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ABSTRACT 

The Institute of Development Studies, 

University of N irobi, and the Ministry of Finance 

and Planning of the Government of Kenya have accummulated 

some literature on Kenya's external trade in the form 

of discussion papers and economic reviews, respectively . 

It is , however, noticeable that no study has so far 

been conducted to reveal how export trade is carried 

out by the individual export producing firms in Kenya . 

This research was conducted to find out which methods 

of invoicing for exports Kenyan manufacturers apply, 

which currency or currencies they invoice in , and what 

trade credit policies they adopt in this business . 

A questionnaire was given to a sample of 

37 firms dealing in exports in Kenya in order to 

provide data regarding the carrying out of export trade. 

Credit policies applicable to their local customers 

were also considered in order to afford some 

comparison . 

Tte following four hypotheses were considered 

in the conduct of this study: 

i) The riskier the method of invoicing for 

exports, the less the percentage of the 

amount of a given sale is allowed to be 

on credit. 

ii) The riskier the method of invoicing 

applied the shorter the period over which 

trade credit can be extended to an :importer . 
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tii) Kenyan exporters vary their methods of 

invoicing for exports according to the 

experience they have had with their 

customers . 

iv) Kenyan exporters mainly apply foreign 

currencies when invoicing for exports . 

That the Kenyan export manufacturers consider 

the business as one of considerable risk was one of 

the most outstanding findings . Although not many of 

the respondent firms indicated that they require the 

importer to pay in advance , most of them almost 

exclusively insist on the arrangement with the second 

lowest possibility of loss ; the confirmed , irrevocable 

letter of credit . The riskier methods (Commercial 

Draft and Open Account) are only applied where the 

customer has proved quite reliable in the past 

dealings . 

The period of trade credit extended to customers 

varies positively with the relative risk level of the 

invoicing method used . The producers , however , offer 

importers significantly shorter periods of credit 

than the local customers . 

All the respondent firms had no pre-determined 

levels of sales that could be made on credit . This 

decision was taken by the sales executive according 

to his feelings about a particular customer . Thus , 

since data relating to actual sales of credit was not 

gathered , little could be written in connection with 

the third hypothes is . 
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The two foreign currencies commonly used by 

the respondent exporters were the pound sterling (E) 

and the u.s. ollar, th traditionally international 

strong currencies . any firms are , however , 

abandoning these foreign currencies in f vour of the 

Kenya Shilling in response to the drastic fall in the 

value of these foreig currencies in the recent past . 

J 



C I TER 0 · 

I 'TRODUCT! 0 . . 

1 . l . O.R and l:.conomic growth 

0 veloping nations d sir to ·ultivat• nd 

maintain a r t of conomic gr w hand d .velopm nt 

which is high r than which h . ir indig nos r sour s 

can actequat ly support . Thes countri s, th r fore, 

hav a high demand for impor in th form of capital 

funds and equipmen~. plus exp rtise to man t chnolo~i

cally sophisLicated machinery . 

Impor s are paid for ·n foreign curr nci s, 

collectiv ly termed for ign - X hang . country arn 

for ign exchange by xportin iLs products t oth~r 

coun ries . The importance of xport o dev ,loping 

nations , d riv d from their n d for f r ign x•hanR 

cannot, th r fo r e, b o erstr ssed . 

l. c;. . O.nesearch Objectiv-s 

This research project vas conducted with the 

following objectives in mind: 

To find out: -

1) them thods or nvoicin~ for <xp rL 

appli d by K nyan xp rters; 

2) h currenc s in wh)ch K ny~ n H'oclu

c r· bil th ir for ign customers· 

3) the perc ption of cr it ris~ by Kenyan 

producers with regard to expor busin ss . Th per-

c ption will be measured by considering the m_ hods 
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of nvoicing ·n the accompany·ng trad cr dit t•rms; 

) he opinions r garding h a sis anc 

th K nya gov rnmen · x nds o .·por pro rs 

through the K n.a Ex rnal Trad Au hor· ( K TA). 

1.2.1. Rational s: 

To my knowl dg no s udy bas n conduc · d 

in h ar a cov red in this proj t . The In ti u • 

of D v lopm nL Studi s, niv rsi y of nirobi, h·s 

com up with som discu sian pap rs r la ·ng Lo K nya's 

export business but ~hich do no ouch on h ct;ual 

expor busine ·s operations aL Lh indi jdu l 1 rodu-

c rs' level. 

In Discussion Paper (0 ) 1 umb r 165, Vinnal 1 

analyses K nya's volume cat gori s, and r nd of 

export and import trad as indicated y figures from 

official publications. 

Por er2, in DP o. 171 by an ly ing f ficial 

f'gures from the East African countri s indus rial 

production and ex ernal trad publ"cations a tempts 

o xplain th dispropor t onu. l · hi ghcr Ken:an c. ·por s 

to h r neighbours. n descr · s h . phenomc· n n a s a 

r sul L of Kenya's r laLi vely a van cl s aLe f j ndu -

trializnt · ou. The figur s nls ind'im l • th "d ·ay" 

2
PORTER, R . C. Som doubts ahout Kenya's 
fu ure as an export r of fanufactur s , 
Discussion Paper o . 177 Institute o! 
Development Studies, Uni versi t of airobi, 
Kenya . 



f h s ·p . s < s th 0 hC! eountri v op 
. 
ndu~trial p1a s . m . h in K ar n a. 

In :1 
. c 1s. ion Pap on th t ion f prom 

nufa Ul' d X or from K ny H pcraf 3 . . , m. an 

attn 1< ()Jl in •ar lookjng po s a opt cl l y 

o ng oun t i s. II n mp s t.o sh 

onis · dus ria zn ion and ·ade p "ci 

c

hin r 

produ ion o c po1t~1l manufn tur d gods b such 

co ntr" s b · us th o1ic· imp 

su titu ·on pr duct. for in rnal on urn t · on 

Th ·t ·ea r by lispro," et ha. thu 

b n 1 •ing r in n h pas 1 h u h th i., pr -

je · is just n ~era c:h on a rv wide ·u· .a pos-

ill stud·e . is hoped th it wi 1 1 rvc • ci • 

contribut·on to h governm n e·port promo n 

olicy maJr rs · nd th xpo 1. I 1sincss ommunity. 

1 .o. in Sul . 

Th folloting lap r 'ill b 

om· li eratur r 1: ng to i 1 rnat·on l rad 

\I i Chap r h ·e giv . n 0 i . 0 ·n ·a's 

rnal trade and h nd a ours of th K<:>ny:ln 

V( 1·nmcn t promot e ·po1t . rnings. lvptll' four 

s onccrn d vith th l hat w r • 1 p 1 i C'd 

to guid th \lfl'i te in h' ·o ct. Th 

l'f"i y 
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th res ar h hat as ond1c dis also discus d 

n this Chapt r . Th data th, t 'as coll ·ted urinr, 

th r search and th an lysis th r of ·ons itut s 

th material in Chapt r five. .d1 final Chap er 

is made up of the Surrur.ary of th hesL·, concl u ions 

and he recommendations . 



CHA TER T 0 

Th"s Chap r pr s nt om li rature that 

r 1 tes to international rad and particularly 

xport trad Th hapt r t h bri rly on h 

orig'n and xisteoc of interna ional rad , the 

m thods of invoicing for exports, and h risk 

i volved 'n expor trad 

2 .1.0. Ori~in and Ex· 

Trade bet we n differ n coun ries develop d 

wh re one country could produ som thlng des rabl 

t:o resid n s of oth r countri ut which hes 

oth r coun ries could not pr d ce th ms lv s . Th 

Pho nicians b came amous for h i r purp e-dy d 

clothes which they artered for other goods wi h 

countries bordering the I it rranean ~·a . lnt r

national grade, therefore, ow s its origin to tb 

varying r sources of differen regions ~ mineral 

resources can ob ·ously be worked only \here thy 

are found; many commodities can be grown only unci .r 

particular climatic conditions or in rt a · n . 1 • 

If i nternational ra took p La onLy i.r1 

cas s 'b r coun ri could produc what oth rs 

could no he total olum of w rll tra wonld 

not have r ached Lh presen day proportions . A 

glance hrougb a l"st of pr ucts nt ring into 

any coun ry's tra vill show that it impor s many 

things it could, if it wish d, produ itself . 



- 9 -

Economists explain thi phenom na by applying th 

theory of 'compara i v ad van g ' . "One oun ry 

has a comparati e a v· n age vis-a-vis ano her in 

the production of th commodity in \'hicl it h< s :.t. 

lower opportunity cos Lh.n he other country . " 

Ev n if a country has an absolute advant g over 

another - with a gi en amount of resources it can 

produce ~ore of all possible products than can 

another country with identical resourc amount - it 

will specialize in the production of products in 

which it has lower opportunity costs and_impor oLh rs . 

Ordinar~ly, most firms ould prefer home 

marketing to foreign trade . In he hom country, 

the business f i rm is familiar with peopl 's cultur 

and languages, the 1 ea syst m, and various ypes 

of environmental factors which g · ve the firm a cost 

advantage at home . 

There are, however, two typ s of forces 

that may · nduce a business firm to enter the inter

na ional market . 5 The firs · one is Lh size of the 

domestic market . The firm nay find itself c· pabl 

of advan ageously ptoducing m re than the hom 

SSee 

4 LIPSEY I n. G . • An 111 Lroduc Lion I 0 Po.· i t; j v 
Eco oro LCS, En~ll!ih I anguagc Buok Soc 1 d y 
:Jrd . .I:.d . p. GO~. • 
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rke · can consum nd. th r 01 • c. s an ye o ex-

ternal markets. The ot cr for· a be a pull c · r ed 

by the .iste c o profi able mark ts abroad . In bo h 

cases, the firm usually continu to s r, h om s ic 

market a well as th c.·t: .. rnal :m l'k t. . On ''a to s rv 

n e x ternal mark s to export from th hom 6 ·ountry . 

2 . 2 .0 . 1et.hods of Invoicing for 

The time lag bel\ e n d p· ch of c.·port goods 

and he receip by the bu, r is g n rally long r than 

that involved in dom sLlc tract . Thus , ven · r cash on 

delivery (c . o.d . ) erms - the impor er a ing on receip 

of the goods - are ag r d upon, the sell 1 h s h funds 

tied up in the form of goods- in- r nsi or a considera-

ble p rio of ime . To facili at the payment or invoic-

ing for cxpor Ls, the following arrangcm n ts a, available 

for choice by the parties in olvcd in he sale con ract . 

2 . 2 . 1 Cash Prepaymen s 

Under this me lod of paym nt, th agreem nt 

stipul tes either "C . w. o . " (ca h with ord r) or "c . b . d . " 

(cash b fore delivery) l rms . r pa.m n arrang ments 

are, owever, rarely applied in normal conditions; 

"hP. would be a .fortuna export 'r in deed '1110 

caul d .~and and r c iv• paym n on ld ( l.!'l h) 

6For various ways in whieh a firr.1 could en er 
In ernational :.tarkets, Sc ARYL D, V . . , 
.an::. .ino; .ul tinat iona.l CorporaL ions; . ra ges 

Publishers, p. 6-9. 
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b is in the buy r' s m rket p ~ v i ling t:oda •" . 7 

Export rs who, lo ever, el that h • buying 

marke is of a significa tly high risk class may 

insist upon prepayment t rms. In a period of · tor a~ s 

in tle buyer countr}, importer mayo ( r ~uch t: rms 

to induce supply . 

In c rtain sp 'Cial cas s, for •xamp 1 ·, wh re 

an importer orders the manufac ure of a product to 

his own specifications, there may be an agr -ement to 

the effect t at the buy r mal< some "progre~s'' pay-

men s during the manufacturing process . 

Kith the con ract specifying pr payment for 

th products the import r p ys before acquiring the 

possession of the goods . Thus no trad cr di t is 

ext nded to him . 8 

2 . 2 . 2 The commerci.l draft 

A commercial draft is quivalen to an invoice 

in domestic trade; a document listing the it ems involve d 

in the sal agreement and the prices th reof r qu st -

int the buyer to pay at th agr· ed dnt . Schub rt and 

others defin s a dra t as "an unconcli tiona! o rcl t· in 

E 'l'RE UJCT AJ) I Gt\'1 '1' ; 
\ . port; tr:1<lc, GE. E 1\ 

81radc credit is L'l 'II t.o mean allO'.Vinr. a 
hu: .r to ha c posse. ·s ion of t h • rrood s I or 
some time b •ion: 1 ay i ne for Lit ·•~1. 

0 
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\' . i i ng addl'P.. s . l l y n p:u·t I ) :mot I .. ( ·ct rinrr 

him 0 pa: 0 th dra\ • t l' I hi d at· y '\ . 
fi .ct , tun ' si rrl 0 th clr. 0 a ~ do rminnh1 

f ur d. " 
D 

\ sir;h draf L r 1 he irn ' r < r o . n • s 

soon ns th ~oods arri v but; h fore lit 1 is : ass( d 

to hi:n . The .. ·J ort.cr s1 nels IH' <lraf nnd t1 

ontrncL cto<.um nts to h: n ~ i 11 lw i rn r COlin t:r ' 

which (bnnl·) :cL, a.: :w •'f"''nt lo tran. c1· Lit t.itlo 

clo um.nt~ to l.h 'mpol'l ·:ad t, t·>Ll· t 

imulrnn'Oll:>ly . Till fn· i ['' ll bnJl• tllln .. nls lhc pay-

me t to the 0 ·port ith,. dir 1 y l' tl ·ou I a 

10 •al u·mk . '1'1 sc an)· ... I' • i . •.: . r cton 0 r • f •c· . 

Tints, wi it a . igh t cll':t r lh .. r · i !. no t ·n 1 

cr dit c.·t . IHCd t IH cu. l ( • l( f lt if: the cquival nl 

of " . o . d . " in domu·t ie tracl· . 

"time dra fl ' 1 i Ill I : t. c s t h: I h . htt • 1' p:'l) S 

for he ~oodP .o 1 i Vt.: ' · • · t < locu-

nr p:.s .cl 111 • c- t~. n1n t' on i~ :we"' ~ n ·c of 

th obligation to · at l h :1 ,r u u 11 • cl.tt. • 

Ac pl~ nc i. in Ji,·:LI 

s na u . on t h . <1 ·a r 

'h usc~ o a t 1 

an c. ·tene:i on of a 1: rae! 

the 

~ Cll 

(' 

h.' n<l 11' .ing 1ll'' imp ·I cr' s 

th·ar t hc1· or i d'c.a $ 

·r d't ~m· th( p J(l 'C)tt:11 lo 

h 1('11 h bllV r · c ivc•.; 
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th produc s nd the dat at 1 t:h paym n al s ue. 

let r of "'r d it is I 1 in •d " . . . . . . . an 

undertaking giv n by a b: 1k t 'l s •11 · to honour the 

s 11 r's drafts dra~n on i if lh •y comp y with he 

res~ric ions as to~ rms ani ;moun s c n tin d ln he 

letter of ere it and ar accomp·lnicd by the r quired do

lO cumen t:s'' . .~fter coocludj ng tl ~ sale contract, the 

import r instructs hi bank 1:0 op n a 1 :t . r of t:r dit 

in favour of the xport ,r ad jnform h · ~ t r about 

it . Th credit 'orthin .· · \1..1.. 1 h • buy r i · lh t.s 1 placed 

by th· t of th hank b c us· th xpor r will no\'.' 

claim p yment from h ir:1port: r s bank. 

A 1 tt r o.f cr tU m.Ly ot· may not be r-v ca-

bl . A revocable let r ~ ~ rL ris~ 0 h . 1 ort r 

becaus revoca ion can h • don • lly th~ bani ( r • fusing 

to honour draft drawn on th bank in lin .. wilh the 

lett r of cr di ) wi h 11 con::>ul a ion of, or n tice 

to, lh' xport. r. A· a Drvcaut:ion gains sue 

happ ning, an irr •oc. blc lc•t (•r of cr~ i i!:i r queste 

by th<.? xpor · 1' • 1\ "ilTc:VOl hl • L/C J o ·m.::> 't J ~~~tl 

contrac th • · ·r ll'tt·t· at\ I th issuinr; 1 Lllk, 

the erms of which c u h al 1. ·r •d onl \d th tl · 

cons nt of all part· s ·otH' r·n,·cl. 

D.R. an 
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\,hen th exporter is al ing d h th lmpor

ter's bank brough a local ban~. he latter oes not 

beco~e a par~y to ~he a~r emenc merely b. in orrnin~ 

the seller about the letter of credit arrang m nts . 

It then just serves as a communication channel . If, 

however, the exporter doubts Ch ere itworthin ss 

of he importer's ban·, be may request his local bank 

to "conf1rm" such a letter of credit issued by that 

foreign bank. Once the local bank conf"rms h L/C, 

the bank becomes legally bound to pay the export r, 

any cancellation by the foreign parLi .s notwi hsLanding . 

Vhen a letter of cred " L is us d by Lh p1rtie 

in the contract of sal , wheth r or not a trade credit 

has been extended to tie buyer depends on the dates on 

the letter indicatin~ •hen th ·port r is supposed to 

collec the payment . The import r enjoys a trade 

credit only if the e.· .ortcr abr 

sometime after Lhe titl Lo Lh 

2 . 2 . . Open account 

s o claim payment 

goods ha.ve b 'n passed . 

This method i similar to tll • one col111lOllly 

used in domestic trad• . There nre no intrica and 

strictly legally enforc abl' acumen s involv d. Th~ 

exporter si~ply enters the amount of sale in his 

accounts receivable books and credits · he accounts as 

payment is remitted by the importer . The p riocl oi 

trade credit extended to the buyer under the method 

is dependent on the t rms of sale, e.·pr ssed as pfq, 

netjy . ·'!he terms pjq, net/y means that p percent may 
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be d due e from th invoic d amount if paym n is 

made wi h" q days af r •li ry, or he n ·moun 

be pai wi tid n ' da •s f r d 1 i r i he bu I' fa.i ls 

o take h • p r n dis·oun al untag 

Th ack of s rong legal backing of op·n 

accounts makes th me hod risky to the expor er and 

henc , "op n account 1 gen rally restricted to cas 

wb re here is a n r-com ny r l tionship b tw en 

th. s 11 rand the buyer or w r the export rand the 

for ign b y r ha had long and favourable d~alin s 

together and thcr is no xchang restrictions that 

migh complicat ttl ment" . 11 

2. 3 . 0. Risks in Expor 

Th r ar wo major risks which ar important 

an unique in •xport usin ss; h r'sk f changlnz 
12 

· hang rnL s of currenci s, and the ri -~ of a ossi-

ble blockad of funds io he importer's country by a 

governm nL' d cision. Th risk of default cr d't 

ri k is rcl tively less uniqu in xpor rade. 

risk 

This ri k 0 t e X ore r omes about ,./ en n.n . 

xport · r bill he for ign cust m r in a CUlT ncy other 

th n hi . (s 11 r) hor.1e curr ncy . u less paym t for 

tl ' JOOds or s n· · ces sol 1 r c~iv d a h compl -

ll I TE R T T 0 . L Tl D · E T a.E CT, jGITI", 
op.cit . p . 190 

12 ~ I US, lL t;npubUsll d 1.1.nuscripc 0n 

In errt.1tion.-ll n ·y 1<1d·c Cha1 'T 
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tion o he sal • ·onll ·t arran m •nts, the t ·)ort •r 

is unc r ain as ho\ mu h h · w i l l r i v in t ·rms 

of hi dom . l i <~ • rr n ·y. Th i h t.xci ang 

rat b tween t h curr •ncy in L h. i nvoi ·: and th • iom -

stic currenc~· may ha ·han~ tlm th paymen 

is r cei ed . This risk isapp • r. in a ~ys m ~here 

th xchan~e rates b l\' •n he curr nci ·. concern d is 

firmly and truly fix ·d. 

The xchang rnt • l> t\ · •n • ny two urre11 ·i •s is 

the alue of one in rm· of th other . Th .·p Jrte r 

who ills in a or •ign ·ut·n n • tands Lo reap ar 

excl an{"' ra ~ain if lhu ':tlur~ of that curr ncy in 

terms 01 th s l~er's domc_stic currency ris s; I c 

export r will gel morv t I ao t h( c·. p .. cle doll'e~tic 

curr n y by conv rtin!! a c r ain amount o! th foreign 

curr ncy . Tl • xcl an t:! rat loss accru •s .. o 

t r · f he opposi t • happ ns wi til h values o 

curr ncies . 

h expo·

t:h 

To he g against lh un<.: rtaini t,1 embc 'de I i11 

th possibil i " of .·chan~! r. Lc chang . t:he . por er 

may i h r d ·id• o bt• invoit'in!! in his dom•. tic 

curr ·nc onl or to ·ntl'r int<• <t eontrac~t; 'ith a 

f i Ill n cia i n s t i t u t ion t h t '' i 1 L ass u rc h m o h · 

amoun of dom,s ic curr r cy o b r ceiv d vh n th 

cus om r pa. 'l'he a) t. .rn<l i Vt. of · nvo1.c1ng only ir 

the om ic curr cy is !1 • t'ash s to ado t. 

'I'h ~ rrangcm 'nl wi h :1 fi nan ·ial 10~ l t:llLlOn in 

order o a c t a.in ht '11'1< unt ':·1 l'Of!l a s.tlc isttrr d as 
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'CO' ring'. Th ·e are wo alt rn. i' s;cov ring in 

the forward mark , and covering hrough h mon y 

market . 13 

2 . 3 . 1 . 1. Forwar market cover 

Financi 1 institutions such as banks have a 

market for currencies . They cnn buy or sell curr nci s 

for on- he-spot or future deliv.ry. Th s ins itulions 

quote the 'spot' and 'for" rd' xchang rate to corr s-

pond with thes delivery times . 

The future deliv ry agr cment is such that th 

pric of the currency co be dcliv red is fix d t the 

time o con L ract in~. Tha.t s~m c.·chnn~e ra l will be 

applicable when the currnncy conccrnud is delivered no 

matter what th excllan~c rate I Lw en tl e Lwo c.urr nci. s 

'ill be at tha time . 

An exporter who expects to recc · e for •iffn culT ·nc. 

as paym nt for products at a sp ciiied date could, tlLr -

_ore, et t r into a contrnc · with financ"al institution 

to d liver that amount of for ign currency an exchange 

it with his domestic currency at a dct rmined e·chang 

rate . In this way th .·porter is assllr •d of t:!1e amount 

of dom stic curr ncy he will r ei •u when th ·ustom r 

will pay for th goods . 

CJ\P.T.E~. Interu~

~.::.::..:..:::.!:;__...:~:,:.=.:.:.::...:..=~~:.:.:=-.:?=~"~t , Pre n t i c . Ha 11 , 
inc., . J. pp 150-157 



- 1 

'1 ere is form of oppor unity cost or ~ain 

hat could n.ccru to the cxportLr from such u. risl· cover. 

or '.'a rd valu o 1 h• for i gn ·ur r ucy ( j n rms If t: h 

o f clom 'UlT 11 ') a. 1.· le in.nci · J 1n~ti-

tu ion u ·ns out to b · lov •t· than the vn.lu at: h date 

of dcliv~q·, th c. ·port t' rnakcs an o po1 tunit · s 

equal to th in th . :du s . H woulu 

uccn b t t.cr of w1 hou tla conu·n.ct . Th opposi i 

the cas when th curr•ncy alu movem n is rev•rs ct. 

2.3.1.2 

ndcr t:h is a t rna t i 't', 11 • e.·port •r h ITO\ s a 

sum l.quivalent L th, ar'lounl or th sale from a fina

n c jal ins itution in h custom~·r's country. Th • loan r-

paymcn clat . is nm.tl o ·oi nc i ck \d th h ·. da ,. tiHlt h .. 

l:US om "'r 1 s c. ·p ctP to ay for lw pr duets. 'i'l • 

c xpor L •r conv •rts the loan amount into hi.· domestic 

currency which h • t.h n itiVl.~ts in his hom • coun ry. 

A t h t i m t h us lome r pays , t l x port c r 

wj ll hav · an exchttngc rate~ gain or loss cl •pend i ng on 

wl th ·r tl for,J i "'n curr ncy ha · g· in"d or lost in valu 

uring the eln.ps d p rio . 'fh · g .. in or loss will, how

·v 1 I lw o f set I y h' lo .. or rr•, in to h incun'cd by 

t h • ·.·port ·r wiH n 1 a . · n, 1> · c k Lh• loan. 

' II • n<~ l o::;t o.t covct~ll\g in the mon •y market is 

•qual l) th <li I'"'~' n · h<'t ·c·<·n tlw int . r . t rate th 

. por r ays on t lle 1 o· n :Lncl t hr one arned on I! . 

mon y in •s t d o ·all '. 'l'h ·. · t• l.· ng cou rol r ~ gula-

tions in 'en·. proh1bi. privat.t: borrow · n~ fro lor iffu 
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co ntries, henc this alt rna ive is no· a• il be to 

Kenyan por · rs . 

2 . 3 . 2 Political risk 

This risk exists becau of the possibility th.t 

government ac ion in the impor r 's country l"!"l:l..' res rict 

or ban the outflow o money to the exporter's ountry . 

The willingness and abili y of he cus omer to pny not-
. 

withstanding, the expor r will lose ecause o such 

a political decision . 

In some countri s, for example, the Unit d 

States of America , the governm nt under akes Lo insur 

for a fee, a great percentage of ·he political risk 

involved in the export b siness of their prod c rs . Th 

U. S. Eximbank insures pol i tict 1 risks to tbe x nt of 

95%, in the case of short-term .·port transac ions, and 

1•1 85% for medium term onLs . 

2 . 3 . 3 Defaul (credit) risk 

To a lesser ext~nt, the credit risk is also 

peculiar in the export business . The distance b tween 

the seller and the buyer makes th in for n. tion about 

the foreign buyer to be generally less r adily available 

than that relating to a domestic custom r. AlLlough 

information about the creditworthiness of for ign custo-

mer roay be ob ained from commercial banl·s by th produc r 

company, 
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d1rectly or thro gh co . rcial attaches, reliable de-

tails may not b forthcoming. Banks m y regard isclo-

sure of certain information about their eli n as 

breach of confi nee. 

Some countries ha e facilities through which 

their exporters can 1nsurc a c rtain ercenta~ of their 

credit risk . Th Unit d State , for xampl , has a 

Foreign Credit Insurance Association ( ·CIA) formed in 

1962 by a number of insurance compani•s \hich under 

\rites default risk in export business . 15 Th Bri ish 
. 

have an overseas Trade Ct· "'di ~uarante schem ", and h 

Kenya government · s planning o establish · an E. 'J)Or 

Credit Guaran ee Scheme to be administered by he Kenya 

External Trade Authority . 1 6 

2.3 . 4 Credit risk and Invoicing ~ethods 

The methods of invoicing for xports differ in 

the credit risks they pose to the exporter . The least 

risky m thod is cash prepay~ nt because the s ller has 

the cash e en beior he despa ches off the goods . It 

is followed b. the let •r of credit, th commercial draft, 

and the open account in that order of increasing risk . 

ith tl commerci,l dr.ft the xporLer reli son the 

c r c d i two r hi n c s s o .f L h . u y c r , w h il c h ) ( s c 1 1 • r ) cl p 1 cl s 

on th t.n.nk 's crcdi worthiness wh n n lc tc!.· of cr d · c 

15II 1 . u s t 111g .•. c>xpor ·s mce • 1' c1 j t . Jill! Li L i 0 II I 

op. cit:. p . 239 . 

16Economic Survey (K nya), 1978 . 
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i involved; and banks arc very good cr -dit r · sks. 

The open account is th most r sk_ rom he point of 

view of the expor er. 
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CHAPTER THREE 

KENYA ' S ACTIVITIES I EXTERNAL TRADE 

3 . 1 • General Corrunent 

Kenya is one of the so called Less Developed 

Countries . These are in a rather unique position in 

the international trade sphere . On the one hdnd these 

countries have a highly price inelastic demand for 

imports and hence the foreign exchange to finance them . 

On the other hand , LDCs are faced with an inelastic 

supply of that foreign e.xchang e . 

The pattern of the demand for imports by LDCs 

is a result of these countries ' growth policies and 

the nature of the products which they indigenously 

produce . 

It was pointed out in the introduction that 

developing nations usually choose to cultivate and 

maintain a rate of economic growth higher than could 

be f inane e:l by their existing resources . In these 

countries domestic income is low and hence there is a 

low level of saving . OUtside capital in the form of 

loans , grants , and direct private investments is , 

therefore , required to break the circle and to fuel 
17 the crosen rate of growth . 

17 A low level of income results in a low level 
of savings and hence a low level of available 
investment funds ; see DERNBURG and McDOUGAL , 
Macroeconomics , the measurement , analysis , 
and control of aggregate economic activity , 
International Students edition, McGraw-Hill 
Kogakusha Ltd . , 4th Ed . , Chapter 5 . 
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Kenya is a member of the Less Developed 

Countries class and it is no exception to the 

characteristics discussed above . As shown i Table 

No . 1 Kenya's imports are heavily dominated by 

industrial goods and capital equipment . T ese are the 

backbone of the industrialization process in the camtcy 

Table 1 

1973 --
61 . 6 

IMPORTS OF INDUSTRIAL AND CAPITAL GOODS AS 

PERCE TAGE OF TOTAL IMPORTS* 

1974 1975 1976 1977 -- -- -- --
54.3 52 . 1 52 . 4 56 . 9 

SOURCE : ECONOMIC SURVEY , KENYA , 1978 

* Lubricating fuels are excluded. 

which is believed to result in a high rate of economic 

growth and developments . The dorminant position of 

imports of these products in the balance of payment has 

been so all through the life of independent Kenya . 

On the side of exporting, Kenya heavily relies 

on agricultural products , the two most prominent ones 

being Tea and Coffee . These two commodities, for 

example, saved the country from a position of recurrent 
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de icits( 972-1975) o that of surplus n 1976 and 

1977 because of price boom sp cially or co e. 

Coffee and Tea .,ales constituted 5o . 7 of Kenya's 

total exports in 1 77 and, \'hil the s< 1 s 'O.l urn of 

the other export d products declined, lh country had 

a record Ktl2 . 7 million in the balanc of paym nt 

account . 19 

In Kenya 1 there are me. sures t.o ons 1 ·e 

foreign exchange. Foreign exchange control is exer

cised through import licensing. 20 Tl C .n ral Bank of 

Kenya represents the .tinistry of Finance as UL ~e au horit 

If .. h,21f . I over o lCli.U. ore1gn exc.. 1an tr:U1s:1cLions. ApplicaL ions for foreign 

cxchan' 3 an.: divided into various sectors for vhich 

exchange is granted within defined prefer nUal limits, 

or for which exchange is refused . To cnhanc fficiency 

in dealing wi tb exchange trans· ctions, the CC:ntral Bank 

delegates some powers to some commercial bank and the 

airobi Stock Exchange as 'authorized' deal rs. 22 

19 Economic Survey, Kenya, 1978. Chap r 4 . 

20vr AI 1 V. Th · Sys tom of E.·chnnge Control 
in Kenya; Institute o£ Dev lopmcn Studies, 
University of Nairobi . DP No.1 8 . 

21unofficial xchange rates quoted in lurich 
can be seen in ewsw. k Magazine . 

22see .otice .o.35 of the Kenya's .or . 1gn ex
change Control regulations and Ins ructions, 
1977 edition, for list of authoriz0ct dealers . 
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Kenya 1eeds to promo e and di ersi y her 

e. ports. To serve his goal the go •ernmen has sc t-

p \O organizations in o ~ich most o its expor 

promotion efforts are concentrated; the Ken a Ext r al 

Trn.de Au hori ty ( KETA) and the enya Tour is De e lop-

ment Corporation ( KTDC). KET deal vi th the promo ion 

of tangible exports, while the KTDC caters or the 

country's most important service export product, 

tourism . The following sec ions will briefly present 

the organization and opera ions of K. E. T. A. , th r 1 -

vanL one in this study because export•rs of services 
. 

were not included in the proj 3 Ct . 

3 . 2.0 . The Kenya External Trade Authority 

Soon after independence the lenya go ernment 

realized that the process of economic growth an 

development of this country and the related virtue 

of raising the standard of living of the people wi 11 

entail an expenditure of vast and rising amounts of 

foreign exchange . Foreign currency is requir d co p y 

for, among other things, inv stm nt in rnod . 1·n e hno-

logy and essential imports . And a s igni fj c.: an por on 

of the imports bill ·ill have to b m t by til 

accruing to Kenyan exports. Tl e governmcn t, th1 re for , 

set up, in 1966 an export prot otion council ithin the 

1· nistry of Commerce and Industry to stimulat the 

exports of tangible goods . 

However, in those early years of independence 

there as not much to be e. ·port d from Kenya xcepting 
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eo., Cof ee and y ~ethr m •hicl r mark ed y 

governm nt statutory bo· rds and · ich ha e int rna-

tional producers' associations o repres n h m in 

the world market. Furtl r, th colonial gov rnrn nt 

had left a considerablu credit balance in the Kenya' 

balance of paymen 23 accounts and this, oget r with 

the fact that not many import consuming proj cts had 

come o light by then and thatv r re, inhab· ants had 

enou~h weal h to consu~' a signific.nt ,mount of 

imports, made the ques ion of foreign xchange earn-

ings less pressing and the counc"l's duties less 

important . 

In the latter years , hov vcr, things took a 

different t urn . 1ore and more go :lrnm n t import con-

surning development projects \er earmarked and started, 

l h mon y flow i n he country cncourag d pri ate im-

port consumption, private firms requiring foreign 

technology began to crop up , and the 1973/74 Oil crisis, 

all added to a tremendous inflation of the imports bill . 

In consequence the area of e.·port earnings \)(came very 

crucial . In respons the Kenya Go rtment ·n 1976 d-

cided to reorganize th c.·port promotion councj 1 into a 

separate more autonomous body, the K nya Ext rnal Tr~dc 

Author i t y ( 1 E'l' ) . 

23Econornic Sur cy, r .nya, 1 6· -65 
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· ·T. is I roadly 1 sti clarg with he sam 

r spons ' b1li ies s h preced'ng coun il; o ·n·ti 

co-ordina e, and ·mplim n ac ivi aimed expan ling 1 

diversifying, and promo ing Kct y n e.·por s . '.or 

sp cifically he authori y:-

(i) Identifies 1ncen iv or e. ·por rade 

d elopment and assists the gov rnment in formulating 

and implemen~ing rade polici 

(ii) Publ'cises Kenya's product abro,d and 

carries out surv ys of foreign markets for such 

products; 

(iii) Pro ides t anc' lo manu-

!actur rs in impi o ing p ·oduet ·on m tho Is an d v lop-

ment of new products; and 

( i v) J dvises upcoming usi n ssmcn on t:hc 

mechanism of export trad . 

KETA is all out to fulfil th . primary obj c 1v 

of the Kenya government - to uplift th stand rd or 

li ing of its citizens - by nsuring h d v lopmen 

o.f a buoyant export trade to ai n for< i {;n exchange 

n cessary to lubricate the wh u s o d elo} m nt . 

3 . 2 . 1. 'ETA's Export promoLJ n act1viti ·s 

The Keny Ext rnal Tracl At Lhori y unc t:ions 

by corruniL tees d a ling \ iLl speci i c ubj c s. '1'1 . 

commi t es have represcn a. tion from th gov rnrne t ~ nd 

privates cor. Th commjtL'·s forming h s ·ret~r · at, 

are char ed \ ith s udy i ng and r •commcndi ng a pro ria e 
• I 

polici sand ac ions or.im~l • ntation in th o era.ll . 
n P.r .st o tlH. o11ntry•s ~xpnrl. t.l·n.clf'. Under the! 
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executive director, the cr uriat is compos d of th 

following sections, ea ·h one o ·hem r n by a conuni e 

arketing: 

This section undertak s market studi s for 

Kenyan products in forei~n countries. It is invol ed 

in collecting statistical information such as price 

ranges in foreicn markets, competition levels and 

tactics in these countries, and h nee he availability 

of mark ts for Kenyan produce . The s c tion is also 

responsible for undertaking local supply studies in an 

effort to establish what export ble products are a ail

able and in what quantities. 

Trade Fairs: 

Organizes Kenyan par~icipation in trade fairs 

and exhibitions in for ign countries in order to 

publicise Kenyan products . Int rnational trade fair 

fall mainly into two groups; general (horizontal) and 

specialized ( ertical) fairs . At a gencr~l fair the 

goods in display cover many different fields and 

industries . The sp cialized frnrs cone< ntr · <~ S on 

products of a particular indus ry or a group of re

lated industries. 

The trade fairs section, aft r determ!ning 

what kind of fair to attend dis ributcs invi a1ion 

circulars to all Kenyan producers engaged in 

Lhc appropriate line of production. 11 pro-

ducers who qual1 y and accept the invitation are 

given sponsorship by KETA without charge. The 
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sponsorslnp 1 ncl uch•:s I r · iglt L ·htu·c~..:s, two way transit 

in.,urance for the products, and e. ·hibition charg s, if 

any . The participants are r qu t d to s nd th ir 

rcpresent:tiv s o ll fair 111 ()td r to give explana

tions about Lh products. otl '1'\'i ·e ' · a :E'l!\ employee 

will offici. acl:ording to d<:L 1ls suppliP-d by the 

producer. A protluc r-r •prPsenta t: i '-'C who has the 

authority to negotiat and aeU:J l ord r. is tn· •f rred 

because the KI.::Tt\ official cannot: •xecu 

Technical: 

such uties . 

This sect ion • dvi::; ·s mauu I acturc1·s on quality 

improv m •n Cs , lH.!ll 'r lnL' l hotls of p ro.duct jon an apaci t; y 

utilization, and d · •lopru ·n of 11\:: ., _product::; . It also 

ad is s on i ndu. tr 1 al d ·s i ~n ttnd packa~i ng, al l aimed 

t faci ita inl! ffie1 ut ~xtt rnul mark ting . 

Inforr ... L1on a.nd Pulll1 • 1 ry: 

Gath ·t·.~. stor .utcl clt~.s •minal s info1malion 

on xport rad . , b , Lt on local nd fol't'!i i;n rnarl·cts . 1 t 

op I'at ~ a doc.;uru, nt at ion . ·<.·r\'iel' :net mai .tair.s n small 

xport r • f rene • · br: ry , .. ddt II!''"' r of he busj ness 

·onununi l y :.tl'P 'II ·oura1~ ·d lo us•:. 

ctistribut s t' a i ll p U I 11 c ~~ I 0 II ~ 

It · n.l~o ma.n r: .. s and 

uch ns "Th • K ~nya 

r:xport .\:.s " . " 't' lu Ecnno111ie ht ·L.· Sh t:L ' ', "Kenya. Export 

D1r ·t.Ol·y, anCI the "Plain Ma11' s G 1ih· 1.0 E.por ing 

1rom K~nya". Th•::s -· are rntd a•aila.olc to proiuc~..::rs 

at no harg . 

The publica ion. cotltaJn \ ·rv usctul lnform-

tion :sp ~i·tlly to . ·port 1>, .,.,. 11111 ·r.s. The "Pln.in Man':::; 
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G i c to Exporting rom K • ya .. 1 :for exampl 
1 c ntains 

in format ion s to l O\ a u in . ~ n ity that has n er 

. por d coul join hat b sin It xpl~in ho t:O 

analyse th pot n t i a 1 o 1 ' . uns ion and c xporr nnd also 

ho ·co go about 1 sur· nee. r:ns~or ation, bat 

f ci liti s und oth n· ·.·t 1·nn tJ" u • formaJiti ·s inulud-

irg abbr., iution f radt: t I'm::s. 

information o b· inl·ludt.d in Kl:n; 's fourth clP · ~ op

ocn Plan 1!)7~-~3. th .. ljt•.·t Lirnl~ to hav • s eh n 

ch pl r in th l:..tl\. 

Trad 

1111~ s ct ·on J.S ' t . :t.l'l! to r~..;_duce the co ·ts and 

complexities or int rna ionalu"ue ~roc·dures ~Lnd 

1ntorm:u ion tlow :ts ~· oci :ttPct vi til Lhc·rn ThP. w' n <•in 

re · s of 1oc s a · conuuuni. cat ion~ an J dof..;~mF.:n1 ::t t ion. 

In onrnunica.t:·on, b 's .<elion trit,S to o-o clitjat . 

::;ervi •s of ships, l'ai 1, air aud road transport com

pani , s \'ith th r· uir 1 . n ~ o the produc r s . This 

s ction also n gotiat::; ur fa ourable fr . ighL ra ·es 

W OS:iible. 

In docum nta io 1, t:h re has not been a st:an

d:lr w·1 ~' o n. ·ot·<li ng i\ •uy:u1 ,-.. ·port do uzn ntc- i KET, 

i. s . lf. h, custom::; d pnl'llltt·nt, ·net 1n l.l -. Jor.al 

usines::; conunurnty. A tt.l' cs nino th ir own standard 

p pcrs, K · • . ll-i 110'-' a tl'O:t('hing the bu..,incss ommunit' 

and th~ custos duty d p~·tmcnt o d~sign sim'l~r 

p r t o 1 i n0 h n · o m · on ... 1 ow . 
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This section is also responsible for r cofl"men

ding businessmen to t e Central Bank or alloc tion o 

foreign exchange while undertaking expo~t business 

tours abroad . 

Trade Policy Section: 

This is the major linl' between KET and Govern

ment decision making circles . IL assists th government 

in formulating and impl menting policies that are con

ducive to export trade . Such policy matters include 

bilateral, international, and multinational tJade agr 

ments, tariff systems, and export incen ives, plus a 

whole range of oth r trade policy mc~sur .s to s timu l at 

trade exchanges with foreign countriPs . 

E.·por t Training: 

Organizes short courses on various subj cts 

pertaining to export trade such as international mar

keting costing and pricing, and product adapta ion to 

suit various market requirements. These cours s are 

organized in conjunctio~ \•itl the University o:f 'airobi, 

Kenya Institute of \1anagement, Kenya Institut '· of 

Administration, Kenya .anagement Advisory Council, and 

the Co-operative College of Kenya. Interest d pro

ducers are accommodated into th "Se courses at mi nim::t 1 

char~cs. 

Commercial represenlalivcs: 

Commercial attaches of diplom· tic miss1ons 

assist Kenyan businessmen through introduction to 

foreign buyers; agents, import~rs and prospcctjve 

investors. They provide display spac for exhibiting 
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Kenyan goods in the mi~sions and assist busin ssmen 

in promotional, sellinG and oth r busin•ss •"si s 

abroad . They generally carry out functions d signa 

to assist K~TA operatiots at hom 

The Kenya External Trade Authority has, of 

late, started to coopera e with the I'cnya ational 

Trading Corporation, a local scaLuLory company cn~a~cd 

in the distribution ol certain products locLll. ~n 

behalf of the government . Th • 
1TC is speci · lly cor -

cerned with export business of small produc ~rs and 

acts as export marketing agent for th •m . 'ill ·r , as l'h'l' 

leaves the producer lo execut.c actual selll1 g t.ran.;ac-

tions with the importur, iO TC is going to do his joh 

for the small local producers who have no ol: minimum 

marketing expertise . Ur less these producers engage 

consultants and/or agents they cannot un an export 

business . The services of the J' 1lC are at a minimal 

non- profit motivated charge . 

3 .3 .0 . ~xporting proc 31 ures in Kenya 

Exportation of goods .from K;)n a is ·ontroll d 

by the go ernm n t tht ough an 1 c t ol Parliamc n t. 'l'h 

Exchange Con Lrol J\ct , S ction 25, requires that :<-

porters and e ·port agents be registered wi h the 

Exchange Cont.rol department of Central. Banl< of renya 

and have an account in a renyan bank to rec ive 

11 informa ion in this s ction was obtained 
from the Exch nge Control AdMinis ra ive 
otices and Ins~ructions , 1977, otice o.l3 . 
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payment for the expor s. The Act also p ·ohibi s he 

sale of GOOds outside the form r member of h East 

African Community withou th con· Ill o.C l: h! 

Ainister for Commerce and Indus ry. Th sal of sucl 

goods may also be legal i.f th. Commissioner oi Cu~toms 

and Excise is satisfied by the seller's declarations 

made on a form code-named CD3 to the e ... feet hat:-

(a) Payment fo1· the goods has b, n made in an 

"approved" manner to a person resident in Kenya, or 

will be so made within three months from the date of 

export; 

(b) Payment represents a return for he goods 

which in all the circums ances is satisfactory in the 

national interest . ·. 
The Form CD3 shall be completed for all ex

ports except:-

(a) Export of c-ame trophies by tourist~ which 

include coats, jackets, stoles and capes from game 

skins and live animals provided that; 

(i) They are accompanied by he owners as 

accompanied baggage, 

(ii) 1re of r ·nsonablc quantity and v~lue, 

(iii) Are of personal use or gifts, 

(iv) The trophies have b~c·n purchaR d •ithcr 

with foreign currency or with l<Pnya Shjlling from 

unca.sht·d for ign currcwcy. 

(b) Export of gifts in kind of an f.o.b . value 

not exceeding KSh . 500; 
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(c) Exports of househola and p r onal ffects 

of an f . o.b. value not exceeding K. Sb.5,000; 

(d) Export of goods where the exporter has a 

wri ten exemption from completin the CD3 Form , as 

granted by Exchange Control . 

In all cases (e.cept those quoted in he abo • 

paragraph) where there is to be no return payment for 

the exported goods, or if the p y.ent is to b made 

24 through an unauthorized manner, Form CD3 shall be 

completed and submitted to the Exchange Control de-

partment as an application for the :tinister's per-

mission. The forms should b submit ed through a 

bank which should affix an explanation as to \hy no 

return payment for the goods is e.·pected or why the 

payment is ~o be in unauthorized manner. 

An exporter wbo wishes Lo extend credit o a 

customer beyond hree months from the date of export 

is required undei the Act, to obtain cxchan& ontro1 

approval in writing. The request for approval, to-

gether with an explanation as to why such an .. ·tension 

is needed should b sent through the I·'JXH'L0r's h:ull,<.:rs. 'll1 

approval should be sought b for<, any <;on tract pro icl-

ing for such an extension is entered into with the 

buyer. In cases where an exton · ·on is rcquir d for 

24The authori z d mann r is to hav the paym n 
rec iv d by a bank in Kenya which sl ould Lh n 
inform the exchange conLro1 i.l.bout iL, espec
ially the amouut of foreign currency so 
involved. 



anticipated delay in payment for goods alread • con

tracted for, the expor er must apply through I is 

bankers in writing giving th. reasons forth 

pected delay . It is an o fenc under he ·xcl ange 

Control Act !or an export~r co waive or delay the 

receipt of payment for export d goods unless special 

permission has been giv~n by th Exchange Control 

authorities . 
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CHAPTER FOUR 

HYPOTHESIS AND RESEARCH DESIG: 

4. 1 Hypotheses 

With the consideration of the objectives of 

this study and the discussion in t~e las wo Chapters, 

the conduct of this study rcvolv d around the following 

hypotheses: 

1 . The riskier the method of invoicin~ 

for exports che less ·he p rcenta~ 

of the amount. of a given sal is 

allowed to be on cr dit . 

2 . The riskier the m hod of in oicing 

applied th shorter the period ov r 

which trade credit can be c.· ended 

to an importer. 

The risk undertaken by a seller who ex nds 

credit to his customers increas s with the amount of 

money involved in the trade cr di and he p~riod over 

which the credit is ext nded. Thus laq?; • amo11n ts of 

credit and/or long periods of cr dit xtcnsion can be 

xp cted to be found wh•rc lhe more secure methods o1 

invoicing are in use. 

3 . Kenyan exporters vary their · methods 

of invoicing for exports according to 

the e.·peri ·n ·c t:h •y have had wi tl their 

cus omers. 
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The risk pcrc··v d inn given situa ion incr ases 

•i h be increasing amo n of uncertain1 y ther n. S 11-

ers can, th ref ore, be .. ·pccted to be v ry cau dous 

·hen dealing with new orcicrn huy rs. In th 'C case h 

exporters would apply th invoicing metl ods thnt are 

associated vitl the lo est level of ri k . Sin(.; t:h se 

methods also involve mor costly arrang ments specially 

to the buyers, exporters may b xpect d to adopt less 

complicated (but riskier) methods as favourable exp ri

ence is gained with cus lo:ners. Til is is the cru.· or lh is 

hypothesis. 

Kenyan exporters mainly apply !or ign 

curr .ncies when invoicing for exports. 

Exports can be invoiced in either the currency 

of the source country, or that of the importing cou try, 

or even in any .other third currency . Since th seller 

undertakes no risk of ·change rate clanges wh n the 

invoice is in his horne currency, there could b a tende

ncy of sellers to invoice in their hom currencies. !f, 

however, he exporter's currency is not int·l'nalionally 

convertible, its appli<!nbility in billing impoJ"L rs n 

various countries is limited. 

The Kenya Shilling is not in ernationally conv r

Uble. It could, there fore, be ox peel .. d tha K 'nyan 

e xports are nainly invoiced in the international! 1 con-

v rtible currencies no matter Ch country of d stination . 

J.2 Sampling Unit 

The Kenya governm·nt's major effort in the promo-
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tion of tangible exports from Kenya is concentrated in 

the Kenya External Trade Authority (KETA) . Because of 

the highly subsidised promotional service offered by 

KETA to Kenyan exporter , it is logical to conclude 

that most exporters do take advantage of these services 

and especiall the sponsorship to trade fairs . For 

this study then, a sample of firms from a list of all 

the Kenyan firms that particip ted in international 

trade fairs through KI:.."'TA in 1976 and 1977 was interviewed . 

The list of the firms was obt ined from KETA files . 

4 . 3 Sample Size and Sarnpli g procedure 

A sample of thirty seven (See Appendix I) firms 

involved in export business was considered for this study . 

The list of firms obtained from KETA files contained 104 

firms in all that took part in the 1976 and 1977 fairs . 

The firms were spread out all over the country ' s urban 

centres but the greatest number , 84 p r cent, was 

situated in the capital city . 

The method used to select the sample was that 

of sending letters to all the 104 firms in the list and 

then considering those that replied as members of the 

sample . 

A question may be raised regardin::J how 

representative a sample drawn in such a seemingly 

statistically unsound method is . This is one of the 

limitations of this stu y and lhe results thereof . The 

researcher was , however , in such a position that no other 

alternative method was feasible . In the first place, it was not 
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oossi ble to t r~c ... I( n~'< n . i ·ms n ol • d n exp ·t · ng 

other \'iS wi hin tl im • and n :: o r · • 1 i::li ·s • llov d 

for this study . 

In the second place, tl writer wus suspicious 

of the rate of positive rcspons •s from K n~ran xporLers 

to the requests for audi nee wi h man g mcnt . The rc-

searcher therefore feared to sel •ct a sample b fore 

sending the requests l,s a ncgligibl. p •rcentagc of 

firms respond in the af ir::1ati ve. The suspiciot• wa~, 

proved right : only 28 firms replied to th firs lett r 

of request, and 9 more cccrn d he requ st ir r.he 

second round of contacts . 

A sample of 37 firms was considered arlrquate 

because : 

(a) Ther were stric time and resour c limi-

tat ions imposed on the ca.rryinr; out of the project; 

(b) I .t is common a!!lonr, stat1sticians to consi-

der a sample of 30 or more to b 25 larg• an l ad quate . 

Therefore with a sample of 37 valid conclusion wer 

expected f r om the study . 

25 Exampl s : 1. 

2 . ~~ o 1111 a eo I L '1' . Jl . . ' L . a I . I n L r c 1 t1 u
r.Lory SLaUst.ics for Bu~inc,ss 
and Economics, Jol n ~':'i 1 cy sons, 
Inc . •. v . p . lei> . 
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4. 

To call ct dnt for h·s proj ct, an ~ m ni-

st •red questionnaire was used . Intervi~ws wcr · h ld 

with company officials wto are direc ly responsible or 

effecting export business transactions . 

Although perso al interviewin . r quir~ rnor 

technical and n.drniniscrat.ive plnnninrr, i L wa~ 

s • c: c ted for Lhis study, as aJYa ins t: t 1 •phone• 

and mail questionnaires because:-

(a) The uestjonnair used was lon" and 

would therefore b cu~bersome to ill 

out over tie tel ·phon ; 

(b) it gives th~ int rvie,cr a hancc to 

supplement the qu stions with obseva

tions in the respondent's work place; 

(c) with a mail questionnnir~, one has no 

chance to explain questions which may 

not be quite cle~r to Lh respondent . 

(d) it is pos~ible, in a personal in view, 

to nquirc about some inf rrn:-~tion that 

comes to lieht u1·in~ th· intcrvi ~w 

but which never occur -d to the r sea

cher when formulating ·h ques ionnair 

Jail qu s ionnaircs will not allow this. 

(e) Fin lly, the return rat e is usually low 

and/or slow with m~il questionnaires. 
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4.5 

The questionnai rc was eli ided into two p:....rts: 

Pal 1: This par presented a brief in rodu-

ction of th int "r\'ie' "r and th proj c t to respondent . 

Part II: This par con nin d qu stions to 

be answered. Qu's~ion were dlvided into thr · se~ ions, 

t\, n and c. 

Section A 

This sect ion contain d questions re 1 at i ng to 

the firm's behaviour in export business. Th• issues 

touched includ cl wheth •r or nut th fj rm clo~s ·.·1 ort, 

methods applied to invoice for X?Orls, and the trad 

credit ext nsion policies . Oth r qu stions r lat d to 

the utilization of foreign exchange forward m rke s to 

hedge against the risJ· of e ·change rnte chang ·s . 

Section B 

This section collected data concerning the 

attitudes and opinions of the r spondents as regards 

export business . Opinions and attitud·s look d for are 

those cone rning the riskiness of expor·t Lrnd the 

assistan~c obtajned from the Kenya gov rnment through 

KE'l'A , and the acldi t ional gov •rnm nta l help that would 

be desirable by Kenyan xport rs . 

S c ion C 

This section of the qucstionn.irc a•lt with the 

demographics of the respondent firms. It is here that 

data rela ing to the firm's ag , si~e in terms of total 

yearly sales value (1976 and 1977), number of employees, 
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nd the alu or p rcen tage o~ to al 1 76 an 1977 

export sales was r cord •d . 

1. 6 Profil 

Thirty s v-'n firms wer intcrvi wed during this 

research project. A bro~d classifica 'on of ~he res-

pondents accordin~ to th ir products is given below . 

An attempt is also made to fit thes il•ms in variou 

categories of exports as classified in the K nya govern-

ment economic survey reports. 

Table 2 PnOriLE OF 

PROUUC'l' INO . OF 

Sisal 1 

Foods - includin~ meat 13 

Household items 5 

Tanner/ -including tan-
ning extract 2 

Paper 1 

Industrial metal 2 

Plastics 2 

Textiles 

Office supplies 2 

Hand crafts .~ 

Drinlts 1 

incl Tiles 1 

Kc ·: 
~ 

I 

c 
In us t I' i al goods 
Consumer goods 

F .... oods 

n verag 

EXI'OrlT PRODUCERS 

:·'l I CIS PI!OUUCT CLASS 

1/C 

F 

c 

I 

I/C 

I 

c 
c 
I 

Ot:hcr 

n 
I & c 
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The hree c 1 sses of e.·por s in o r:h ch mos of 

thes ' firms can be fit ed; Food and B vera~ Indus-

rial supplies and consuner goo s, contr'bu s the 

grea est percentag of th valu of K nya's ex orts. In 

the past three years, ~heir contribution to total 

Kenyan exports hav been as shown in table ~ 

Tabl :3 CLASS CO TniJ3UTIO' TO K.·,, Yt ,· . : i UrAC'TUP.ED 
E'<POTl'T ( 197 5 o 1977) 

1975 197G U)77 

% C'l 
tU ,., 

Foods and Beverages 35 . 8 47 . 6 65. 

Industrial supplies 28.2 2:3 . 4 1:1.5 

Consumer goods 6.1 5 . 0 3 . 0 

Total Percentag s 70.1 76 . 0 82 . 1 

Source: Econonic Survey, Kenya, 197 . 

The data relating to the numb r of firms in 

each class in Kenya could not b Qbtained so hat we do 

not know the relative market power of respond<•nt·s i 11 

their respective industr·es . The sampl~ in Ll, • 1• ' · 

is, howev -r, felt to hav been rawn from tll most 

important ex.ort producing sectors ot he Kenyan economy . 

The failure to hav ot..he1· classes included, and the sub-

sequent veakness in th conclusions dr~n from the 

analysis shoul , nev rthelcss, not: be ov •t·lool~ed. 
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CHAPTER FIVE 

The riskier he method o! invoicine 

for exports, he less the amount of 

sale will be allowed to be on credit . 

Trade credit is taken to me n allowing a customer 

to have own rship of tlc goods for some tim· before re

quiring payment !or them . It is a tool for competition 

in the market . Since the buyer can use the prod· cts 

during the credit period, the seller I as in effect acted 

as a financier to the customer . If all the other t rms 

of sale off red to a cu tamer by two produc rs ar 

identical except the amount and/or p r iod of credit 

extension, he rational buyer will chose th source with 

the greater amount or period of credit allowance . The 

attractiveness of a trade credit pol1cy of a firm to its 

customers, her fore, depends on two aspects; the amoun 

of trade credit allowable, and the p ->r i od ov, t· •hich 

credit can be extended . This hypotl sis concentra s on 

the first aspect, the s cond on is pick t up by the next 

hypothesis . 

The information relating to his hypothesis •as 

obtained from answers to qucs ions concernin~ the amount 

th t can b extended on credit unde· each m hod of 

financing . The inform, tion o~ ained was not, how ver, 

adequate to test this hypoth sis conclusiv ly . This is 



because non • or 1 h r spo l n t firms had :-tn · 1 ici 

pol i y ref'ardi n~ h m:-t.· i num :-tm un t.hn ould lJ 0··-

tend cl to a cu tor. r a crccli . Thes d c · s · ons w • 

left in the. hanch Of the <". ·port: ,:11, C'XO~\ll.i\'C'L , inc 

no data wa. ohtainecl ahou he actual amount. .. ench d 

to custom r, no l'OJH~l11civ'. trl."'is <"Ould lc ·~rrhd out 

I wns four l out , ho t.l. t th · c.:pm·t C"l'S 

appl1ed eli f r rcn t m 'hoclf o' i u voici np; to cl i 1 rcrC'nl 

c us t Ol:!l.! rs accord i n r': t ~' l h < .:!)C r icn h cl\•ihth· 

custorr1er . "~'hi . C'Ottlcl, 1 hc•rt r r , t 'n cl Lo ha .anc(• t h 

ri 1· as~ocl ~ t d '•i 1 h cl i Cl'cr •n1 ens tom •rs ancl h n t 

minimize tlw rol0 or nrnouul. c•xtnnr,•tl on crvd:it in 

weigl Linr, the customer risl· . 

Comment 

gov rnin~ t·hc :II!I(.)Ull ,; 01' (H l'CC'! lll:t f~ or ~;nlc• Lhn ·ott'lcl 

b - on cr ·clil. 'l'h • aulh H' I old. t·!J opinion that thl. is 

lnrr;cly a I'CSU1 t () r I tH'l~ r rcn·mal i 7.i rl t:cchll j (!UL t () l~l'll<h. 

custom rs into ri.J· la .. f'(f' .t<'Ordiug to th· ·1.cl'OKtti.tl 

"'G n n i 1 a b 1 c n o u t t.l c• m . ~ f the in t l' • . C'\'.' rl ... 
1 1 rn.r; 

had couch a tcchni uu . ... a.· irnmn :1mnuuts of <~·crli c:·mno t 

i r·s ich n i yin;; the- ·islt: 1 ·cl.; n · 

ri~l' classificnti 11. Til lncJ· or .. ucla :1 forma l tChni-

l'l() I . . ,n tCC1111QUC lS 
lJL S ' 1' • I • :1 t i II~ J' 11 a l 'F; i ; • "' 
l.e_9n01 c t_ i~, .~ •v 'orl•: .J ltu \f i I, )' 
lnc ., l. •,·~. pp 'lli-lU:L 

'T'intcr, 
<. ., ( ll ~~ , 
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que 1 aves the decision to per onal jud(;emcnt of tl 

export sales executive. Three things could r sul · .rom 

such a si uation. The first one is ar·ations in t e 

company's trade credit policies dependin~ on the changes 

of export sales top personnel. In such a c se, c stomers 

vill be in an uncertain situation e r time the r r

sonnel switch s . 

Another possibl result could be disagrc m•nt 

between the export sales executive and his salesmen 

because of the dif renccs in the risk a\ersion of Lhe 

people . For example, the executive may b more risk 

avers than a selesman. If sucl a salesman is paid on 

commission basis (which is the norMal practice), he will 

resent the cxecuti vc•s r fusal to ace pt an order on the 

basis that it is secured und r risky cr dit t rms unless 

objec ive evidence is presented. 

The third possible result of lack of a quanti

tative ~ethod of analysing the customers' cr ditworthi

ness is delays before th right terms are off r d o th 

right customer. A sell r 's opinion ahou a f ( ,. · · n 

buy r wi 11 most 1 i kely dcp nd on th" xp •ricncc hey 

hav had in their past rel, tio• s. \',' en a new customer 

with a strong credi s anding but which is unl·nown to 

the export ~ales ex ·uti ve appl i s for a crcdi t e ·-

tension through, for example, the commercial draft method 

of invoicing, the sell r who follO\'S a "\ell known 

customers" pol icy may not agree Lo the r qu s L. The 

period necessary to know Lhc custom r well may never 
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materialize because a mor responsive suppli r else

where may snatch the opportunity and offer tit~ accept

able terms . Experience is a good tea h r b t tl co t 

of de lays in terms of lo t cus omcrs should as well e 

considered . 

5 . 2 Hypothesis two 

The riskier the method of invoicing 

for exports, the shorter the perJod 

over which credit can be xtend d . 

This hypothesis deals with the second asp cl 

involved in the attractiveness of a firm's trade credit 

policy; the period of xtension of credit . 

The information regarding the hypothesis was 

obtained through questions concerning the policies 

governing the p riod over which credit can b . gran ted . 

The maxi~um period allowable to loc 1 and or~icrn cus

tomers was recorded. In case of for i~n customers the 

maximum period allowable with respect o the differ nt 

methods of invoicing \US obtained. 

Of the thirty seven respond·n firms, 2~ did 

extend credit to their custom rs and six o hem dicl 

so only to local customers . EiGhteen firms, th~Ieforc, 

do extend credit to both local and foreign buy rs . Of 

these eighteen firms only four xtcnded crocli t through 

the commecial draft method of invoicing . Th res of 

the respoudcnts <.:onsid •rs this mc:thocl as too 1·isl y to 

be applied for erect it ex tensioH . All the our irm::; 

did specify that the commet·cial draft is onJ y usc to 
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gran crecli t to vcr well l~nown eustorn l'S, otlwrwjsr·, 

th 1 tt. r f cr <lit is 1 he common a1Tanv, m 1 s . 

The hypo h sis wa suppor cd the r'sul so 

the question nair ·• Tal inc- i ;lt o accoun a 1 he i rms 

thnt were willing nd .rcdit to for ir;n buvel's, 

the shor c:; l period t hn t wa~"; C'.·t nd •rl unc '!' t h . ·om:n r-

cial draft and ope n ::t count e·tn he . a icl 1 o bC' z 1' • n: 

this it js meant that .. n1 e fi1·ns (77.R . ) w0r, wjllin:~ 

to .• · ·end Cl'Cdi I>C""yonrl zero cb rfi on 1 y undc r tl f.C't l Cl' 

of C'r dit. If, h \'tev0r, \''0 con!"->id.r only 111 f'rn1c· 

hat did c.· tend ·r lit un lcr t l c thrc m thocls, tnl>l 

lo . 1 shows th· data t:hnt. SUPJ>Ol'l:s Lh . nl > l' h •po h si.J, 

TaLl '1 11EDIT PEniODS 

L/C Let: L r l' Crvc.l it; 

CJO C0 m n:ial I 1' ft 

0 I AC - o, ' II /\c.! CO 111 l 

ThC' longest p l'iods· •r \'.'lich crl"'dit. could he 

ex ended undC't' th lc:~l. lf'l' or n·c-c.lit: anc.l cunn1 t· c ial cll·nrt 

,.,er 180 and GO clny. · ~·!>C' .t i\' ·ly, ancl 1.11£' cc ·r· !.pondinr-

short.f'st periods w ·1· ~lO : nd 1 G clays. ';'It mo I , I 11:11 i. 

the most 'OilUnon GI d it p rio L unc\('l' the: .. d. . , ... . 1' • 
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As regards the op n account m hod, only on 

firm did ext nd credit und r th method • nd for on 1 y 

15 days . 

The information on trad cr~dit xt nsion to 

local custom rs w s sou~ for comparison purpos s. 

Credit extension locally mainly rul ies on trus l . 'l'h r ' 

are no intricate ocum·nts to support th deal, local 

buyers normally hav open accounts ''i 11 thcj l' suppl i •rs. 

Thus a credit ext nded to an importer through thu on fir

med and irrevocabl le L r of cr dit is mor secur than 

the one extended locally. In c se of the let~er o 

credit , the seller exp ·cts to b paid by a b nk which 

is normally a good crerli t risl< . Logically then as ·ller 

should be 'i llin~ to xt nd cr eli t tht•ou~h eonfi l'm~J · and 

irr vocable LC for a lOll!~ r p riod than to J ocal buyers, 

subject to the li~its s t by tl c e change con~rol authorities . 

~st Kenyan exporters were, however , found to 

be doing he opposit . Only six of h eightc n r s

pondents that extended credit to both local and Cor ien 

buy rs realized the securit involved ' 'he n a c·onf'rm•d 

and i rrevocablc 1(. t t · r or cr li. L i.s nppl i. · Th ·s · s1. 

firms allow d long r pt••·iods or ·n~ clil to iml'orLPl'S Lll:tu 

to local buye rs . Sine· the main reason gi v n by the 

oth r t. o t.hirds of lh firms for e.·t.cnding sl ort r or 

zero eriods of c r d it lo for i !"';11 cu!:; Lomers was risk of 

def. ult, one can hen only conclude t.hat most Kenyan 

producers do not cvalua Ll tlh j r 'xpo · L bu. in 'ss ar i

ables obj ctively. 
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5.3 _II~y~p_o __ ~~~~h_r~e~c 

Kenyan expor ers v, ry heir 

methods of invoi ·j ng for ·xport. 

according to the . peri n e th y 

hav had vith th ir cus om rs . 

This hypothesis \'aS analysed by using the inforrn

mation obtained x laLing to Lll' metlods of invoicing 

used and the reasons \'hY these methods were used . 

All the four methods of 'nvo1cin~ w-rc b in~ 

used by all th firms interview d . Th on irmed and 

irrevocable le L t r of crcd · t wa~ 1 howcv r 1 common to 

all the firms while only tl re~ firms appli d the open 

account . The lat tor m ·Lhod an the commerci ul draft 

were appli d for very .,. 11 known customers \ ho ha had 

considerable and fa oun\.bl dealings with the export r 

in the pas . The cash vi th or er arrangemen was used 

where either the buyer offers that altern Live or where 

previous experience has proved the buyer or his country 

to be unreliable . An xample of tl lutter ·• se 1s the 

s itch by xporters from other metl ocl. to Ca!>h \.'i th 

order for custom rs ill Zambia nd Zai r in the last 1 ~ 

years because of thes governm nts' blocking of funds 

going outside Lhc countries . Cash with 01' t! I ' was al.·o 

applied by some firms vhcrc pr )viously unknO\ n bu ers 

make their v -ry first r w ord~rs . 

Tl e p'" s t ea U n~s wi t:l ·t cu. Lomer w ·r gj vc n 

prominent importance in deciding in which tn"thod o 

invoice him . All h respondent firms did not have a 
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formal method of de ermining the credit worthin ss of a 

customer prior to starting actta lt i n ss w i l him. 

All thes firms applied Lh 1 r of cr dit L their 

ne customers and chang I for c to• ers 4ccording 

to how reliable hey provc!d sub~, •qucn 

'l'ha the risl< of defaul h) imr rt 'rs wa. v1c \'t•cl 

as h · r1ost crucial l>y mo L 1\(:n ·an ~.-pl>rl rs was • lso 

indicated hy their rani inp.- of til• thr . risl~s; d faul 

exchange rate, and gov rnmen t act ion. 

Table 5 

. 

TYrE or RI Si' FJ, .. :s' !.ISK !l!L r:I 1G 

1 2 3 
-

Customer Default 14 s t. 

Exchange Rate 'l 10 1-1 &.. 

Covernment (Political 10 8 8 . 

ine firms could not gj vc a rani· i ng o · t!1 .•• e 

risks anct two others gave o her items nH irnportan ri~ks; 

risk of goods perish· n~ in transit (a food comt.any), and 

ri k of losing mon.y us<·cl in l'CJntac in!~ rort'.ign mark< t..· . 

Tabl • 0. 5 shows how the 2G firm hat did 

rank the r·sks f<.'lt Lh<, importa c of •ach risl· . ~:J.S~. 

of the firms fe H hat t:IJ ri. k or cus corner d 'Jaul t Js 

the most; crucial 
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irms indicated th default and poli ic 1 risl s as 

number two in importancl . 

The en r ·ponrl nt firr:-a th< t l ist~d ri s l: 

of go rnment action as number one in i~~ortance seem 

o be reacting to an unfa 'Ourabl e.·pericncc · t y ha e 

ha in ·he busine s . \11 of th 'f!l indica ted that th 

?runb' an government. has l>locl ~d th flo v of funds from 

tha coun ry to ~nya a. · paymcn t for good~ suppl iud o 

Zambian uyers . They all hav ou standing cash in 

Zambia al hough their custom rs her cla. ·m to have 

paid to the Zambian ccn tral bani· . 

'l'he risk of e. chance rat· flue 1ation. \'as 

ru.ted lo •1est by 53 . 80::. or ihe r . spondun Ls . It wa ohs ·r-

ved that the two firms t:hat list. d this risk , s numb •r 

one in irnportanc ar h Jnl y on s hn do forward 

selling o hedge again t this ri k . Six of the firms 

who ranl<ed the excha g r · st· as second in impor tanc 

had their invoices expr sscd in !{ nya Shi 1 ings o a oid 

that risk . 

5 .4 .0. H ·potbesi s Four 

K nyan .·rort: rs mainly n1ply for·ien 

currcnci . s t.o invoi · · rot· ·xpo1·Ls. 

'h possibi li of ' lm:.LuaLiol s in t.:h, .·chang- . 

rate b t:.rccn diff ren currc cis is on . o~· tlw ris!·s 

pee ul ia r o c. ·po r· t ra le in corn1 • Tj s · on co dom •sr i c 

rn.de. Till.! risk may l'~tll ith··· 011 lhl' •.·por'Ltt' or 011 

the buy · or l>oLh, d I'''&Jiliw~ on th · ·urrency used in 

h in v ic . 
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The expor cr who agre s to a snl con ract wl b 

is e. pressed in t rms ol the buy 1 's hon cu1-r ncy 

shoulders the resul ant risl< ol · possihl. ch· t g in !w 

exchange rate betw <H his home currency and tl. one it 

the bill. The buyer unci rtal<e such a risk vh n the 

currency in the invoicP · s the ::; 11 ~r '::; 11 ITI eurrency . 

The exchange rat risk l')l: falls bo Lh p:u ti s i r the 

iuvoicin~ currency is n, o Lhcr t.; han tl i r res pee t i vu 

home currencies . In th la L t •r case, he ri ~~ shoulcl r d 

by each party dep nds on th r lationship between th • 

currency of billing and the r•sp ·ctiv' home curr -ncie 

The risk increas ~S wiLl incr n 1 nr; possi bi 1 it ' of chnn~es 

in the rate between tile eurrcncy in th bill and h 

par y's home curr ncy. 

The foreien e.·ch. nge risk dis. ppears vhcn h , 

currencies involved in th s l ontract ha e fixed 

rates of exchange bet\: ·n th m or if the paym nt or he 

goods is effected immcclia.tely wh n the sale a~ree!""'ent is 

fin lized . In th la tLr c~s ·, it: is he rulin?" S!)OL 

rate at he time of si·~ning th' sal(• c·t'Ht I rae t , which is 

1 nown to both sid s, tl t t det r ni n s the amount or 

money that chan~ •f"> hand:-;. 

This h poth si.· \ s itcluclc~cl in his sLlcly !'or 

two reasons: co find out whuL 'tilT nci · · !< •nyan e.·p 1·L •r'::; 

se to invoice their fot·,~i~n buycr!'i, and Lo l'ind ouL how 

much choice Lh 'Y n.llO\ ud th • itnpol't ., ... ; :t::> J' ·~:tnls I lie· 

currency to be in oic d in. 
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5 . 4 . 1 Currencies used in in oicing i~porters 

Before discussing the currencies tha are use 

by Kenyan e.porters tha wcr in cr i w in h • study, 

I will first look at th curren ius in which K nya e -

porters can bill their foreign huy rs ,ccorrti ~ o th 

foreign exchange control:-; of thi ~ coun t.ry. 

Alt. .rnac i vcs 

The exchange control r ~ulac·ons in Yen a do 

not place any serious limitations over h currenci s 

in vhich Kenyan e.·port rs can bi 11 thci r I_ore · £!11 us o-

mers . Although the Central Bank limits he number of 

currencies in which it is dealing on a ~ day and advis 

the authorized de, lers atcordingly on a daily b. sis, Ch ·' 

dealers are Ir e to se 1 or purcl sc ocher foreign cur-

rencies in the money m, rket against any o. the curr~ncies 

currently bought and sold b~ th Ccncrnl Bank . Thu!-> n 

bank can exchange Kenya Shillin~"'"s for a for ign curr .ncy 

in which the central bank is not dealing and then s 1 

the currency for one of thos in which he C t tral Bank 

is dealing . 

In case of for nr . arl· t cov rint;, t:l c c.:cl ~ nge 

control docs not as '<•11 sc::.·iousl · 1 imi t!w , o,..s1 bi 1 i-

lies available ·o Kenyan exporters . Aut~oriz •c deal rs 

arc frc ? to .deal in any CUJ'l't•n • y in ll forward mark<' L 

c. ccpt; hat: all forward clcal int"S \ill In to he rP-

ported to th Ccntal bank in t rm8 or Uv dollars or 

Information in this s ction is obtained from 
Exchange Con rol otice ao . 35 . 
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pound sterling. D ~lings involving o h r cuxrcn ·i . ~. 

th ref ore, must b · o L'ed through forw~Lrcl t; rat act ions 

against these t o curr ocies . 

Tl us Kenyan expo ·t rs can bu ser iced b • 

their bankers so Ion~ as they d .al in currencies that 

are circulating in the itternationnl monc. mark ts. 

The only disadvantage th · xportcrs coull hav wh n they 

d al in currencies oth ·1· t h:tn thos in wh j ch tlw Centra 1 

Bank is dealing could l> a low r rat of .·chan g wi t.h 

Kenya Shillings h cause of the ,dditional co t2 hat 

dealers may incur when rescllin~ these currcnci s. 

rs: 

The following currenci s were found to be in 

use in Kenya's export business lransa ·U ons; I ny, 

Shilling , US dollars, Pound St rling, and he G rm.n 

Deutsch arks . Tabl • . < • 6 sl1ovs lh ,.,. Lhe ·1rj ous 

currencie~ were applied by th' firms int rvi wed. Th 

Table 6 

CURP.E.'CIES USED OY KE T. 

Single lnvoi c in~ in 

Application 

Currency KSh US$ rsh+us:· £+US$ I:+U . c + tJ. s .. 
+ KSh KSh+D .. 

·o. of 
Firms 6 6 10 :J 8 tJ 

---

Kenya Shillinr, was LlSl I a· Lh,• only C'lll' I' ney of b)llilliT 

v 16. 2,. of th firms, :ttHI ;tt t'<JU<l I !lt l"C' n La ~t sir j l arly 
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appliC'd the US~. The l'c>mr~ininr{ () . G~'"' of lh firr.1.~ 

ed a <'Ontbinn ion of l\H>, thrc0, or fotrt· of ·ht 

curren ciPs . Thcr was no pattern incli . at.:in~ as lo 

wha si?.e or inctustr~ nnpli cl whi<'h ~Ul'l' tHY in 

billinp, . 

Kenyan 0xport rs w re found to be responsiv 

to the changes in vn.l\H c: of intcl:nation:-tlly T:t 1 cl 

currencies . Two of lw fir111S thal used £'!=;!1. onl 

indica .d tha t h 1 ell· n r~ ·rl from u ~) to r h in 1 !177 

due to fall in th va 1 \1 of that curr 'nr.y. The ot h ·r 

fo ur, who point clout Lhnt tll<..' U!-'rPd K .. h. ' to avoid 

uncer tnin i tics about olhC'r CUlT ·nci es, .·t a1·t eel .. ·port 

bu~inqsscs after 107r.:. '!'his coulcl he in ct pr cc to 

mean tha tll • four f j .·ms wel'n rw.nre or Ch pr I lcms 

faced by the tradition, lly hard cu1-r ncics- £ • I rlin{! 

and US$ . Sev n of th • 10 f ·irrn"" hat u .~ r .. h in 

' combination with US$ and/or f f:t rlinf! indiC'nlC'd Lhn 

they are now mninl billing in I ~h . due to flue unLion 

of th value of th olh<.r Lwo lll'l' .nch•. Two other 

respon cnts nppl _• K~h. in hi h ri t-: 1\ ::nP.a. wh rc· clc·la• .• 

in payment arc c- ·p0c l. 

Kenynn .. :port l' S thu. lto ~ n 01 !';irt c cl re-action 

towards cut-r ncy \a l \H' hann; s; t h::t o optill~'{ for I h - i r 

hom currency onl . ' 1r • a. · Jnrtf' r·. i ,.not·~ . th · ot It •r 1.\'.'n 

possible alt rnativcs; 

a) bilUng in ~.t llP'Ih-rmiuitl' loreiRn 

currenc es nnd, 
. 

b) utilizing h . fonnrd mn.rl·c 
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Only four firms appli d h G rman ~!. rl·, a 

currently hard currency, in billing their custom rs 

and two of these used it o invoic cu tom rs in 

Germany only . Gen rally, ·· nyan -..·porters bills in 

the traditionally huro curl" •nci 'S which have tJe "'n 

losing value to other cm·t•cnc i ~ in r c n t '! ~ars . f!.s 

regards h d~ing against the risl· f e. chat g rn t 

changes, only two firms did pra tice forward s lling 

of foreign currencies . 

Choice of currencies by l'S. 

About one th j 1' or the r oondcn l · firms gave 

customers a chanc"' to chos, b . lwcc>n Cl~l"t!lin spc •i ·eel 

currenci s . 13.5% al1ow !c! their cuslor!ltrs choic 

between the KSh and the US$, and 1G.2~ add d h . 

British pound t:o those two as Olltjons. TIP retn-dninr.; 

firms allowe a. choic•l>•tw •n £ SL•rling :tnd Lh ' IS:'i 

only . 

5.5. Assistance 

This section cl als w· h maLL rs 1· ~ardin~ he 

assistance obtained by Kenyan uxporL ~rnd tce ·.· roM 

he Kenya gov rnmen t nne\ any otl c·r su ·h h J p LhaL the 

exportc ·s would 1 ik I o h prov i dPcl to l:h m. 'I'h i. 

informa. ion was obtain~d mainly from th answ - r. o th 

questions; a) what assistanc h:tV • YOU rut: from I h . . . 

Kenya External Trade Authority and b) \','ha add i. ional 

assistance do you Lhinl· \\O lc.l l>u hvn,!riLial to ou in 

the export busine s . 
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Assi ance giv.n : 

In ad ilion o i s f fort through Lh !'en . a 

External Tra c Aut h01 i 1 y, the 1' --n .. l. ovcrnm~n t h:~s 

enac ed cer n.in Act~· of P:\l·li:u•tcnt to .C'l' c n~ indue-

mcnts to privnl~ prochiC'r't' :, lo Pnlll' th< c :port. fiolcl . 

i ) Loc. l Inclu s t l'i\'':: 1\c.t vhi<"h nahl<. 

porter s, unci r .rt. i1 t ou li I ion· .. I ) c:la ·Pl r un<l 

of cu~tom du L; i on l':lW r,l' I, 1' i a 1 !'i ~:trh.;C'fltiCn 

in th prorlncl ion of ~oocl.. for · J1dJ't. 

ii) Snl !1 Ta . · Act 1.>7:1 ; • nnbl .s P.·por crs t:o 

claim a refund of Sal0~: 'l'a.: !>'tlcl '.'ht'l't• tn .:: t lllt• q;ocl.-; 

have en Manu fact ·1·'- d ot· imp n·t d ancl t a.: !)'t i r1 and 

the goods ha . h<'en ~uh.: C111 Cn ly 1' -l •. :port c·l . . , 

iii) Locnlnmnul'nr.tm·•J'!: 1\ct:, 107'1, cn:1hlns 

expor ers to cl: im col:lp ·n·. lion r: mcn1 ot lor_, or the 

f.o.b . ( fre, on hoal'ct) 1 • i il' r,ools :1r ithcr holly 

mad in l'cnyn. or' i r local! nclded va I u i .; :tl. lcas1 

30~ of total vnluP . 

nith r spc . t. to 1\Jt.T .'~; .. :r:i.:tnnc: to xport· 

producers, Table 7 .:110\"S how . · ]101 t l'f.: 1 corrn izccJ 

the sf' i fori. . . in·~ rE" 's I 0 ·rna i n n.ul ! ul>l i ·i I 

dt [ artm n t mnl·c. J~uown I(\ proclll < t'. , :1 t n t'o. t., \'. hn I-

ver servi s KETA cnn of fr•t· ll11 m in l h i r ~:port 

rnctc , h , .. r j tcr • .. ""ttm d 1 h:l I h il'l ort ancc of an: 

activit: to h • r n ~'· n ( .. r1 ·~ ttl d h i I Cl . C:l. t· ('Cl llJ 

he numb€' of firm.:> llt:tt . em ~ I G • . 

The sr>onsor. ·h "p to tio ul 1"\C • fn:ir., 

proved to h the mo:... t pop ~ r Ol' ~r.101 · 0 ·t.cl·r;. 
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Table 7 

QT.' K.E . T. 

KIND OF EFFORT 

Fairs Sponsorship 

Technical J\clv)ce 

Jnrkct lnforma ion 

ro . O!t' 
pr;::.rs 

37 

5 

25 

KI !) OF EFFO~T 

Communication 
~acili ation 

Seminars 

Cor'll!ll: rv i a 1 
l Laehos 

. 0. 0. 
TIR :s 

4 

2 

G 

It was cited by all Lh firms as th most 'important on 

m. inly bccau~c or l:h' hanc s i 1. a.J lowed Llwm to l~<'l. into 

con Lac t with pot en i <11 forcif';n rnar kc l s . 

The provision of inform· l: ion about for i{{n 

m rkets came second in recognition. 0 er 67~ of thu 

firms did recognize it as a v luable assistance . This 

tends to justify the xis t nc o.f the der · rtmen t th:t t 

deals \ith m rket r s arch, puhlications, and librur. 

services in rETA . 

Technical assistance \a, sou~)·ht 11y only fiv 

firms . This is con r~ ry to what would l1a V<' IH!\ n xp\ c t-

d . ew t:om rs to t. .·J t. t'L bus in ·~s . oulcl b •.·! "etl'cl o 

consult such ·, depn.r LIO n L mol',, and S!'l c iall v on ma 1.: ers 

relating o packa~)n~ of c.·por produc s .. 11 h fins 

in er-vicw d had 1 ss th< n t:w<;n L.' years oi •.·o , ricn ~p in 

< xport lrad It C:ln, how< v 1', h• ar!ru 'd thn.L h · vcarS 

hat a firm has prael i.e d e. oort; t:rn.ctc do not mat cr n.s 

much as th c ·peri~lce the managers t:ou~d be having. 
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It was noted th,t the fi firms that sought 

technical ad ise were food produc 1 tH>: ompan i 

The four producers that contac d 'ET. on 

grounds of communication .ssistanc w~re producing ith ·r 

bulky or perishable products ancl al' 
\ 

situated far away 

from the main communication cent r s; .lairobi · nd , ombasa . 

The two government owcncd transport: firms, K nya Airways 

and Kenya Rail ways could gr aLly assist K nyan 0.·port 

producers by charging lO\er rat: s for export goods 

compared to other cargo . 

nether odd r sult is dis 1 yed by he produc rs' 

recogni ion o.f KETA' s e ·art in arranging e.·pot·t instru-

ctions seminars. J\1 thour.h KETA officials claim sienifi-

cant atten danc in these Seminars, only Lwo irms indi-

cated this as a aluable appron h to promote exports . 

Assistance required : 

Th most common ass is Lane . ask d .for b the fj rms 

intervie,ed 1n this study as an increase in the com-

pensation to exporters from the 10 , . They also poin d 

out at the d lay i nvolved befor Lhe exporters ge s this 

refund . Twenty one firms pointed out his aspv ·t and 

they all indicated that it tak~s a minimum of one y ar 

for the refund Lo reach the e.·pot· 2r aft 'r t:h clat I h 

goods are dcspa tchcd. In l:h is ease Lhcn, whnn one 

considers Lh, shorl:-t •rrn (1 yc.at·) money horrovi ng 

intcrcs rn.t.:cs in K nya (b twc.nn 7 nnci 10~'), lllis 

compensation is in uf.f cl wor h v ry little to he 

exporter . 
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A good example of the inadeoucy of the O% flat 

rate of comp nsation is dcmonstra •d b. firms that have 

a ignificant p rcen age of their products beina made 

up of sugar. The international lrc · markul pri of 

sugar is abouL KSh .1. 70 per kilogram, while th whol -

sale price in Kenya is controlled . t K.Sh.4.30 per 

kilogram . This mal·es such produc ... rs lobe quite uncom

pelitive in the world m.rkets and o reduc s the gains 

from exports \ hich induce such producers t.o undertake 

more of export producers. 

The cloth and fabrics producers tha.•L were 

contacted pointed at insurmountabl ~competitive for· · s 

posed by similar produc rs in South East Asian coun

tries where he compensation raL s are as high as 25~ of 

th~ f . o .b. cos of expor s. 

The other mo~t popular go rnmcnt assistance 

wanted by Kenyan exporters is insurance against tie 

risks of default and blocking of funds by gov rnm nts 

of importing countries. Twen y on firms pointed out 

the need for such an insurance, · 1 Lhough twcl ve of 

h m so indicated only after Lhc workings of such a 

s ys Lcm vcre cxplai n d Lo Lh m by Llw r ·:·warcllcr. Th · 

other firms s emed t.o be. unaware of what: cou 1 d be don 

to red ucc the. risl< s · n 'X()O I" I Lrad<•. 'l'h is shows 

that an xport credi guarantee system would he ver 

welcome in Kenya . In aclcli. tion 1 o rni n)mizi ng the rhiJ·s 

in export business, lhc cred i L guaran Lee 1 ac i 1.1 t i 'l:i 

would allo export rs o discount their bills and to 
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continue utilizing he capital tie up in the exported 

products during the lim• taken for h payment from the 

importer to be effect -d . campaign should, however, 

be carried out to educate KPnynn prnducers as to he 

benefits of such a facility. 

Comment 

On an overall basis there is a need for a strong 

representation of as many indusLri s as possible in the 

management of KETA . A major benefi from such a situa

tio n would be the abi ity to id ntif the obstacles 

to be removed and the stimulants to be appli d to 

induce increase ·n xpor trade in different indus ries . 

An ~xample to be ciLed here is LhaL of technical assis

tance require:nents. \"hy is it tbat from a sa1nple of 

37 producers, only food preserva ion companies sought 

technical assistanc from KETA? 

The Kenya External Trad Authority should con

sider the psychological distanc s of foreign markets . 

from the Kenyan producers when inviting or sponsoring 

hem in- Tade fairs . Intuitively, .. local producer . 

who has never had d Llings wi h another coun ry will 

find i more difficul to respond to a otcntial mar

ket which is in another continc11t than on who has had 

such an cxp rience. A market in a ncar•r country would 

be easi r for a new xportcr to rospond to . Research 

in Australia indica.L d that a ~1· "'a! r perc nLage of 

firms that w rea ready involv ~ jn the con · ·nent'G 
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inter-regional rad r pon d to mor distant foreign 

markets more asily han those who had no 

in such trade. 27 

ngag d 

In he case o1 KJnynn n wcom r to xpor 

busin ss, the logical plac~ to sL: rt woul be the 

nearest African coun r1es. Sponsor1ng a K nyan 

stranger in ·port busin s in u trade fair in Europe 

could easily nd up ing a was ' of resources. 

Th lev 1 of 1 export omp nsation should be 

determined according o vadt>us indust ics . As pointed 

out in the example of th produe rs using sugar s a 

raw material, a. flat 1·a 1 of comrwn~ation is ound to 

be very fair o some pro uc rs and quite unfair o 

some others. cedl ss to say, th xport co pensation 

should reach the export r 'ithin short im• aft r th 

goods are des atr.hed . 

27 
Pr -Lport :u.:tivi y: Th first s i·cp in internationalization hy 
r:. 1\'iedcrsh•jJil- ·IUI; II.C. Clbon, L.S . ~ t·h 
in 
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CHAPTER SI ' 

OF FURTHEa STUDY. 

6 .1 Summary and Conclusions 

This study r pr sents tl1 first survey of export 

practices in Kenya . Primary dat. was collected rom 

I irty seven export rs . ThrouP'I1 a Questionnaire (s c 

a pcndix ) , in forma ion r la.Lin'~ Lo the followi nr; as1.c~.;Ls 

was obtained: 

(a) The currenci s-used y Kenyan xport rs 

to bill their foreign customers. 

(b) The trade policie of ;'enyan firms with 

respect to export sales. 

(c) The use of the various methods of billing 

for exports . 

Followine the introductory chaJt r, chapters 

2 and 3 reviewed the li ·cratur· on export Manaecm nt 

and particularly its importance o the 1 ss de eloped 

countries . The risks involv din export trade .nd Lh 

alternative way of billing for xports "ere • lso dis

cussed tbere . The remain in~ chap rs (h~a 1 wi l h the 

research project prop r; its de ·ign, data cell ction und 

the a al ysis . 

It.: was found hat. Kenyan xpo1·t~r~ invoi.c cl 

mainly jn Lhc U.S . Dollar, rvnya. !lhillinJ~. nntl lh~ 

13ritish Pound Sterling. A snml l pcrcenta,. oJ tIe fit"IIIS 

contacted ar-3 also using tl1 D utsch' . art· . A large 

proportion of tile firms indi at cl that they us -d the 
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Kenya Shillings to avoid the risk o exchang rae 

flue ua ions especially in thcs tim•s when 

Dollar and the £ St rlin~ have b n chronically w~ak . 

Kenyan export businessm n ar quite r ponsi 

to changes in the values oC foreign currencies hut Lh ir 

reaction is on - sid d. l though h\:! facili ti ·s for 

elling foreig n currcnc s forwa~d ar· availa I •, and 

again there are some foreign curt t ie th t ~ r gaining 

"strength" in terms or valu , h -xporters chos to 

revert to K. Sh . fo r 'nvoictng . On y Lwo firm , for 

example, practice forvard sellinR of curr nci s, and 

only four applied tl G rman D . . 1. lo invoice foreign 

buyers . 

About one third of th r\:!soonden t fir111S allowed 

heir customers some choice of th currencies o be 

i.rNoicEd in . The al t rnati ves w~r , how ver, on fin d o 

K.Sh ., US ·, a nd £ St rliug . 

Kenya's expor crs' policies r gardiner t:l cut'

rencies of invoicing does not app ar optimal. n.' invoicing 

in Kenya Shillings , tl y sl ift th whol v risk of ·ch· ncr' 

rate chanhes o the import r. Til is r duces I lJ attract

ivcnesn of t e terms of sale. 

The ir,noranc • shown by 1:11 • I cnyan c.·purL rs 

towards the possibl · onscqu•nc of t:h •ir currcncy-o!

inVOic.irg policies could be rccluc by s mi n::u·s o1·gan i% :d 

by th Kenya External Trade 1 ul.l uri t.. or any ot.h · r Govc n

ment d partme nt to cducat loc. 1 exporters on noncy 

ma.rJ{e t alin~s . 
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There are fo r !"\ thods o bill inr. for •. ·por . ; 

le ter o credit, comMer ial draft, open a coun , and 

the cash on ord r . All of th m are sed in Kenya u 

wi h varying degrees of application. The let r of 

credi confirmed and irre :ocable-~as cons· red by 

be exporters as the .sic me hod and was applj d by 

all of them. 

The coml!lercial draft and the op n ::tccount arrange-

ments were a.plied by seventeen and thr comp. nics 

respectively . These two methods ar appli d o customers 

\ho have proved to be good credit risks in h past 

de lings vi th the roduc rs. Ele en r i l'l!lS us ·d t h cash 

with order method mainly !or n w custom r . 

Kenyan expor rs offer th ir for ign custom rs 

credit o er reriods ranf;;ing from 15 o 1 0 da. Tlll 

length of the credit period dep nds v ry much on th 

method of invoicin~ invol\e which, · n turn, d p nds on 

the nature of past bu in ss acquaintanc s b~tw en th 

parties. . ~osL credit allowances and th !once. c cr d · t 

periods were associ at d with the con fj rrnecl ancl i rr vo-

cable letter of credit vhich is th s. fe · t o < 11 th · 

alt rna vern thods of billin~ uncl r whj<"h cr dit can 

be xt nd d. 

In comparison to h• cr•di policies on local 

trade, most of he firms conta<.l(·CI .. llow cl lon;:l.r c·•dil. 

periods 0 local buy r t ha.n 0 Lh • for •j (;11 'U:::; Or.'l rs 

even hen ~.he confirmud and irn: 10 ab c I./C, wh · ch is 

saf r than the open a counts h lct w· th local buy l'S 1s 

being used . 
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The respondent firms did no L 1 a.· fi.·cd a;.toun s of 

credit or percentage of sale to be allowed on cr dit. T is 

decision was left to be La!· n by tl sales execu t i v with 

respect to his/her judgement about the risk invol d in a 

particular case . 

. lost of the export produc rs con tact d tlur ing th 

project seem no o be va1ua.Lin[; Lll • vxport IJu.·iness wi h 

particular s ·ruLiny . In lhc first I ln.·. llOnl ( r Lhcm had 

an objective method of csLimatin~ t:he risk 1 •vel associated 

with a potential customer . IL was only niL:r s >me Lim~ 

of dealing with the customer that t:l1 risk involv cl could 

be estimated ac<.:.orcling to the . pt! c i t!llC< so ga i nt·d. Dud Ill{ 

this perio d the producer applies th mos L string nt terms 

of sale invoicing methods and credit period which 

are not quite at tract i ~ o most buy rs. Th r is, ther -

fore, a possibility of losin:;· po n ial customers to seller:s 

who can estimate the customer • s ri.:;,k b forehand and henc 

offer the right terms immediatelv. 

In the second place, most of th producer did not 

realize the security involv din a conJirrn•d and irrevocable 

letter of credit . This m thod ol' uilling i far .·arer in 

terms of risk han the open a.<.:.(' Olin t; normall_ ::-; · I in local 

trade. Two birds of he firms , I ow vcrJ allow d impor crs 

shorter periods of credit throuch l.h · lett •r of credit than 

t e local buyers on open accoun t;s. 'fl is was so v ~n ''lh. I c 

the credit periods were well ' 'il:hi n 11 · 90 da.ys ljmit nor

mally allowed by the cxchan!"e control recruLtions . 
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Kenyan export-produc•rs, according to he e· · 

dence obtained rom the activities of the firms inter-

viewed , need further training in the business . They 

seem to be carried away from obj cti e evaluation of 

the variables in vol vud by tile psycho 1 ogiea 1 anti phys u;a l 

distance of tbe fore· gn marl·et~ . 

In this study an attempt was made Lo obt in the 

reaction of exporters towards the ass:i stance given to 

them by the Jenya government, ei~her dir clly or through 
. 

the Kenya External Trade Authority, as far as his busi-

ness is concern d . Sponsorship to i.nt - rnationa.l trnde 

fairs and the provision of fo1· i gn m. rket inform Lion 

to producers were v· wed as t.h two most valuable go 'lrn -

ment activities by the exporters. . 1 though K nyan e.·port 

producers' practices dcmonl:;; tra tv l a n •ed for t r·tini n~ 

in this tra e, the seminars organiz•d by KETA did not 

draw a lot of popularity from lh produc rs . Only two 

firms cited this as a useful gov-rnment assistance . Thi 

indicates a strong case for a r organization \ hese 

seminars , particularly the con ten L of th mat l: rs discusse 

All of the firms int r •i ·wed had a n A"ati e t •el-

ing towards th lOC'f rat of e.·port comp •nsa.tion r,:i n 

by the government . It is inatltquaL' an9 il lal<.cs to 

long to reach the produc ·r, up l o 2 years in . · w1e c: S<'S. 

'rhis flat rate is not 1il< ly to h·tvc a <·ons1rh.ral)lu 

impact on export promotion . Il. i~ parti .ular1. unfair 

to producers ' hose r ,. m~ t rj aJ hn vc pr i tcs f i .·cd by 

the governmcn .t 1 cls ahov l.llc inl.01·nn.tjonal pric:~~. 



- 70 -

The 10% ra ' is also ar lo ~r th· n those giv n to 

producers in other d v loping nations and who~ products 

compete with Kenyan exports. 

The general conclusion from Lhe analysis of the 

information collected in the researc project is that 

Kenyan exporters requ·r a consid rabl amounL of coach

ing in this business. This is noL, however, a strange 

observation considerin the short lives of mos of the 

firms in Kenya, lea e alone ~he·r short experi nces in 

export trade . The exporters tend to over-emphasize the 

risks involved in the business and particularly the 

risk of default, mainly becaus or the dis tan ' between 

them and the markets . 

The author's main recomm ndation is, therefore, 

that government sponsored train] ng pro~ramr:les be given 

emphasis in the efforts to promot exports from Kenya. 

Some o! he topics Lha.t should b . incluclC'cl it tl c 

prograr.unes are: 

( i) The use of, and Lh . dealings invol ·ed 

in forward money m rkets . 

(ii) i'h · r1 xilJi.lily lhal various nt·ran~nr.l< ' nLs 

for expor l invoicl ng a 1'1 ord Lh< par L i s l.u h ~ale 

con trac L. 

(iii) !ethods of ass .ssinz Lh · risl< level or 

a potential customer. 

(iv) The value of an xporl cred1t guarantee 

scheme that the government is proposing,to institute 

here in Kenya . 
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It is also r commended Lhat i 1 order to rcduc • 

the psychological "f ar" of he produce ·s, less dist · n L 

foreign markets be gi v n preferenc particularly '·h n 

producers are being sponsored to tr,de airs. 'hos 

who have had some transactions with 1 ss distant m:.trJ·ets 

could then qualify to b - introduc d to tle relati ly 

far off markets . 

The 10% flat rate of com •. cnsat.ion shoulct also 

be replaced with r,t -s that arc fl •x'bl depending on 

the industry concerned and also th comp tttion f.ccd 

in the international mark t . Th rmortuni ty cos t:o 

the society should , however, b con ·ider 

these rates . 

\hen i.·ing 

6.2 rcas for fur her study 

It is not oss · b lc to carry ot t e.·hausi i \'C 

research on a giv n ar a o.f study hrough a singl· 

proj ct . Such a r s arch proj ct. witl almos always 

bring to light som ad<li tional ar as in which urthcr 

study could he conduct cl . Tl ·s study proj c; 1 no 

exception . 

Th followinh ·tr as or p · i!Jlc• r SNlrch w·• · ~ 

iden ifi~d durin~; lll course ol Llli~ proj •cl: :-

1 Th curr nqr of bilLJJI'!; and l:h': imJol'Ling 

countrie Sine rout curr~n i(·.· a.l't! usc.:d in Ll .·port: 

trad. ·n Kenya 1t' uld he jnL •r<:Ht.i.np; L l~now whclht~r 

ther is an.• r l, t ·on I ip ctwt. •n Lhc a!Jplica ion of a 

• rticu ar urrcnc · anci the oun l'i s or re~ions import-

ing products . 'J'h d cndenc , if any, of tl choice of 
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currency of h]lling on h product in olvC"!d in he 

transactions could :tl.o he stuclj<'d . 

2) ~1h. t r0lat ion :-·hin route~ I her he b t\'C'<'n 

the bahaviour o f th firrn ( 1·n tc1~n1. of 1'll1'n"' J"C 1 o 1 t;> •• , .l c ~ 

a Hl ere it poli s) :wd Lh i.nc!us1 l'.' to which 11 ! 

c.-porter be ong Sin ·p t h 1 t'Oj c ·t ov r cl on1 • a fc· ,. 

firm~ ·n differ nt i nclu r-tl·it·., i wn.~ not po. si.lllf' ~.:c 

3) \'1lwthcr al.lll:tl :ll1011nLs .llow cl on r dit 

h::t re any rC'lation. hip wi Lh lhc eli l'l'c•t•nn1. mcLI10cls of 

in•oicing and/m· var·iow; urrcn·i .: o.r hil inr:;. ~ i t·ms 

intervi<>wed n lhic: pr l,it,.:e I.:HI 1w fi.·ccl at~ount.· or 

percC'l'\t~r; s or s:tlc• llw 1 c uld l>c a. I lowed a cust OrTJt·r on 

credit, ancl the dnta l''lalinr.; ·o Lh nctual c1· clit 

extend cl \·as not 1t::tin l . Tint~ -ueh a l'ela.l ionship , 

jf anv, could not h t•.,t:tilli.hNl in th0. r.tncl .• 

1) 1'11 r •1at:ion .. hip i>c•l\\'t"'t••l Lltl. .. i:t. . of ordt.rs 

and th method~ of i11 uic.ing . 't'llc risl· UtHlcrtn!•en l:y a 

sell r \'.'ho P.· end. t racl · c1· ·eli t I o his cuslom~t·s in-

creacs s with the amoun l of sn.l inu l\·cd n.n<l til«' pc>riod 

of credit, Since' tht• diff'<'l'l'lll. me lltoclf: o( invoi ~inr. • t't 

associat d \''ith rli l'fpr, 111 ri~~ J· lc '·1:::, i · \'OH l<l J, wo, Ill-

whil o find ut \'h 1 h t' h ··pol'!, 1·::::' d\ c·i .. ion ·:1 •n 

cho i 1g the tnethocl in •o i C' in •• 'f<.C'tf'rl hy th' 

orrl r ~i Zl" . 



1 . 

2. 

3 . 

4 • 

s . 
6 . 

7 . 

8 . 

9 . 

10 . 

11 . 

12 . 

13 . 

14 . 

15 . 

16 . 

17 . 

18 . 

19 . 

20 . 

21 • 

22 . 

23 • 

24 . 

25 . 

26 . 

27 • 

28 . 

29 • 

30 . 

31 . 

32 . 

APPENDIX I 

LIST OF FIRMS INTERVIffi'lED 

AME 

Ambica Foods Limited 

African Heritage 

E . A . Bag and Cordage Limited 

Cranex Limited 

Craft Industries 

Cottage Industries 

Dawa Pharnaceuticals Co . Limited 

East African Industries Limited 

East African Fine Spinners Limited 

East African Publishing House Ltd 

Finlay Industries Limited 

Frisrnil Inks Co . Limited 

Glaxo East Africa Limited 

Gilbeys East Africa Limited 

House of Manji Limited 

J . K. Industri·es Limited 

Kenya Fngineering Industries Ltd 

Kenya Meat Commission 

Kenya Breweries Limited 

Kenya Orchards Limited 

Kenya Apiaries Limited 

Kenya Salt Industries 

Longmans Kenya Limited 

Meta Meta Africa Limited 

aridadi Fabrics 

a end el eo ya a nawake 

P . J . Products Limited 

Pan Plastics Co . Limited 

Regal Printers Limited 

Stainless Steel Products Co . Ltd 

Sagana Tanneries 

Trufoods Kenya Limited 

LOCATION 

Nairobi 
II 

Ruiru 

airobi 
It 

II 

II 

II 

II 

II 

II 

II 

II 

II 

If 

II 

It 

II 

II 

Machakos 

Nakuru 

airobi 
II 

II 

II 

II 

II 

II 

II 

II 

Sag ana 

airobi 



NAME LOCATIO 

33 . Thika Cloth Mills Ltd Thika 

34 . Uplands Bacon Factory Uplands 

35 . Victoria Industries Limited airobi 

3 6 . Wrigleys Co . Limited II 

37. Zimmermann Limited " 



APPE DIX II 

I VOICI G lETHODS, CURRENCIES AND TRADE CREDIT POLICIES 

I TilE EXPORT BUSI.-hSS I KE YJ\ 

QUESTIO 1AIRE 

1978. 



PI\ T I 

I TRODUCTIO 

• y Mune is G ors rgugi, a K ·nyan pos l-

graduate student in th Facult · of Comm-rce, Uni' r i y 

of airobi . Today I am conducting a survey o.r how K nyan 

producers carry ouL th ir exporting business . Th • im 

is to acquire necessaty ata for my laster of Busin.ss 

and Administration (:> 1\) Thesis. I is also my I op 

that his research will b aluablc to many export rs. 

I would be grateful if you spar sometime and answer the 

survey questions . R ::;t assured tha ''hate er in or1 ation 

you giv will e tr alcd as most confi ential. 

P./\1 T I I 

SECTIO A 

ethods of Invoicing 

1. Do you do expor business Yes B 0 

2. Vh n did you stall exporting? Year 

3. Which of the .ro lm ing me hods <.lo }OU use o in\oicc 
: 

your foreign customers? 

1 . Cash with Ord •r 

2. Lct:Ler of Cr dH 

3: Commercial Draft 

4. Open Accounts lccei ab 

Otber(s) 

4. \ ich method do you most conmonly use? 



5. \'.'1 y do you use 'the ·.tethod(s)? (don' promp ) 

(a) Convinienc (no spec1fic reason) ~ (b) Least risky 

(c) The only on known 

(d) Dependent on customers risl· iness 

(explain) 

(e) Other 

Currency of billing 

6 . In which currcnci s do you bill your for ign 

customers? 

(a) Kenya Shillings 

(b) U. S . Dollars 

(c) Brit ish Pounc.ls 

(d) Others 

7. (If more than one urrcncy is i ndi en. eel i. n Q. G), 

how do you determ1nc ~he currency to ap~ly for n 

particular custom -r? 

8. Ho\ does the forci gn c.·cha• g r gu I a tions in 1\ n 'a 

affect your cll..!ci ·ion when ·1m. i nr, Lhc curr n !Y C 

billing? 

~. (II a curr ney oLh'r l:llan I'.Sil. is·appl] :d) , dC> y~.Hl 

sell for ign .·change can jn~ ,. · ·vablc "forward" 

to avoid loss from currcnc: .. c~tange rat fluctuations? 

Yes EJ 0 



10 . Vhich of the curr ncics is g nerally mor costly 

o sell forward in t rms of hi..,.h eli scounts or lo \' 

premiutns? (Ran< th •m vi th !o. 1 b i g tl e mo t 

costly) 

(a) U. S . Dollars 

(b) Britisl Pounds 

(c) Others 

Credit extension 

11 . Do you extend tract~ credit t:o you1· c tom ~rs? 

12 . 

Local customers 

Yes 

0 

Do you I ave 

sale that a 

tj 
limits on 

customer 

Local customers 

Yes ~ No 

the 

can 

Import rs 

8 
~rroun t or perc I t; c of 

t ::tl' . on credit? 

Import rs 

Yl S B 10 

13 . \hat is the maximum Urnit or a local Ct ~· om 

on open accounts? 

K . Sh . . . . . . . . . . . . . . . . . . . . . . 



14. Does the maximum amount or perc-ntage allowable 

~o an Importer differ ct~pending on the ethod of 

invoicing applied? 

Yes D 'o 

15. What is the maximum limil !01 importers? 

K.Sh ................... .. .... . % ......... . 

15. What is the maxinnun li111i L uncl r Lhc;s< · i nvoi •j nt~ 

methods? 

(1) Letter of Cruclit r.Sh . ...... . J<; .. .. 

(2) Commercial Draft: r.Sh . .... ... / to ... . 

(3) Open Account R ceivablc K.Sh ........ / ~ ... . 

( 4) Other 

17. Do you 1 ave l'miLs fix~d on he maximum p . riod 

over which trad c;r•dit ·an be extend "' to a 

customer? 

Local custom rs !111port :rs 

Y<!~ 3 Y<·S EJ 0 .o 

18. What is the maximum limit • ppl ica!Jle o an impor cer 

under the following methods? 

( 1 ) Lett r of r ·dit . Days ............. 

(2) Commercial Draft Days ............ 

(3) Open 1 ccount Days . . ......... 

Others 



19. 'Hat is t e me. xi urn p riocl ov r which trad 

Cr dit can be ext n d to a local C sto er on 

open account? Days 

20 What major fac or(~) cause the differences in the 

credit amounts (p rcentages) and periods allowa 1· 

to local and importing customcts? (do not prompt). 

(1) Risk of dcault by custoMer 

(4) Risk of Exchan~u rat~ flu ct uations 

(3) Risk oC Gov rnm nt a ·tion in 

the impor rs country blocking 

t rasfcr of :.:oncy 

21 . From where do you obLa]n informat.ion aboul lll 

credi twor hin ss of a n<'' ' pot •ntial custom r? 

(:.t) Import•r 

(b) Local c stom r 

22. Do you hav n. formalized t.. ~hnitlUC to w if{h the 

creditworthiness of diff r ... n customers accol"<ling 

to the informa ion ohtain d? 

Yes 0 D 
23 . Briefly d •scrj I e Cl ' Lcclan iqu • . 

2 . Is he · hnjq ai)pU cl I oLh o local and 

importing cus 111< rs? 



SECTIO.i 13 

Risks an ssi~tance 

~5. 

26. 

What; do you cons i I r to lJ • t h • 1 os 'IUCial risl 

in e.·port trad ? (P.anl· th . ·ish:;, ·ro. 1 being 

th\:: most crucial). 

( ~ ) n .fault l>y Cll:->t:Otn:l' B (b) E.·chang ra l ' Cluctuations 

(c) Governmen blocking th transr r oi' 

mone_' from h import r's counLr f=r 
(d) Others 

Wlul.t assistanc do (did) you g from th K<;:n.'n. 

·. ·ternal 1'rad i\u hori ty? (do no prompt) 

(1) Fair sponsorship 

(2) Technica 1\ct\is 

(3) Information about !or ··ign marl ts 

(•1) :'ransportation and Cornmuti ·ation 

smoo hcning 

(5) Use of comm · · ·ial ntt;ach · 

( 1) OLh r. 

--
' 

27. \hat. addi.Uona) :.vsistan l' w ulcl vou 1ikl' l.o J,c• 

provided by J'E'J'i\ (11· Cov•ntm•nt) in Lh ri( ! ld Jl 

exportir g from K nva? (do 1 ot pro:npl) . 

(1) Insuranc · arr: it st rist· ol d l·ud 

( 2) Insuran :wains t. o 1 • t i c:ll t'i st· 

(3) Oth r 



2 . l!o could such :~.ssi~ ance affect the terlilS of 

trade that you o er to i.por in~ ustom rs. 

(a) Trade cr i n.mountjp rc n ta~; allo vabl , 

(b) Trade ct dit p•riocl allo•vabl<? 

(c) Invoicincr m Lhods appli d? 

(d) Other 

SECTIO. C 

General Informati n 

29. Vhcn •as this Co111 an, start d? Y ar . ........... . 

30. \hat are its major products? 

31. liow many peopl docs this firm •mploy (work rs 

plus manar.crs)? 

32 . How many employ s ar c!ir~cely involved in •xport 

trade? 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . ........ . 

33. About how mucl was your ·ompany' s sales liP L 

allowanc s or sa 1 •s l'e turns and cl. mage ·? 

1976 K h 

1977 KSil 

34. J\bou hm · much or these . a 1 .R w r expor snl ·s~ 

1976 :s11 

1977 !<Sh 

. ......... . ... . ......... 

........... .. ...... . . .. 



35. Is your Company a P, rtn rship 

r.·mit d Company 

Sol propri torship 

36. o~ many branches does your firm hav ? 

. - . .. . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . ' .... 

'l'l!,' •. K YOU 
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