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Annex 1 List of Stakeholders
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Annex 2 List of Supporting Organisations
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MAPSKID Annex 3 Questionnaire for the Cluster Analysis
Version 6 June, 2006
Date
Consultant
Name

Company Name

Sub-sector

Address

TEL

FAX

E-mail

1. About the Interviewee (If he is the owner, skip this section.)
(1) Name

(2) Position

(3) The year
joined in the
company

2. Outline of the company

(1) Establishment : Year ( )

(2) The owner type :a. government:  ( )
b. foreign: country ( )
c. Asian-Kenyan: country ( )
d African-Kenyan

(3) The owner 1) name:

2) education background:

3) career background:

(4) Latest Annual o ( ) million Ksh in Year ( )
Sales

(5) Production Cost 1) parts and material :( )million Ksh in Year ( )

2) outsourcing ( )million Ksh in Year ( )
3. Identifying the Products and Market Position
(1) Top 3 products

Production Sales Share Destination
volume domestic exports of exports
per month markets
)( ) ( ) ( )% C )% )
2)( ) ( ) )% C )% )
3)( ) ( ) ( )% C )% )
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Annex 3 Questionnaire for the Cluster Analysis

(2) Market Position of the Product 1) (the main product)

Domestic

(

Exported Location

)

1) Your company No. ( )
Share( )%

5) Your company

a. growing
b. steady
c . declining

2) No. 1 Company

6) No. 1 Country

( ) ( )
Share ()% Share ()%
3) No. 2 Company 7) No.2 Country
( ) ( )
Share ()% Share ()%
4) No. 3 Company 8) No. 3 Country
( ) ( )
Share ()% Share ()%
4. Conditions of the Final Market
(1) Changes in the domestic market (trend)
1) Price : a. higher b. same c. lower
2) Cost : a. higher b. same c. lower
3) Quality : a. higher b. same c. lower
4) Scale (Volume) : a. bigger b. same c. smaller
5)Market competition : a. high b. modest c. low
(2) Changes in the regional market (Africa)
1) Price : a. higher b. same c. lower
2) Cost : a. higher b. same c. lower
3) Quality : a. higher b. same c. lower
4) Scale (Volume) : a. bigger b. same c. smaller

(3) Effects from the imported goods

1) Trend
2) if the effect is big,

: a. big

a. Country of origin  : (

b. the reasons
(multiple selections)

b. small c. none

)

. a.price b. quality c. marketing strategy

5. Conditions of the forward linkages, or final makers / assemblers

* This question is to be asked only to the companies producing the semi-products.

Products of Origins No. of Trend of the Demand
the Final Makers of Buyers buyers Price Quality Volume
for this
company
1) ) ) ( ) a. high a. high a. big
b. middle b. middle b. middle
c. low c. low c. small
2)( ) ) ( ) a. high a. high a. big
b. middle b. middle b. middle
c. low c. low c. small
3)( ) ) ( ) a. high a. high a. big
b. middle b. middle b. middle
c. low c. low c. small
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6. Identifying the Backward Linkages

(1) Outsourcers

Process, Goods Locations of suppliers No. of
(not company name) Suppliers Availability
for this as a whole
company
1)( ) ( ) ( ) a. many
b. enough
c. limited
2)( ) ( ) ( ) a. many
b. enough
c. limited
3)( ) ( ) ( ) a. many
b. enough
c. limited
4)( ) ( ) C ) a. many
b. enough
c. limited
5) ) ( ) C ) a. many
b. enough
c. limited
(2) Raw material (including those which are indirectly procured)
Raw Material Origins Price Quality Volume
(not company name) of Production
1) ( ) ( ) a. high a. high a. big
b. middle | b. middle b. middle
c. low c. low c. small
2)( ) ( ) a. high a. high a. big
b. middle | b. middle b. middle
c. low c. low c. small
3)( ) ( ) a. high a. high a. big
b. middle | b. middle b. middle
c. low c. low c. small
4) ( ) ( ) a. high a. high a. big
b. middle | b. middle b. middle
c. low c. low c. small
5)( ) ( ) a. high a. high a. big
b. middle | b. middle b. middle
c. low c. low c. small
7. Labour conditions
(1) Full-time employees
Number Required qualification
of
employee
s
1) Managers ( )
2) Skilled workers ( )
3) Unskilled workers ( )
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(2) Part-time employees

Number of Average duration of employment
employees per person per year
1) Skilled workers ( ) ( ) months
2) Unskilled workers ( ) ( ) months
(3) Average salary of full-time employees
Full Time Part Time
Skilled workers 1) ( ) Ksh/month 2) ( )Ksh/month
Unskilled workers 3)( ) Ksh/month 4 ( )Ksh/month
8. Productivity Control (Include cost management and delivery
management)
(1) Measurement index of productivity a.Quantity ( )
b.Production speed ( )
c.ProductionCost ( )
d.Others( )

(2) Main method for productivity control

(3) Manual for production control

:a.yes b.no

(4) Main production facility

( ) « )
( ) « )
( ) « )
( ) « )
( ) « )
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9. Quality Control

(1) Measurement index of quality a.Performance ( )
b.Defection rate ( )
c.Others( )

(2) Main method for quality control

(3) Manual for quality control

:a.yes b.no

(4) Standards to be followed

10. Investment Strategy: type of investment planned in 5 years (multiple

answers)

Location
a. expansion of domestic sales channels ( )
b. expansion of foreign sales channels ( )
c. expansion of production facility at ( )

existing factories

d. establishing new factories in Kenya ( )
e. establishing new factories abroad ( )

11. Strategy and structure of the Sub-sector

(1) Openness to new investors
(2) Member of associations?
1) a.yes
(name: )
l
2) In what way are they active?
(multiple answers)
a. policy advocating
b. information delivery
c. joint procurement
d. joint marketing
e. technology upgrade
f. credit
g. savings
h. training
i. others ( )

12. Identifying importance of

infrastructure)

:a. open b. modest c. closed

b. no
l
3) Why not joining associations?
( )
infrastructure

Required improvement

(1) Electricity

(2) Water :
(3) Transportation 1) road:

(only for relevant

Usage volume

per month
( ) kw
( ) kl

2) train:
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(4)Telecommunication

(5)Others

3) air:

4) ship:

5) others:

1) telephone/fax:

2) Internet:

(
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13. BDS Providers

(1) What are the major difficulties or obstacles for your company? (multiple answers)

a.( ) Severe market competition

b.( ) Lack of information for market expansion

c.( ) Lack of information for technological upgrading

d.( ) Obtaining better material/parts/components

e.( ) Keeping quality standards / upgrading productivity

f.( ) Labor issues and quality

g( ) Cost increase of

h.( ) Tax / administrative system

L( ) Insufficient infrastructures (Roads, Electricity, Water-supply, etc.)
3. C ) Others ( )

(2) How does your company try to (3) Does your company require any
overcome the problems mentioned improvement regarding this?
above? (multiple answers)

a. Information gathering by yourself
() (
b. Utilising consultants
() ( )
c. Obtaining loan
() ( )
d. Utilising outside training opportunities
() ( )
e. Participating in exhibitions
() ( )
f. Making allies with other enterprises
() ( )
g. Utilising the services offered by the
() public institutions
( )
h. Utilising the services offered by the
() private institutions
( )
1. Others ( )
()
J- None—
() Reason

14. Any requests to the government and the Study Team for industrial
development?

Thank you very much
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Institute

Export Promotion Council (EPC)

Date of Establishment

1992

Mandate

To develop and promote Kenya’s exports of goods and services and
harmonise export related activities

Services

« Export market development

» Product development and adaptation

« Trade information & delivery services
« Trade policy facilitation

» Development of exporting skills

« African trade insurance services

Main Office

Nairobi

Branches

JKIA (Nairobi), Eldoret, and Mombasa

Institute

Industrial Development Bank Capital Ltd. (IDBC)

Date of Establishment

1973

Mandate

to provide medium and long-term finance and accompanying
financial and corporate advisory services to medium and large-scale
industrial enterprises; and provision of working capital, machinery
and finance

Services

« Short-term working capital financing
« Bridging finance

« Export / import financing

« Letters of credit

« Management and consultancy services
« Financial advisory services

« Guarantees and indemnities

« Asset finance/ lease

» Contract financing

Main Office

Nairobi

Institute

Industrial and Commercial Development Corporation (ICDC)

Date of Establishment

1954

Governing Law

Industrial and Commercial Development Act (CAP 445, 1955)

Mandate

to provide finance and equity capital for expansion and development
of new and existing medium size private-sector industrial and
commercial enterprises in Kenya

Services

» Corporate finance

« Venture / equity capital

« Small and medium loans

« Management support services

Main Office

Nairobi

Branches

Nakuru, Machakos, Eldoret, Nyeri, Meru, Kisii, Kakamega, Kisumu,
Mombasa
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Institute

Kenya Industrial Estates Limited (KIEL)

Date of Establishment

1967

Governing Law

the Companies Act (CAP 486)

Mandate to support entrepreneurship and indigenous enterprise development
Services « Lending
« Property and asset management
« Business Development Service (BDS)
Main Office Nairobi
Branches Voi, Nakuru, Kericho, Kisumu, Mombasa, Eldoret, Meru, Kakamega,
Kabarnet, Nyeri, Kitui, Embu, Machakos, Kisii, Bungoma, Thika,
Sultan Hamud, Malindi, Murang'a, Garrisa
Institute Kenya Bureau of Standards (KEBS)

Date of Establishment

1974

Governing Law

the Standards Act (Cap 496, 1974)

Mandate

to develop and enforce the standards of industrial products

Services

« Standards Development

« Testing

« Metrology

« Implementation of Standards in commerce and industry
o Accreditation

« Certification

« Inspection of imports and local products

Number of Personnel

746 (as of April 2005)

Main Office Nairobi

Branches Mombasa, Nakuru, Kisumu, Nyeri, Garissa, Eldoret, Namanga,
Bussia, Malaba, Isebania,

Institute Kenya Industrial Research and Development Institute (KIRDI)

Date of Establishment

1979 (formerly started in 1942 as a central laboratory)

Governing Law

the Science & Technology Act (CAP 250, 1979)

Mandate

to conduct research and development in all industrial and allied
technologies, including mechanical, civil, electronics, chemical
engineering, energy, environment, and commodity technologies

Services

« Research and development

(engineering, food technology, leather and textile, mineral resources,
ICT, etc.)

« Commercial services

« Business development and planning

Main Office

Nairobi

Branches

Kisumu
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Institute

Kenya Investment Authority (KenInvest)

Date of Establishment

2004 (Transformed from the Investment Promotion Centre,
established in 1986)

Governing Law

the Investment Promotion Act (No. 6 of 2004)

Mandate to promote local and foreign investments in Kenya by providing
information on opportunities, policies, incentives, and procedures
Services « Information on investing in Kenya.
« Assistance in the identification of investment opportunities
« Identification of joint venture partners.
« Appraisal and approval of investment projects
« Assistance in timely acquisition of necessary licenses, clearances
and permits
Main Office Nairobi
Branches Eldoret
Institute Numerical Machining Complex Ltd. (NMC)
Date of Establishment 1994 (formerly started as a project in 1986)
Mandate to manufacture metallic components and other industrial products
Services « Manufacturing of mould, die, casting

« Manufacturing of metallic components
« Training in CAD

Number of Personnel

57 (as of 2006)

Main Office

Nairobi

Institute

Kenya Industrial Property Institute (KIPI)

Date of Establishment

2002

Governing Law

The Industrial Property Act (Chapter 3 of 2001)

Mandate to administer Industrial Property Rights (IPR); to provide
technological information and training in IPR; and to promote
inventiveness and innovativeness

Services o Administer industrial property rights (i.e. patents, trade marks,

utility models, and industrial designs)
« Providing technological information to the public
« Provide training on industrial property.
Main Office Nairobi
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Institute

Export Processing Zones Authority (EPZA)

Date of Establishment

1990

Governing Law

Export Processing Zones Act (CAP 517, 1990)

Mandate to catalyse industrial and economic development through investments
in Economic Zones
Services (1) Pre-investment services
« Provision of information and legal advice to investors
o Granting of appropriate EPZ Enterprise licences, EPZ
Developer/operator Licences
« Liaison with other government agencies for the issuance of
additional Licences
(i1) Post-investment services
« Approval of building plans within public zones and liaising with
local authorities in approving plans in the case of private zones
« One stop facilitation of operating investors including customs and
immigration requirements
« Industrial relations and dispute resolution for enterprises
o Technical services in the area of waste management and
maintenance of acceptable environmental standards within public
zones
« Management of public zones
« Provision and maintenance of zone infrastructure
« Facilitation of linkages between EPZ investors and providers of
goods and services in the domestic territory
Main Office Athi River
Branches Mombasa
Institute Kenya Wine Agencies Ltd. (KWAL)
Mandate to produce and distribute wines and spirits in Kenya and beyond
Services Manufacturing of wines and spirits
Main Office Nairobi
Institute East Africa Portland Cement Company (EAPCC)

Date of Establishment

1933

Mandate

To manufacture and market quality cement and cement products to the
satisfaction of our customers

Services Manufacturing of cements
Main Office Athi River
Institute Kenya National Trading Corporation Ltd. (KNTC)

Date of Establishment

1965

Governing Law

The State Corporations Act (CAP 466 in 1986)

Mandate to distribute essential goods across the country
Services Distribution of sugar, rice, wheat, maize, etc.
Main Office Nairobi
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Institute Kenya Institute of Business Training (KIBT)
Mandate to provide entrepreneurial development services to MSMEs
Services « Training for the craft and diploma courses
« Training in short-term technical courses
Number of Personnel 32
Main Office Nairobi
Institute Kenya Industrial Training Institute (KITI)

Date of Establishment

1965

Mandate

To provide industrial and entrepreneurship skill training for
investment and employment creation

Services

o Training for the craft and diploma courses
« Training in short-term technical courses

Number of Personnel

55

Main Office

Nakuru
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1) Food and beverage

This sub-sector is showing the strongest potential in the diamond model analysis because of the
favourable status of demand and factor conditions. The domestic demand for food and beverages is
steadily growing, and products developed for the domestic market are also exportable to the
neighbouring countries. While the domestic market prefers reasonably priced products, some export
markets demand high quality products. Some companies undertake production of food and chemical
by-products from the same agro-product. A popular example is cooking oil and soap. For such a large
size and product diversification in demand, various types of manufacturers can enjoy operating in
this sub-sector. Moreover, this sub-sector is most active across the country, utilising local resources.
Although not all the visited companies rely on domestic materials, there is much more potential for
exploiting domestic agro products. Backed by the growing market, enterprises show positive stance
towards investment. Although competition from the imported products is getting severe for canned
and bottled foods, which last longer, local enterprises are working in an effort to compete against
them in price and quality. Potentialities of this sub-sector can also be observed through the width of
supporting industries. Supporting industries among the sample enterprises include paper and plastic
containers, bottle case, glue for paper labelling and ink for packaging. These supporting industries
are enjoying growing demand conditions of the food processing sub-sector. On the other hand, the
weakness of this sub-sector is low institutional collaboration between the farmers and the
manufacturers. Supply volumes of raw products are not stable because farmers are switching into
more productive income activities. Collaboration between the Ministry of Agriculture and the
Ministry of Trade and Industry needs to be strengthened. Moreover, enterprises targeting at the
export markets have to follow sanitary requirement such as "Good Manufacturing Practice", which
motivates the enterprises to go into some level of automation.

Figure A-1 Diamond Model of the Food and Beverage Sub-sectors

S Motivation for further investment

S Motivation for exports

S Some companies are producing both food and
chemical products from the same raw material.

A Competition from the imported products.

A\ Sanitary requirements are motivating exporting
enterprises to some level of automation.

Firm Strategy,
Structure and Rivalry

Factor Conditions Demand Conditions
S Some companies undertake farming. S Growing demand
0 Potentials for full utilisation of S Wide variation in quality demanded:
agro-products domestic demand takes preference to
T Fluctuation in production volume of Related and reasonably priced products while the
raw materials caused by droughts Supporting Industries markets abroad have demand for
T Dwindling farm sizes (paper and can containers, high quality products.
glue for labels, bottle case W Competition from imported products
and ink for packaging)

S Existence of various supporting and related
industries

S Domestic retail network supplying products
throughout the country

S Support from KARI and KIRDI

S Access to accredited laboratories; i.e. KEPHIS
and KEBS

W Collaboration with the Ministry of Agriculture
is still weak.

Legend: S (strength), W (weakness), O (opportunity), T (threat), A (neutral, but influential)
Source: The JICA Study Team and Workshop Presentation Paper of Group 3 on 28 June, 2006
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2) Textile (Sisal)

Sisal textile sub-sector utilises local agro-products. This sub-sector has vertical integration from agro
products, then to production of fibre and finished products such as sisal strings, sisal bags for grain
packaging and sisal designed bags. Such vertical integration should be taken as important in terms of
income generation across farmers, artisans, unskilled workers and labourers in the remote areas.
Sisal products are targeting both domestic and export markets, and designed bags are popular
souvenir products. Although the demand conditions are good, supply of sisal is low. The sisal plants
have become old, but farmers do not have funds to replant. Enterprises targeting export markets of
fashion bags are aggressive in design improvement. However, enterprises producing low
value-addition products such as strings and grain containers suffer from underproduction and
shortages of working capital.

Figure A-2 Diamond Model of the Sisal Textile Sub-sectors

S Fashion bags producers have
become conscious of design
improvement.

W Companies producing low
value-addition products such as
fibres and grain containers suffer
from shortages in operation
funds.

Firms Strategies,
Structures and Rivalry

Factor Conditions Demand Conditions

S Sisal is a popular crop in Kenya.

It is a drought resistant crop. S Steady demand
W Shortage of supply caused by S Sisal handbags are popular
aged sisal, which has to be souvenir products and are
replanted. Related and exported abroad.

. . Supporting Industries
W Factories located near sisal

farms do not have telephone
lines nor all weather roads, at
least

S Sisal Policy Paper has been produced by the
Ministry of Agriculture.

W No financial assistance to farmers to replant
sisal plants.

Legend: S (strength), W (weakness)
Source: The JICA Study Team
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3) Clothes

This sub-sector is characteristically labour intensive, and labour cost is one important factor for
foreign investment. However, the continuous increase of the minimum labour wage without increase
in labour productivity is giving disincentives to foreign direct investment in Kenya. Although export
of garments from EPZs increased by 39% (real) between 2000 and 2005, the enterprises targeted the
US market utilising AGOA are taking the "foot-loose" view: i.e. they are ready to move out of Kenya
if the advantages enjoyed from AGOA disappear because they do not see any other comparative
advantages of operating in Kenya. Although Kenya can produce cotton, and there are some spinning
companies, there are no large-scale fabric manufactures. Thus, there is no vertical integration.
Because the third country importation of fabric shall not be allowed after 2012 under AGOA, the
Government is seriously seeking a way to integrate the vertical integration of textiles and garments
sub-sectors. As for the domestic market, imported and second-hand products have made the market
size smaller, but there are some enterprises producing traditional clothes targeted at the regional
markets. Moreover, there are a number of micro-small-scale enterprises undertaking manual
spinning, weaving on the one hand, and many doing tailoring and dressmaking by themselves even in
the country side. Strategies to adding values such as made to order clothes and African taste
fashionable clothes need to be sought to differentiate them from the imported and used clothes.

Figure A-3 Diamond Model for Textile and Garments Sub-sectors

S There are some firms producing traditional
clothes targeting at regional market

W Un-established brand

W Large textile enterprises are operating targeting
at US markets utilising AGOA. They do not have
linkages with the domestic nor regional markets.

W Productivity is much lower than parent
companies.

T Many firms operating for AGOA do not have
long-term operation strategies in Kenya once
benefits from AGOA expire.

Firm Strategy,
Structure and Rivalry

Factor Conditions Demand Conditions

S Availability of labour force \

W Increase in labour cost is
surpassing increase in labour
productivity.

W The quality of cotton is
relatively poor compared to
cotton produced in

S Growing regional markets

W Competition from both expensive
imported garments and cheap
second hand clothes

T ltis likely that companies cannot
have preferencial access to the
US market unless they use

Related and
Supporting Industries
(spinning, fabric
maker)

neighbouring countries

0 Potentials for improving
capacity and quality of cotton
production

T Farmers may prefer to
produce other cash income
than cotton.

W Fragmented vertical linkages
especially in fabric production
0 Availability of spinning factories

0 Awareness of the Government to

strengthen vertical integration

fabrics from USA or African
AGOA treaty countries after
2007.

ARapid changes in Customer's

preferences

Legend: S (strength), W (weakness), O (opportunity), T (threat), /A (neutral, but influential)
Source: The JICA Study Team and Workshop Presentation Paper of Group 1 on 28 June, 2006
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4) Footwear (Rubber Sandal)

Footwear manufacturing is usually popular among micro-small and medium enterprises (MSMESs)
because it is based on local demand. It is also characterised by easy entry due to low investment
requirements. But the situation in Kenya is different. Footwear markets are flooded by used shoes
and imported shoes. Although Kenya has strength in leather, leather shoes are hardly produced in
Kenya. The interviewed large scale enterprises also used to produce sports shoes, but they now
produce only rubber sandals because the markets for the sports shoes are now satisfied by the
imported and used products. Rubber sandals do not have strengths in factor conditions because the
materials used are from plastics. However, regional demand conditions look positive as discussed in
Chapter 9.3.2 (3). Due to low price and the hot weather, rubber sandals seem to have steady demand

regionally.

Figure A-4 Diamond Model of the Rubber-Sandal Footwear Sub-sector

S Interviewed companies produce
both for domestic and for foreign

markets.
S Easy entry to this sub-sector

0 Possibility for producing higher

value added products

Firm Strategy,
Structure and Rivalry

Factor Conditions

W Rubber materials are not
locally available.

0 Local Leather can be used for
production of shoes.

Related and
Supporting Industries

W Lack of vertical and horizontal linkages

Legend: S (strength), W (weakness), O (opportunity), T (threat)
Source: The JICA Study Team

Demand Conditions

S Steady demand from the
domestic and the regional
markets

W The market for leather and
fabric shoes are heavily
invaded by imported and
second hand products.

W The market for sports shoes
satisfied by imported used and
new products
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5) Wood products and furniture

The factor conditions suddenly changed in 1999 when the Government banned logging of hardwoods.
The sector was forced to move into the use of softwoods afterwards, but the poor drying process
causes cracks. In spite of scarcity for industrial use, large portion of woods are still consumed for
fuel'. It is suspected that the raw material availability shall remain scarce for at least another decade
until the newly planted trees grow [KAM (2006) p.175]. The main products from the sub-sector are
used for construction and furniture. Although demand for wooden materials for construction is
growing, the lack of raw materials is forcing them to go into under production. On the other hand, the
furniture sub-sector is supported by local demand and popular among MSMEs. Along the road side,
many jua-kali enterprises are producing furniture. Many of them demonstrate skills in designing and
curving. Local furniture should have comparative advantages against imported finished products
because of high transportation cost for the latter which are heavy in nature. Yet, the high quality
markets now show preference to imported products and material. Because of scarcity of woods,
many firms are moving into the plastic and steel furniture. The notable supporting industry in this
sub-sector is the manufacturers of cushion material. Otherwise, variation of supporting industries is
not wide.

Figure A-5 Diamond Model of the Furniture Sub-sector

W Weak horizontal collaboration

0 Because of scarcity of the woods,
some companies are moving into
furniture utilising plastics and
steel.

Firm Strategy,
Structure and Rivalry

Demand Conditions

A
‘V/
S Steady demand from the

Factor Conditions

S Availability of human resources domestic markets
S Improvement in curving W Preference for the imported
techniques furniture and wood material in
W Fabric materials for sheet rely the high quality markets
on importation Related and
W Diminishing availability of Supporting Industries

timber due to scarce forests
and environmental protection
0 Improving quality of domestic W There are some firms producing cushion
woods by adopting proper inner material.
drying process 0 Development of textile sub-sector would
enable supply of cushion fabrics.

Legend: S (strength), W (weakness), O (opportunity), T (threat)
Source: The JICA Study Team

"It is estimated that 75% of domestic energy is obtained from wood and charcoal [EPZA (2005b)].
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6) Paper, printing and publishing

There are 13 large enterprises producing paper and pulp, but it is only Panafric Paper Mill in Webuye
that has a licence to manufacture paper from local forest. The main interest of Panpaper Mill is to
increase productivity so that its products can compete against imported paper, which more and more
companies are relying on. Efficiency improvement of paper producers is important; otherwise
domestic vertical chain will collapse as was the case in textile and garment.

As for printing and publishing sub-sector, analysis is restricted to printing and publishing industry
serving educational sector, which is one of the main markets in this sub-sector. Demand conditions of
the text books are affected by policies of Ministry of Education, Science and Technology. There have
been some changes in textbooks procurement policies. In early 1980’s, the cost sharing policy was
introduced with most of the burden being gradually transferred to the parents. With the introduction
of the Kenya National Textbook Policy in 1998, emphasis was made on the durability of text books
so that the schools can lend to the students instead of having them purchase every year. The required
technical specifications included quality of paper and multi-colour printing, which were not possible
to be met by the local source paper and local printing companies. This regulation has caused more
use of imported paper and off-shore printing. The local prints often have problems in binding, cutting
pages and printing in the right positions. Technological assistance is needed so that the quality meets
market needs and demand. The links with supporting industries of publishing sector do not look
strong, either. Among the samples, a rubber roller manufacturer for printing machines was identified,
but this is mostly for maintenance work. As more and more books are published off-shore, prices of
such books go up, and this has caused people to move into used book markets.

Figure A-6 Diamond Model of Printing and Publishing Sub-sector for Text Books

W Companies do not have enough capital
to renew machinery to keep up with
the demand for quality upgrade

W Many publishing companies stopped
operation in Kenya.

Firm Strategy,
Structure and Rivalry

Y
/\ Demand Conditions

Factor Conditions (exercise books and

text books)

W The local forests are getting W More importation
depleted to support the W Because of price increases, people are
production of paper. moving into used books market.

W There is a trend of shifting
towards imported paper

A Government changed the policy to
lending text books instead of purchasing

Related and
Supporting Industries

because local paper is either (Printing roller) new ones and regulated that certified text
more expensive or of lower books need to use better quality paper
quality. and multi colour printing.

W Not well developed supporting
industry.

Legend: S (strength), W (weakness), O (opportunity), T (threat), /A (neutral, but influential)
Source: The JICA Study Team
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7) Pharmaceuticals

Kenya has an established concentration of pharmaceutical manufacturers. 50% of the production
values are manufactured in Kenya with presence of 30 out of 50 leading companies within COMESA
[EPZ (2005¢) p.2]. The strategic location of Kenya, linking it to 46 cities, is the main reason for
creating the concentration. Kenya’s political stability, regulations on property right protection and
human resource are other reasons for her popularity. However, importation of the pharmaceutical
products surpasses exports by 3.6 times. Imported value of pharmaceuticals was $128 million, and
export value was $28 million while production output was $53 million in 2004 [UN Comtrade; KAM
(2006) p.182]. This makes Revealed International Competitiveness (RIC)* at minus 1.9. Weakness of
the sub-sector is its heavy reliance on imported products. Over 95% of the raw materials are imported
while the local supplies include packaging, maize starch, refined sugar, glucose syrup, rectified spirit
and ethanol and sodium chloride [EPZ (2005¢) p.8]. Production activities carried out in Kenya are
basically mixing of material, packaging, testing and delivering. There are hardly any R&D activities
carried out inside the companies. Although Kenya has some active R&D institutions such as Kenya
Medical Research Institute (KEMRI) and African Medical Research Foundation (AMREF), their
activities are hardly linked to the industry. Moreover, the universities are not supplying enough
graduates to pharmaceutical sector to serve the needs of the industry since most graduates in
medicine find their employment in hospitals and pharmacy shops. Because of the strong
requirements of sanitary standards, production process is inevitably automated, and the required
number of labour force is relatively small. The average employment size was 90 people in 2002
[KAM (2006) p.179]. Kenya could pursue more benefits from this sub-sector through providing
more local material and carrying out more value added production. Moreover, some companies
practice high level of production management techniques, which are still rare in Kenya. Spill over
effect is expected from the working experience under the best management practice.

Figure A-7 Diamond Model of the Pharmaceutical Sub-sector

S Highest concentration of manufacturers in COMESA
S Exporting strategy to COMESA

S Good production management

W Low value-addition production process

W Lack of R&D activities

Firm Strategy,
Structure and Rivalry

Factor Conditions
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S International hub-airport in Nairobi /
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Legend: S (strength), W (weakness), O (opportunity), T (threat) Source: The JICA Study Team

? Revealed International Competitiveness (RIC): (Export i — Import i ) / Production i
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8) Petroleum and chemical products
Petroleum and chemical products contain a broad range of products serving various sectors.
Characteristics of this sub-sector are discussed in the following three categories.

Products utilising local material

While most of enterprises in this sub-sector rely on importation of raw material, there are some raw
materials locally available such as vegetable oil for soap, wattle for tanning, oleo for resins and
pyrethrum for pesticides. Issues associated to with this category are improvement in quality and
steady supply of the raw material and exploring opportunities for further exploitation of the raw
material. With the growing concern for environmental protection, some new investment is coming in
for bio-diesel utilising molasses. At present, pyrethrum is the most important product in this category
because Kenya controls over 65% of the world market share. Its global standards originate d in the
R&D results from Pyrethrum Board of Kenya. Although pyrethrum has global comparative
advantage, its vertical chain is not strong. The Pyrethrum industry supports income s of approx.
200,000 farming households mainly in Lake Victoria, Northern Rift Valley, Southern Rift Valley and
Mount Kenya area; however, the farmers cannot secure stable income because of payment delays by
the Pyrethrum Board. Pesticides makers also do not find comparative advantages in processing in
Kenya because production costs are too high. Therefore, refined pale extract, the high value added
product of the pyrethrum, is exported and processed abroad. Demand conditions of pyrethrum are
positive because of increased demand for organically grown foods/products in developed countries.
This will see natural pyrethrum preferred to synthetic and chemical substitute products. However,
China is now moving into production of pyrethrum and is on the way of accreditation. This will see
her pyrethrum become a threat to Kenya’s. Improving efficiency is a must for Kenya to sustain its
comparative advantage in the pyrethrum markets.

Figure A-8 Diamond Model of the Pyrethrum Sub-sector

S Pyrethrum Board has strong linkages
with the major processors abroad.

W Pyrethrum Board is a monopoly in
processing the raw material.

W Inefficient management in Pyrethrum
Board.

W Many pesticide makers have moved
out of Kenya

Firm Strategy,
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7\
Factor Conditions /\ Demand Conditions
S Pyrethrum is a popular agro / S Kenya has dominant position in
4

product, supplied by approx. \ the world market (over 65%).
200,000 farming households. 0 Organic products boom in the
T Due to the payment delay from developed countries can
the Pyrethrum Board, the Related and increase the use of pyrethrum.
farmers may move into other Supporting Industries T Other countries have started to
cash crops. plant pyrethrum.  Among
them, China can be a big

0 Much research activities are carrig@mpetitor.
out on pyrethrum

S Pyrethrum Board has  jointly
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Legend: S (strength), W (weakness), O (opportunity), T (threat) Source: The JICA Study Team
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Products serving as suppliers to the major domestic sub-sector

There are many chemical enterprises working as supporting industries of other major sub-sectors
such as glue and ink for food packaging, leather dye, paints for cars and construction. The demand
conditions of such enterprises rely on the sub-sector they are serving. The raw materials are mainly
imported. If this is to be replaced by domestic production, large investment and marketing strategy
which would cover the investment cost shall be required. Deterioration in fundamental conditions
does not motivate most of the investors to take such a risk.

Consumer products manufactured from imported materials

Enterprises producing consumer products from imported material have a relatively weak position in
terms of factor conditions. Yet, market size is presumed to be steadily increasing in spite of the
presence of imported products. This sub-sector can enjoy expanding markets targeting regional
markets and can explore growth opportunities. Shoe cream and polish as discussed in 5.3.2 (3) are a
good example where their export grew by 160% annually between 2002 and 2004. The notable
supporting industry of this sub-sector, at this moment, is only packaging. Because of increasing
competition from imported products, fundamental conditions in Kenya have to improve so that
Kenya can demonstrate comparative advantages as the regional production hub.

Figure A-9 Diamond Model of Chemical Consumer Products manufactured from imported
materials

W Weak R&D capacity

W Losing investment confidence

Alncreasing competition

0 Opportunity to explore regional
markets

Firm Strategy,
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Source: The JICA Study Team
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9) Metal and metalwork

Metalwork is one of the dominant sub-sectors as it is the 6™ largest contributor to the total
value-addition and 3™ largest contributor to employment within large enterprises (See Table 9-2).
Kenya has a capacity to manufacture a range of metal products including construction pipes,
automotive parts, home utensils, containers, cables and handicrafts, but companies undertaking
moulding and casting are few. The components supplied for construction and telecommunication
network are the ones enjoying growing markets. This sub-sector is also popular among the jua-kali
sector because of easy entry with simple machinery. Majority of companies lack technology for
precision processing. Most companies utilise second hand machinery and scrap metal while a few
companies are equipped with modern machinery. Some components are supplied to the automotive
sub-sector, but hardly any to the electrical sub-sector. Electrical assemblers are generally unaware of
the existence of a few good companies and are relying on imported components. Use of computer
aided engineering (CAE) is still rare. Even variation in CAD is small. The companies adopting CAD
use mostly AutoCAD, mainly two dimensions while majority of micro, small and medium
enterprises do not have the capacity of designing. In spite of the variations in production processes,
there is much room for technological upgrade.

Figure A-10  Diamond Model of Metal and Metalwork

S Variation in production processes

S Relatively stronger foundation than in
neighbouring countries

W Production practices without drawing

W A few enterprises are capable of
producing with precision.

W Few enterprises use CAE
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Legend: S (strength), W (weakness), O (opportunity), T (threat) , A\ (neutral, but influential)
Source: The JICA Study Team
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10)Agro-processing Machinery

Agro-processing machinery includes those for farming, post harvest, and processing. The demand
for farming machinery is declining, but the demand for post harvest and processing is expected to
grow as it is necessary to expand processing activities in the rural area in stead of trading in raw form.
Agro-processing machinery manufactures, comprised mostly of small or medium scale enterprises
that can be found across the country. They operate close to the markets and make products on order.
Most products are made from scrap metal with simple electric motors. There are also tractor
assemblers, but due to the decline in farming, local sourcing of components was stopped and now use
knock down kits. Designing capacity is a prerequisite in this sub-sector, but the labourers trained in
engineering designing are not many. Although the size of the sub-sector is small, creativity and
innovativeness are demonstrated in this sub-sector. Many companies are also find markets in the
neighbouring countries. The development of agro machinery has been assisted for a long time
through institutions and NGOs such as the Jomo Kenyatta University of Agriculture and Technology
(JKUAT) and KickStart (formerly called Approtec). Because of the decline in demand in automobile
sub-sector, some automotive component manufacturers plan to shift to this sub-sector.

Figure A-11  Diamond Model of Agro-processing Machinery

S Small and medium enterprises are operating
across the country with some designing capacity.

S Some level of innovation is demonstrated in this
sub-sector.

S The companies find markets in neighbouring
countries.

0 Component suppliers in automotive sub-sector
may join in this sub-sector.

AUse of scrap metal with simple electric motors

Firm Strategy,
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11) Electrics and electronics

The capacity of electrics and electronics sub-sector is low. The market is flooded by imported
products, even simple equipment such as radios. In addition, the latest census shows that only 13.5%
households used electricity in 1999. There are only 69 formal enterprises operating in this sub-sector
with contribution of 2% value addition of the manufacturing sector. The main reasons for such small
contributions include 1) availability of competitive imported products; ii) small market size; iii)
underdeveloped component markets and iv) insufficient training in universities and polytechnics.
The main players in this sub-sector are switch board, voltage stabilisers and car battery makers.
These existing manufacturers utilise unique market conditions in Kenya such as voltage upsurge.
Former assemblers stopped assembling and moved into importation and maintenance work in the
early 1990s. Yet, the electrical and electronics sub-sector has received the third largest FDI since
2001 (See Table 9-5). New assembling has started for computers, TVs and audio players. These
investors are from South Africa, China, Korea, Malaysia, and Turkey. The assemblers now procure
only packaging material locally while all others are imported. Yet, Kenya has a well developed
plastic and metalwork sub-sectors, which could potentially supply the assemblers. Although the size
of this sub-sector is still small, its performance is not bad in terms of growth rate (7%), input
productivity (56%) and labour productivity (994,000 Ksh/labourer) (See Table 9-2). Because Kenya
is now putting an effort on universal access to the Internet, the demand for electronic equipment for
the use of ICT is expected to expand rapidly. Currently, the dominant supporting industry for ICT
within the manufacturing sector is only metallic cable makers. Market opportunity for ICT should be
exploited by more manufacturers, and there is also a need for expansion of maintenance work, which
can provide market opportunities for micro and small enterprises.

Figure A-12  Diamond Model of Electrical and Electronics

S New investment is coming for computer, TV and
audio assembling

S The sub-sector demonstrates higher growth rate
and higher input and labour productivity than
average

W A small number of enterprises are operating in
this sub-sector.

W Former assemblers stopped assembling in the
early 1990s

APotential for small and micro enterprises in
maintenance work.

Firm Strategy,
Structure and Rivalry
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Source: The JICA Study Team and Workshop Presentation Paper of Group 2 on 28 June, 2006
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12)Automotive

The demand conditions of the automotive sub-sector are not favourable due to the domination by
imported sedans. Because sedans have wide variations with short life cycle, the market size of each
model is too small to sustain profitability. The global car manufactures recently gave up production
of sedans in Kenya and decided to concentrate on African production centres in Egypt and
South-Africa. Accordingly, domestic assemblers shifted their production to commercial cars such as
mini buses, trucks, buses and commercial vehicles. The assemblers mostly utilise imported
knocked-down kits, but they also have some local suppliers for tyres, harness, frame, seat, exhaust
pipes, glasses, batteries, and springs. Simple assembling leads to very little value addition, so some
companies engage in elongation of chassis and armoured body building to increase value addition.
However, as the three assemblers compete in the small Kenyan market, production for each company
is from 2,000 to 4,000 units per annum and is running under capacity. Due to the sudden decline of
the production volumes caused by the ceasing of sedan production, the suppliers are also suffering
and are forced to shift to aftermarket services. There is concern that the developed supply chain
network may collapse or dwindle.

Figure A-13  Diamond Model of Automotive

S Assemblers have shifted into
commercial vehicles, trucks and
buses

S Exporting strategies to the
neighbouring countries.

W Assemblers gave up production of
sedans.
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Legend: S (strength), W (weakness), O (opportunity), T (threat), /A (neutral, but influential)
Source: The JICA Study Team
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13)Construction Material

Construction materials include cement, tiles, pipes, glass and timber. The demand conditions for
construction materials look stable. Value addition of the construction sector grew by 1.6% between
2000 and 2004 [Central Bureau of Statistics (2005) p.27]. Apart from the wooden sub-sector,
metallic products grew by 1%, and non-metallic mineral products grew by 8% between 2001 and
2005 (See Table 9-2). Processing requires simple technologies, thus many companies operate in the
sub-sector. Competition is getting stronger although competition itself is not a weak condition as
long as it operates in the fair market. Input productivity is high for the locally sourced cement and
timber. Deposits of limestone for cement are estimated as at least 35 years [KAM (2006) p.221]. The
usage of the mineral reserves has to be balanced with environmental protection like the case of timber.
This sub-sector can also enjoy more value-adding products such as designed tiles, stained glass and
ornamented light fixtures.

Figure A-14  Diamond Model of Construction Material

0 Expanding business in the neighbouring
countries

0 Opportunities to explore higher value-addition
products (eg. decorated tiles, stained glass,
ornamented light fixture)

A Various types of sub-sector supply to the
construction.

AStrong competition among the firms

Firm Strategy,
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T Availability of lime stone may
become small because of
environmental protection.

S Existence of nationwide distribution
channels

Legend: S (strength), W (weakness), O (opportunity), T (threat), A (neutral, but influential)
Source: The JICA Study Team
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14)Handicrafts

This sub-sector is categorised as manufacturing products for tourists. Handicrafts utilise available
local resources such as wood, leather, limestone, clay, wool, banana fibre and sisal. Most
manufacturing is undertaken by micro, small and medium enterprises. Product variety has been
widened, and production skills have been upgraded. Tourists are likely to pay more than what the
locals may pay. Tourists are also quality conscious customers. If the manufacturers and retailers can
take customers' preferences seriously, they can get the information on the market preference of their
countries and gets a hint for exporting. There are a few successful enterprises which are successfully
exporting their products to the developed countries. Exporting products include ceramic necklaces
and sisal handbags. These companies have utilised exhibitions and homepages for marketing abroad.
Customers abroad prefer to purchase those goods due to their uniqueness. Although this is a niche
market abroad, contribution to job employment in Kenya is considerable. However, majority of
micro enterprises or artisans do not have stable outlet chains. Most manufactures prefer to make
direct selling than using retailers because the terms of payment from the retailers are not favourable.
Yet, the tourists prefer to purchase at secure shops, and artisans end up with a long-term inventory.
The Government is encouraging the artisans to form groups so that assistance can be extended.
Linking to the market shall open opportunities not only for expansion of sales to tourists but also
exporting.

Figure A-15  Diamond Model of Handicraft

S Growing skills in product designing and
development

S Afew enterprises successfully ventured into
export markets in developed countries.

W Most manufactures prefer direct selling than
utilising outlets because terms of payment set
by retailers are not favourable.

W Many artisans end up with long-term inventory
due to lack of stable sales channel.

Firm Strategy,
Structure and Rivalry

Demand Conditions

Factor Conditions <
\\ /

S High usage of the available S Kenya is the most popular tourism
local materials destination in East Africa.
S Availability of human resource S Tourists are quality conscious

customers who are willing to pay
more than the local people.

W Tourists prefer to purchase at

secure shops or hotels where

- ) most artisans do not have access.

S There are various types of aSS|StanceO Tourists can provide information
available through ministries and
NGOs.

S The Government is encouraging
artisans to form groups so that it can
extend assistance.

0 More assistance is needed to provide
stable outlets.

Related and Supporting
Industries

on market preferences of the
countries of their origin.

Legend: S (strength), W (weakness), O (opportunity), T (threat), A (neutral, but influential)
Source: The JICA Study Team
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