporation of labour intensive operations in the producuon process, and
- qualily of raw materials and labour.

(2) Selection criteria for new or enhanced induSuies

The criteria for selecting those manufacturing industries to be newly introduced or much
enhanced have been discnssed in the previous section and summarized as follows.

g; nterion 1 : Increase of income in the Region
In accordance with the Sessional Paper No. 1, the farmers income should be
raised so as (o imiprove their standard of living and atso to foster the industry
(informal and modem sectors) in the Region.

Criterion 2 : High uuhzahon of the raw materials : '
“These materials are waste materials (from fish process slaughter-houses and
cereal milling), raw materials having potential to increase the value added,
and natural resources which have not yeét been utifized.
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Qﬂmﬁ Self-sufﬁmencyinmanufactured goodsof lhe Reglon ' o
Those manufacturing subsectors whtch will supply the consumérs with final
- goods or-internediate. gbods to other industries in"the 'Region are
‘reCommended to be mlroduced e g chemzcal bassc melal and ferttlizer
manufacturing subsectors, - :

Qmm_o_n_ﬂ_ Foslenng of own teehnology and technical 1ndependence
(3) Subseclor mdusmes o be 1ntr0duced or enhanced

: 'I‘lurteen subsector mdus!ﬁes have been sclecied by the four cmena, whlch chould be newly
mtroduced or much enhanced in the Regxon They are listed in Table 4 1 1

(4) Pro_;ectlon method

| For each of lhree kinds of industries, i.e.: mtroducedlenhanced existing and informal,
output, value- added and employmenl are pro_;ected respeclwely by the method outlined
below.. :

ntrodu nhanced in 'z'tri |
The out put of each mduslry 1s pro;ecled takmg account of the following:

- presentand potcnual market sne, L
- -manufacturing industry development plan for the Reg:on as dlscussed in the
previous section, o :
- future economic growlh in the Reglon
- pos31b111ty of raismg raw matenals and
o= lead time of the pro;ec!

The proposed year of 1mplementalmn of the ncw pmJecl is decnded on the following
cons:deranons

- !ead ume for ransmg the initial capua‘l
- present level of the skills'and technology available in the Region, and
- the skills required for the new pro;ecls

'l'he value-added by subsectors are projec{ed by mulnplymg the outpuls pro_lected above by
the vatue added ratios of the subsectors which are shown in Table 4.14.

Bmp!oymems by subsectors are forecasted by dwndmg the ou:put of the subsector by the

output per worker based on lhe ml‘ormauon extracted from the Slanstlcal Abstract ('l‘able
4.16)., e S o | 3
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E__lghng industrigs -
Tiis assumcd lhat the cxlstmg manufacturmg subsector wnll grow basncal!y in proportion to

the increase in agricultural production and the level of income in lhc Region, taking into
account the present manufacturing industrial structure in the Region.

Informat sector-
Value added in the mformal sector is amved at usmg (h ¢ following formula.
Ve=V 1985 x (1 +rxEf- 1985

Vt, V1935. : Value addod of thc manufacttmng subsector in the :
Region in year t and 1935 :

r Assumed growth rate of GRDP in the chlon =
' (6 7% per year assumed) . .

E: Assumcd clasticity of demand for goods and service
' producéd by the informal sector to the increase of
mcome in the chaon (1.20 assumed)

The output is pro;ected by muluplym g the pro;ected value added by the reci procal number of
the value added ratio (68% assumed) .

Employmcm is pr0_|ecled usmg thc followmg fonnu!a
Er=E1985x {(1 + )AL +P)} L+ 1985

Et, E1985:  Employment of the informal mémui‘acuuing
' ' subSeclorm lheReg:on In yeartand 1935

n Growth rate of output of lhe mformal manu facmnng
subs.eclor in the Reglon 8. 1% pcr )ear assumed)

P: Impmvement on the labOur producnmy (1% per
year assumed) o '

(5 Industrial location

lnlroduced!cnhanced subséciors o

The followmg faccors are taken into consxdemuon in dxstnbulmg the xntroduccd/enhanccd
subsector industries:

- transportation cost of raw materials, and
- scale of the initial investaient.’

4-46



MUEM_MMMMMQLLQ&L&S

The developmem of thc cxlslmg formal and mformal manufaclunng subsectors are
dependant on the increase in the agricultural production, and on the Ievcl of income in the
Region. This subsector is expecied to grow or expand at their present location,

4. 5 2 Industncs to be miroduccd!enhanced

'I‘hc followmg manufaclunng mdustnes haVe been :dennl‘:cd as the Most vnablc and essennal
for mdusinal development in the Regmn '

(1) Edible oil manufac(unng

Market

Kenya lmporls largc qu antities of edible oil. The domesllc dﬂmand isex pected to increase
according to the increase in income. 'The world demand for edible oil had been growing and
average annual grown rate was 11,3% between 1960 and 1980, ThlS manufaclunng seclor
has !hcrefore tremendous export market.’

Rmmmua_s

‘The raw materials for edible oil are mainly geoundnuts, cotton seed, maize and sunflower.
Productxon of raw malcnals up to year 2005 is pro;ected as follows

(Umt 1000 mns)

Cottdn&Seed' Sun_ﬂoWer ' Malzc Groundnuts ; -
1985 2005 1985 2005 1985 2005 1985 2005
Siaya 1.6 48 - - 41 149 05 08
South Nyanza 4.5 13.1 . - - 126 442 108 16.2
:Bungoma 09 24 05 08 228 365 .01 02
CBuia 05 19 50 7.5 16 91 1T 26
‘fransNzoia ~ . - - 48 72 179 498 -0 4.
Others 15 48 L1 1,6 908 2,533 L1 1.5
Totat 290 270 114 17.1 1504 4,078 142 213

(Source : Chapter 1, Sector Report)
At present only sunflower and colton seed are used in manufacturing edible oil, maize and

- groundnuls being food crops. At maximum, about 400,000 tons of maize can be used for
manufacture of edible oil from the balance of the demand and supply in the Region.

Impal mvggtmgnl

Imnal mveslment cost mcludmg busldmg and !and is rouglﬂy estlmated as follows:
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] _ - Initial investment
(metric tons/day on aw material base) - (billion Japanese yen)

o160 2030
c 2,500 b L 220230
!‘ .: -

The industry can be niost readily established where there is a large surplus of maize at
present. Matete market in Kakamega district is a good candidate.  Somewhere along the
trunk road B1 between Kisii and Migori is another candidate. Itis possible to split the initial
investrinent cost by establishing a few small factories in stages.

Projected production
Production is projected as follows:

: Yeg; : - . Producton

1990 G : ‘8,330 tons
2005 : 64,840 tons

(2) Insiant coffee

Market |

Kenya imports instant coffee. Production of Robusta coffec is planned to be exbanded and
hence the ¢stablishment of an instant coffee factory. The export market is expected to be in
the OECD countries. : S I '

Raw materipls

Production of the Robusta coffee to the year 2005 will be distributed over the districts of
Kisumuy, Siaya, South Nyanza, Bungama, Busia and Kakamega. Projected production is 5
thousand tons by 1995 and 22 thousand tons by 2005 (Chapter 1, Sector Report ). -
Produciion process and initial investment

The production process is itlustrated below.
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