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ABSTRACT

Export Processing Zones (EPZs) not only have araanpn the domestic economy of
host countries but also on the local communitieenehthey are located. This study
therefore set out to examine and investigate thgaanhof the location EPZs on the local
communities in Athi River Constituency. The studguwes that the location of EPZs
attracts the establishment of various amenitiegsiglty by the government) as a way of

creating an enabling environment for investmentlierEPZs.

The location of EPZ came with a takeoff packagd thas non-excludable in nature
which benefited the local communities. The studsoahrgues that the creation of an
enabling environment in the EPZs caused an influgapulation which opened up the
area for further development and attracted othenngonities (service providers) to
provide for their emerging demands.

The study concludes that the location of EPZs ihi River largely benefited local
communities through the takeoff package of develum through the influx of
population due to the presence of the zones iratba, and through the creation of new
investment, business and employment opportunitiesnating from emerging demands

of the local communities.
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CHAPTER 1
Background of the Study

1.0 Introduction

Since the Export Processing Zones (EPZs) weredated to manufacture for exports
developing countries have used them to solve maiytheir pressing problems:

unemployment; limited exports; limited revenue d&mekign exchange earnings; limited,
and at times, obsolete technology and technologysfers (Armas and Sadni-Jallab,
2002); and, shortage of local entrepreneurshigsskihe introduction of EPZs was also
expected to bring about technological spill-ovargsreased competition, help in the
development of local and indigenous entrepreneuréae; increase use of local raw
materials, and, sub-contracting of local suppliensl service providers (Matambalya,
2007). This was meant to enable host countriesyetije economics of scale, which
would transform them and propel them to developadus (Madani, 1991). Further,

EPZs were to be key instruments for empowermerdutiir increased foreign trade

especially in non-traditional exports (Battachary@98).

This was expected to be the case for countriessia,Aatin America and Africa. In Asia,
EPZs have concentrated on employment creationntdagyy transfer, the utilization of
local raw material inputs and sub-contracting tcaloenterprises. For example, in
Bangladesh, EPZs were designed to link the countthe global supply chain; attract
export oriented investments; and community empowetmthrough job creation;
diversification and expansion of exports. To attnamore EPZs to the continent, Asian
countries invested heavily in human and physicpitaawhich was an important factor
leading to Asia’s economic success (Akyuz and G20®1). This was also the case in

Bangladesh, Korea, Malaysia, and Philippines.

In Latin America, EPZs are concentrated in MexBmzil and the Dominican Republic
and targeted employment creation and technologystiea. For example, in the three

countries, EPZs employment accounted for over 90%e total employment in 1986.
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In Africa, EPZs are concentrated mainly in EgypgniBia, Mauritius and Kenya, and
were meant to increase employment, foreign trageaally in non-traditional exports,
technology transfer and the utilization of localvraaterials. In 1986, for example, EPZs
employment in Egypt, Tunisia and Mauritius représdrover 95% of total employment
(Madani, 1999). Of the EPZs in Africa, Mauritiusttee most successful and has been
used as a model. EPZs here enabled a small isasdaedd develop an industrial base that

has virtually wiped out unemployment in the country

Mauritius adopted an official, liberal Foreign Dstelnvestment (FDI) policy with the
establishment of the EPZ in 1971 (Ancharaz, 20@®cording to Subramanian the
success of EPZs in Mauritius are the result of drgg access provided to all imported
input, a variety of tax incentives was provideditms operating in the export processing
zones, which had the effect of subsidizing expdrtés ensured that the export sector’s
competitiveness on world markets was not undermioyedomestic taxes that could have
raised the cost of inputs used in export productiodd managed to maintain neutrality of
incentives between the export and import-compesgjors. This was achieved through
a high level of intervention on both imports angh@sts. On the one hand, imports were
restricted through high trade barriers while on tiker, to offset this intervention,
extensive and selective intervention occurred enetkport side. In this sense, it appeared
to follow the approach of Korea, Taiwan, and Japther than that of Singapore and
Hong Kong (Subramanian, 2009).

Developing countries were so convinced of the henabsociated with the introduction
of EPZs that they were willing to provide EPZ intags with generous incentives most
notable being: tax holidays and provision of theassary infrastructure. Specifically,
developing countries enticed EPZ investors withryes corporate tax holiday, 100%
investment allowance on initial investment, exemptirom custom and excise duties;
waivers on import duties on machinery, equipmeit @aher industrial inputs, exemption
on local trade, rent, tenancy controls and produactprotection from competition and,

provision of infrastructural facilities.



Despite generous incentives, the operations of ERXe produced mixed results and the
levels of success have varied from county to cquatrd among different EPZs. While
countries like Malaysia and Mauritius have had gesccesses with EPZs, others like
Egypt, Tunisia and even in Kenya have not beeruasessful. As a result, in many of
these countries, the incentives provided ended agting host countries the meagre
resources they were meant to create. Host courgnésd up spending much more than
the EPZs brought with them, making critics questwhether it was a worthwhile

expenditure.

1.1 Statement of the Problem

Since EPZs were introduced in 1990 through an Ad®arliament, EPZ Act Cap 517,
Laws of Kenya. Kenya’'s EPZs have targeted incngpgixports, (especially for non
traditional exports), foreign exchange earningsrelgm Direct Investments (FDIs),
employment, technology transfer, skill spilloveusjization of local raw material inputs,
value addition, and, sub-contracting to local gurises for services and supply of inputs.
Like elsewhere in the developing countries, toaattrthem, Kenya provided EPZ
investors with a wide range of incentives, amoregrtha 10-year corporate income tax
holiday; followed by a 25% rate for the net ylears; 10 year exemption from all
withholding taxes; exemption from import dutiesmachinery, raw materials, and other
industrial inputs; exemption from stamp dutyda®’vVAT on raw materials and
machinery; 100% investment allowance on plant, nm&ck, equipment and buildings;
exemption of the products from export taxes andekevremission of import duty and
VAT on raw materials used in the manufacture ofaekgoods; and, remission of excise

duty on fuel oil and kerosene.(Ken Invest Publmati2000)

Despite the generous tax incentives, the performandienya’s EPZs has been dismal,
with the exception of a Dartboard manufacturer seneral garment enterprises enjoying
easy access to the American market through thecafriGrowth Opportunity Act

(AGOA) whose future is in doubt. Kenya’'s EPZs halso not employed a huge number
of people and despite the introduction of EPZs @nya, the country continues to attract

low FDI, at only Kshs. 22 billion (US$ 244 millionfhe EPZ in Athi River by 2012 had
3



43 operating companies which had employed 13,226ops. The total export from the
zone in 2012 was Kshs 12,934 million ((Tax Justietwork-Africa& Action Aid
International: 2012).

Further, it is estimated that Kenya loses over KB billion (US$ 1.1 billion) a year
from all tax incentives and exemptions providede®Z which amount to about 3.1% of
Kenya's GDP (Tax Justice Network-Africa& Action Aidternational: 2012). Most of
these losses came from VAT exemptions. Governmeguitds also show that losses from
trade-related tax incentives, including those mtediin the EPZs, were at least Kshs 12
billion (US$ 133 million) in 2007/08. Still otherigures, from the East African
Community (EAC) Secretariat, show that Kenya 1o83666.9 million in 2008 from

import duty exemptions alone.

This raises a number of questions why the govertroentinues to invite EPZs and
provide them with incentives even when the benetieslimited. What this means is that
there are other benefits that the country and looaimunities accrue with the presence
of an EPZ in an area. Some of these things inclidi@structure development like roads,
systems of communication, amenities like elecyjcitommunication infrastructure,
supply of water, mushrooming of town, and flux dfeap skilled labour, rudimentary
technology; all of which open up the area to ineesias well as proving the necessary
“takeoff” factors for the community in the procaasreases the value of land, makes the
area more attractive to investment. The purpodfisfstudy therefore is to examine the
extent to which the location of EPZs in a particideea benefits the local communities.

Specifically, the study answers the following qimst

1. To what extent has the location of EPZs in AthidRiinfluenced development of

amenities for the local communities?



1.3 Objective of the Study

The objective of the study are to examine the ben#fat have accrued to the local
community as a result of the location of EPZs Rhier. Specifically, the study seeks to:

i Examine the extent to which the location of EPZadtini River has influenced the

development of amenities for the local communities.

1.4 Justification of the Study

Studies on EPZs in Kenya and East Africa in genleaake been inconsistent. This has
made it quite difficult to correctly quantify thetere impact and full contribution of the
location of an EPZ in an area to the local comnmunitlost of the studies
(Jayanthakumaran, 2003; Jenkins, Esquivel, & LarE998; Spinanger 1984; Warr 1989
and 1990) carried out excessively rely on the eowmioc analysis based on a purely
cost-benefit analysis, which tends to downplay seeial and other non-quantifiable
impacts of EPZs. Econometric indicators and daésl us assess EPZ performance does
not capture the whole spectrum of social and atidirect economic benefits to the local
communities or tends to exaggerate the costs amtlay the benefits. This study will
try to fill this gap by examining further the bengfaccrued from the location of EPZ in
Athi River to the local communities.

The researcher chose Athi River because it wasitsteEPZ zone to be established in
Kenya and was provided with generous incentivegrdfore it was expected to produce
high returns at both the national as well as atidhal community level. The study will
inform policy makers on the evaluation of proposatt potential EPZ projects to
determine all the benefits accrued to such projeefsere approval. The study will also
inform government technocrats on the importancaatfpurely relying on econometric
analysis during evaluation of performance of EPZ&e technocrats should also
investigate the social and non-quantifiable impacts benefits which are occasioned by

the location of the EPZs to the local community.
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The researcher also chose Athi River due to itsnop®litan nature of the society. This
will offer a diverse cross section of the local coumities. The study will therefore
examine the extent to which the location of EPZsAthi River has influences the

development of amenities in the area.

1.5 Scope and Limitation of the Study

The study is limited to Athi River, Mavoko Municilty because Athi River Export
Processing Zones are the oldest in Kenya. The River EPZ was established in 1991,
immediately after the enactment of the EPZ Act, Gap of 1990 Laws of Kenya. The
study focused on the EPZ in Athi River because as wieveloped by the government
unlike most other EPZs in Kenya.

Although, there is a lot of information available the EPZ sector, this study will limit
itself to the information which would help in assieg the impact of the location of the
EPZs on the local community in the area.

Limited resources and time constraints also infatrtiee researcher to identify the Athi
River EPZ due to its proximity to Nairobi where tlesearcher resides. Other limitations
include fear among the target respondents in piogioshformation especially by thinking
that the information is meant to victimize and pdége their operations. All participants
will be assured of full confidentiality of the imMmation gathered and that it will only be
used for academic purposes.

Securing the respondents time to fill in the questaires and be interviewed due to their
busy schedules is also expected to be a challéhge. arrangements and appointments
will be made with the participants for the intewseand when it is not possible to fill the

guestionnaires on the spot, arrangements will bdent@ collect them later.
1.6 Definitions of Concepts

1.6.1 Export Processing Zonemeans a designated part of Kenya where any goods
introduced are generally regarded, insofar as itnghaties
and taxes are concerned, as being outside the necsisto
territory but are duly restricted by controlled ess and

wherein the benefits provided under the EPZ Acp 647,
6



Laws of Kenya. Conceptually an EPZ is characteraga
geographic area within a territory of a country wehe
economic activities of certain kinds are promotgdabset
of policy instruments that are not generally amilie to

the rest of the country.

1.6.2 Export Processing Zone Enterprisea corporate body that include a developer or

1.6.3 Amenities:

1.6.4 Service Amenities

an export processing zone operator, which has gesmned

a license under the EPZ Act.

A desirable or useful feature or facility of aapé that
contributes to physical or material comfort, easyd a
pleasant to live in. It also increases attractasnor value,
especially of a piece of real estate or a geogcalpleation.
Amenities are of two types: those that are servicesnted

and those that are infrastructural nature.

Service amenities include water, banks, educatimstitutions,

health facilities and others

1.6.5 Infrastructure Amenities Theselnclude roads, electricity, and sewerage and

1.6.6 Local communities:

drainage.

A group of people living in the same locality,den the
same jurisdiction and sharing a number of chareties.
The study identifies two broad categories of comitnes)
in Athi River. These are the primary communitiesl dine

secondary communities.



1.6.7 Primary Communities These are the ones that the original amenitie® weeant to
serve. This includes the Export Processing Zonehvhias the
original target for the benefits. They also inclyst®perty and

business owners whose value of property has agppeelci

1.6.8 Secondary Communities  These are the ones which have emerged in AthérRis
a result of the location of the EPZ in the areaeskhinclude
second generation property owners, investors ansinéss

community, informal traders and service providers.

1.6.9 Manufacture Includes (a) the conversion of organic or inoiganaterial
by manual, mechanical, chemical or biochemical rmean
into a new product by changing the size, shape,
composition, nature or quality of such materialgd &)
assembly of parts into pieces of machinery or other

products.
1.7 Literature Review

The contribution of EPZs to the overall developmienthe host economy continues to
elicit controversy (Kardoosh, 2004) while theiresffiveness in developing countries has
been debated for decades. Those in support of EezZsxample, (Haywood, 2000)
assert that the zone concept is so “powerful, tmare and more countries are
recognizing a new paradigm of free zones.” Whike ofhd free zone was often described
as a static, labour-intensive, exploitative encldiie new zone paradigm is a dynamic,
investment-intensive, management-driven, enablingnd integrated economic
development tool” (Haywood, 2000). EPZs have alsenbidentified as one of several
possible factors helping developing countries toraase non-traditional exports (Rhee
and Belot, 1999).

According to (Madani, 1999), there are four commgtviews on the role of EPZ in an
economy. One considers it as an integral part tthéu economy wide reforms, where
EPZs are said to have a specific life span, lodimgr significance as countries

implement systemic trade, macroeconomic and ex&haatg reforms. A second view
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sees EPZ in terms of a safety valve. They providehmeeded foreign currency to
accommodate import needs for the host nation aedterjobs to alleviate some of the
national unemployment or underemployment. A thirelwis that EPZ can be used as
laboratories to experiment with market economywaud oriented policies. Finally, all

these views still consider the EPZ as a sourceedfrological transfers and human

capital development.

However, this static analysis takes no accountatémial distribution effects due to

revenue transfers. Net estimated benefits inclhéenet gain of the host country with

regard to employment, foreign exchange gains, aenmtensive use of local primary

goods and equipment, as well as, in some caseal fesvenues. The costs are largely of
an administrative and technical nature (expensdsedi to the maintenance and the
operation of EPZ infrastructure).

In the voluminous literature on this subject, thst@nds of thought stand out: classical
theorists based on the Cost-Benefit Analysis; the-classical theorists; and, the new

growth theorists.

1.7.1 Classical Scholars

The classical scholars of EPZs are based on cdowahtCost-Benefit analysis that
claims that it is possible to identify and quanttie benefits and costs of any project. The
scholars underline the positive returns generatedBZs, mainly: foreign exchange
earnings; and, employment (Jayanthakumaran, 2@0&jirks, Esquivel, & Larrain, 1998;
Warr, 1989) pointing out that the benefits of ERZ$veigh the cost incurred by the host
countries (Spinanger 1984; Warr 1989 and 1990)ZsHfave also been used as a strategy
for kick-starting industrialization leading to thweation of more job opportunities;
generated income; attracted more foreign capitalgfian et al 2007). Studying four
zones in Malaysia, Indonesia, Korea and the Phiiggp (Chen,1993), (Jayanthakumaran
and Weiss, 1997) and (Kardoosh, 2004) concludedtiinee of them achieved positive

internal rates of return while the Bataan Zonehm Philippines showed negative returns.



(Cling and Letilly, 2001), contend that EPZs haed to technology transfer; increased
foreign exchange; and, capacity building.

To Schrank (2001), EPZs reconcile the otherwiseflicting interests of developing

country officials who need to generate jobs anceifpr-exchange revenues, foreign
manufacturers who need to import essential inputyg ffee and make profits and local
manufacturers who are unable to compete in worldkets. In his view, EPZs are

designed to attract export-oriented light industngl to shield the domestic industry from
unfair competition. These classical theorists shbes extent to which these benefits
outweigh the costs or failures of EPZs. Some ofséheosts or failure include:

infrastructure expenses, public services providemtess to preferential financing and
administrative costs, marginal employment (Wari899 low FDI; absent linkages with

the domestic economy; and, limited foreign excharwdribution (Baissac, 2003).

Warr (1989) conducted a cost-benefit analysis nreaguhe net benefit from the
presence of a zone as opposed to the gain thad ocaolr if those resources were used
elsewhere in the economy. He calculated a beneditcast stream for several years and
discounted this using an estimated social disctatet The benefits that were considered
included net foreign exchange earnings, employngemeration, revenue raised from
renting or selling factory space, domestic mates@tl and taxes raised. The main costs
considered were tax holidays, incentives and cbstfi@structure. The author concluded
that foreign exchange and employment generatiore we most important sources of
benefits to the economy while infrastructure anchiaistrative costs were the main cost

factors.

1.7.2 Neo-classical Scholars

They assert that the establishment of an EPZ iouatcy is problematic (Moran, 2000)

because it distorts local economies (Hamada, 1%m) has a negative welfare effect on

the country by increasing its inefficiency by diitog production away from its

comparative advantage (Hamada, 1974). In his sémstindy based on a Hecksher—Ohlin

model, Hamada demonstrated that the establishnfeat &PZ leads to specialization

that runs contrary to the host country’s real corappae advantages and tends to reduce
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national well-being (Hamanda, 1974). Kaplinsky (3p@rgues that in the Dominican
Republic, EPZs led to stagnant growth while Mor2@0Q) observed that EPZs have very

problematic records.

Jayanthakumaran (2002) presents a number of owamgrobjectives for established
EPZs. In Singapore, EPZs were used to attract imerd in an economy already free of
trade restrictions. Transition economies such atayde, Korea, Chinese Taipei, and
Thailand used EPZs as a catalyst to shift from mvi@ outward-oriented policies. While
EPZs in Korea and Chinese Taipei evolved and iategr well in the domestic

economies.

Jayanthkumaran (2003) found that “EPZs generatdy lonited number of backward
linkages to the host county’s economy. Tekere (200680 concluded that “there are
virtually no successful examples of EPZs in Afriatner than Mauritius and that as
second best development strategy, EPZs have beawetevant and outlived their
viability” other neoclassical economists consideaittthe creation of EPZs improves a

country’s well-being, Miyagiwa, (1986); Young & Magiwa, (1987).

1.7.3 The New Growth Scholars

The new growth scholars argue that the neo-cldssoach does not take into account
the zone’s possible catalytic and spill-over efeon the host country. This theory
reaffirms that economic, social and political ihgibns have a key role to play in the
development process, Aggarwal, (2005). Three teridermay be distinguished in this
school. First, there is a long and distinguishad bf theorizing that emphasizes the role
of FDI as an important vehicle for technology tfensApart from capital (financial as
well as material), foreign companies bring in adexhproduction technology, skills, and
management for domestic firms and potential oraotntrepreneurs to learn from and
copy. In light of the human capital enhancemenhafigsson demonstrates the catalytic
effects of the zones and therefore advocates amgnitie originally negative neo-
classical assessment of the impacts of EPZs omdkecountry to a more community

oriented assessment. (Johansson, 1994).
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The new growth theory stresses on the effectseoptitential externalities of EPZs on the
host economy, such as learning effects, humanatagévelopment, and demonstration
effects, Johansson, (1994); Johansson & Nilssd@®Q4)l Devereux and Chen, (1995)
argue that EPZs are likely to be welfare-improvimgder a much wider variety of
circumstances than previously believed. The lomgrtsuccess of EPZ-led development
rests on the ability of host countries to seizeftireign trade demand in order to direct
resources to higher-productivity areas. Theordjicahn increase in profits, higher
productivity and revenue earnings can then tramslato higher living standards,

assuming workers manage to capture a portion ofuhaus, (ILO, 2008).

According to Engman et al, (2007), EPZs play auls®@ile in a country’s socio-political
and economic development: they spearhead for refeh@n integrated in the overall
national strategy; reduce anti export bias of highffs; facilitate the creation of an
export industry; technology transfer; improve a moyis trade balance; and,
complemented with other development policies. ER#s particularly useful for
countries that undertake progressive trade libeatitin and industrialization strategies.
While this may still hold in some countries, othbesre designed more forward looking
policies, managed to better integrate the EPZeémtitional economy, and in the end use

the EPZs as a tool for national reform and develamm

1.7.4 The African Experience

With the exception of Mauritius, and Madagascag, ijerformance of EPZs in African is

on the whole negative. In 1995, Namibia passeBMZ Act. Four years later, The Labor
Resource and Research Institute (LaRRI) carrietudysto assess the socio-economic
impact of Namibia’s EPZ program. This study revddleat Namibia had come short of

the expectation in terms of the EPZ program. Theegument anticipated creating 25,000
jobs by the end of 1999. The actual number of iested at the time of the study was
400. The study carried out by LaRRi unravelled gabour conditions that could lead to

future conflicts. LaRRI, (2000). This prediction sva@onfirmed in 2002-2003 when

RAMATEX, a Chinese owned textile company produciiog the US market from
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Namibia had two strikes within months of each otfidre reasons were poor working
conditions and poor salaries, typical conditioret firevail in EPZs.

A newsletter for the Rockefeller Foundation prepdaifgy the African Centre for
Economic Transformation (ACET) concluded tiiéest African EPZs were characterized
by low absolute regression and per capita exp&fsto 15 times smaller than in non-
African EPZs. It appears that most West African ERaled to shift to the exponential
growth path that typically occurs between 5 andydérs of operation, with some zones
even experiencing declining growth. As a result zbees have a very low density of

firms compared to those in other emerging econdmidkets.

Mauritius adopted an official, liberal foreign diteinvestment (FDI) policy with the

establishment of the EPZ in 1971, (Ancharaz, 2008 EPZ experiment in Mauritius

has been a resounding success. It has helped amnghe Mauritian economy,

(Subramanian, 2009). Since 1982, output has growrl® per cent per annum on
average, employment by 24 per cent, and exportbbut 11 per cent. In the early part
of this century, the EPZ sector from a base of n@ert®71 now accounts for 26 per cent
of GDP, 36 per cent of employment, 19 per centagital stock, and 66 per cent of
exports. According to Subramanian there are a numabéactors that account for the
success of EPZs in Mauritius. These are: duty &@mess was provided to all imported
inputs. This ensured that the export sector’s camneEness on world markets was not
undermined by domestic taxes that could have ratisedcost of inputs used in export
production; a variety of tax incentives was prodde firms operating in the export

processing zones, which had the effect of subsigigkports.

This subsidization was a key element helping teseaifthe impact of the implicit tax on
exports created by the restrictive trade regime;lgbour market for the export sector
was effectively segmented from the rest of the eoon (and in particular the import
competing sector). Different labour market condiigrevailed at least until the mid-to-
late 1980s. Employers had greater flexibility isafiarging workers in the EPZ sector
(for example, no severance allowances had to be Ipafiore retrenching workers and

advance notification of retrenchment to a statutbogdy was not required) and the
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conditions of overtime work were more flexible; aradthough legal minimum wages
were the same in the EPZ sector as in the resheofetonomy, minimum wages for

women were fixed at lower levels, (Hein, 1988); (Mg and Saw, 1993).

In summary, Mauritius managed to maintain neugrait incentives between the export
and import-competing sectors. The neutrality oemtoves was achieved through a high
dose of intervention on both imports and expo@sibfamanian, 2009). On the one hand,
imports were restricted through high trade barriesa the other, to offset this

intervention, extensive and selective interventomturred on the export side. In this
sense, it appeared to follow the approach of KoFeayan, and Japan rather than that of

Singapore and Hong Kong, (Subramanian, 2009).

The introduction of a special scheme for free zoampanies in Madagascar in 1990
followed the decision to opt for an export-led gtbwstrategy under the structural
adjustment policies,(SAPs), adopted in the late0$98 compliance with Bretton Woods
Institution recommendations, (Jean-Pierre Clingale2005). The success of the Zone
Franche was initially due to French investors; aated by a French speaking
environment where a large number of their compistritad already set up businesses.
Madagascar has the largest French community irc&fiYet investors gradually became
more diverse. By 1997, French investors (compamewhich France has a majority
holding) accounted for 46% of jobs in the Zone Elen

1.7.5 The Kenyan Case

The British colonial government in Kenya viewed dbcsocial and economic

development as crucial, (Vaitsos, 1978). As a tesuié economy and society revolved
around the state’s initiatives to enhance and supfie interests of people with

influence, (Vaitsos, 1978). Since the State had lmomtrolled fiscal, monetary, trade and
tariff policy matters, company formation, licensasd exclusive privileges, it was able to
grant companies exclusive rights over prime lanijevassuring that local labour would
be available to work on these estates, (Leys, 19ZwWanenberg, 1975); (Lee, 1967).

The State was also able to provide tariff protecimd trade policies that would allow
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the processing of some agricultural commoditiesy dok local consumption, (Leys,
1975); (Zwanenberg, 1975); (Lee, 1967).

In the 1970’s, controls on quantitative restricHo(QRs), high tariffs on competing
imports, overvalued exchange rates, importation Boehsing, domestic prices and
wages were introduced, (Ng’eno, Nyangito, Ikidange &Nyamunga, 2003). By the
second half of the 1970s, an undersized Kenyan sibenenarket prevented further
growth and caused a huge trade deficit, (Ikiara duhf’'u, 1999); (Ronge &Nyangito,
2000). The conditionality for the country’s assmta initiated the trade liberalization
process, and replacement of import-substitutioi wiport-led industrialization policies,

(Ng’eno, Nyangito, lkiara, Ronge & Nyamunga, 2003).

The major development strategies within the indaissector are spelled out in Sessional
Paper entitled African Socialism and its Applicatim Planning in Kenya published in
1965, Sessional paper No. 1 of 1986 on Economicagament for Renewed Growth,
Poverty Reduction Strategy Paper (PRSP), Economio¥ery Strategy (ERS) structural
adjustment Programmes, Sessional Paper No. 1 & @99ndustrial Transformation to
the Year 2020, and the Eighth Development Plantlier period 1997-2001, whose
Theme was ‘Rapid Industrialisation for Sustainedé&epment’ and the Kenya'’s Vision
2030 within the context of the industrializationlipp pursued since independence. These
reforms seemed to mark an ideological shift in goreent policy away from the state to
growth.

In order to stimulate exports, the government imq@eted export promotion incentives
such as the EPZs. The introduction of these forfnexport compensation, especially
with the advent of liberalization and globalizatiomas intended to move the Kenyan
economy towards a more open trade regime, witheasgd market access for her
products and services in the global market (Repubfi Kenya, ERS, 2003). The

challenges encountered in Kenyan EPZs have resultbeir reduced competitiveness in
the textiles market, as well as a reduction in expad sales earnings capacity (EPZA,
2006). Some of the issues faced by the EPZs agedra policy changes and operational

procedures that are implemented without adequatsuttation. Additional problems
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include high production and operation costs, seveagket competition, and sluggish

pace of labour and employment law reforms, unallldong term industrial loans to

support the sector.

1.8 Conceptual Framework

~ <

Property Owners Business
Community

/ Roads \
/ Sewerage \

|’ ( Export Processing Zone \
|

\ Water Supply Electricity /
\ Supply /

\\ - /
N Security < 7/
A /
N
Service
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< | Provider:

The concept relating to this study considers th& BRd its takeoff amenities (roads,
electricity supply, sewerage and drainage, watpplsy and security as the Independent
variable. The benefits accrued from the EPZ andakegoff amenities package to the
local communities are considered as the Independamdbles. The communities are
categorized as first, the primary communities wholude the original property and
business owners who were already in the area b#ier&PZ was located in Athi River
and the Export Processing Zone community which thariginal target for the benefits

from the original amenities developed by the gowernt.
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The second is the secondary communities who mujriethe area as a result of the
location of the EPZs in Athi River. These includeaend generation property owners,

investors and business community, informal tradexs service providers.

For EPZs to be located anywhere, there are conditibat governments must meet to
attract them .These conditions include the devetwypnof infrastructural and service
amenities. These amenities include roads, wategslguelectricity supply, sewerage and
drainage facilities.The location of the EPZs in Athi River also idhced the

development new amenities in the area which wérexgpected to occasion some

benefits to the local communities.

Theoretical Framework

The purpose of theory is to enable one to bettdergstand or grasp a social relationship,
structure or phenomena. A theory plays an importal® in science because it is the
framework upon which facts are organized. Theoeeable one to better grasp social
reality as well as offer explanation. A good thetitgrefore enables one grasp reality and

makes predictions.

A number of theoretical frameworks could be usethia study. One of the frameworks
that could have been used is Warr's Cost Benefieofyn This theory calls for
calculations of all costs and benefits associatéll the zones. It involves discounting

and calculation of net present values of streameva@nues and costs for the government.

This theory’s treatment of EPZs formation is a secbest policy, whose social welfare
implications are often ambiguous, in more tradiiloand simplistic models, the creation
of EPZs in a tariff-ridden small open economy tetaldecrease national welfare, but no

more than FDI elsewhere in the host nation.

There are, however, some limitations to the thémaktreatment discussed above. First,
the analysis does not consider distributional isst&at may be important for social
welfare considerations. Second, the treatmenttati $n nature, and ignores things like

gradual transfer of technology, improvement of dstiecelabour, managerial skills spill
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over's with the benefits of outward orientationarieing effects for domestic firms and
most significant is that it downplays the sociatather non-quantifiable impacts of
EPZs. This is because the econometric indicatord data used to assess the
performance of EPZs does not capture the wholetgpeof social and other indirect
economic benefits to the communities or tends tygerrate the costs and downplay the
benefits. What this means is that there are otlesrefits that the country and local

communities accrue with the location and presehesm &PZ in an area.

It is in the backdrop of these weaknesses in thet Benefit theory that this study will
instead use the New Growth theoretical framewotike Tain reason for adopting the
New Growth theories is because unlike the eattieoties of EPZs it is still relevant until
now and can still be used to interpret phenomeesv ffowth theories stress the possible
external effects from EPZ-activities on the hosbremmy. These externalities include
labour and management on-the-job training and legroy doing, demonstration effects,
catalyst factor and impact the rate and level omam capital development in host
countries which is significant and cannot be owekéd. Taking these externalities into
account is an evident demonstration of the potegéims to be associated with EPZs.

According to Johansson, (1994), the new growth @ggr provides three key additions to

the neo-classical analysis. It points out that:

Domestic firms lack the “capacity to package” tachh marketing and managerial
know-how with the internal and external resourceslable to them. This packaging

is provided by FDI and in the zones.

Domestic firms seldom have access to internatialisttibution channels on their
own. But, international or joint venture companges and can “show the ropes” to

fledging domestic exporters.

Entry into international markets would be difficsitithout the inroads created by
connection with an established EPZ networks witldewvinternational business

dealings. Once these elements are added to théidnadl analytical approach,
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Johansson (1994) argues that EPZs may be bendficalcountry because of their

spilloversand theircatalyticimpact.

For example, workers trained within EPZs may trahsineir knowledge and experience
to subsequent employers; domestic enterprises mjy jroduction and organizational
methods applied by foreign firms in the EPZ, aslves benefit from distribution
networks established to serve these foreign EP&riges; local entrepreneurs get more
exposed to the export business and are encouragak their own export markets, and
so on (Romer, 1997)].

1.9 Hypothesis

I.  The location of EPZ in Athi River has influencece tdevelopment of

amenities for the local communities.

1.10 Methodology

1.10.1 Research Design

Research design involves a blueprint for the ctode¢c measurement and analysis of
data. This section is an overall scheme, planrocttre conceived to aid the researcher
in answering the raised research question. In skage, most decisions about how
research will be executed and how respondents bgilapproached, as well as when,
where and how the research will be completed. Toexein this section the research
identifies the procedures and techniques that lvéllused in the collection, processing
and analysis of data. Specifically the followindosections will be included; research
design, target population, data collection instrotee data collection procedures and
finally data analysis. Orodho (2003) defines a aede design as the scheme, outline or
plan that is used to generate answers to reseaotilems. This research problem was
studied through the use of a descriptive reseaesigd. Descriptive research design is
chosen because it enables the researcher to geadhed findings to a larger population.
This study was therefore able to generalise trarigs to the firms within the EPZ.
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1.10.2 Target Population

Target population in statistics is the specific gpagon about which information is
desired. According to Ngechu (2004), a populatioraiwell defined or set of people,
services, elements, events, group of things ordimlds that are being investigated. The
study focused on local communities in the neighboad of Athi River Export
Processing Zone. The target population of thisystuas the staff working in the various
firms within the Athi River EPZ complex, the genenaublic, members of the
communities who live within the locality of the E®ZGovernment officers working in
Athi River and members of staff of the EPZA who éklong to the different

communities.

1.10.3 Sample Size

The sampling plan describes how the sampling us@mpling frame, sampling
procedures and the sample size for the study. aimpleng frame describes the list of all
population units from which the sample will be stbel, (Cooper & Schindler, 2003).
The sample size was drawn from staff working inthgous firms within the Athi River
EPZ complex, the general public, members of the mamties who live in the
neighbourhood of the EPZs, Government officers waykn Athi River and members of
staff of the EPZA.

The study used purposive sampling to identify kefprimants for the study. This is
because the key informants are in a better positiogive a representative view of the
communities. The study also used random samplirigantifying respondents from the

local communities in order to generalize the figdad the larger population.
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Table 1: Sample Size

Sections Sample
CEOs 4
Supervisors 6
Production line workers/ 5
EPZA managers/Supervisors/ Government officers 7

The local communities in EPZ neighbourhood (EPZ womity,

Business and Property Owner’'s Community) 48

Total 70

1.10.4 Sources of Data

The study collected both primary and secondarg ttatthe purpose of investigating the
impact of the location of EPZs in Athi River to tbemmunities in the area. Secondary
data was obtained from Journals, Authors reportgk$s, Government publications,
pamphlets and Performance and Annual reports of ERport Processing Zones
Authority. Primary data on the other hand was bdecwd through the use of
guestionnaires and key informant interviews. Dataswcollected from the local

communities of Athi River area

1.10.5 Data Collection Instruments

With respect to the impact of the location of ERZ#Athi River to the communities in

the area, this study utilized questionnaires atelhwews. The questionnaire designed in
this study comprised of two sections. The quesamenconsisted of questions which
focused on the objectives of the study. The studyp aised interviews for the key

informants. An interview guide was designed.

1.10.6 Data Collection Procedure

This study collected qualitative data using a saelfainistered questionnaire and
interviews. Qualitative research offers a distwmetiopportunity to develop analytical

perspective that speaks directly to the practicalimstances and processes of everyday
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life while assessing the macroscopic perspectivigsirwwhich they are located. The

strategies used in this inquiry included these espeData pertaining to the macro-
sociological and economical level was obtained freecondary sources by making
extensive use of secondary data from a wide numbesources including academic
publications, official statistics, reports from g@uwament, reports from the Export
Processing Zones Authority, EPZA, as well as pegssles. The empirical research used
qualitative research instruments in order to coltesh and descriptive information. The
information which was obtained was thus deemedésgnt both elements of reliability
and validity to support the realities on the impattthe location of the EPZs in Athi

River to the local communities in the area.

The enquiry applied a variety of research methad$ a variety of research participants
from a multiplicity of perspectives in order to @&le a holistic picture of the impact of

EPZs’ location in Athi River to the local communitythe area. The researcher dropped
the questionnaires physically at the respondené£epof work. Unstructured interviews

were be conducted in the neighborhood of the EPZpbex. Nevertheless, where it

proved difficult for the respondents to complete thuestionnaire immediately, the

researcher left the questionnaires with the respotsdand picked them up later. Each
guestionnaire was coded and only the researchewx kvieich person responded. The

coding technique was only be used for the purpdsmaiching returned, completed

guestionnaires with those delivered to the respotsde

1.10.7 Data Analysis and Presentation

Before processing the responses, the completedtiguesires were edited for
completeness and consistency. The data was graofgedarious categories depending
on the kind of impact the location of EPZs in ARiver have had according to different
respondents. Data collected was be qualitativeveaslanalyzed by descriptive analysis.
The findings have been presented in descriptive for
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CHAPTER 2
Export Processing Zones: A Brief History

2.0 Introduction

An Export Processing Zone is one of many tradecgatfistruments used to promote non-
traditional exports (Bhattacharya, 1998). As a @olmeans of achieving greater

economic openness and growth, the concept of BERrodessing Zones (EPZ) has
gained noticeable significance in most countriesO(l 1998). EPZs have grown

considerably in size and number. Conceptually, &Y Enay be characterized as a
geographic area within the territory of a countrigene economic activities of certain

kinds are promoted by a set of policy instrumehgt tire not generally applicable to the
rest of the country. The types of zone activitiesyvfrom bonded warehouse, export
processing and assembling, border or port trad# hagh-tech research and development
(R&D), to trade-related transportation or financgdrvices. Despite these variations,
export-oriented manufacturing activities have b#enmain focus of most zones, where

production tends to be dominated by foreign firms.

The original idea behind the creation of Exportdessing Zones was to allow employers
to import materials to be worked on and then resebgal without having to pay duty.
Modern EPZs started in the early 1960s with a zouwed Shannon Airport in Ireland
which was threatened by the loss of employment he tefueling of aircraft on
transatlantic routes. It was seen as a cheap wageafing jobs without spending scarce
taxpayers’ money and avoiding cumbersome reimbgrsiystem of taxes on goods
intended for export. However from the beginning tekperiment had major drawbacks
in that it required the sealing off of the zoneobdesignated factories, often behind high
fences, to prevent untaxed goods being smuggledtind rest of the economy. As the
EPZ concept spread around the world, governmenisdfdhat they had to add further
incentives to attract more investors to their evelaad to subsidize factory buildings,
telecommunication links, energy supplies and mastrying of all, guarantee that the
labor force would stay cheap and uncomplaining.
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Nevertheless, EPZs have been identified as usgftriuiments for economic development
especially during the first phases of industridlaa and implementation of export-led
growth strategies. However as countries continuactueve higher levels of economic
development and income, the relative significantc&®Zs in economic terms declines
with globalization and as markets open up tradeesmes many parts of the developing
world are experiencing unprecedented rates of imidligation that according to critics
generate a “race to the bottom” (Wheeler, 2001tidSr however see EPZs as drain on
developing countries’ economies. This is becaus@sERquire costly infrastructure
investments and tax subsidies to create “sweat-sflapds” where local social and
environmental protection regulations are ignoreau¢h, 2002). The extant scholarly
literature has extensively examined labour condgi;n EPZs’ firms but has paid little
attention to their environmental protection pragsicnational and international labour

regulations.

Since their development in 1960 in Ireland, EPZ$yp&al export-oriented undertakings
have had potential social economic benefits that awxrue to host countries (Madani,
1991). These include technological spillovers, éased investments, increased
competition, high factor productivity, economies @ftale and scope, and the
transformation of the economic structure from imvariented towards outward-looking.
The developmental orientation of EPZs has its raottheir ability to complement or
supplement domestic capital formation because arsiiied and solid base for export
economy is a necessary condition for competitivenkgt®reover, developing countries in
particular lack a diversified and solid base for export-driven economy. The EPZ
development model stands to enable these coutdr@scumvent this challenge, because
EPZs are by design export-oriented. In this wayoraign exchange earning strategy
through EPZs is superior to a foreign exchange ng@vistrategy through import
substitution (Matambalya, 2007).

Export Processing Zones have been considered tmatadysts for export promotion in
host economies. This may arise due to the facttttettraction of foreign firms into

EPZs may encourage local firms to export over tasea result of imitation, competition
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and even learning (Armas and Sadni-Jallab, 20025 ihteraction between foreign and
local firms stands to bring about technology transivhich most developing economies
lack, for their future development. As a resultZEmRelp to stimulate the development of
a local/indigenous entrepreneurial base by meanwatical learning, sub-contracting
and formal education/training (Matambalya 2007).Z&Rcan also benefit the local
economy when local firms become suppliers to ER&di Domestic firms can thus
develop their capacity to produce quality produets] consequently their international
competitiveness. In this way, employment through tneation of new jobs can be
enhanced because, in theory, every EPZ job cremtesnon-EPZ job (Matambalya
2007).

Since the EPZs were introduced to manufactureXposs, countries have used them to
solve many of their pressing problems like unemplent; limited exports and foreign
earnings; limited and at times obsolete technolagg technology transfer; limited
revenue earnings; and the shortage of local eminepirship skills. In addition, it is
assumed that the introduction of EPZs will bringoatb technological spillovers;
increased competition; and, improved productivitalging local economies to enjoy the
economics of scale; which would transform their repuies (Madani, 1991). Further,
EPZs have also been used as mechanisms of empomtatmaugh increase of foreign
trade especially in the form of non-traditional eXp (Battacharya, 1998); technology
and skill transfer (Armas and Sadni-Jallab, 20G83rmess and growth ; increased supply
chain ; development of local/indigenous entrepreiaébase ; increased use of local raw
materials; and ,value addition; and, sub-contrgctifi local suppliers (Matambalya,
2007).

This has been more so for countries in Asia, Latmnerica and Africa. In Asia, EPZs
have concentrated on employment creation, techgdi@nsfer, the utilization of local
raw material inputs and sub-contracting to locakemrises for services and supply of
inputs. Investment in human and physical capital baen noted as one of the most
important factors leading to Asian economic sucaeelsen compared with the African
EPZs (Akyuz and Gore, 2001). This was the casé wie introduction of EPZs in
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Bangladesh, Korea, Malaysia, and Philippines. ikangle, in Banglandesh, EPZs were
designed to link the country to the global supplyaio; attract export oriented
investments; and community empowerment through godation; diversification and
expansion of exports. In Latin America, EPZs anecemtrated in Mexico, Brazil and the
Dominican Republic and targeted employment creatiod technology transfer. For
example, in the three countries, EPZs employmecowated for over 90% of the total
employment in 1986. In Africa, EPZs are concenttateainly in Egypt, Tunisia,
Mauritius, Madagascar and Kenya mainly to incrdaseign trade especially in the form
of non-traditional exports; creation of employmdatilitation of technology transfer, the
utilization of local raw material inputs and sumt@acting to local enterprises for
services and supply of inputs; and Foreign Direstestments, FDIs. In 1986, EPZs
employment in Egypt, Tunisia and Mauritius repreésdrover 95% of total employment.
The case of Mauritius is a model example, becauseaibled a small isolated island state
in the Indian Ocean to develop an industrial basat thas virtually wiped out

unemployment in the country. Kenyan EPZs weredced in 1991.

2.1 Export Processing Zones in Kenya

The Export Processing Zones (EPZ) program in Kemgs established in 1991, with the
enactment of the Export Processing Zones Act (CAP, haws of Kenya) in 1990. The
scheme, managed by the EPZ Authority, promotesréxp@nted industrial investment
within designated zones. EPZ investors enjoy dttradiscal incentives coupled with
simplified operating procedures and superior irftegure. Additionally, the EPZ
Authority provides excellent facilitation and afeare services to new and existing
investors. Thus investors are assured of loweratioer costs, faster set up and smoother

operations.

The objective of establishing EPZs in a host cquigtralways to attract investment that

would in many cases not materialize. In summaryr@des expect such investment to;

create jobs and raise standards of living; transésv skills and expertise to local human

resources; boost the export sector, particularip-tnaditional exports; earn foreign

exchange; create backward and forward links toesmwe the output and raise the
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standards of local enterprises that supply goodssarvices to zone investors; introduce
new technology; invigorate less-developed regiosSmulate sectors regarded as
strategically important to the economy, e.g. eteutrs, information technology, R&D,
tourism, infrastructure and human resource devedpndirectly or indirectly benefit the
communities in the area of the EPZs location arehew kick-startthe economy as a
whole. Kenya’'s EPZs were introduced in 199buigh an Act of Parliament, Cap 517
of 1990, Laws of Kenya and was targeted to increaggorts, especially for non
traditional exports; foreign exchange earnings; relgm Direct Investments (FDIs);
employment ; technology transfer; skill spilloser utilization of local raw material
inputs; value addition; and, sub-contracting talanterprises for services and supply of
inputs; all of which were regarded as importantdfiés to  the country and the
communities in the neighbourhoods of the EPZs.

All licensed EPZ companies enjoy the following intrees, which are established by the
EPZ Act: - I0 year Corporate Tax Holiday and 25% tate for 10 years thereafter
(except for commercial enterprises), 10 year Wiltlimg Tax Holiday on on-resident
remittances (except for commercial enterprises)tyDand VAT Exemption on raw
materials, construction materials, machinery anideiotbusiness inputs, Stamp Duty

Exemption, 100% Investment Deduction on capitakeexiiture within 20 years

The EPZ Authority issues three main types of liesnand permits as follows: First, EPZ
Zone Developer/Operator License for those engagedeveloping infrastructure and
buildings in new zones to be occupied by the EPZrpnses. Second, EPZ Enterprise
Licenses for companies directly involved in expaniented business activities. These
include EPZ Manufacturing (or Processing) Licensed EPZ Commercial Activities

License including bulk breaking, trading, re-labgli grading, repackaging (EPZ
enterprises engaged in commercial activities arte Imowever, entitled to the 10 year
Corporate Tax holiday and must export 100%). THEBZ Export Services License for
export related services including brokerage, cdasal, repair and information services,
but excluding commercial activities and financiahsces. The approval of the Minister

for Industry must be obtained for EPZ enterprigesdl to the customs territory.
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After the initial enquiry, the potential EPZ investsubmits a short project proposal
giving information on the investor's backgrounds thtended activity, the product and
production process, the desired location, targetkets, proposed level of investment,
how this investment will be financed, proposed emplent generation, technology
transfer and skill training. On receipt of this gimdvided that the proposal is in line with
desired EPZ activities, the investor receives aptibn forms for completion (with the
assistance of EPZA staff) and submits them to tlwhdévrity with a non-refundable
application fee (currently US$ 250).

Criteria against 'which the EPZ enterprise licenses evaluated include job creation,
technology transfer and skill training, developmeftnew export products and new
export markets, new productive investment in baddi land, machinery, working

capital, and backward linkages with the Kenyan eaon

EPZ enterprises are required to export over 80%hefr output. Any sales to the
Domestic Customs Territory must be approved byMh@ster responsible for industry
and will attract import duties and taxes as theytezated as normal imports into Kenya.
In addition, a duty surcharge of 2.5% on domestlessis applied. The EPZ Commercial
License is granted in consultation with the Kenysv&ue Authority and has no sales to

customs territory.

The investor is advised of the acceptance of tlogepr within 30 days and is provided
with a letter of approval in principle, giving tesnfor the license. The investor then
registers a locally incorporated EPZ company fer gble purpose of undertaking export
production. The annual license fee is currently US¥0 paid to the Export Processing
Zone Authority which issues a license to the newZ EFobmpany. The firm may now

commence its activities: open bank accounts, impwthinery, hire staff and occupy

premises within a zone.

Most of the existing zones are industrial parks eatkr for a group of enterprises that
lease or buy property within the zone and use tiogiged infrastructure and common
services. Currently more than 103 EPZ enterprise®perational in Kenya representing

a variety of activities including: manufacture obtton yarn, manufacture of dried
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flowers, processing of fresh produce, security tprg) manufacture of moulded plastic
goods, manufacture of torch bulbs and batteriekievaddition of tea, manufacture of
sisal cort boards, repair and maintenance servioasstruction of factory buildings,

manufacture of apparel and other textile goods,ufsature of pharmaceutical products

and call centre and back office operations

2.2 Criteria for Approval of EPZ Business

Services Permits

An EPZ business service means a trade or busimeshkicted in an EPZ by an entity
which is not an EPZ enterprise. Any person may \appt an EPZ business service
permit for eligible services, to be carried outhiit an Export Processing Zone. For
interested applicants they fill application formopiding information on the applicant,

legal status; desired activity, location/space gmrefd ownership, jobs to be created,
evidence of relevant prior business experiencepaoféssional qualifications of staff to

be hired. The applicant also submits a business gilawing amounts to be invested and
expected business outturn, along with copies ofegeional, business or occupational

licenses with an application fee.

The Authority reviews the completed application aedders its decision within 30 days
of application. Upon payment of the annual feeBER&Z business service permit is issued,
valid for a 12 month period. The permit is not sfemable. Activities eligible for this
business service permit include, Commercial banktigaring and forwarding, Catering
and restaurant, Staff recruitment and payroll sesji Postal and telecommunication
bureau, Office service bureau, Transportation sesvi (freight and passenger),
Installation, repair and maintenance, Fitness chylorts club and gymnasium, Medical
and related services, Laboratory, testing and tyuaertification services, Security
services, Business consultancy services (e.g. riagketraining, legal), Insurance
services, Foreign trade mission (commercial traffiees), International disaster relief

agencies, International non-governmental orgaronati
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Available Export Processing Zones in Kenya inclu@ameer Industrial Park, a
subsidiary of Firestone E.A. Ltd. which was thestfiexport processing zone to be
established in Kenya. By December 2008, 34 Expartéssing Zones were in existence.
They are located in Mavoko/Athi River, Isinya, KiliKimwarer, Mazeras, Mombasa,

Nairobi, Thika and Voi. Of the 34 zones, 2 are dgyed and managed by the public
sector while the rest are privately owned and medady licensed EPZ

developers/operators. Athi River EPZ is the largesie and is publicly owned. The other
publicly owned zone is the Kipevu Public EPZ in Mmasa. The zone hosts the
Mombasa EPZA office and a number of EPZ enterpnges have leased land at the
zone and have constructed factory buildings frontlvkhey are operating. The zone has

plots available for lease to EPZ enterprise seekind to construct their premises.

2.3 Export Processing Zones Authority

The formation of the Export Processing Zone Autiyo(EPZA) is provided for in the
Export Processing Zones Act, Cap 517 of 1990. TREZAis a parastatal organization
consisting of a board of directors drawn from thélgc and private sectors, a chief
executive and professional and administrative stffe staff is organized under five
departments: corporate services, marketing, custmwestors’ services and research and
planning. The board comprises of a chairman apedinby the president, one
representative each from the Kenya Association ahiacturers (KAM), the National
Chamber of Commerce and Industry (NCCI), four meamsdeom the private sector
appointed by the Minister of Finance, permanentetades in the ministries of Finance,
Industrialization, Governor of the central Bank,n@uissioner of Customs And Excise,
Commissioner of Lands, Managing Director of IPC dahd Chief Executive of the
EPZA.

The EPZA has three objectives: to expand non-toadit manufacturing exports from
Kenya; to generate employment and provide labowefquality through upgrading f
skills; and to stimulate domestic and foreign inkent in Export-oriented industries.

The project goals for the EPZA include generatibremployment, private investment,
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foreign exchange earnings, economic diversificatimtkward and forward linkages and

technology transfer.

The government allows the EPZA to manage the ERgrammes independently. The
EPZA is mandated to encourage private developevsluate plans and make
recommendations, advice developers and supervesedbévelopment. The Authority is
responsible for ensuring that environmental dedradais not accelerated by the
establishment of the parks by controlling the wofkoth the developers and users of the
industrial zones. For instance, the requirement thare should be no sewerage
connections in the Changamwe EPZ, limits the kimel kind of investment that can be
located there. It is the work of the EPZA to enstinat investors interested in various

industrial parks do not tamper with the environmténbugh pollution. (EPZA, 2012)

The EPZA also licenses private developers and tgstaln accessing the project
proposals, the EPZA requires the licensee to sulamghort proposal detailing the
intended activity, product and production procedssired location, target markets,
proposed employment generation, technology trarsfier training, proposed level of
investment and how the investment will be financ@IOK,1991). The criteria upon

which investors’ applications are assessed andde®issued by the EPZA include the
ability to create jobs, technology transfer andl $kaining, development of new export

products and export markets, availability of workioapital and the establishment of
backward and forward linkages with the Kenyan EcopaEPZA, 1996).

2.4 Athi River Export Processing Zone

The Athi River Export Processing Zone was gazetied?3 November 1990 after the
approval of the EPZ Act Cap 517 the same year.9811it was the first publicly
developed zone and covers 339 hectares of landdimg] 292 hectares of the main site,
on LR. No 18474 in Athi River (Mavoko). The zonesadeveloped at a cost of US S 30
million with a World Bank (IDA) line of credit (80%and with contribution from the
Government of Kenya (20%). The zone was designe@réwide infrastructure and

services for export oriented industries within #o@me and ancillary services to the wider
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community in Mavoko and Kitengela. In this regatd project is more than an industrial

park; it is an urban development project with vasidacets.

The site was selected because it had a numbervahtaes - the land was suitable for
drainage and sewerage works; the site was easigsaible by two major highways
(Nairobi-Mombasa and Nairobi-Namanga); was closthéoJomo Kenyatta International
Airport; was adjacent to the main Nairobi- Mombaa#dway line; was close enough to
both Athi River town and Nairobi city and also hedequate underdeveloped land in the
neighborhood for future planned development. PHasé¢ the zone was completed in
1997 covering 93 of the 292 hectares of the mam 3Jihe Athi River Zone has three
levels of infrastructural development and these: aene infrastructure, off-site

infrastructure and ancillary developments.

The gazetted zone covers 339 hectares, of whigth26tares is in the main zone and 47
hectares is for' supporting developments adjacenthé zone. In addition, the EPZ
Authority developed two off-site locations whereci#lary service facilities namely water
storage tank and sewerage treatment lagoons aatesit

The zone has the following on-site infrastruct@&: km of roads with wearing asphalt
surface, 5.5 km of foul sewerage, 21.8 km of sterater drainage, 411 streetlights, 6.2
km water mains 100-600 mm diameter, Office blocthwii floors and roof top restaurant,
Ready-built Industrial buildings for rent, 1 he&&aerviced Industrial Plots for Lease,
Fire station, Health clinic, Zone Administration flo€, In-house Customs and Kenya
Ports Authority Offices, Zone Security and PolicesP Power substation and power

distribution network, and Zone staff canteen.

The zone has three offsite infrastructure whiatiude water supply comprising of 19
km treated water trunk main, rein-forced concret¢ewreservoir of 8,500 cu m capacity,
booster pumping station and ancillary works, 129 df 250 mm diameter rising/falling

mains, elevated steel water tank of 18 cu m capdsikm distribution mains. Second is
the widening of the Athi River-Kajiado-Namanga roddhird is a Sewerage treatment
works comprising of 3.5 km of trunk sewer, 15.5 kinbox culvert, 3 aerial crossings,

and 150,000 cubic meter sewerage stabilization ptagbons.
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The zone also has ancillary developments whichewdanned with private sector

participation which include; 32 additional induatribuildings of 1200 sqg. m each

(Complete) and Technological Development Centrel anvocational Training School

(Complete).

The EPZ at Athi River was designed to facilitdte activities of licensed export oriented

companies holding the EPZ enterprise license (naauifing, commercial or services).

The zone can thus cater for three main categofiesre tenant:-

Light industrial investors such as those in garmesgembly, electronics
assembly, handicraft manufacture, food processmgpackaging, plastic
moulding, gemstone processing, papenvesion, furniture manufacture.
These can be accommodated in the pre-built indli$mildings which are
essentially an industrial shell with ablution f#eads, office space,

reception area, and showroom.

Tenants occupying serviced plots with a nomina siz1 hectare but sub-
divisible into quarter hectare plots, with acceeads, storm drainage,
telephone connection, sewerage and power availabt@nnection. Local
investorswho are familiar with local construction practiceasd with

industries requiring (customized premises favoaséplots).

Tenants leasing office space (space is availabtbirwithe EPZ zone
administration block for lease to EPZ service giises and to other

service providers).

A few industrial buildings developed by EPZA remawailable for rent. Two private

EPZ firms have since constructed a variety of itdaisbuildings at the zone for rent.

While most of these buildings are already occugietbmber of units are still available

for occupation.

The initial development of the zone was financedh®gypublic sectotHoweversince the

basic infrastructure is in place and investbiave already taken up the developed
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premises, there are now opportunities for the peivsector to undertake zone related
developments profitably. These are in six main @ire®peration of the Athi River EPZ
Dispensary (already leased to a private medicdthhearviceprovider); Developments
of Housing near the zone, for middle and low incdaiRZ workers. 28 hectares of land
was availed by the EPZ Authority for this purposmdoing); Operation of Canteen
facilities within the zone (4 units completed amcady leased out to private operators);
Construction of additional industrial buildings fi@ant by small enterprises; Operation of
a Bank - space is provided to the Business Centréhis purpose and leased to a bank;
Additional Business and Soci8krvices 8.6 ha, which is a general commercial area for

petrol station, shops, market, hotel, entertainraeess.

2.5 Conclusion

In examining the extent of the impact of the logatof the Export Processing Zone to the
local communities in Athi River, the study focused three levels of infrastructural

development given as pre-requisite. These thregldancluded the zone infrastructure,
off-site infrastructure and ancillary developmértie study examined how these levels of

infrastructure impacted on the local communitieéihi River.
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CHAPTER 3
Export Processing Zones and Local Communities

3.0 Introduction

This chapter presents the data analysis and fisdorgthe impact of the location of
Export Processing Zones (EPZs) on the local comtiesnof Athi River. In assessing the
impact of the location of EPZs on the local commigsj the study examines the
amenities that were established in Athi River aegher to attract EPZs to the area or
amenities established to serve them. These anmenvieee pre-requisite for the EPZ to
start its operation in Athi River. These ameniiledude roads, electricity supply, water
supply, and sewerage and drainage system. The gtodped these amenities together
and referred to them as the takeoff package foeldpment. This is because these
amenities created an enabling environment for iimvests and manufacturing for EPZ

Enterprises.

The chapter discusses the impact of this amertiilesoff package for development of
the EPZ Enterprises to the local communities. Tlennarguments of the chapter are
three: the location of EPZ came with a takeoff payek that was non-excludable in
nature. Second, the influx of population due tespree of EPZs has opened up the area
for further development and created new businepsriymnities. Third, the location of the
EPZ in Athi River has attracted secondary commesitto provide for emerging

demands.

This study examines the benefits that the non-ebadile features of the takeoff package
for development and the influx of population duegance of the EPZ have an impact to
the local communities. The study conceptualizeallcommunities as a group of people
living in the same locality and under the samespiation. The study categorised the
local communities into primary communities and s@lay communities. Primary
communities include EPZs communities and propertynays’ community. The
secondary communities include second generatiorpeptyp owners, investors and

business community, informal traders and serviewigers. The benefits that the local
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communities have enjoyed due to the location ofERZ are wide; the study discusses

these benefits to the local communities in detail.

3.1 Export Processing Zone Serving Amenities
(Takeoff Package)

In order to create an enabling environment forER&Z, the government had to establish
various amenities which were to serve the Entegprigithin the zone. These amenities
were put there purposively to either serve the s@édhe EPZs or attract more industries
and other investors. These amenities include roadstricity supply, water supply and
sewerage and drainage system. This study refethe®e amenities as theakeoff

package for development”

These amenities are both infrastructural and serwvicnature. The chapter also argues
that in the course of establishing these amenitéser amenities were established to
complement the takeoff package. These included zadministration office, zone
security and police post and the Technology Devalm Centre (TDC). The study
refers to these other amenities as ancillary anesnit

The chapter argues that these infrastructural @ndce amenities accrued benefits to
local communities due to their non-excludabilitynature. Therefore the study examined
the benefits arising from these amenities estaddisto attract the EPZs and serve the
needs of the EPZs.
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Table 2: Status of the takeoff package for developemt

Amenity Status of the Amenity Summary of Benefits
Roads New roads within and around the EPZ sjte. Transportation of raw materials, produgts
Modernization and expansion of the Athi River- and workers
Namanga (15 km) and Nairobi-Mombasa roadse Increased connectivity with the EAC region
(Tanzania) and other parts of the Country
(Mombasa).

e New business opportunities (motor cycle
operators, logistics and transportation, tgqurs
and travel companies)

* Increased safety on the roads (flyovers)

Water supply Installation of the water supply i#d a 24/ « Fresh water for domestic use
inch pipe from Nairobi with a big storage tank|in  |ndustrial and commercial use
Mlolongo area + Clean water for human decency
Water supply from Kilimanjaro. « Clean water for a heathy community
* Water is life
» Better living standards
Sewerage an@15 kilometre sewerage facility with 8 lagoons for Disposal of waste effluents
drainage sewer and effluent treatment on a 1000 acre |and Improvement of hygiene
system in Northern side of the Mavoko Municipalitye  Control of flooding
(Kinanie area). « Clean environment
e Less communicable diseases
e Better living standards
Electricity KPLC Company had been given land initially|{te Domestic use
supply construct a substation to provide electricity te th  |ndustrial use
EPZ but upgrade its supply from 19 Megawatts Street lighting
in 2009 to 23 Megawatts in 2013. « Enhanced security
« Better living standards
Technological | In 2000, the EPZA undertook a joint projeot Training
Development | between the Ministry of Labour (Nationgb Skills development
Centre Industrial Training Authority, NITA) and Korege  Entrepreneurship development
government (Daewoo) to establish the |ncreased access to employment
Technology Development Centre (TDC). The gpportunities
centre was created to provide training, |ncreased investment opportunities
knowledge and skills to work_ers em_ployed in t_h,e Improved income generation activities
EPZs about the advanced industrial production | .c-cad |ocal entreprenuers
Technologies in the EPZ manufacturers.
Zone The EPZ Authority is a State Corporation, ungder Provision of essential services
administration | the Ministry of Industrialization and Enterprise Zone security

office

Development.

Zone maintenance

Police post

Internal security the EPZ has contchcte

External security there is a police post next ®
EPZ.

security company which is charged with the daily
security operation and logistics within the zone.

th

Enhanced security

Decreased crime rate

Favourable living environment
Favourable business environment
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Table 2 above shows the amenities that were est&dlito serve the EPZ in Athi River.
These amenities given their non excludability cbemastic have not only benefited the

EPZ communities but also property owners’ community

The study argues that the amenities establisheadttact more EPZ Enterprises in the
zone came as a takeoff package for development. gidwvernment facilitated the
establishment of these amenities in the zone wi¢ghaim of creating a conducive and
favourable environment for EPZ investors. The Wdlahk (2006) acknowledges the
importance of infrastructure to development, by stdering that “poor infrastructure
impedes a nation’s economic growth and internatiammampetitiveness”. The study
therefore looks into how the amenities (Table Zspite having attracted the EPZ

investors have benefited the local communities.

The study also argues that these EPZ serving aieehiave transformed Athi River area
to be investor friendly and a strategic businessition for both for local, national and

foreign investors. The amenities existence in ARhier has not only given the zone a
takeoff for development but also benefited its hbmurhood and the local communities.
The above statement highlights that, as well asetlanenities being a pre-requisite for
EPZ operations; they have enhanced the competéssefor Athi River zone to attract

both local and foreign investors. The study alsscuasses the various benefits accrued

from the location of the EPZ in the area to thal@mmmunities.

3.1.1 Export Processing Zones

The EPZs consist of the EPZ Enterprises, investads workers. In trying to create an
enabling environment for EPZ investments the gawvemt established various amenities
to serve the EPZ. These amenities included roa@dserwsupply, electricity supply,
sewerage and drainage, zone administration offickeimdustrial buildings, zone security
and police post. The amenities were purposivelyipptace to attract EPZ investors. The
EPZs were able to take advantage of this takeoffkgge to operatinalize their
manufacturing facilities and immediately start thetended production for export.
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The EPZs were the target beneficiaries for theastfuctural and service amenities
established in the zone. The study discusses hegetbevelopment packages attracted
the EPZs with specific reference to EPZ enterpyise®stors and workers. The nature of
EPZ Enterprises determines what kind of environntleey require. The presence of the
reliable fresh water supply and sewerage and dyaisgstem in Athi River has attracted
industries such as the manufacturers of pharmaauproducts like infusion fluids,
water for injection, eye, ear, and nose drops,ilesxtgarments and wattle extract for
leather tanning. Most of these industries requorstant and reliable supply of water,
electricity, proper sewerage and drainage syst&ith the Athi River zone having all

these amenities, most of industries strategicaltpied themselves in the zone.

The investors as part of the EPZs also identifieki River zone as viable choice for
various investments. This was well informed frone ttnabling environment that the
government has created by providing the takeofkpge for development. The package
transformed the zone drastically from its previaasannah grassland status to an
industrial estate. The industrial estate has abldisupply of water and electricity, proper
roads, and sewerage and drainage systems. This itnpdssible for EPZ investors to
conveniently start up their manufacturing processésin a short time. This instant start
of production facilitated the relocation of someZEiRvestors from other Countries to

Athi River and hence taking advantage to contirargisg their clientele.

The EPZ workers also benefited from the EPZ senangenities which enabled the
Enterprises to establish a secure and safe woskimgonment. The EPZ workers have
good working conditions which include reliable watad electricity, proper sewerage
and drainage system for disposal waste water, goamsportation system for easy
movement and security. These communities were ritialitargets for these amenities
and their benefits range from job opportunitiesttdye working conditions, good

transportation, electricity and water supply andesage systems.

The rest of this study discusses specific benatitsued from the EPZ serving amenities
to the EPZs. First, the modernization and expansibthe Athi River-Namanga and

Nairobi-Mombasa roads has improved the network®adls, which have helped to built
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connection between the regions and EAC countrieg. rfbads networks in Athi River
area are no longer isolated and unreachable aasitoefore the location of the EPZ. The
Nairobi-Namanga and Athi River Mombasa road havabld Athi River to become
centric and has enhanced its ability to engage diifierent parts of the Country. The
road infrastructure before the establishment ofERport Processing Zone was a single
lane tarmac road from Nairobi through Athi-River N@amanga having murram outlets
into Athi River town and its environs. The positiaf the EPZs was earlier bushy
savannah grassland on the Kapiti plains. To atEE®RZs the government undertook the
construction of access roads in and out of zoneeapdnd the Nairobi to Namanga and
Athi River to Mombasa road. This construction ofess roads in the EPZs was done in
1992/1994.

This expansion has also played an important rol¢he geographical distribution of
economic growth by providing more investment andpleyment opportunities for
people. Nearly most Enterprises choose to be Idaatplaces where accessibility to their
suppliers, customers and employees is easy. Therdfte locations of EPZs are often
located in areas with good roads or motorways cotiores and networks. The Athi River
EPZ was suitably located in a geo-centric locatmiNamanga and Mombasa. This has
seen the increase in road freight companies inatedecade. This industry has become
one of the largest job creators of Athi River’s mamy, accounting for 50 companies and
2,000 jobs (EPZs Annual Report 2012).

Second, was the sewerage and drainage infrasteuatitich was developed in the 1994
to manage waste water and sewerage from the EPerdses within the zone. The
sewerage line and treatment works were construmedinitially managed by the EPZ
Authority. The drainage facility also collects stowater during the rainy seasons to
avoid flooding. The EPZ Sewerage facility is amdhg most modern in Kenya on a
1000 acre plot, on the northern side of Mavoko Migality, 15 kilometres away from
the Town centre. The sewerage system was one afdlge by which the EPZA created
an enabling environment in the Zones to attraceéstors especially manufacturers so as
to operate in a manner which protects and conseheesnvironment and also facilitate

the EPZ enterprises to be compliant to Nationalitenwmental Management Authority
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(NEMA) and Kenya Bureau of Standards (KEBs) regois. The sewerage and
treatment works has attracted many industries sscthe Leather life (EPZ) Limited,
Savannah cement company, Ivee Aqua EPZ Itd antextiee companies within the EPZ.
Other industries outside the EPZ include the Bam@&ment, National and Simba
Cement. These industries require water and draisgggem for their operations and
hence the EPZ Authority had to provide it.

According to key informant 2 the sewerage and drainage system have been very
beneficial for companies and industries that uséemwéor their production. During
production waste water and other effluents are yzed. Industries have drainage lines
that connect to the main sewerage system for digpdkis method of disposal has saved
industries incurring extra cost of waste water aiffiluents management. For local
communities, the disposal of waste water into tleevesage system has reduced
environmental pollution that can be harmful to tHeealth. Residents, property owners
and business community occasionally enjoying walkamd living in a flood free area
due to a well established storm drainage facilitgnsidering that Athi River is located
on a plain (Kapiti plains), its surface area isagafly flat and the soil composition being
black cotton soil makes it prone to floods espécidiiring rainy seasons. However the
development of storm drainage facility in the ERS lassisted in the management of this
flooding problem. The sewerage and drainage systgether with the storm drains have
cumulatively reduced waterborne diseases amongoted communities through the
management of waste and storm water. Previouslforéoethe construction of the
drainage facility by the EPZA, stagnant water ugede breeding sites for mosquitoes

which cause malaria. Currently, malaria cases heseced considerably in the area.

The sewerage infrastructure also collects wastemie@m the industries, rainfall floods
and polluted surface water from construction wadigspsites through the storm drains
to the treatment facility. The storm drains wergatonstructed to reduce flooding in the
Zone due to its location in a flat terrain in thegfti plains and water flow is a major

problem. This drainage system has benefited both cibmmunities and the export

! Senior Manager (EPZA) interviewed on the 30™ July 2013
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processing zone from stagnation of water within iARiver and this has reduced
waterborne diseases, floods, and damage of rodds.mMfanagement of waste water and
effluents from industries and households reducdsitpm of the river Athi, the Mavoko
town and its environs. This is a significant bengfiall the communities in the area.

According to the respondefts

The storm drainage facility by the EPZA has asdistethe flow of

water especially during the rainy season, wheremfidods the area
making it impassable for both vehicles and peoflso it has provided
a solution for the industries and business opearatwithin Athi River

to channel their waste waters into the drainagenawit polluting

environment and hence complying with NEMA and KEBgulations.

There used to be a lot of stagnant water during aftel the rainy
season. These used to be many breeding sites fsqumoes which
cause malaria. Since now there is no stagnant wegeause of the
drainage facility done by the EPZA, malaria cassgehreduced in Athi
River.

The EPZ communities have also enjoyed the sewexadedrainage system which has
enabled the Enterprises to operate with ease awdpabvided them with avenues for

waste disposal.

Third, the installation of reliable supply of waterthe EPZ has attracted industries that
would not have been established there due to tlype of production process that
requires water such as the manufacture of texale$ wattle tanning extract. These
industries have been able to conveniently prodbeg product due to the reliable water
supply. The EPZ communities have also benefiteoh fiioe reliable supply of electricity

from the power substation at the EPZ site.

Fourth, the electricity sub-station was a joinedjget between the EPZA and the Kenya
Power and Lightening Company (KPLC) which aimedetving the emerging demand
of the EPZ industries. This joint initiative notlgmyave reliable energy supply to the EPZ

industries but also enhanced security within th@ezoThis was done through the

2 Members of local communities interviewed on the 8" August 2013
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installation of street lightings around and wittive EPZ. With proper lighting and road

access, the EPZ environment became more secure.

Electricity supply is a key production input in ampmmercial and industrial or
residential operation. The location of EPZs in ARiver required as a pre-requisite
guality and reliable supply of electrical energy tloe operations of the industries. EPZA
undertook a joint project with Kenya Power and ltigh Company to provide the
required quality and reliable electricity supplyhel EPZA donated a parcel of land
measuring approximately 11.48 hectares under tlggsiRation of Titles Act (Cap. 281)
while Kenya Power and Lighting Company Limited (KP)Ldeveloped the electricity
substation in Athi River. The purpose of the suiistawas to step down the electricity
voltage from the main Grid for distribution to sheal substations, from where the
electricity is distributed to industries, businesskomes and social institutions among
others in Athi River, and its environs.

The KPLC has had to supply power reliably so asneet the increasing needs and
demands of end-users and therefore required tonelxgad improve its infrastructure of
transmission lines and substations on an ongoisg b@he substation was built on EPZ
land with the understanding that it will satisfy ZReeds and also be used to serve the
residents and business community in Athi River ascenvirons. The upgrading of the
substation in Athi River has increased the secuaity quality of supply of electricity to

the surrounding industries, businesses, homesauia stitutions among others.
According to KI4;

The electricity substation was previously estalglislto satisfy the
EPZs electricity needs but with time the demand hageased
necessitating the KPLC Company to upgrade its supmm 19
Megawatts in 2009 to 23 Megawatts in 2013. Sind@20 2010, there
has been major increase of commercial and resalémiusing in the
area, with the clientele base increasing from 4,@005,000. This has
made KPLC to open an office in the area to progel®ices to them.

3 Manager (KPLC Kitengela Office) interviewed on 31* July 2013
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EPZs have been associated with training, skilléosigirs and technology transfer to local
communities in the host country. The findings oé tstudy further confirm Sinclair
(2001) argument that an EPZ is an institution afiéng where the host country’s local
communities can adopt technology and skills withmeurring a fixed cost. The Athi
River EPZ was involved in the establishment ofcltécal training institute by providing
land. In 2000, the EPZA undertook a joint projeetvieen the Ministry of Labour
(National Industrial Training Authority, NITA) an&orea government (Daewoo) to
establish the Technology Development Centre (TDO)e centre was created to provide
training, knowledge and skills to workers employadthe EPZs about the advanced

industrial production Technologies in the EPZ mawtidrers.

The Centre has fully equipped workshops and Labdest with modern facilities,
modern computer equipment, sports and recreatifawdities and boarding facilities
suitable for seminars and workshops. Currently, daetre offers learners a variety of
career focused diploma and certificate coursedectrécal, mechanical, and automotive
engineering, electronics, Information Communicatibechnology (ICT) and business
fields. EPZ companies are offered tailor-made cmt® suit their needs like garment

manufacturing, fashion design, machine operatiahsanon.

Since 1992, EPZ was undertaking in-housing trainuigch was both time consuming
and expensive. The creation of the technologiaaidier institute was necessary. The
training institute has three models of trainingheir programme: For the newly recruited
employee training (Fresh recruits), on-job trainiftgose already working), and self-
sponsored (individuals who intend to join the ERdustries in future or start their
business). The communities in the neighbourhood tbas undertake self-sponsored
courses in the Technology Centre in anticipatiorewiployment security in the EPZ

Companies or those who want to acquire skillsaa sheir own businesses.

According to a key informant*'5the technology development centre has been \saful

to the communities in the area and has trained @@00 employees for various

4 Principal (Technology Development Centre) interviewed on 31% July 2013
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industries, conducted on-job trainings under refjgesn for outside clients such as DT
Dobie, Toyota Kenya and others. It has also traimatividuals who become self-
employment or entrepreneurs. The centre is cugreatidergoing expansion. The
expansion has been necessitated by the increasm@ral for the kind of training the

centre offers.

According to the respondent, the technologicaitrg institute has enabled industries
near the EPZ access trained employees for lineuptmoh. The institute undertakes
customized trainings that equip workers with skiéled knowledge in various job
categories. The TDC has the following departmentsharge of various courses. The
information technology department has diploma iforimation communication
technology, business studies department has diplanmsiness management, supply
chain management, human resource management,asalenarketing and the electrical
and automotive engineering department has cetgfica electrical installations, motor
vehicle & electronics engineering. The institutscahas a fashion design department
which has certificate courses in tailoring and gnegking, soft furnishing, machine

operation, accessories design and fabric decoration
According to a respondent,

After employment | was taken for an electrical abelctronics training
at TDC which | attended for 6 months in two sessiorhe first three
months | undertook electrical courses and then waaok to work while
the other three months | undertook electronic cesirs

The TDC has also reduced the inconvenience of usédraining/on job training that
industries used to undertake before the centreestblished. The centre has created an
available pool of skilled workers that are quicklgcessible. Under in-house training the
TDC has tailor made courses such as mechanicaheggng for CNC milling, CNC
lathe work, turner or machinist and general fitti@ther tailor made courses include
welding & fabrication for TIG and MIG welding, gaand arc welding; electrical &
electronics engineering for PLCs, microprocessorstor-rewinding, equipment testing
and trouble shooting, internal wiring, radio antevesion repair and maintenance; and
automotive engineering for VVTI, EFI, engine an@ysHI-pro scanning, automatic
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transmissions, suspension, wheel balancing, brdkekssystems and electronic ignition
system. These tailor made course are give undepaoi@s request for newly employed
staff or as refresher course and also as an upgfatie skills of employees. Companies
like the CMC motors, Toyota Kenya and DT Dobie hbeaefited immensely from these

courses.
According to a KI6;

The centre has made it easy for recruitment, wiyevad have ready
and qualified individuals to employ thus reducihg ttost of training
and time taken to select candidates for recruitmartiouse training is
a very expensive undertaking especially where ¢esnbreak down
equipment in the process of training and also n@urs lost during
such a break down. A trained worker increasesieffacy and requires
minimum supervision.

It has been noted that even self employed automaotdchanics and artisans can undergo
some of the training offered to improve their skilThose who want to start their own
business sponsor themselves and undertake thengraimhis is another significant
benefit to the local communities. This has beenanauksible due to the location of the
EPZ in the area. The study thus confirms Matambg@@7) argument that EPZs help to
stimulate the development of a local/indigenousregmeneurial base by means of
practical learning, sub-contracting and formal edion/training. EPZs also benefit the
local economy when local firms become supplieSRZ firms.

EPZA annual performance report (2012), records ®@tenterprises trained local
employees in various industrial disciplines comgate 36 in the previous year. The
training provided include: machine operation & giyahssurance, setting corporate &
personal targets, technical cashew nut processiethads, apprehenticeship, Good
Manufacturing Practice (GMP), Hazard Analyses CaitiControl Point (HACCP), basic
food handling, procedure & hygiene, British Ret@dnsortium (BRC) on food safety,
chemical safety, human resource management, IS@ementation of ISO 2200: 2005

(Food Safety Management System), upgrading of sigmey skills, mass production,

> Registrar (Technology Development Centre) interviewed on the g™ August 2013
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labour laws, QMS internal auditor training, healh safety, environmental care,
performance management, customer care skills, tbailling, tax compliance for
accounts & human resource, CSI bar coding & BRGivar 6, energy management,
steam boiler operation, testing & grading tea, rimal reporting, shipping & logistics,
Kenya Revenue Authority ITMS, technical cashew qutxessing methods, first aid, fire
fighting, fire marshal, fire drill, team buildingetting of personal & corporate targets,
Customs Trade Partnership Against Terrorism(C-PT&T9ecurity awareness, training
of trainers and HIV/AIDS awareness among othemings. The skills learned were
expected to eventually diffuse into the local maraed have positive impact in new
techniques geared towards increase in producti@h edficiency, skills spillover and
technology transfer.

The zone office oversees and facilitates graduadrdification and expansion of sectors
and market activity from the predominant garmerm#apl exports to the US, so as to
achieve average 40% contribution by this sectoterms of number of enterprises,
investment, and total turnover in 2009, down fro2%%6in 2003. Also it has to harness
ICT as a strategic resource to meet the visionsionsand objectives of the Authority so
as to improve research capacity and delivery ofises by 2007, and to maintain
international standards in library and informatioranagement. (EPZA Annual report
2012).

The agency is needed to develop human resourceigmlcomparable with those of
leading investment promotion agencies, to attnagtiure, develop and retain staff who
are committed to EPZA's vision, values and objedivi he policies have benefited EPZs
workers who have gained in terms of salaries rematio& and working conditions. The
monthly average wage for local employment withia BEPZ has been on steady increase
over the years, particularly after the industrishdrmony of early 2003 (Annual Report,
2012). The average monthly wages has increased Kshs 8,404 in the year 2008 to
Kshs 10,585 in the year 2012, representing 26.@%ease. (EPZA Annual report 2012).

According to a respondent;

47



The EPZA has continuously engaged the EPZ compaomesssues
pertaining to better working conditions and imprdvealaries for the
workers with respect to labour law The impact oa ltttal communities is
that of employment opportunities and hence incormmiegs from the
employment which could have multiplier effectselihcome earned could
be used in many ways.

The location of the EPZA offices in Athi River hasaproved the effectiveness and

efficiency of the EPZs Enterprises. The EPZA bethg management authority of

economic zones it has tried its best to providesaabling environment to attract and

maintain investors in the Athi River zone. The awitty ensures that there is constant and
reliable supply of water, reliable supply of energhe sewerage and drainage
infrastructures, well maintained street lights andds. The authority also regulates and
collects revenue on the services rendered to thestnies. The revenue collection of the
Athi River zone has recorded a higher return rat@gared to other economic zones in
Kenya (EPZA Annual Report, 2012).

3.1.2 Property owner’s

The property owners’ is also another beneficiartheflocation of the EPZ. The property
owners’ include land, commercial and residentiaildigs owners. This community

constitutes one of the original communities of ARiver area. This community benefited
in two main ways; from the non-excludable featuir¢he amenities takeoff package and
the influx of population due to the presence of BiRZ. The non-excludability nature of
the takeoff package for development led to the epation of property value in the area
greatly. The cost of land pre 1990 was approxinga®€l,000 per acre but after 1992
when the EPZ was established the value of lanceased to 1Million per acre. As the
government created an enabling environment forstment through the establishment of

amenities, the land also appreciated drastically.

The presence of modern roads, proper sewerage raimhge systems, reliable energy
and constant supply of water resulted to signiticappreciation of property value.
Currently, the price of an acre in Athi River isween 5-25 Million. This appreciation of

property value has been determined by its closemedsaccessibility to these amenities.

48



The appreciation of property value also changdrhestment scenario, from small scale
to large scale investments. This scenario was ctarsed with large capital and

infrastructure investment. Previously the area &maadll retail businesses (shops, hotels,
hardware’s and so on) but currently the area isadherised by supermarkets, modern
hotels and distributor hardware’s. The hotel andpitality industry has been on the
increase in the area. The presence of these aswetatkeoff package has enabled local
and national investors to establish modern hotadsrastaurants of good quality. This has
provided visitors with avenues for comfort and gment during travel considering Athi

River is a transit town between Namanga-Nairobi lsliadnbasa-Nairobi.

The amenities takeoff package also transformedbitaion from a rural area to an urban
centre, from a working class to a middle classetgcirom a pastoralist and agricultural
centre to a business, commercial and industrigireeAs result to this transformation a
middle income class emerged. This middle incomessclavere attracted by the
infrastructural amenities established to serve HRZ. These changes also gave the
business and property owners’ an opportunity teshvn modern real estate and housing,

wholesale and retail business, and industrial prtda.

The influx of population due to presence of EPZnabpened up the area for further
development especially for property owners. Thiange attracted more middle income
class consumers in housing and real estate fromoblavho are seeking alternative and
affordable housing. Also the EPZ workers providedarket for housing and real estate.
This emerging demand of housing benefited the ptppmvners’ who either went into

the real estate business or sold their land to mewstors. Some of the large housing
estates that have been established to serve tltbenuidss include the Great Wall Estate,
360" Estate, Gamblers Estate, Safaricom SaccoeizMation SACCO Estate, Elan park

estate and Muthama Flats.
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According to 2009 Census report, Machakos Districtcorded 11, 280 households
having access to the main sewer. This number appiietwo major divisions that is
Machakos and Athi River. Athi River at the momkas a modern sewerage line serving
Mlolongo, Kinanie, Lukenya and Athi River Town. Thewerage and drainage facility in
Athi River constructed by EPZA is the best in MdateCounty and amongst the best in
the Country. The Census report (2009) did a contiparaanalysis of sewerage and
drainage systems in the Country. The survey covéfisdmu, Mombasa, Nakuru,
Nairobi, Machakos and Eldoret. Machakos was idedtifas one of the best service
providers of sewerage management. This was fagtbaltause of the EPZA sewerage
facility in Athi River Town which by then was a d@on of Machakos. This has attracted
investors in real estate, hotel and hospitalityustdes, and manufacturing industries to
the Athi River economic zone.

The sewerage and drainage facility has also imgrcsamnitation in Athi River. The
sanitary situation is particularly difficult in shs where the majority of the residents
resort to pit latrines that are over-used and igadiely maintained. Many are forced to
use ‘flying toilets’, meaning that excreta are gmb®ut into the open grounds and streets
in a plastic bag. Most slums lack a sewerage systainvaste management is very poor.
However, the Mavoko Municipal Council has providasgver lines in most areas of Athi
River Town and its clustered settlements. Thisrbdsced the health hazards. Dumpsites
next to residential areas usually cause healthl@muband deplorable living conditions.
The municipal council collects refuse and garbagAthi River including the EPZ area.

It has managed to secure a central waste-dumpmd¢psated some 20 km from Mavoko.

As the population in the area increases, the derfarskwerage services also increased.
Industries, residential and commercial estates gatdeand the EPZA was becoming
overwhelmed with the increased clientele and asesulr of this, the government
established a company to manage the provision sadiuthe sewerage in Athi River in
2002 under the Water Act of 2002, Cap 372 Laws efiya.
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Mavoko Water and Sewerage Company (MAVWASCO), waisnéd to manage the
provision of both the water and sewerage supplpt¢al communities while the EPZA
maintained its mandate to manage the provisionaondeutilisation of the amenity by the
EPZ companies. Since 2002, MAVWASCO has extentledSewerage coverage area
up to Daystar University at a cost of Kshs 157 ionill Currently, 15% of the 693
kilometre square area which is under the jurisdiciof Mavoko Municipality is served
by the Sewerage facility. The EPZA has constru@etb kilometre sewerage facility
with 8 lagoons for sewer and effluent treatmentaat000 acre land in Northern side of
the Mavoko Municipality (Kinanie area). The EPZ seage facility is available for use
by the local communities. Majority of the Residahtand Industrial facilities are
currently using the facility. This is a very usefatility for all the communities in Athi

River and its neighbourhoods.
According to a KI%;

Before the EPZA sewerage facility was constructed, Town used to
stink because of overflowing pit latrines and segtanks especially
during the rainy season. The Town does not stinkmame. Floods
have become a thing in the past. Mosquitoes andrraatases have
reduced considerably. We are happy with the seweeeq drainage
project constructed by EPZA. The town is now claead better to live
in than before.

The property owner’s community that were also psagg livestock farming previously
influenced by the presence of Kenya Meat Commissttanged to modern agricultural
practices likegreenhousefarming due to the availability of water and retioe for

grazing land.

® Chief Executive Officer (MAVWASCO) interviewed on the 30™ July 2013
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3.2 Conclusion

The findings of the study show that the locationtted EPZ has had an impact on the
local communities. The EPZ establishment came watttamenities takeoff package for
development which transformed the area to be iovdsiendly. This takeoff package
included the establishment of a sewerage and djaireystem, upgrading of the
electricity substation, water supply and expansiod modernization of the roads. These
amenities were mainly infrastructural and servioenature thus making them non

excludable to the EPZ alone.

The location of the EPZ in Athi River contributeddn increase in population of the area
thus attracting other communities to come to séme@ emerging demands. The increase
in population from the local communities createdeanand for services. These demands

for services in turn attracted secondary commuitie
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CHAPTER 4
Secondary Communities

4.0 Introduction

This chapter discusses the secondary communitiesctstd to Athi River due to the
increasing demand for services by the local comtramiThe location of the EPZ in Athi
River contributed to an increase in population bé tarea thus attracting other
communities to come to serve their emerging demanis different local communities
include EPZs and property owners’. This increasegufation created demands for
various services which attracted another categbrgommunities of service providers.
The main arguments of this chapter are two: oné $eaondary communities have
emerged as a result of the demands of the locaihzomties in Athi River. Secondly, that
those secondary communities emerged to serve denwnithe local communities that

have moved to Athi River as a result of the logatidthe EPZ.

The chapter also argues that the influx of popoiatue to presence of EPZs has opened
up the area for further development. This incregsmallation is attributed to emerging
employment and investment opportunities arisingnfrthe location of the EPZ. This

population influx included the EPZs communities @nolperty owners’ community.

The rest of the chapter discusses the secondarynaaities that have been attracted to
provide for the demands of the local communitiesAimi River. These secondary
communities include Second Generation Property @@nenvestors and business

community, informal sector and service provider owmity.

4.1 Second Generation Property Owners

The study identified this community as the new Btoes who bought property from the
original owners. The presence of EPZ occasionedeggiion of property in the area and
this induced the original property owners to sedit property to the second generation

property owners. The location of the EPZ in Athiv&i attracted infrastructural
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development in the area. This infrastructural depelent of roads, water and sewerage
facilities, the increase in reliable electricitypply network and health facilities, has

attracted investment in the housing. The housigepts in Kenya have been attracted to
areas where accessibility to provision of serviogservices such as electricity, roads,
water and sewerage are available. Therefore AtherRaving access to these services

has attracted real estate developers, propertyamrs and industrial estate.

The investors have also been encouraged to invekeiarea by the increased demand of
housing facilities. This demand is coming from teategories that is the working class
(EPZ workers) and middle class income persons (fidairobi). The working class in
Athi River having gained meaningful employment,ytteeek better housing for their
families. The real estate and property developegstteerefore constructing houses that
meet the needs of the emerging working class (EB#&avs, business community) as
potential clientele. These housing estates incthdeSheshe Estate, Kisima Estate, Elan
Park Estate, Green Park Estate and Sidai Estate.

On the other hand, the middle class income perfons Nairobi city want to become
home owners due to the increase in living standardsairobi in terms of house rent.
The increase of house rent in the city of Nairoas tliorced the middle class income
persons to opt for other cheaper alternatives sitlemtial houses outside the city and
Athi River happens to be a best choice of a langmber of them. Thus the real estate
and property developers have come up with affoed&lblusing schemes that target this
middle class. They provide opportunities for theddhe class to own homes in areas
where security and provision of basic needs areesstisle. These two categories
(working and middle class) have immensely contedub the improved housing in Athi

River and its environs.

4.2 Investors and Business Community

The business community included local, national afwleign investors with
manufacturing and commercial businesses, smaltmiges, micro-finance institutions,

hotels, restaurants and any other licensed buswiéiss& specified area of operation such
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as salons, electronics and hardware shops and otheys. The location of the EPZ in

Athi River also created new investment opportusitigutside the zone. The EPZ
community which included the industries, investansl workers all provided a consumer
population that demanded for various services. @l@rerging demands also attracted

various small scale and medium businesses in g& ar

This business opportunities attracted both locdlraational investors. The local investors
included small and medium enterprises such as sakiactronic and hardware shops,
fast food facilities, restaurants, bars, transplagjistics, clearing and forwarding and
others. These local investors provided servicestherincreasing population resulting

from the location of EPZ.

The national business investors included medium large enterprises and institution
that have other branches in other locations orsaréhese investors and institutions
moved to Athi River to provide services to the locammunities. Some of these
enterprises and institutions included Kenya Powelighting Company (KP&LC),

National Security Social Fund (NSSF), National Heahsurance Fund (NHIF), Banks,

supermarkets and others.

The business community has also benefited fromathenities takeoff package initially
developed for EPZ. One of these amenities is théemoroad. The road infrastructure is
a key driver to the transportation of goods and mommng in daily life. Roads are often
the popular means of transportation for goods asmple from place to place such as
work, schools and factories by their private vedsobr public buses. The construction of
modern roads in Athi River has considerably imptbtiee movement of the vehicles.
The more modern the motorways are made, the maikly @md faster people and goods
can be transported. This has attracted more bussimasto invest in Athi River and also

encouraged new residents especially from Nairobdoe to Athi River.

The development of road infrastructure has alsaribiried to the increase of road
transport-related businesses such as insurancistitsgand transportation companies

which have resulted to increased levels of emplayme the sector. Insurance for
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vehicles and goods in transit is mandatory aslpeitaffic Act. Therefore the increased

transportation business in Athi River has attraaedrance companies to the area.

The development of economy requires efficient fpanstion of goods and products
from manufacturing facilities to the market. Thogiktics for this operation becomes an
important element in ensuring this efficient tramation. This has attracted
businessmen to invest in facilities that assighanloading and off loading of goods and
products, clearing and forwarding services as aglbgistics and transportation services.
The good networks of roads in Athi River have resiiin the tremendous increase of car
ownership, tour and travel industry and freight$gort. The transport business such as
taxis, tour and travel industries, matatu passenggerations, truck and lorry
transportation are all flourishing. The Athi Rivdamanga, Athi River-Nairobi and Athi
River-Mombasa roads have become a very valuabégsagsthe business community. In
providing the business community in Athi River withe mobility they require, as
facilitated the government to collect significaa revenues. These taxes from this sector
include the fuel levy, import/export duty, weighidge levy and public service vehicle

licence fee.

The Technological Development Centre (TDC) alsodaoted on the business community
significantly. It has become a centre for technmalgtransfer and skills development to
the EPZs workers, young people seeking jobs aEthés, larger business communities
(DT Dobie, Toyota Kenya, CMC motors) and those sepekelf-employment. The centre
harbours machineries that are uniquely selectedasito those that serve the industries.
New employees in the industries are enrolled f@csgized courses depending on their
job description under the sponsorship of their @ygl. For those seeking future
employment in the EPZs, large business communitlysatf employment, they sponsor
themselves for training in the fields of interelst. gaining this knowledge and skills,
individuals have been able to transform their §feind those of the local communities at
large. The training has enabled them gain meaningfoployment to support their
livelihoods and contribute to the growth of Athivier's economy. According to a

respondent,
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By getting training on fashion design and tailorifgpm the

technological development centre | have been ablstdrt my own

tailoring business. The business has been suctdéssfudesign good
clothes for my clients who appreciate my skills.eThusiness has
enabled me to support my family and afford to take children to

private schools.

The improvement of infrastructure around the EPZ &tiracted investors and opened
business opportunities in Athi River. Clean watigpply and sewerage facilities, reliable
supply of electricity, better housing, good roadwuweks, good security networks,
increased population and commercial buildings h#sacied investors such as
supermarkets, hotels and informal traders. Thesam®d population has been one of the

major attraction and key player for a ready maf@ethese investments.

In Athi River there are currently several supermetskevenly distributed to provide for
this increasing population. These supermarketsudeclEastmart, Tuskys, Naivas, and
Self-services Supermarket. These supermarkets éraeeged to provide service to the

increasing demand from the residence in Athi River.

The hotel and hospitality industry has also grovemiendously. This can be attributed to
the Athi River to Namanga highway that gives makés be a transit town, where buses
and transport vehicles stop over night for peoplslip. Also the increase population in
Athi River has created a demand for recreatioraliies for families and these included
swimming pools, restaurants and bars. These indlamections Hotel, Antheana Hotel,
Nomads Hotel, Kaputei Hotel, Esidai Hotel, Fostetdll and others. The establishments
have created avenues for relaxation for local conities and at the same time provided

employment.

Through the location of the EPZ, Athi River hasnga an investor friendly environment
attracting informal trader and small scale entrepuoes to establish business and various
trades. The presence of better roads, improvedriseqresence and street lights has
given investor comfort knowing that their investrtgeare secure.

The increase of population has created a high dénfan education in Athi River

especially the employment of young men and womehenEPZs. These young men and
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women have families or immediately after employmstairt families which contributes

to the high birth rate in the area. This youngdieh require care so as the parents can go
to work. Therefore most of the parents workinghe EPZ opt to leave their children in a
day-care, preparatory school, or a pre-unit. Thgh ldemand for baby care services is

evident by the number of institutions in Athi River

Also the increases in number for the middle classAthi River, has challenged
educational providers to improve or establish Ibeitestitutions that give quality
education. These improved institutions have besgfihe communities in Athi River as
the middle class demand for quality education.

This increased birth rates since the establishnoénthe EPZ has also created a
progressive demand for primary and secondary educatonsidering the time when the
EPZ was started the number of households within Riter has increased making the
demand for primary and secondary education necefsathe new generation. There are
great inequalities existing in teaching standanag facilities between government-run
and private schools. In Athi River there are eigbvernment-run primary schools and
only one secondary school in contrast to the 4@apgischools demonstrating that private

education is a lucrative business in Athi River.

The EPZ workers themselves have also created arntkefoa college and university

education. Increased demand for highly qualifiedfgssionals, competitiveness for
promotion and better job opportunities, has netassi individuals to seek better and
higher education to prepare themselves for thedutlherefore universities and colleges
have emerged to meet this demand within the AtlwieRiThese universities include
Daystar University, Kenya College of AccountancyCi) and East Africa University

College, Path Institute and others. Strathmore &lsity has also acquired land next to

Daystar University and construction work has alyestdrted.
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4.3 Informal Sector

The informal sector has also benefited from thation of the EPZ in Athi River. The
informal sector includes “jua k&li traders, hawkers or any other unlicensed business
operators without formal identities. This sectoreeged to serve the needs of the
increasing population of Athi River due to the mmese of the EPZ. As the EPZ
industries create job opportunities, it also brirags influx in population within Athi
River. This population influx has attracted the ega@ce of informal traders who
provide goods and services to the local communikegood example of the informal
traders is those selling food outside the mainagwe of the EPZ. These food vendors
provide services to the EPZ workers who have litttee in their homes to prepare food.

Another example of the informal traders is the rhandize vendors who carry their
wares from place to place to the convenience ajetabuyers. Other categories of
informal traders include roadside carpenters, mietaticators, vegetable vendors, and

garment hawkers.
According to the respondént

The presence of the EPZ has brought a lot of paoplee area. We are
able to sell more than we used to sell before thg Eame here. | am
able to pay fees for my children, pay rent and alshing for my
family. Without the EPZ, | don’'t know what | woulde doing to
support my family.

4.3 Service Providers

The study has identified service providers hasdlmmsnmunities that have come to serve
the emerging demands of the increased populatientathe location of the EPZ in Athi

River. These service providers included Mavoko Watel Sewerage Company, Kenya
Power & Lightening Company, financial and bankimgtser, health sector, government

agencies, transport, clearing and forwarding comitiasn

7 . . . . .

Jua Kali Traders include artisans, vendors, and informal retailers.
8

Vegetable vendor
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In providing an enabling environment within the eomic zone in 1990, Export
Processing Zone Authority (EPZA) provided watergypo serve the EPZ site. This was
a way to attract more investors to the Athi Riveoremic zone. It is through the EPZ
that communities in Athi River and its environs édeen able to benefit from the water
supply infrastructure. The EPZ Authority’s waterojgct in Athi River has brought
additional water supply package for the local comities in the Athi River/Mavoko and
Kitengela areas. Initially, arrangements were med@et water from Kilimanjaro to
supply the Athi River region. Supply pipes werealldown up to Athi River. However,
controversy over the use of the water by the Maasdi Kamba communities along the
areas where water pipe passed through made the wapply unreliable. The two
communities were in conflict each demanding agaare in the use of the water and the
conflict escalated to the extent that each commiusabotaged the water pipe to gain
access to water supply. The Government througfeB@A had to seek different source
of water to supply the EPZs. The city of Nairobit&rasupply department had to provide

the alternative source of water.

The installation of the water supply included ai@dh pipe from Nairobi with a big
storage tank in Mlolongo area which has been maddable to supply water to the
communities in the neighbourhood initially througe EPZA and later through the
Mavoko Water and Sewerage Company (MAVWASCO). TRZ Ruthority has been in
charge of water and sewerage supply in Athi RitEwever the increased demand for
the services in 2002 saw the establishment of a@ependent body to manage and
oversee provision of water and sewerage servicesrtomunities. The water Act cap 372
of 2002 was formulated and passed by parliameris this Act which stipulated the
establishment of MAVWASCO. This water supply amerity EPZA has made Athi
River and Mavoko town to have the best water sufaatility in the whole of Machakos

County.

The increased population in Athi River as a restiiew job opportunities created by the
establishment of EPZs has also increased the defoandater supply. The increased
demand for water and sewerage services by comrnasrafid other business within Athi

River and its environs has been overwhelming foZ&Rvhose main focus was the
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export processing zone. The government has themmefb an independent body
(MAVWASCO) to oversee the supply of these serviteshe communities. Currently
there is a transition to handover those clientsnfoonities) that were under the EPZA
grid to MAVWASCO. However EPZA will continue to mage the water supply to the

EPZ companies. According to a key informant (KI12),

The Mavoko Municipalities and the communities liyim Mavoko
would be having an acute shortage of clean watémiere not for the
establishment of an Export Processing Zone in Riler.

Before the establishment of the EPZ in 1992, comtimsnin Athi River and Mavoko
neighbourhood used to rely on the River Athi andeldwles for their water supply. As
the Athi River/ Mavoko town continued to grow withiore industries coming up in the
area, the river continued to be polluted. Pollutionthe Athi River is also been on the
increase from the tributaries originating aroundrdl@ and beyond. It is also worth to
take note of the fact that most of the bore hoteshe area were salty in nature thus
consumption of water from them was limited to hotead chores rather than drinking
and commercial use. According to a respondent;

We could not use salty water from bore holes foneercial purposes
because it causes rusting and corrosion of galednion pipes, taps
and breakdown of machinery. The river water we usasl also been
polluted by the upcoming industries. We used to wayer from City

Council of Nairobi which was costly for business.

The provision of clean drinking water by the EP&&luced communicable diseases like
Typhoid, Dysentery, Diahorrea, Amoeba, and Cholan&ch were very prevalent in the

area.

Provision of adequate and reliable electricity ithiARiver has been attributed to the
location of EPZ in the area. The Kenya Power arghting Company Limited (KPLC)
has had to supply power reliably so as to meeirntr@asing needs and demands of end-
users and therefore required to expand and imptewefrastructure of transmission lines
and substations on an ongoing basis. The substatnbuilt on EPZ land with the
understanding that it will satisfy EPZ needs arsbdle used to serve the residents and

business community in Athi River and its envirofble upgrading of the substation in
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Athi River has increased the security and qualifysapply of electricity to the

surrounding industries, businesses, homes andl sostidutions among others.
According to respondents;

Since the establishment of a KPLC office in theaanee have been
receiving fast and effective service for new cotioes and billing.
Previously, we had to travel all the way to Nairobi

The communities, business and industries haveealetited from the presence of the
substation in the EPZs area. According to 2009 @eneport, there are 117,873
households in Machakos District with Athi River iy 45,482 (39%) households with
electricity. This high number of households witkeatticity shows the impact that the
location of the EPZs has had on Athi River and dbmmunities in the area. This is a
significant benefit to the local community which wid be missed in a purely cost benefit
analysis in the normal econometric analysis oftaeefits accrued from EPZs in an area.

The location of EPZs in Athi River brought aboutvi@b opportunities, adequate water
supply, reliable electricity supply, better roadtwarks, better housing facilities and
conducive business environment. This increased lpbpn comprises of workers with
gainful employment at the EPZs as well as self eygd entrepreneurs, small scale
businessmen/women and informal traders, middlesdiasn Nairobi, foreign investors
and business individuals all seeking to providedgoand services to the EPZs as well as
the communities which migrated to Athi River. Thpspulation which comprises of
different communities brought about new demandatim River area and its environs.
One of the major demands created was financiaitutisihs services. With such a
population which has access to resources and whighires such financial services to
maintain and manage their resources therefore exteanh enabling environment for
financial institutions to develop and thrive. Sdttancial institutions include banks, co-

operate societies, micro-finance banks and SACCOs.

Financial institutions globally always strategise capture this growing financial
business opportunities within a ready populatiorthwresources. Each of these

institutions targeted a specific group within ARiver but ended up benefiting all the
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local communities. First, the banks targeted tleeiases cash flow within the area from
business entrepreneurs, industries/companies add #wBrkers. They also aimed at the
newly employed generation (young men and women) the EPZs and start up
businesses within Athi River and its environs ageptal customers. The area has seen
the establishment of Equity bank, Co-operative bdfkmily Bank, Bank of Africa,
Kenya Commercial Bank, and Consolidated Bank. Tes$ablishments are evident to

the increased number of individuals seeking bankargices to manage their resources.

Second, Co-operative Societies, micro-finance baark$ SACCOs targeted the EPZs
workers as a way to establish and encourage artdraua saving culture amongst the
community. With the emerging population having @galiremployment to support their
needs and save for future investment or emergenbese financial institutions have
found a ready market for their product packagess&hproduct packages are savings,
mortgage and credit in nature. The population ini River having the ability to earn and
control their resources has enabled them to takerddge of the financial product
packages offered by these financial and bankingtitisns. These financial institutions
include Rafiki micro-finance, Musoni Next GeneratiMicrofinance, Kule-Dairy Co-
operative, and Kenya Women Trust Fund. Other firdnand monetary related

institutions include Western Union, M-pesa, andéjrorange and so on.

Health is a key component in any society and withihcrease of Athi River population,
there has been an increase of health facilitiegedis This increase of health facilities can
also be attributed to the increased demand of reti@lth care by the lower and middle
class in Athi River. The emergence of a new midttss from the EPZ and from Nairobi
has attracted major health institutions to serve plopulace. The middle class have a
preference to certain institution when it comeséovice delivery. Also being members
of health insurance covers that ascribe to thes@rnispitals has motivated these
institutions to establish branches in Athi Rivervaay to bring service closure to its
clients. These institutions include the Aga Khanwvdrsity hospital, Gertrude Children

Hospital, and Nairobi Women'’s Hospital.
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The health industry in Athi River has not only ieased because of the middle class but
also the ever increasing population of job seekershe EPZ, hotel and hospitality
industries, educational centres, supermarkets, oankl micro-finance institutions and
other emerging industries. These health institgtittave emerged to cater for the
working class and these include Shalom hospitaltoliguni hospital and St. Pauls
Hospital. All these classes of health institutitvas’e contributed to the health population
of Athi River. For without a health population déamment would be stagnating. The
local communities have benefited from these haattitutions immensely.

The increase in population in Athi River due to tbeation of the EPZ has also caught
the attention of government which has establishades of its agencies to provided
services to its citizens. The government is a mewviof public goods which are non-
excludable in nature. This is one of the functiarigy governments exist in society. Athi
River having a constant increase of population tdugew opportunities arising from the
location of the EPZ, the government had to recagrtzunder the Constitution 2010
(Independent Electoral and Boundaries Act). AthveRiwas therefore been upgraded
from a division to a district on its own (Athi Rivdistrict) in 2011/2012. This upgrading
came with some additional advantages such as asinaitive units, opening of some

government agencies to provided services and res@liocation.

Previously Athi River district was a division in #aani Constituency but after the new
boundaries demarcation by the Independent Electaral Boundaries Commission
(IEBC), it was upgraded to a district. This new ausirative unit had three divisions
which are; Athi River, Katani and Lukenya. CurrgntAthi River is a Sub-county of

Machakos County. This was effected after the Ma2€ii3 general elections that
operationalized the County governments. The upgopdi Athi River's administrative

units also had a positive impact where the goveninad to establish some of its
agencies to manage and provide services to thelgpeSpme of these government
agencies that have been established include theigng sub-county commissioner’s
office, gender & social services, immigration, yoeaiffairs and cooperatives offices. All
these agencies provide various services to the eonties in Athi River. For instance,

the judiciary to serve justice, cooperative to nggnaand register micro-finance
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institutions, health facilities to provide healtergces, youth affairs to encourage and
facilitate youth empowerment in the areas and Geadé Social Services to look for the

welfare of the communities in Athi River.

The upgrading and establishment of government ageme Athi River also meant that
the government was to allocate more resource tartbe to facilitate these function and
services. The government has therefore provideddsfutowards construction and
operationalisation of these facilities and alsologgd personnel to provide services to
the communities in Athi River. The local commurstiean now boost of being as part of
government because they enjoy services. This emgayrhas reduced the time and
money that local communities used to spend in sgekome of these services such as
issuance of identification cards, registration ofmenunity based organizations, seeking
justice from the law courts, police services andreempowerment training centres for
the youth. These government agencies have benéditatlcommunities in Athi River by
providing services. For instance the establishnoérilavoko law courts in Athi River,
local communities have benefited in accessing gasat low cost and convenience.
Previously, communities seeking justice travellddle way to Machakos law courts.
This was cumbersome, time consuming and costly wiihtthe presence of Mavoko law

courts communities are now enjoying better ancieffit services. According to the KI1:

Mavoko law courts have made the work of police aafifs, business
communities and residents easier. The police usedravel to

Machakos law courts to attend hearings and thiaddentaged both
police and family members of arrested individu#llso the Mavoko

law courts are now collecting more revenue fromdsoand bails.

The location of the EPZ in Athi River has also laaspillover effect in attracting private

and public investors to provide clearing and foduag services to the EPZ. The EPZs
operating in an importing and exporting industrguies a facility to provide for an

efficient clearing and forwarding of goods raw nmetis to and from the EPZ through the
sea port of Mombasa. The congestion of the Momlpasta gave rise to the need to
establish an inland dry port. An Inland dry portaiscustom clearance facility where
goods from the nearest sea port to the inland eamdved straight from the sea port to

the dry port without undergoing customs clearanoe iaspection at the sea port. The
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process of customs clearance and inspection is uhdertaken at the inland dry port
which is usually located strategically near theatgrs/importers business location. For
an EPZ, a dry port in its neighbourhood facilitabesh imports to and exports from the
EPZ. A dry port facility reduces cargo congestianghe sea ports as well as reducing
the time for customs inspection and clearance. Rapepany was therefore established
in Athi River to provide a dry port facility for stoms inspection and clearance services
for EPZ goods. The company is the only one of sl kn Kenya and was established to
facilitate clearance of EPZ goods from the sea pbiNombasa. The company handles
incoming imports and outgoing exports for the EPEEslso provides offices for KRA

/customs officials.

Goods are transported from the Mombasa port to Riber dry port (Pepe), where they
are off loaded, inspected and cleared by custor®\/Kfficials. The company has been
accessed with a railway lane for the easy tranapor of goods. The dry port is also
accessible by the wider business community opeyatirAthi River/Mavoko Town, who

is not within the EPZ. This is yet another amee#yablished as a result of the location of
the EPZ in Athi River but available and accessifie use by the wider business

community operating in Athi River and its environs.

The first modern railway station in Kenya was condied to serve Athi River area. The
Syokimau railway station was one of the flagshipjgets under the vision 2030. Vision
2030 is the current Kenya government’s policy pgidue print) on development. The
railway station operates two train trips every niagn(7.00 &9.00 AM) from Syokimau
to Nairobi and another two Train trips from NairdbiSyokimau in the Evening (5.00 &
7.00 PM).The train serves the communities livingSpokimau, Mlolongo, and Athi
River town. There are Shuttle buses which pick plassengers in the morning from
designated pick-up points and in the evening thep them back. Those with cars leave
them at the railway parking yard which was spegidésigned for that purpose. A daily
parking fees is chargeable for each car parked. déhvelopment of this amenity or
project by the Government to serve the EPZ regimea éhas been praised by the
communities living in Athi river area because ishasulted to significant savings and

benefits to the communities’.
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The train fare charges are low compared to nornogl @hdMatatufare charges between
Athi River and Nairobi. Those with cars save imisrof petrol, car maintenance, tear and
wear high parking fees chargeable by Nairobi Ciguixil, inconveniences of traffic
jams and considerable savings on expensive pddaikons living in Athi River and
working in Nairobi were earlier compelled to wakgas early as 4.00 AM in order to go
through the heavy traffic jams and get to work iometat 8.00 AM. The train encounters
no traffic jams and takes only 30 minutes from Sy@u Railway station to the Nairobi
Railway station. A vehicle plying between the tvadlway stations during the same time
which is usually characterised by very heavy tecaffams in the morning takes
approximately 2 hours. This is partly due to thet that there is heavy traffic at the Jomo
Kenyatta International Airport with planes on loeaid international flights landing and
taking off at the Airport and hence many vehiclegying passengers to and from the
city centre of Nairobi using the same Mombasa tad¥ba Highway. In addition to the
increasing population in the area, the Syokimawesi station has provided a convenient
mode of transport to the residence and travell@tse community is expected to further
benefit when the railway service is further exteahde Athi River town centre to

conveniently serve the larger Athi River community.

4.4 Conclusion

This chapter argues that the influx of populatioe do the presence of the EPZ created
demand for various services thus attracting semiogiders. These service providers are
referred to as the secondary communities. The ehaptgues that the secondary
communities were attracted to Athi River to serkie emerging demand of the local
communities. These secondary communities includesl ihformal traders, second

generation property owners, investor and businessranity and service providers
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CHAPTER 5
Summary, Conclusion and Recommendations

5.0 Summary

The Export Processing Zones (EPZs) has impactedmgthe Gross Domestic Products
(GDPs) of host countries but also benefited thall@ommunities. This study was an
attempt to examine the impact of EPZs on the looatmunities especially those living
around or near their locations. Globally, the ER&é promoted manufacturing for
export targeting foreign exchange earnings, Forel@nect Investments (FDIs),
employment, technology transfer, skill spilloveusiization of local raw material inputs,
value addition, and, sub-contracting to local gurises for services and supply of inputs.
In Kenya the EPZA promotes export oriented indaktmvestment within designated
zones. EPZ investors enjoy attractive fiscal ineest and an already developed
infrastructure by government as a pre-requisitbesg infrastructures have necessitated
the development of various amenities to facilitdteir operations. This include roads,
power electricity stations, water supply systenesyesage and drainage infrastructure,
administrative and security offices. The amenitiese developed to create an enabling
environment to attract industries and Enterprigesivest within the EPZs. This study
referred to these amenities as the takeoff paciagievelopment.

This amenities takeoff package for developmenerseficial to both the EPZs and also to
the local communities living around or near the EPFhe study categorized the local
communities as EPZs communities, business commuaitg property owners’
community. The findings of the study indicate tbat to the non-excludability nature of
the amenities takeoff package, the communitiehénarea automatically gained access
and used some of these amenities without restnicibese amenities provide the local
communities with “takeoff” factors that open up theea for development. Although
these developments are not captured in a “purebt benefit analysis”, during an
evaluation of the EPZs’ performance at nationaklem a host country, this study has
established that the benefits to the local commusisignificant.
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The impact of the location of the EPZ in Athi Riverthe local communities has been
beneficial. Despite the initial conceptualizatidmatt EPZs provide job employment,
technological transfer and increase of export pctda of host countries, it also benefits
the local communities of their location. The fingénof the study show that the EPZs
established amenities (takeoff package for devetoprare non-excludable in nature and
their location influences/attracts the establishimeh other communities as service

providers to local communities.

The emergence of service providers in Athi Rives\Wwacause of two main reasons; one
that service providers emerged as a result of dmathds of the local communities in
Athi River. Secondly, that those service providemserged to serve demands of the local
communities. These two factors contributed to theergence of service providers to
serve the demands of the local communities. Theicgeproviders include financial,
hotel and hospitality, educational, real estateglthe government agencies, transport,

clearing and forwarding communities.

5.1 Conclusions

The findings of the study have informed the redearchat the location of the EPZs in
Athi River came with an amenities takeoff package development that benefited the
local communities due to their non-excludabilitytura. The study also argues that the
non-excludable nature of the amenities takeoff pgekfor development and the influx of
population due presence of the EPZ have an impatttet local communities. The study
concludes by agreeing with the statement “that|toation of the EPZs has had an

impact to the local communities in Athi River”.
The findings of the study have led to the follownanclusions:

» First, the location of EPZs generally attracts miakestors to its environs. In the
process of establishing an enabling environmenE&fZs, governments develop
infrastructural and service amenities that are exeiudable in nature (takeoff
package for development). These amenities araligitneant to serve the EPZs
but also end up serving communities in the area.
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Second, the presence of EPZ in a location alsaenfies other investors to
develop. The environments where EPZs are locae@@ynomically suitable for
other investments to thrive. The means of produactf@bour, capital, raw
materials) are easily accessible. The Athi Rivereztocation is accessible to the
means of production and with the governments tatiin there has been an
emergence of various industries. These industridge htaken advantage of
amenities established to serve the EPZ to deveabtopeapand their production.
Examples of such industries in Athi River include Bamburi Cement, Simba
Cement, Rhino Cement, Savannah Cement, SAJ Cerabeuki Steel Industries

and others.

Third, Export Processing Zones (EPZs) not only Eemiee host countries but
also local communities. Host communities not onlgndfit from the non-
excludable amenities that serve the EPZs but atsn the influx of population.
The increase of population creates a demand oran@okvarious services which
attract other communities to emerge as provideesvie providers). These

communities specifically serve the needs of locahmunities in those areas.

Lastly, the location of EPZs contributes to theréase of population and
improves the investor environment of local commiesitThe EPZs create job and
investment opportunities that encourage rural-urdad urban-urban migration.
These migration results to population influx of @thcommunities and also
provides a ready market for various service indestrThis population after
acquiring jobs and businesses in the EPZs creaewademand and needs for
housing, healthcare, education, security and ewskibg services. These needs
and demands for these services attract more imgetst@rovide.

The location of EPZs in Athi River largely benedittocal communities through
the amenities established to serve the EPZs dilretonon-excludable nature and

the influx of population due presence of the EPZ.
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5.2 Recommendations

The study has established that the location ofERZ in an area results into several
benefits to the local communities and opens up rea #or further development. The

study makes the following recommendations:

* The government should establish more EPZs in atheas of the country which
are convenient for EPZ investment. This is bec&R2s not only contributed to
the development of host countries Gross Domestidirition (GDP) but also to

the development of local communities.

* That assessment and evaluation of the performah&®ds should not only be
based on a purely Econometric analysis but alse itato consideration the non-

tangible benefits which accrue to local communities

* There should be a deliberate effort to link the ames meant for the EPZ to also
serve local communities. This will facilitate fastievelopment and opening up of

different parts of the country for development.

5.3 Area of further study

This study aimed at establishing the impact ofltlvation of Export Processing Zones to
the local communities in Athi River. The study Sfieally examined the extent to which

the location of EPZs in Athi River has influencée tdevelopment of amenities for the
local communities. The study identified the bemefihat have accrued to the local
community as a result of the location of EPZs ARiver. More research needs to be
carried out to establish the wider spectrum of temgible benefits that accrue to local
communities due to the presence of an EPZ an akeatdchnology transfer, local

entrepreneurship development and so on.
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Appendix I. Letter of introduction to Respondents

UNIVERSITY OF NAIROBI,

DEPARTMENT OF POLITICAL SCIENCE,

P.0.BOX 30197-00100,

Nairobi.

Dear Respondent,

RE: REQUEST TO COLLECT DATA FOR A MPA PROJECT

| am a post graduate student at the University airdbi pursuing a Master of Public

Administration degree.

Pursuant to the pre-requisite course work, | ameaitlly conducting a research project on the
impact of the location of export processing zomethé local communities in athi river. The focus
of my research will be on extent to which the lamabf the EPZ in Athi River has influenced the
development of amenities for the local communiti€kis will involve use of questionnaires
administered testaff working in the various firms within the AtRiver EPZ complex, the
general public, members of the communities who Wihin the locality of the EPZs,
Government officers working in Athi River and menef staff of the EPZA who all

belong to the different communities.

I kindly seek your assistance and authority to secmformation for the research at your
firm/company/organisation through questionnaires iaterviews. The information collected will
be used exclusively for academic purposes andbeilheld in strict confidence. Your assistance

is highly valued. Thank you in advance.
Yours faithfully,
Gregory Muia Munyao

MPA Student
UNIVERSITY OF NAIROBI






Appendix Il: Questionnaire

EPZS IMPACTS TO THE LOCAL COMMUNITY

1. Do you thinkEPZs has benefited the local community?

a. Yes [ ] No [ ]
2. If yes state how the local community has beneféed result of the introduction
of EPZs.

3. In your opinion, would you say the location of ERZ#\thi River has contributed

to the development of the local community?

4. How has the location of EPZ benefited you as a nezrabthe local community?

5. Do you think the location of the EPZ has assistedybuth on training?

6. Explain your own view of the technological transterthe workers in the EPZ

companies



7. Do you think the presence of the EPZ has assidtedldcal community to

establish their own business in the neighbourhood?

8. What are some of the developments that have bermybr about by the presence
of the EPZ?

9. Would you say that the location of the EPZ hasuigrficed the development in the
area?
Yes|[] No[]
1) If yes, kindly explain,

10. Are there known EPZ workers who have started theim business?



Appendix Ill: Key Informant Interview Guide

1. How long have you lived/worked in Athi River

2. Establish skills acquired
i. Has the presence of the EPZ influence the developrog skills
among local communities
3. Establish benefits to local communities
I. Has the location of EPZ benefited local communities
il. What are some of the benefits that local commungigoy due to the
presence of the EPZ
4. Establish the extent of amenities development
i. Has the location of EPZ influenced developmenhmdrea
ii. Name some of these developments

5. Has the presence of the EPZ influenced your operati






Appendix 1V:

List of Key Informan

ts (KI)

Key Informant Code | Company Date of Interview (2013)

Kl1 Assistant Sub-countly30™ July 2013
Commissioner

Kl 2 Senior Manager (EPZA) Souly

KI 3 CEO (MAVWASCO) 3§ July

Kl 4 Manager (KPLC Kitengela Office) 31uly

KI5 Principal (TDC) 31 July

Kl 6 Registrar (TDC) 31 July

K7 Officer Commanding Statioh8™ August 2013
(OCS) Athi River

Kl 8 Assistant Chief (Athi River) B August

Kl 9 District Health Officer (Athi| 8" August
River)

Kl 10 District Cooperative Officer "BAugust

Kl 11 District Gender and Social Officer " ®ugust

Kl 12 District Youth Officer § August

Kl 13 Mavoko Ward Representative " @ugust 2013

Kl 14 Town Clerk Mavoko [} August




