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'.’A._BST»RA;CT'

The manufacture and assembly of veh1c1es is- more

‘efflclently done in large plants where long productlon
.runs’ are poss1ble. But small 1ndustr1a1121ng,‘

‘develop1ng countrles have gone 1nto both manufacture

L4

-and’ assembly of.transport vehicles ) Th1s has resulted

'],.'in short and inefficient productlon runs, underutlllzed

o : 1nstalled capacity and expens1ve vehlcles that are

f'magorlusers of forclgn exchange.

2

The ana1y51s of henyan data, collected from i

¢°egrimary and secondary sources, shows that the 94

«»pws v;glcles assembled locally are .an unnecessary

”““*“*“f:at‘on and impose hlgh per unlt assembly costs.

“;Th1s dlfferentlatlon has contrlbuted to capac1ty

"a'underutllldatlon -Aoreover installedmcapac1ty is

“i'manifestly e\cessive.- rurthermore, deletion'a110Wances

’ are 1o“er than overseas per unit production costs

g and these allowanccs are small fractlons of local per»

-un1t nroductnon ccsts. Thia dlscoulages 1ocal sourclng..

'Additlonally, the assemblers do not aggre551vely

=-search-to raise local components~usage and they,even

_reject‘components,approyed by the national.quality

"7standards bureau. ~Hence5slocal content in‘domestically

3 assembled'vehicles,is low and import content high.
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g‘This makes the vehlcle a heavy user of forelgn exchanvef
'pand an. 1neff101ent saver or earner of forelgn exchange.

'Worse-st111 employment - output elast1c1ty is negatlve"w
iand henyan1zat10n of personnel has stagnated key -

:menugement p081tions are held by,expatrlates although

the ownerShip of:equity is mostly‘local;

‘These.. flndlngs suggest that the vehicle assembly
'industry is an, Jnefflcient user of scarce economic

resources. This 51tuat10n should be remedled and

T national obgectives pursued more strlctly. Vehicle'

models,»plants,%franchlse'importers 4nd‘dlstribution

'fﬁnﬂhsépvice;paints, shoulﬂwbe|dpastically reduced. . The“
_tesultinglefficiency wouldtfeduce,the ex-assemhlyJéost
of the:vehlcleshyw7“7 perlcent messembly charges‘by‘

67. per cent and reta11 prices of vehlcles by between

20 and 25 per cent These cuts are substantial,

To achleve these palns, the gouernment should
vuse 1ts politlcal ‘and llcen51ny powers plus voting
;rlghts in the. assembly plants to otremihne the. industry.
'Furthermore,‘deletlon 1llow1nces should be re- negotlated
v~work permlts sharply»reduced more dependence on |
nqtionul stqndards 1mposed nnd the prlce control.

lfﬁformulm reformed Penaltles should be- meted out

agalnst defaulters; .Flnallv, exportlng should be E

. promoted through 1ntercountry cooperatlon, usage of the

mult1nat10nal flrm s, operatlonal net“ork and lfuter

arrangements.:”
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CHAPTER 1."
INTRODUCTIOI
dwd; Introductlon'7'

: The motor vehicle has continued to occupy an 1mportanti
"place in: soc1ety 51nce 1ts 1nvention. ItS‘manufacture :
is concentrated 1n developed countrles whlch achieve the -
'economles -of large scale production.f Industr1a11z1ng
'countrles do. assemble and even manufacture vehicles..”But
their maikets are small and differentiated resultlng 1n1:

1neff1c1ent shortrprqductionuruns,'f'"

g Kenya assembles a varlety of commerc1a1 vehlcles for -
her small domestic market Productlon runs are short |
'backward linkages low foreign exchange usage high and
JOb creation 11tt1e.: Henceﬂthere is need to 1mprove |
‘nroduction efficiencv by*lim1t1ng the number of .models
of vehicles, assembly plants and franchlse importers and
h promotlng exports.f Addit1ona11y vehlcle distributlon |
costs would fall and hence retail prices, if the;pp‘
d?Stribution'sector werexstreamllned. | |
2. Outline of thlS chapter ‘ o :
Lne 1ntroductory chapter covers the context ‘the g

’stqtemenf of tho problcm tbc ‘rancuork for examlnatlon

’_ data collection problems the dlscovery and spread of

the vehlcle, the arrlval and plice of the vehicle in.
:Kenya. The first~and'current'assembly plants.and the
assemhly'operntion,arenalso*discussed.ffThe‘body,and
trailer building and ancillary industries are covered

~as well as a.summary,for the1chapter{'t'



_,g;ag”‘Tﬁé contextf

Most developlng countrles opt for 1mport
‘substltutlon 1ndustr1allzatlon to dlver81fy thelr
',economles, galn experlence 1n manufacturlng, spread
1ndustr1nllzat10n through backward 1nd forward
1images create more JObS, acquire new sk111s and~
save forelgn exchange. But these countrles 1ack
-1nvest1b1e resourccs 1nd hence design polic1es
to attract investors. The resultlng plants are small
eand inefflclent by uorld standards., Vehlcle manufact-
urlng and assembly plants and anc1llary enterprlses |

;fall in th154category

f4t A statement of the problem
henya does not manufdcture vehlcles but assembles_
:them.; The vehlcle.assemhly 1ndustry is young and
‘there have been charpes that 1t is 1neff101ent | Such
'charges suggest that tue-lndustry s foxward 11nk
.w1th the transport and other sectors are expens;ve,:
and that its contrlbutlon to 1ndustr1a114at10n is
llmlted Hence there 1s necd to conduct a sectoral

studyhabout the industry.

5. . Framcwork for ehamlnatlon
Issues for rese%rch “ere 1dent1f1ed through a
»review of the avallable 11ternture on 1ndustr1alizatlon

in developlng countrles and ﬁamlligrlzatlon visits to



some«localbvehicle'assemblyfplants Hypotheses were_
formulated and varlables “for testlng them /identified.
_The varlables 1nchxbd productlon ales,:exports,
inventorles,_costs3_f1nenc1ng;and employment.ﬁ'A‘
Questionnaire was designed{and later used in pre;arranged

.

~persona1 1nterv1ews with’ vehlcle assembly 1ndustry
executives and anc1llary enterprlses (see Appendlx)ﬂHII)
’éllfflge~vehicle assembly plants were v151ted ) Also
visited uas a sqmple of an0111ary firms to supplement
the»informatlon suppl1ed‘by the. assembly plantS»
:concerning 1oca1 ava11ab111ty of components. ;Certain:. -
government depmrtments and organlzatlons were contacted
to get official views on. the 1ndustry._ Publlshed

and unpublished sources were also used ; Combined

these sources provlded a ba51s for 1rr1V1ng at. certaln

"conclus1ons 1nd publlc pollcy recommendatlons.

6,,; Datn-collection problemS‘

lost of the informatlon was readlly avallable.
But detnlls on the structuze of costs, overseas
productlon»and frelght costs ff1nanc1np and deletion
fallowances were not revealed because they were ,
-confldenthl Overseas pr1n01pals also refused to
Supply such 1nformat10n. " In the few cases where some
of these dmtdlwerefobtalned we. had to promlse to d;-"'
uSe them 1n a way that ensures conf1dent1a11ty HenCe
that 1nf01mat10n had to be codea, suppressed or.

Wlthheld. Frequent vehlcle'model-changesnled to



L .<1ff: PEEEN o
_,discontinuat;on_ofksone_dodels and‘this_preuented
- this author irom,obtaining_sufficiently.lopé.time

series data.

All flve vehlcle assembly plants were v1s1ted
but only a sample of the* an01llary firms- was 1nterv1ewed
- The sample was, - however,‘not random because a
complete frame of these enterprlses was not avallable.
-Most large - but few small - local component producersd

were v151ted.~"

,7.:_*‘Théfdié¢§ye§y and"ﬁhefspread”of the Vehicle:
Ny ThedWheeled'vchicle uas.discoveredpat avtime.

‘when.farhers had surplus’agricultural produce for
| sale to urban d“ellers 1n thc an01ent Tlgris and
7Euphrates civillzatlonlz From there 1t spread to other
'kparts:of A51a,,Europe‘and,1nter to;Amerlca. - It has
éinbe_beeh.eV01Véd;amid[strong'opposition,linto the
'selprrOpelled-road:uehicleFWhich now occupies-a'Very

important place in society.

8, l~The.arrival of theguehicle:in Kenya:
”'The§cart ;wagonnor=rid$$aw pulled by the ass.
or mule or by one or t“o men was probably 1nt10duced

,t° the henyan coast by- Arab traders long before

~the arr1val,of the first European explorers in the




E VfIch;Centurv These vehlcles later became a w1despreadk

Tmeans ‘of transport espe01ally among the newly arrlved
*settlers;E Even the publlc admlnlstratlon of the late
v19th and early 20th centurles had mule-pulled carts 2
v’For 1nstance 1n 1932 the Publlc Works Department a
'fpredecessor of the present Mlnlstry of Roads, Transport3
and Communlcatlons had a transport fleet compr1s1ng of
v':four mule carts and seven lorlles.gy Slnce'that‘year
the number of self—propelled vehlcles, both Government
and privmtely owned has increased tremendously
‘9.1'The.p}aee,ofvthe:veh£c1eginkkenyat%r:

In 1980 there wvere 240 thousand vehlcles with
-current road 11cences and they had a 51ng1f1cant impact
~on the economy Dur:ngrthat.year, the»road transport
isector [ output was. h£ 93 m11110n or 2 per- cent |
of the natlonal total The sector contrlbuted nearly
KEGO milllon or. ‘9.3 per cent to the: Government S |
_recurrent revenue Of the K£ 960 in 1mports ‘in 1980
‘16 per Cent was for. transport equlpment On the
negatlve slde.n There were 11,000 road trafflc

ac01dents qnd 1nvolved 20 OOO people over 12000° of whom

'dledmln:1980. »Table 1.1 summarlzes thls.



- TABLE 1.1 e D | .
R . THE CONTRIBUTION OF THE ROAD TRANSPORT SECTOK, 198C.

e

_ TOTAL . : | - ROADS

Gross outputl'vf,; A;;?7e-¢;j]1 . (Kt m%liion); . 4,558 | . .93 | 2.0 . 'per cent |

"_Government recurrent revenue ,“(hc m*llion) 43 : _'\BOQA; ~_ef9.3 i‘ ve; .V7 '“ 
| ”Importslr’ ”; vf.' ._;:"e'_ (K milllon) 90 | 184 | 16.0 e e
,':Trafflc a001dents (Road) o '4 :.A7_,, v»7"' ‘..”- | .,V "'f:e -; | e:_ --’>~
(a) Accidents . (Nwmbery (| 11,320 | 11,329 110.0 "
(b)Number of persons 1nvolved .v.7 ;f(Num§er) T | -20,071 V7v20!07i 1 '_100;0} iv" f H";
(c)Number of persons kllled :;_.. v (Nnmbgr):, vj -s32;228-A, »2;ﬁ28v' F‘IQO.O;*' -:‘3’"ijﬁni

'vVSoques:,-Statlstlcal Abstract 1981 \1r10uL twbles
- 1 Gross Output:. Tables 43 and 169-
'Government Recurrent Revenue Tables 187 and 217(b)

’Imports Tables 51(c) and 61(a)
Traffic acc1dents Tablc 190

_ N6tes;fd) Gross Output is in bas1c prlces i.e. 1t:exc1udes the effect of subsidies nnd indirect
. taxes. : -

bi Government Recurrent Revenue is gross of appropriatlons = in- ald and is an average
of 1979/80 and 1980/81 '




10. The 11rst vehlcle assembly plant in henya

In 1952 the Publlc Works Department of Kenya
’Government partly cleared 1ts heavy repalr worhshop in
.Nalrobl s_1ndustr1alfarea‘to make room for the first
veﬁicle assembly-plantv in the'country‘s"bvehicles' |
'uere to be assembled from paftly knocked down. (CKD)
full kits 1mported from the Unlted hlngdom.‘ Thls
operatlon requlred more. weldlng than hltherto known

n “the" workshop,infllctlng a b1g straln on the ex1st1ng
: equlpment“ A new larger-palnt'shop that could |
accommodatevupto s1\ vehlcles agalnst one or t“o for B
the old shop was comoleted JUSt 1n t1me for the spray
_ paintlng of the first locally assembled vehlcles. -Thel
assembly'plant created an” addltional 24 JObS over’ thc
104 that ex1sted prev1ously Eut t“enty four years
later, in 1976 1t was dlsplaced by a few commer01al h
jveh1cle assemblers who acqu1red an ollgopoly for vehicle lh

assembly'ln the country

11, Commercial yehioleiassembly plantsé7

In 1982 there were f1ve authorized vehlcle
assembly’plants in henya namely Levland Kenya Ltd
(LhL),-General‘uotorS'henya Ltd. (GHK), Assoc1ated
‘Vehlcle Assemblers (AVA), ‘Fiat Kenya Ltd (FKL) and
'Zlba Management and. SerV1ces Ltd Three plants are
located in. Na1rob1 and one each in Vombasa ‘and Thika.
TOgether they assemble a w1de range of makes add

models of commerc1al;veh;cles.~'~
. L N L K - Lt . "



_.-_11 l Leyland Kenva Ltd (LKL)

ThlS flrm started assembllng partlally knocked
8 .

"udown klts lnto veh1cles 1n Na1rob1 1n 1962 It was’

Fthe flrst assembly plant authorlzed to assemble

completely knocled down k1ts 9 'The-plant moved to

'Thlka in 1976 In 1982 1t assembled ohe= ton plckups,

:medlum and heavy trucks of three to nlneteen ten axle |
.f welght capac1ty,'a lwn43 Larand.lbus The 1oeally : |
',iassembled vehlcles inchxed the Land Rover pick.up

~and statlon uagon, the Range Rover .lwmmymbassengerlt'

car,oLeyland trucks-and buses,'thegVolkswageh-vaﬁQahd o

pick-up, the-‘mtmxbishi’ pick-up’ a‘nd"‘ligh‘t trick and the

Su7uk1 llght van S1x makes of vehlcleS\Wﬁe assembled

'-in thirtv aeven modele at- the plant .- VPhiClP*kiLS “erem

imported from the United Klngdom, West Germany and

"Japan In 1982 LKL had an annual capac1ty of about

4 200 un1ts on a one shift ba51s for f1ve days a week

The Cooper Motor Corporation and Slmbn Colt “engthe
ma1n~d;str1butors for LEL vehicles. Between the two;
there were over 32-ageﬁt3faﬁd brueehee Eholddfﬁg'serine]
workshobs?i Ih’1982 thevvehicle:assemblyfpldht‘employed

a total of 580 people, of “h1ch 408 wéréfpfbaubtion

“orkers._ Out of the 580 employeea elght were expatrlates.

The expatrlates held v1ta1 management~posts anbludlng _'

fthe managlng and productlon dlrectors TThezﬁERHtffs

.Owned 45 per cent by Brltlsh Levland ‘20 per~cent by

the Cooper Wotor Corporatlon and 35 perﬂcentlby the

Kenya Government



1.7 - Ge"riéf‘ar”zxicistars' Kenya- ‘Ltld (cmx)

o General Motors Kenya Ltd started assembllng buses,'
medlum trucks of s1x to elght tonnes ‘carrying: capac1ty
and one tonne’plck-ups 1n 1977- In 1982 the -

.plant assembIed two makes and fourteen models ’1the
-Isuzu one - tonne plck—tp elght-tonne truck and dump truch
-_ and 3 52 62 passenger bus,»and the Bedford elght-tonne
truck and dump truck. hnocked down veh1cle klts were
imported from Japan and the United Klngdom. The plant s -
annualuproduction*capacity on-a;one-shlft,-flve-dayrweek
"basis waST46867nehic1es inv1982thThe‘vehicles were o
dlstributed 1ocally by tuenty-one dealers whlle G“K ;
‘-concentratai on the export_market The f1rm exported
ahfeW'hundred vehlcles‘to‘neighbouringvconntries'-
inclnding'Uganda.Z;Itfmade Jigs'andfsomehwere“exported’
to 51ster companies operating in far off countrles such
as ngerla, Zambla and Zlmbabwe.. The plant.had~358
"workers_includlng,flve1expatr1ates in 1982{n298~Were
production‘workers. Expatriates*held vltal/management
eposts of the managzng, f1nanc1al productlon and -
'sales dlrectors. G"h is owned 49 per cent by General

“otors (USA) and 51 per cent by Industr1a1 and Commerc1al

'Development.Corporatron (henya).

- The plant planned to 1ncrease the assembled vehlcle ‘

'range by three more models by the end of 1982

\ :



C11 3 Assoc1ated Vehlcle Assemblers (AVA)
| Assoc1ated Vehlcle Assemblers started vehlclei-r.

assemblyoln 1977.at Mombasa.ﬂgln@19§2,1t assembled
Tvlight .medihm‘and“heavyEcomnercialtyehicies'iﬁAnine_
“makes’ and 39 models.- The“rahgé»df.vehicleg assembled3'
at the plant 1ncluded a half ton ‘and one=- -ton . plckups,
llght busesb medium and. heavy double-axled trucks of

up to about t“enty—ton awle welght carrylng capa01ty and 1
a much hlgher tra1n load The llst of vehlcles assembled
“ascomposed of Toyota Datsun Dalhatsu, Rhlno -FUZO _;
Mercedes Benz, Volvo Peugeot‘ Ford (see Appendlx

Table K) Knocked down vehlcle klts nenalmported from
Japan, West Germany,_Qweden France, the Unlted Klngdom
etc, The plant s 1982 productlon capaclty was 11 180 units
on aAone shlft basis’fordtiye days;a week.
| Vehicles assembled at the plant wenadlstributed
.locally by six maln and . three small franchlse holders,_
includlng Westlands Motors=Ltd.,;D.T.-Doble.henya\Ltd.,
Marshalls (East Afrlca) Ltd Hthes'Kenya'htd'a bd'
Eastern "Motors Ltd Comblned the main uealers had ’
a total of over 60 agents and branches 1nc1ud1ng
‘“orkshops - None of the vehlcles “eneexported . 572
Persons were employed at the plant 1n 198& out of

whom. 450 were productlon “orkers The ‘two expatriates
- Working at- the plant held the posts of factory and |

materials managers. The flrm 1s owned by Industrial



,*névé1¢§nént=35nk Ltd (25 per cent), Kenya G0vernment
(26 per cent), Lonrho (24¥ per cent) :and . Inchape |
(24% per cent) 4

Thereverc plans to 1ncrease the number of
makes and models of vehlcles assembled at the plant
'_ll.?ddFiat Kenya Ltd;n(?KL):
Tlat Kenya Ltd., likevG“k.and’AVA started
: vehicle assenbllng 1n 1977 PhL assembled medlum and
heavy Flat trucks of between six, ? and 45 tonnes
icarrylnp capacitv in four models 1n 1982 The plant
alsovassembled trailers. rlat knocked down klts were -
imported from”Italy‘. Its 198 annual capa01ty was_
'only 1, 000 unlts from one Shlft flve days a week'
Fiat. aenya Ltd distrlbuted 1ts own vehlcles through _'
eight branches 1 The asscmbly plant employed 30 productlon
'norkers and f1ve admlnlstratlve employees who 1ncluded
-two- expatrlntes in. 1982 The etpatrlates held the‘
nosts of plant and servrce managers .86 - per cent of L
the shares in. thls company are held by Taif Holdlngs td

Ltd. Whlch ;s controlled by prlvate Kenyan c;t;zenst

_11.5 'Ziba Management‘and ServicesﬁLtd.‘(ZMS)é
Ziba Uanarement and Serv1ces Ltd started
ODeratlnrr 1ts Na1rob1 plant in 1978.; It assembled Mack

trucks from the Unlted States of Amer101 -In-4982




-Lit had an 1nstalled capac ty to produce only 120

: vehlcles per annum from one shlft The plant stoppedv 

operatlnv in- 1981 to renegotlate the franchlse nBy

May - August 1382,»operataons.had not»resumed. The_

firm isfWhollyﬁownedgbyrtKenyan pritate'citizens;'
SRS - :

12"5 Contract assemblers.

In a contract assemblrng arrangement a-vehicle
assembler rece1ves 1mported knocked down veh1c1e kltse
:and locally procured components for assembly into a -
‘vehlcle\at a; fee,fand dellvers the flnlshed vehlcle
bcto‘its‘oWner : the franchise holder or contract
'importer Thencontract importer is respon31b1e for
' “negotlatlnb the pr0curement or veh1cle components as
well .as for payment The nogotlatlons cover franchlsevv
arrangements, deletions and deletion allowances source
_of inputs purchase of local components,_assembly
charges e\port ete: : AVA and;LhL;were contractgassemblers
whi le GMK ' FKL and zu ."ﬁ'e"ifc"n’ct.'."T.,c"cojtract»' }i?.—.';;ca?ter.;
negotlate procurement‘of 1nputs; assembly and dlstributlon
" of the f1n1shed vehlcle.' Thore uere ten such 1mporters
in 1982, namely, Amazon Motor ~Ltd., Cooper Motors’ |
Corporatlon (h) Ltd., D T Doble (K) Ltd., Eastern L
“otors Ltd., Hughes (h) Ltd hano ”otors Ltd Ryce:l
| otors Ltd., Slmba Colt Motors Ltd., Westlands Votors lxd;
and Harshalls Lnst'Afrlca Ltd The Motor Serv1ce»
Cbmpany Ltd- was negotlatlng for a contract 1mporter s

licence in;1982.‘ If the 11cence 1s granted the



thé numbenedi eonffnet importers Will r;setto«eleven;
Jeep Kenya Ltd;pwiilJsférf‘diS£ribnting}Jeep;Cherokee
of Ameridan;crigih in mideeptemberrIQSZQ( This will
raise the number of contract importerS’tO'fwelvewand
make_G.M.K a- part contract assembler 51nce'the company»

will.assemble the'Jeep on con_tract.10

Thus, the
numberbef‘franehise impbrters could riSe to iiiteen; if_u,
GMK and FKL,,whqgalso:importfvehible=CKD,kits'were_ _

counted..

13. The vehicle assembly dperationf;l

The veh1cle assembly operatlon starts w1th recelpt,
unboxlng and inspection of 1mported completely knocked
down kltSjand loeally procured.eomponents*to ensure-

- that ;he;pants qgree?with;suppentingfdoenments} ~The

assembly takes place in two.lines: chassis and'cab lines.

lsflx The chnssis_linef'v

This. line invelvesmthe~assenb1y of the' body
frame and the:bowef‘trdnsmissien. 'Invtne'frame aSsemblY.v
crpss.and side' members afe reVerted or Weldedhtqgether.
The power tranSmissionvassembiy.invoiVes'fitting wheels -
on.reams.. These n;e fixed on inxles“and’tnen theiframe
is mounted. 'Body harnesses*are cohpieted here and:the
structu1e is rolled on for englne, gear box ‘and shafts
mountlng. Then, the cha351s 11ne Jjoins the cab llne,

ready for the cab drop.



13.2'“'The‘cab line:

In the meantlme three of the flve ma1n cab

| assembly act1v1t1es are completed namely body

assembly, v palntlng and hard trlmmlng The"'
remalnlng;two.act1V1t1es cabadropplng ‘and soft
trlmming; are undertaken_when‘the chass1s line Jo;nsdi
the cab line. Finally the'vehiclehis;inspectedlfora‘

quallty and power performance |

13.2, 1 ‘ Body assembly:v

E Body panels are- cleaned and then fltted 1nto

'precision Iixtures called Jigs whlch are designed

specifically for. each model of . vehlcle.. ThlS ens ures“-
correct fit as “ell a8 body allgnment Whlle on'thei'
jigs the panels are welded by electrlc spot and seam

welding guns to. form a. body shell. The body shell

' moves to the metal finishing section where the welded'

seams or: Ilanges are suruercu auu b;ud Then the
entlre surface is 1nspected and 1rregu1ar1t1es .
corrected. The body shell is, then treated chemlcally

and sprayed wlth pre—prlmer and a sealing compound

pAfter each Spraylng the body is- drled and rubbed or

sanded
13.2.2, 'Paintingf

The body shell then moves to the paintlng booth
WhICh 1s the most expens1ve 1tem 1n ' vehlcle assemblv
plant, Under~contr0lled air condltlons the;body_ls

Spray nainted by:hand.‘-Uptodthreercoats are;applied.



“BBARZ

After dryln the shell is- 1nspected and 1f»satlsfactory;'

\'AII{()B

t moves to the next statlon
13.2;3.' Hard,trimming:
ThlS 1nvolves flttlng glass hardware,'exterior

mouldlng, panel 1nstruments, heaters etc.
13.2.4. Theijoint line:

-13«2 4.1 Cab dropplng |

| ~The cha551s and the’ cab 11ne join to fac1litate
cab dropplng After the cab has beenwdropped it 1is -b
flxed onto the already assembled frame, englne and
transm1531on w1th wheels. The power and electrical'

‘ connectlons are completed at this stage

13.2.4.2. Soft trimming
Soft trlmmlng 1nv01ves the fltting ofseats,;_
'upholstery, door and roof linings and other soft trlm
13.2. a. 3 "Inspection‘
| Tne veulclc is now. neaxly complctc. ﬁcw;vef
it has to be 1nspected for the quallty of body work

. and po“er performance before it is declared ready _l3

'for departure irom the assembly workshop.-

14, Vehlcle body and traller bulldlng 1ndustry

In 1982 there were at least ten vehlcle body

bulldlng and flve traller bulldlng flrms each employlng;.:

12

S0 or more persons in the country.. ‘These firms plUS

Other smaller enterprlses recelve orders Irom varlous



eustomers anclualng assembl& plants to bulld vehlclei
bodles for matatus, trucks, trallers buses and coaches
Most materlalflnputs for thlS 1ndustry are 1mported e. g.
sheet metal p.v.c. materlal, wire and leaf sprlng

| steellflats.." | |

4

15. 'The ancillary industry:
The young and small'ancillaryrindustry manufactures'

spare—parts for.the current:stockgoirvehicles.“*SOme'of;'

the»spare parts such as-tyres and.batteries, are[used;

by the local-assembiy plants,as‘original'equipment.

There are about 2513 flrms engaged 1n the

A nanufacture .or- assembly of vehlcle components ‘ Most
firms started manufacturlng after approval by the New .
Progects Commlttee14 though some started productlon ,
without approval 15 - Between 1977 and the flrst half of"
1982 the New Projects Committee approved nlneteen
'progects for the manufacture of thlrteen different: 1tems.
Some of these flrms were to produce under 1lcence These
prOJects were 1ntended to produce brake 11n1ngs, brake
'shoes, brake pads, automotlve V-belts, filters for oil,
air‘and diese1~fue1*“hydraulic jacks radlators, shock
‘abs orhers, e\haust pipe systems, leaf sprlngs, automotlve
bulbs and electr1cal w1r1ng Some of these 1tems were
alreadY-belngvproduced'domestlcally‘by other manufacturers
e.g. brakevlinings rubber hl' tubesils.'The'projectsp
PTODosed to . generate at 1east 576 . new JObS at a total

Cost of hShs. 147 m11110n. .;,~




16,'.:Summaryri

Kenya s. flrst assembly plant,-whlch was wholly
.owned by the Government gave way to commer01al
vehlcle assemblers 1n 1976 By 1982 there were flve
small assembly plants, four of whlch were operatlng.
The Kenya Government owned 5; per cent of two of the
larger three plants and was a mlnorlty shareholder 1n
the remalnln_g one. The other shareholders ‘were Gexieral
Motor's‘U“S' A, 'Lonrho Inchape- and Brltlsh Leyland 'rhe

remalnlng but smallen plantswmne owned 301ntly by

Kenyan: and forelgh 1nd1v1duals and companles.

- The plants\employed a tdtallOf tht\over l;de a
DGOplefineludingrabout'l QUO produotion wOrkersvintIQSZ;
Thcy were. managed mostly by etpatrlates and assembled
vover ninety models of vehlcles in. nearly twenty makes.
Except for Gwh and FhL the vehlcles - were. assembled |
from ChD klts supplled by ten franchlse 1mporters.a,‘
The assemblcd Vehlcles ‘were returned to franchlse
dealers for dlstrlbutlonH,AGMKEhadvdealers'and FKL"
branches. dThe'sellinélandfservice networkbis

comprehensive.-

The anc111a1y 1ndustry was small and Supplled,
only a few components to the asoemblers . The traller

‘and bOdy bulldlng 1ndustr1es were. also. small



. CHAPTER IT:
'LITERATURE REVIEW .

‘1;A Iﬁtroduction:o

v: Too much pxoduct dlffereotlatlon,klow capac1ty
ut111zatlon, lagglng enployment growth heavy use - of
forelgn exchange and low backward 11nkages are
widespread in the manufacturlng 1ndustr1es of develop-'
ing. countries, These;ploblemsdalso:affl;cttthe 2
vehicle asséhbly'indusﬁry, Fuffhefmore in the?o;
vehicle manuchturlng and assembly 1ndustr1es, deIetion
allowances;.ﬂre 1ow. Thls also dlscourages local
coﬁpdnont“souféing{especlally;31nce_thevlocal,markets
for Vehicles dfe'sma11 and-the_éoéts'highifor ohort‘
proddotion‘ruhSuk | o |

2. Unnecessary product dlfferentlatlon 1n developlng
~coun‘crlo : -

2.1 Intrdduction"’
g Import substltutlon inducfr1ﬁ117atlon very offon
results in unnecpssary product differentlatlon and

short production runs and expensive products.‘

2.2 Unnecessary product dlfferontlatlon in developlng
- countries: . :

'Unnecessarprroduotvdifferontiation is Qideépread‘
in dev010pipg countries,; ThiS'is.ohuééd‘byofofeign _
manufaoturefs who invest in impoft éubétituting
industrles to proserve thelr market shares in the-'

; face of restrlctlons and total barrlers to lmportitlon




;dof thelr products | These 1nvestments often produce
goods whlch though technlcally dlfferent satlsfy J
the vsame needs ‘ Alternatlve]y, the goods produced are -
‘technlcally 51m11ar and are; only dlfferentlated by
bcolour,‘fragrance mlnor 51ze varlatlons packaglng .
etc. for marketlng reasons agaln satlsfylng the same |
needs. Such dlfferentiation, though necessary “in
developed countrleS\ls unnecessary in developlng countrles
where consumers/buyers are- only 1nterested in satlsfylng
basic needs. For 1nstance, 1n Kenya ba51cally s1m11ar
‘detergents are colour dlfferentiated and t011et soaps
packaged to conform to brandnames.zlehe Kenyan water
pump market is also differentrated since“pumps'hauing
slmllar heads/capacity ure“sold in crfferent models._
For instance, in 1980,‘9 565~ water pumps were 1mported
in 263 models-for use in.the countryv This 1eve1 of -
differentlatlon is- unnecessary for a. small economy like
kKenya s.? Zlmbabue, anothen deve10ping country to the
south of Kenya, a1so fﬂces unnezcss ." duct :
differentlatlon as illustr ted below, -

- "ARNT (sic) register .of manufacturers for 1978

lists fifteen: ‘varieties of hair. shanpoos, ten
- hand-creams; five lipsticks, seven types: of

swimming pool palnt ten varieties of pet food
and so forth R S : v .




2.3 Unnecessary product dlfferentlatlon in the o
| vehlcle manufacturlng 1ndustry 1n deve10p1ng

ountrles

In the vehlcle assembly 1ndustry, therebls

mldespread differentlatlon ,In fact, one ba31c model
can have numerous varlatlons such as colour, trlmmlng

and body shell But some of these varlatlons do not
affect the performance of the vehlcle and are thus
unnecessary. Ignorlng mlnor var1at1ons,~a model has
been described by Rose,as | '

"the fam11y of cars Whlch could be bu11t around a

standard set of body panels. and are assembled on
" a common set of jlgs.ﬂ 5, ‘ .

In‘1959' ”"ibasicumbdelsﬁwerefassembled“in“New‘
Zealand, ylcldlng an annual average productlon run of
only 1 600 unlts per model 6 In Argentina thlrteen
manufacturers produced about 195 000 vehlcles in over
68 basic.models,of cars»andutrucks 1n;1967.7' This
yields a makimum annual averaéc run“ofv aboutf2;870
units perymodel;"This; likerthat‘of'New Zealand,.is-

a short3 production.run by world standards;

The large number‘of,basiC-vehiclevmodels plus

numerous other varlatlons in transm1s51on, and body

work 1mply that the anclllary 1ndustry must ‘be highly -

differentlated too.' The problem is further compoundeu_;
by the. preference of manufacturers of vehlcles to' N

eStabIAsh thelr own forglng and foundry fac111t1es and



also manufacture‘majoreCOmnonents-suoh:asfailesﬁ~and'1“'
transmlssions to ensure a. regular supply of good quallty
products Manufacturers of equlpment also develop

thelr own suppllers of parts. For 1nstance, in |
Argentina there were often as many as half ‘a dozen -
suppllers for such parts asv;adlators and batterleS'

in the 1960's.v There were about 20 OOO components

.“and parts manufacturers durlng the perlod in that

country.8

2.4 Dupllcatlon of»investment"

The observed hlgh differentiat1on of products
implies that investments are’ dupllcated and productlon'
runs~short This results in underutillzatlon fof
capac1ty due to. change-over manhour and machlnehour
: losses whlch also louer productiv1ty and raise. per
unit costs. This is" illustrated by a conversatlon Langdon'
had nith a managing dlrector of a henyan palnt
_ subsidlary - | |
_”"You ve got in a pa1nt company to have 20 per cent

of your machinery which is idle, if you are
turning-out'a big .range ... so it does become a
difficulty of your production plant; .this, 1ncreases
the cost quite consrderably because one man can
makevzooolrallons of ‘the same colour. or 200 .
(of differentwcolours?g and-he spends .the same
amount ofitime on it." L S

In the vehlcle manufacturlng 1ndustry, model

varlety results 1n Short productlon runs. ThlS ,‘“

increases certaln capltal costs such as the costs of




jigs and toollng, compllcates the organlzatlon of

processes and ralses total learning ‘time for workers.'

Bulk purcha51ng of 1nputs is: not p0351b1e w1th the~a

prollferatlon of models and dascounts are forfeited
whlle 1nventor1es of both lnputs,_and flnal vehlcles\

L

and spare parts are increased The d15tr1but1on
network of vehlcles and‘parts s also duplicative. 'The
efflclency of the vehlcle repaars 1s reduced For B
instance, repalr 1abour product1v1ty on unfatmlllar
odels falls. For these reasons 'component 1nd -
vehlcle pr1ces in: developlng countrxes are much hlgher
than uorld mazket prices._ Hence the buyer of the
vehlcle has to buy an expens1ve veh1cle and expen51ve
replacement components. For instance in Argentlna

the carburetor is 3 5 tlmes the US orlce “hlle axles

are tw1ce and Iorgings and” Cast1nrs up to 5 times US
s/

,prices.lo ‘The“ex-factoryuprlcesfof carS‘and trucks
averaged’2;55tiﬁes«thosefoI7US'in.1965.;1.v |
»Piantsrin the'vehicle parts-and assembiy .»
1ndustr1es have prollfoxated “lth offlclal encouragemcnt
through’ pzotectlon of” local content ABaranson observed«‘
this 1n‘Argent;na: | o o o

"... 1ndustr1a11zat10n‘pollc1es have resulted

‘infa large- number of vehlcle and. pazts N

mﬂnufactureiﬁ that arc 1heffic1ent by world
Standards." ‘ _ ‘



fsome manufacturers took advantage of economles of

,scale and av01ded frequent model changes 1n the post

Y

This contrasts w1th Trance and. Germany where !

A
o

it
N

} ,World “ar II. - perlod (e g. 'Volkswagen). Thus thesel

countrles were able to produce cheaper cars than d1d

‘developlng countrles.

3. Utlllzatlon of 1nstalled capa01ty in. developlng
countrles. : : o

' The degree%of‘utllizafion of installed.planf
capacity has m1cro- and macro—economlc 1npacts..§ﬁut'
developlng countrlcs undcrutlllze thelr productive
capac1ty. hven indlvidual manufacturlng act1v1t1es

underutlllzcd 1nstalled capa01ty. The vehicle assembly

is not exceptlonal Therc would be large economlc

benefits if utlllzatlon rates were ralsed or productlve P

capacity expanded.

3.1 The macro— 1nd micro—cconcmlc 1mpacts of capac1ty
utlllzatlon' »

The level at which installed capac:ty is mtillzed
has both micro- and mncro—economlc 1mpacts upon per '
unit productlonlcosts prlces, manufacturlng surplus,
diSposable 1ncone sav1nbs 1nvestment anﬂ employment
Creation, Pence ralsln" capac1ty ut1llznt10n rates
brlngs large economlgc benefits. A couple of atxempts d
to express‘these»beneflts in a funetional iorm,ame

cited below, -



o
In hiS‘investigationtof ‘the importance of
excess 1ndustr1a1 cap101ty, and reasons of 1ts ex1stence-;‘

13 studied West

in developlng countrles, G; Wlnston
Paklstan He suggested that capac1ty ut111zat10n

can be manlpulated by economlc plannlng As: a pollcy
variable 51m11ar to sav1ngs,,eapac1ty utlllzatlon
influences the rate of’ growth “Winston uses the Harrod—
Domar framework and he ignores populatlon growth rate.

as well as the effect of economles of scale.ﬁvHe

proceeds as follow :

‘wheref g::‘peroenttgroﬁtu oftoutbut per anuum
“s;%'margihal-propensity to save
k= 1ncrementa1 capltal - output
| 'ratlo or. marginal cap1ta1 - output ratlo.
Writingat"r =‘l,.t gobecomesbi g'='rs - ) |

L k AT
‘where r is marginal output-capital ratio.
‘If‘the rate of utlllsation of 1nstalled capa01ty
(K) falls;vincremcntal'capital—output,ratio (k) will
rise while its inverse, marginal output-capitai"ratio )
(r = %),-falls;_fThis implies"thdt»the grththate
(g = rs) will fall if capital is not used fully.
From thisafindiug}4the'follow1hg statement can be
made :  "If capltal stock 1smeed11(where h is
'~ positive but less. than unity) proportion
-of the time, .the utilization adjusted
‘output-capital ratio - the one that
‘actually would be required at the

~ hypothesized level of utilization of
' capital stock - is hr and the rate ‘of growth(g)'




becomes ~~ g' = hrs"! .

‘But g"— hrs isv less than 4g-5ers, Thisl.
relationship 1mp11es that "any underutilizatlon of
scapital must either force a reduction 1n ‘the ‘rate of
’growth or must be offset by a. reductlon in. current
A consumption (or equivalently an increase in marglnal

propen51ty to save) or: by an increase in capital

product1v1ty “14

Thus the country that has used 1ts maX1mum
’ apa01ty to save to the fullcst faces-a 1OWer‘growth
rate with cqpac1ty underutilization than” it would

have with full utilization of capac:ty.

| Similar conclu51ons have becn reached by

c. L Schultze and others in their investigatlon of
the influence ;of capac1ty utilization rates on the
behaviour of: investment, prices and product1v1ty.

They have stated that

"CapaC1ty utilizatlon rates are 1nvolved ,
in the determination of. investment, consumptlon B
and price level, albeit - . .= 1n an
exceedingly complicated way" 15




This finding implies that capacity utilization
rates 1mpact upon short-run economic behav1our through
its effectuon movements of nrices and productivity
which in turn affect the share of 1ncome g01ng into
profits, and hence changes the savings rate and hence
.the size of-the "nultnﬂier' Therefore the 1eve1-
at which the available resources are utilized should
be a major concern of all governments . if society hasf

to: benefit substantially from industrialization.'

3.2 v'¢anacitv-underutilization}in:developing}countries;
Commentators on developing countries' economies

offer illustrations about the existence of Widespread

capic1ty underutilization. For‘instance, in their

book on~Employment'Polic1es inﬁbeveloping;Countriesf

ﬂouly and’ Costa have enumerated cqses of underutilization

of industrial capacity in developing countries of ASia

Africa and Latin America. Utilization rates in these

countries range bctween 20 per cent and 85 per cent

with *”st of then near the lo“er limit ' Thevconsequences

of these low utilization rates include

“....unnocesarily high unit costs of production

‘leading to high selling prices, which in turn mean:
‘restricted domestic sales and 1ack of competrhve—
ness in foreign markets. They (sometimes) . -result
also in low-rates of profit in such. firmf and .
vconsequently low rmtes of re- investment"




Low re—1nvestment rates suggest that under—'

' ut111zat10n of resources slows down both economic. -

growth ‘and” Job,oreatlon.

3.3 Capacity.underutilization in Kenya:

In Kenya as'in.other deve10ping countries,’there
is capa01ty underutlllaatlon in. the manufacturlng sector.

ThlS phenomenon and 1ts 1mp11catlons have been commented

- on by the Internatlonal Labour Organlzatlon s (ILO)///

1972 report on’. Kenya.17l The comment was based on
prellmlnary rosults of a special survey coverlng

firms employlng 50 or more persons in 1971 “The" report
states” that capacit; unﬂerutlllzation 1s ‘not’ w1despread
But 1f utlllzatlon uas ra1sed to the f1rm s preferred

levels, gross domcstlc product of the manufacturing

;sector would have increased by eleven percent ,The

report goes on to state that

1f capac1ty ut111zatlon rates were ralsed to
140 hours or 168 hours a week, the sector's
gross domestic product would have been 100

‘per -cent and 135 per cent higher, r,espectlvely."l.8

From her intensive résearch on capital utilization

in Kenya manufacturing sector for reference period 1971,

M. A, Baily‘lgfconcluded thatxthere-was underutilization
of inStalled capa01ty Her flndlngs agree with those

17
of 110 -of the same reference perlod
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.“_ Off1c1ally, the Government of Kenya recognlzes
the ex1stence of unutlllzed capac1ty 1n manufacturlng
and other sectors of the- economy and the negatlve
effect of unused 1nstalled cap1tal assets on future

economlc development when 1t states that

"‘l

"It is lmportant for future development that
the private sector as well as the Government make
‘every-effort to increase capacity utilization." 20

3.4 7:Capacity'utilization_ingéndividua; sectors:

The capa01ty utllnzatlon rates referred to above
are’ aggregated fOr the manufacturing sector., Amongw
_industrlal act1v1ties there is somc varlatlon. "For
instance, in Burma in 1962 63 cnna01ty utlllzation rates
for vegctable 011 extractlon plants was 20 per cent
and for certaln food process1ng factorles 1t was 85

per cent.zll A second 111ustrat10n comes from Kenya S.

manufacturing sector.~ Accordlng to the ILO2 --1972
report on Kenya the 1ouest ut1114at10n rates (worklng
48 hours or ‘less a weel) were Iound 1n food beverages,
: tobacco, furnrture-and'flxtures;-palnt etc.,lndustrles.
Only in twelve out of the 44nindustries”coveredvwere
actual utilization ratesnconSidered satisfactory at
140 hours or more per week., The twelve 1ndustr1es
included bakery products, 'sugar knlttln" mllls and

cement, | More recently (1J8°/83) Dr. P Coughlln has

found that foundrles and metal englneerlng workshops



use only 23 and 34 per cent respectively;»ofxtneif a

_1nstalled capac1ty.23fl

3.5 Capac1ty utlllzation in the vehlcle assembly
' industry ’ C _ ,
In hlS study of the New Zealand motor car 1ndustry
Rose has found that |
‘:'"The New Zealand assembly 1ndustry customarlly
- operates on a single (eight hour) shift, with
overtime, basis, In this, it conforms: to._‘

"practlce in most of the smaller scale mgjor -
industrles 1nclud1ng that in Australla._

anhls quotatlon suggests that underutlllzation of
installed capa01ty is not conflned to the very young
developlng countries of Asla Airlca and Latln Amerlca
but it extends to more advanced countries such as .'

:Australla.ﬁ

| In Argentlna only 62 per cent of- capac1ty in |
" the vehlcle manufacturing 1ndustry was used in" 1968 25
In New Zealand the vehlcle‘assembly 1ndustryvused 701'
per cent of its onpacity in l967."A few_smaller' =

flrms utllized even less of. thelr capac1ty 26 anis "

COHClUSlOﬂ “as based on ‘one e1ght hour sh1ft plus

overt1me and took planned or normal capa01ty to bev

_Bo‘per_cent'of-technicaltcapacity.-



3.6 The Bénefl;é'ofjhigher;capgéity“utilizatiOn:l'

Incre%sed capa01ty utlllzatlon would raise’

output labour: product1v1ty and employment creatlon o

and would lower fixed as well as total per unlt

production costs.

. ‘

To quantify the-eifecfibf*higher capaciiy"

utilization on' unit costs of a vehicle  assembled in

New Zgaldndgﬁose

27 ¢

proceded-astOlloWé:

(a)i_Ke;CIQSSified5fotaljassemblyvcosts-intow

(1)

(i1)

variable costs which were composed of

vehicle kits, local components etc,.

et

,fixed_costsvshch.asiintérest,'reht)

depreciation etec. .

(141)

manufacturing sury plus which is the

'ditfcrenée.betweén selling price of

. a'vehicleland its production cost.

(b)(lne thCn;rﬁiséd-dtilizatioﬁ»rateé progressively

'lfrdmIGOfperucehtftof7O per'cent,_SO.per'ceﬁt,

- 90 per cent and lOO-per cent, and at each

.}Ievellhe comﬁdted fixed cdéts,ﬂvariable‘costs

e e wmema

1the mqnufacturlng surplus as well. as the Mxﬂegﬂﬁ

‘prlce.




]f Hls flndlngs were that per‘unlt flxed costS
which represented 8 6 per cent of the value of . the daﬂ
vvehlcle at 60 per cent utlllzatlon level fell to- 5 2
per cent at 100 per cent utilizatlon level Th1s represenﬁ;a
drop of 3 4 per cent 1n un1t cost of a: vehlcle,IWhlch
under carpetitlve condltlons may be passed on to the

‘buyers in full or in part

Other beneflts of h1gher capac1ty utlllzatlon L
1nclude creation of new emplovment opportunltles
which ‘in. turn pexmlts.c flner div1s1on of JObS, enhances

'uorkers' skllls'and raises labour product1v1ty
3.7 Gainsvfrcmpcapacity expansion:

A.reductionfin~unitnproducticn‘c03ts: newcjcn'p‘
vopportunitles and other*bencflts can be obtalned 1f v
'productlon capac1ty is 1ncreased to meet new demand
,Internat1ona1 LiterdtULC su"wesfs that s1vn1f1canf"
economles of scale Wwould be reallzednupto‘ a capacity

28 .

'-of 100 OOO unlts per ‘annum, This‘level has-

. already been surpased in ‘some: developed countrles;

For the beneflt of deve10p1ng countrles, the
,e\perience of developed countrles in reaplng galns
from expan51on of cap1c1ty has been e\pressed in

the follow1ng exponent1a1 *form by Haldl and %hltcomb 29




£
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¢ - cost
-x!=\capac1ty (or max1mum) output

b “are- parameters.

'From an estlmate of 32 flts an average value-for‘
parameter b was found to be'— O 678 1mp1y1ng that
each doubllng of plant 51ze w111 reduce average and
'bmarglnal operating costs by 20 per cent over the ‘range
of output studied A sample of the New Zealand'.
’vehlcle 1ndustry 51milar1y found that unit productlon‘
' costs would fall by 1°i per cent at each doubllng
"of capacitv.3o- | o
‘4, .Lagging_employment growth'in developingpcounﬁries:
-‘4.1_J Introductionﬁh' o ',-f ~o

: The 1ow job creation in developm«y countrles
‘is exnlalnec by product cho;ce.vfactor prlce-distortaons :
and the nultlnatlonal corporatlons' pollcy More

anpropriate technlques would 1me110rate thls employnent i

output growth 1ag

4,2 'Low jOb'creatiOn inldevoiopinchountries“
Employment growth la"s far behlnd output growth -

in developlng countrles 1nc1ud1ng henya.'

Develonlng countrles of A51a,_Afr1ca and Latln

Amerlca achleved a mean annual growth rate of 7 3 per



'ncent 1n.1ndustr1al productlon and only 3 2 per cent

.for employment in- the 1960'5.3} Kenya too experlenced -
an employment —'output "rowth 1ag durlng the same:
perlod For' 1nstance, in its’ 1972 report the ILO

m1ss1on to Kenya observes that

s

"Durlng 1964 70 the . growth 1n output in the
~enumerated sector was about 8 per cent per

cannum.against, an increase.in eggloyment of -

under a4 pcr cent per annum
In his paper on; labour absorptloniln the Kenyan
manufacturlng scctor,‘J “eeks concludes that the ‘
'sector has not performed as. badly ‘as. some people op1ne 33
'Furthermore capltal 1nten51ty in the Kenyan manufacturlng
5sector may not bn hlgher than 1n other developing '
‘countrles.m%l:; ack 1n a paper on employment and
_product1v1ty concludes that cap1ta1 1nten51ty 1n some
_manuf cturing actlvities in Kenya though not-the;_
vlouest 1s lo“er than the mean. for Indla ”lSrael’and
Japan.31 q~If honever, lsrael is- removed from the
computation of the mean Kenva s cap1ta1 1ntensity,is

' pushed up above the mean 1n the palnt 1ndustry and

remalns below in the cotton and textlle 1ndustr1es.~”

.fhalnefgrrndiné‘and‘COncretefblock,making'in'
Kenyahshow a wlde range of technlques some labour
fjlnten51ve and some mech nlzed The newer machrnery,
' eSpec1a11y 1n malze grlndlng, have much hlgher
Capac1t1es and are: thus more mechanized than the

. £
.olderztechnlques.sd_
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In hlS henyan study coverlng 42 plants 1n food

proce351ng{ pa;nts,.show.pollsh soap, shoe productlon,

'cement-production;vmetal, plastlc_conta1hers and

,home:toiletries;'H.ﬁPack?ej'fouhd'thét-o

NN

_qtechniques in uSe are more labour -

“hf.:lnten51ve than those found in developed

Can

Gy

(iv)

These fihdirgs suggeSt thatfalthough Kenya!s“
industrlal sector employs technlques th%t have glven
rlse to lagglng aggreﬂate employment growth 1nd1vidual_'

act1v1t1es use ‘a- mlxture of technlques

_The‘manugers“of“ﬁHE“plants‘thOﬁéht;fthf
ﬁh{local labour costs would have to trlple

before greater automatlon was con51dered

2Mandgers*With;technical;qualifications
,‘_Were_the‘to addot‘teChhiques'andfiachieve
'_‘hlgher ﬁroductivity from'disemhodied B

) technolong

countrles e

The scope for labour substitutlon 1s w1der

;in the aux1111ry activitles such as materlal

rece1v1ng, material handlng, packaglng and

'f'storage




. In the vehlcle assembly 1ndustry in developlng e
countrles, employment tralls behlnd output growth
ThlS is illustrated bv the Argentlne vehlcle manufact-

urers: and assemblers Table, 11 1. refers

TABLE II.1

VEHICLES PRODUCED ANDAEMPLOY“ENT IN. ARGENTINA'

- Jack Baranson,
Dovclon1nr Countrles,‘p.

1906 lJaQ AND 1965
Year Outpﬁtaf{ Enﬁlo&ment~ rﬁtexnge'Annual . Ratio
- B ~.. | Growth: Rates
v % v ‘Output | Huployment
1 2,. m. ,3x . 4 5 6 = 54 -
Y1es6 . | 5,900- | 3;700
1659 | 32,800 . | 11,600 5% 46% | 0,61
1065 |195,000 |- 34,600 | 35% 17% | 049
1956-65 | .. .. 46°% 28% | o.61
Source: ConseJo chionll dc Desarrollo Argentina_1n

Automotive Industrles in

Output refers to Vthcles assembled or
'-manufactured :

The nomber of.vehicles produced in.Argentina

grew faster: than employment bet“een 1956 and 1965,

Yleldlng an overall meloyment - output elastlclty

of 0 61

e




4;3 _"Reasonsiforﬁlagging»employmentfgrowth:_
‘,4 3 1 Introductlon

Lagglng employment growth can be explalned by
the product1v1ties of cap1tal and labour product ch01ce

~_factor price:" dlstortlons multlnatlonal corporatlons'a

policies and ch01ces of technlques..'”

4;3&2 TProduCtivities“of”factors'ofhproduction:
<FasthgrOWth ofalabour:and'capital'productivities
-can be achleved whlle employment stagnates because
of the technlques used and quallty of management and .
y“orkers. »ThlS‘is so.because, technlques transfered_to
‘developing 'countries are often ]abour sav1ng Newer
‘_techniques are even more . labour— av1ng and thus ra1se-
.the product1v1ties of the factors of productlon at the
expense - of more employment Furthermore if the,-
’exlsting factors of productlon were not fully utllized
nithln the existing working practlces ‘more output
could bevachleved~w1th effectlve uxxeraﬁon 5éfweenv
‘managers and workers : Skilled managers can 1nstall
1ne\pen51ve 1nnovatlons and achleve hlgher product1v1ty
from ‘the ex1st1ng factors of" proouctlon. Forvexample,
‘Pack37 found that a: manager of a Kenya plant was
- able to: ralse the productlty of a uorker by makln" y
tuo processes converage on h1m._ The ‘same source ‘cites

the case: where an 1nternally generated cheap innovation

in frult proces51ng, led,to a four-fold labour.



productiuity rise.i These 111ustrations shou that
v product1v1ty can rise’ with no 1ncrease in. employment
and this 1ntroduces an employment - output growth
lagrw |
4.3.3 ”Product choice:.

If the product_chOSen‘has to:meet international
'”ordnd-name qumlity-standardsfthelmethod used has
to ‘be capltal 1ntensive.ivForlinstuncesfor Kenyats '
brqnd—name t011et soap and detergents,manufacturers use .
metnods that“ure 50 per centwmore capita1~1nten51ve‘
thﬁn Iocal handmide soap.?8 p’ﬁess*jobs ure creuted“
with more capital 1ntensive methods of production than
with less capital 1ntens1ve techniques.

Furthermore, the complexity of production
,processes and the: need ‘to winimlze per unlt costs
results in highly automated .‘methods. For example,
the vehicle component industry produces Q vast number
of parts 1ncluding forglngs and cast1ngs.39-.Each |
- component is manufactured from dlfferent raw materials
" of strict,uniformlty. Hence, quality control has to

be‘in;builtlin.muchincs; Additlonally,_to m1n1mizev

~per unit costs and thus maximize profits, high

production volumepls necessary, This is achieved with
.longeproduction{runs which uée’conveyor belts rather

‘thun manual‘hundling, ‘Thus fixedscapital is substituted



for 1ab0ur and thls 1ncreases the capltalllntenSLty
of production processes.' These methods are often
transfered to developlng countries 1ntact _1ncreasing :
the cap1tal 1abour ratlo there. ThlS results in

' 1ncreased 1abour product1v1ty and largely stagnant

employment

v4t3.4-‘~Factor ';price-distortions:'
»Cheap;capitaijandiexpensivealahour'increasesthe»

oapitaleintensity\o£»production andithus:reduCesfthe
demandmfor-iabour;“‘bapitalfséarCefdeueioping countries

have to attract 1nvestib1e funds by offerlng 1ncentives.
to~fornagn‘; e tors., The.incontivoe 1nc1ude low or-

'no duties on. imported machlnery, emsy “epqtrlatlon

of d1v1dends and other earnlngs ‘and of expatrlate workers'
alarles, control over ‘sources of inputs and: respon51b111ty
}over ch01ce ofimanagement ThlS cheapens capltalrand»

also makes Iorelcn 1nvestment verv nrnf1rable and.

allows room for illegal repatrlatlon of proflts through

‘transfer- prlcing.' ThiS'makes capital'more attrmctive

to. 1nvestors and thus d1scourapes labour creatlon.

"”.Additionallv 'although wages of indigenous workers
are‘low- trade union actlon to ralse wage rates
1ncreases labour costs 1n the 1ong run.: Thls would

discourage the demand for labour..a‘



’ More 1mportant1y, productlon may be d1srupted
ythrough strlke actlon 1f other methods fall to resolve
a 1abour dlSpUte- ThiS encourages a reduction of. the
vnumber of labourers to "manageable levels e Capltal
is thus substltuted for labopr and employment ‘falls,
though product1v1ty Trises, | |

.;il‘ Wldespread unemployment 1n developlng countrles
encoulnges governments to dev1se pollCleS for raising
vgware employment‘} In th1s connection prlvate flrms may
" be wsked to 1ncrease thelr employment by a certmlnv
percentage. For e\ample; in 1978 “the. Government of

'Kenva requested all employers, publlc and private,

to 1ncrease thelr employment by 10 per cent 4 - :
"Slmllar requests hmd been mnde 1n 1964 and 1970 41
;But‘flrms uould w1sh.to>decrease ke vulnerablllty to

‘1ncreases in labour costs by ch0051ng labour” sav1ng

' technology

4.3.5 " The multlnatlonal corporatlons' pollcy
Multlnatlonal corporatlons nlm to max1m1se global

proflts.‘ They achleve thls by m1n1m141ng costly |

| 42

«technical adgustments,k ra1s1ng labour productlvity,

’and substltutlng capltnl for labour etc.‘ But these k
efforts may - confllct w1th a developlng country s
“governmental pollcy | For 1nstance,'an executlve of a

5mult1nat1ona1 sub51d14ry operatlng in. Kenya said



S It's acorporatc obJectlve... Labour costs are
-~ insignificant -here - labour costs plus actual
__beneflts are’. less than- one per cent of varlable
\jicosts.. “And- onthat: basis we spend an 1nord1nate'
f‘amount of time’ Scarcblng around for labour reductlons;
' But this is.a thlng we are expected to do. and
CJif I don't do it in- my.job,-then I am not doing-
- my job rlght *so far.as: (the head office) is

concerned. So, ba51ca11y it's .an objective zglch

s'1s in. confllct w1th ‘what th1 country needs.
. N . l - .

4;4‘;Ch01ce of approprlate technology
4 4 1 Introduct10n' | . :

Selectlve 1mportat10n of new or. secondhand
'machlnery and adaptlon of modern ones could reduce the
employment - output prowth lag. But for exportlng,»

,'automated plants are necessary

1'1 2 wLabour—lntenalve technlques for domestlc productlonﬁ
| Small plauts are sometlmes more. approprlate 1n “
';developlngacountries. Thls 1s so because domestlc markets
are, small and can. be adequately served by small plants.
'Furthcrmore, the plants may.. not dcmand expens1vevand
lhlﬂhlv sklllcd manapers 'wtééltéenall";:small‘plants
“are deflnltely more labour— u51ng ‘than larger ones
and labour is cheap. chce small plants are economlcal

in developlng countrles ‘ The small plants can co ehlst
with larger ones,'as in Argentlna.y In- that country,
numerous small anclllary vflrms get sub-contracts from

41

larger parts manufacturers.. These.small Argentlne

' flrmsiarernefficient by'worldFSEandards'but5this does



:.not suggest that small firms must. be 1neff1c1ent »'Foriph
: 1nstance,_a 51mp1e power tiller de51gned for small to:h
medlum scale productlon was produced and marketed o
at half the pr1ce of comparable 1mported des1gns 1n the 4
Phillpplnes, ‘in the early 1920'5. Furthermore, existlné
manufacturers did not requlre any addltlonal fixed

cap1ta1 to producc the tlller.45

L Secondhand plants are expected to su1t developlng
countrles qu1te well ThlS 1s so because older plants
are usually smaller and less automated than the more
:modern ones. But the purchase pr1ce pos51ble ffd
_unavailablllty of snare parts and thc expected short

-‘11£e of thc machlnery may make such plants unattractive.

-s‘However,,secondhand plants have often been transfered

"to developlng countries.gsf

It is bowever, not .easy for developlng conntrles""
;fentrepreneurs to obtain sultable secondhand machlnery
v; because the: markct for such technologv is 1mperfect
NForelgn companies are-in a better p051tlon to locate
"and 1mplant labour-uslng technlques some of which are
in: use and others long dlscarded ~ For 1nstance an
Amerlcan flrm,vBu51ness and Industry Dcvelopment |

Company set out to" l:;--'



a.nstandardize package mnd sell small universally47 .

;needed 1ndustr1es .to. underdeveloped countries "
Q'pThe company has since collapsed but the 1dea
flS still sound : -

vConversion:or.adaption of automated techniques

to suit" local labour abundance 1s p0551b1e For
:1nstance, a US affiliate assembling vehicles in Latin
America substituted labour and general purpose tools
for some spec1a1ized tools (such as - welding Jlgs) _
'H1s annual output of 20 OOO was very low by US standards
' but he. suffercd a: cost disadvantnge of only 6 per '
48

cen ‘: ThlS shov _that discconomies of small scale.

|

can be reduced tremendously by substitutlng cheap

labour for expen51ve capital equipment in developlng

countries.,~-*

In‘some’cases, 1ocal'persons have 1ntroduced
'aaaptia«s‘ lFor instance 49 a Thai company was able to =
adapt an 1mported air-cooled gasoline 'engine ior.small
*scale labour 1nten31ve productlon. The 1oca1/engine
was. able to compete favourably “lth 1mported biands
produced by automated methods in developed countries
‘The local brand was s0 successful that it was later

e\ported to Indones1a and “alay81a.'



) But 1nternatlona1 companles have‘often kept
technlcal adgustments to the very mlnimum on’ the
fallegatlonathat_adaptlons‘are.expenslve and‘that
they~disrupt_éﬁtomated,production-flows,feThiS‘isttrue'
for‘devélopedtcountries;where}production voluhesvare R
‘highru But‘lt’cannotibe'truer}orvdeveloping countries -
wheré'marhets are‘Small 'In fact automated productlon ~
technlques are very expen51ve where productlon runs,
, are short For 1nstance, in- 1968 the price of an- Argen-:
tine vehicle was 122 per cent 1bove the world market price,
k and;SQ;pcrﬁcent of the dlfference.wadeue to dlseconomles-
5f:5méll Sédlé.sq B o ol , S
o It is lhportant ethereforé, thatideveloping"
' countrles obtaln sultable technology ~In this connectlon;
multinational flrms internatlonal organlzatlons dewﬂogxiand
developlng countries have roles to play, especially 1n
1mprov1ng the abllity of developing countrles to acqulre
,appropriate technology and manage productlun efflciently _13
Hence 1t 1s urgent to 1nvest in facilltles to generate
vthe required Skllle workers such as productlon englneers
planners and managers.f Developlng countrles .can. lcarn
v'from Japan S e\perlencc where modlflcatlons to hlgh

_technology enabled the country to reduce dlseconomles

of scale drastlcally

'"Japan has had con51derab1e success in utlllzlng
‘small scale parts manufacturers who employ labour -
at lower wages and use less SOphlstlcated

. machine tools.  EBut unlike India, Japan bhas



7;eng1neers and techn1c1ans to convert technlques
. and -skilled labour: force to compensate for .
- .quality- ggd control that is not bUllt 1nto the
machlne.;.. _ o , :
‘4,4.3fd Automated techniques'for‘export'

- Small olants are approprlate for the domestlc
.market as well. as for trade w1th nelghbourlng developlng
countrles.. But as oroducers‘gnln more experlence and
local 1ncomes and demand grow the volume of productlon -
expands. Soon demand outstrlps 1nsta11ed productlve =
capa01ty necessatlng the purchase of addltlonal but
simlldr machlnery. Meantime more exportlng and forelgn
’exchange earnlng becomes necessary to malntaln an
:unlnterrupted flow of imports of raw materlals and other B
goods and: services.f But small plants may not produce
‘competitlvely hlgn quallty goods for emport on the w1der
world market Hence modern methods, w1th 1n—bu11t’

: quality controls have to be'acqulred "In this. connectlon,

_Baransonvhas;concluded,

S "In con81der1ng etport markets 1t should be’ p01nted
out that automated techiniques may - ‘be-as.warranted
in manufnctun;gw blsqults as in fabrlcatlng

‘engine parts. _

_But these methods sa.cnfic,e labour and they may be

- opposed in the short run.-Fowever -in the-longer run,

. beneflts of extra forelgn exchange earned “ould outwolgh

the_lnltlal,loss 1n.employmentvopportunltles;'

- Hence‘tWith‘careful'selection; n-mixture of'labour-
'1ntens1ve and hlghly authomated technlques uould be
;approprlate for deve10p1ng countrles. Thls coexlstence

u“has been observed 1n Lat1n Amerlca.543j




-53:f”uForeigniexchange-use/saving;dqﬁ
d5.15 LIntroduction:v' | |
. Capital and raw material 1mportat10n burdens

the balance of payments p051t10ns .of developing countries.

On the other hand selective 1mportation of " technology can

’nelp reduce the burden.. But the 1mpact is: reduced
by inappropriate marketing techniques and- e\port
restrictlons.1 To offset the foreign exchange costs,

exporting could be promoted through the cooperation

L of neighbouring countries and also through multi-

national corporatlons._ But the ex1stence of w1despread
vtransfer pricing makes the mult1nat10na1 firms
operational network benefit the underdeveloped countiy

) 1QSS¢-; ' S S S i

"5;2. :Inportation"of‘capitaliw'

Wlthal absence of capital goods 1ndustries and
.shortage of" foreign etchange developing countries
:thave to attract forelgn 1nvestors These respond
through direct 1nvestments JOint ventures or
_vlicen51ng, These arrangements are often expen51ve
kin foreign,etchange.' For capital raised abroad
d1v1dends have to be paid ' I{ forelgn loans are
.draised loan repayments and 1nterest have to be
ﬂremitted in addltion to d1v1dends Even if loans
"are raised locally, proflts have to be repatriated
;to fore:gn equity holders.' Other e\penses remltted

,abroad 1nclude royaltles consultancy, headwofiice,‘




overheads;sheadnofface research and'deveiopment and-
bénpatriates'salaries. Tor 1nstance,‘1n 1968 royalty
and consultancy payments made by developlng countrles
were estlmated at US$ 1500 m11110n whlch was 5 per

. cent of all non- 011 exports Thls amount was expected
to grow 55 For 1nd1v1dua1 developlng countrles such
'remittances were qulte hlgh For 1nstance,'1n Kenya,
ftwo major soap multlnatlonal sub51d1ar1es were
‘estlmated to have transferred to U Ko g 620 000 in
d1v1dends royalties and fees between 1972 and 1973
-This lepresented a8 per: cent of parent company )
:_equ1ty and loan capital 1nvested in the subs1d1ar1e5‘

or' 5. 6 per cent of gross sales of these two flrms.56

5.3 :fmnortation:of‘raw:materials:v

Agrcements covering 1nvestment packages 1n.
: developlng countrles oftcn restrlct sources of
‘.ianuS to approved foreivn supnllers. qLch restrrctlo“s,
' as‘expected .are more frequent and e\p1101t in techno-
'loglcal transfers to 1ndopendent flrms than to
.sub51d1ar1es. UNCTAD for instance, found that in
India and the Phlllpplnes 90 per cent and 58 per cent,
.respectlvely, of transfers of technology to 1ndependent“
firms were t1ed Thls compares w1th "10: per cent for
‘both wholly owned sub51d1ar1es and mlnorlty equlty
in Indla" and "Q~per cent for wholly'owned sub51diariesn
and 25 per cent for m1nor1ty equ1ty in the Phlllpplnes”

_for the- same perlod 57‘_: Cl _ _d . ",r L .




Sometlmes, such agreements -are relnforced by
fproductlon methods and productscf chosen "Foru.h
' 1nstance, in the Kenyan soap manufacturlng 1ndustry,
mach1ne~made soaplls more‘lmport-dependent than hand—
: made soap ‘In this connection Langdonvsays that;”'

L4

"Machlne-made soap uses far more ‘tallow
‘relative to vegetable oil than hand-made

soap does, and since local supplies of

tallow are more restricted than local supplies
of ‘coconut 0il, mechanization’ 1neV1tab1y58
1ncreases the 1mport content of 1nputs”

‘.:Iurthermore the product chosen may demand

) that 1nputs be obtalned from: plants not found ‘in the -
country For example, 1nputs 1nto the manufacture

of deterpents "must come - from a largescale chem1ca1
1ndustry,~wh1ch?doesnAt GXISt’ln henva; whereas’
}most 1nputs for basic laundry soap ..............,

are 51mp1er to produce and can be. obtalned locally"59

The same source also suygests that internatlonally

branucu pxuuuc ‘often ralevout Locar;supply.

‘In the vehlcle assembly 1ndustry, the import
'content is very hlph ThlS-lS so becauseﬁthe landed;‘
~value. of completely knocked down kit is close to
that ‘of a completely bu11t up vehlcle.‘ Secondly,;h
k-the 1mport content of locally procured itemsais'high
- partly because sources of raw materlals or components
are sometlmes tled to forelgn supo’1ers approved by

the pr1nc1pa1 Furthermore, the hlgh qumllty nccded o




- _a8 L

for raw materlals and the complexlty of production}_';
processes for the numerous components that 8O into

a complete vehlclel dlctate 1mportat10n. Other"
emlttances made abroad 1nclude llcense fees,
royaltles, 1oan repayments 1nterest payments,.',

expatrlates salarles a.nd d1v1dends

.7Hence¥if n newlj3industrializing country hopes |

. tot save,foreiyn cxchange through the import substitutlng

vehicle assembly 1ndustry she will most certalnly be

disappointed For example Argentlna planned to

' expand her annual veh1clc production from 32 800 in-

1959 to 195 000 in 1965 - wlthout 1ncrea31ng the

'forengn exchange much bevond the 1959 level

:However, the actual burden rose from about US $42

million in: 1909 to-about US'$ 126 m1111on in 1965,

The amounts include the 1mport content in- locally

sourced components plus some US 340 to uUs $50 for

‘remittnnces oi earnlngs /66
Thé cost;structure Of a vehiclenaSSembled in:a

'developlng country fuxther ampllfles the ~dependence -

of ‘the" vehlcle 1ndustry on 1mported content fFor

1nstance, 1959 60 1nter*1ndustry study ‘of 110

1ndustr1es in New Zemland revealed that the motor

1ndustry 1s_the mostalmp01t e dependent xndustry in

that country The 1ndust1y s‘1mport content was |

v.65 5 per cent 61 ‘




5.4 Selectivegimportationlofﬁtechnology}d
ThelcoSt of technology\tranSfer could be-

reduced and its impact-on developingucountries'k

economies enhnnced'if technology'transfer contracts

were subjected to strict examination.

.The current wholesmle 1mp0rtat10n of technology
could be curtalled 1f developlng countries governments
requlre nataonal reglstrat1on of all contracts before
}they are implemented Before«registratlonrls | |
approved each contract should be’ ehamined for
clnuSeSuthat may unnecessarlly increase-cost to orf
dcpéndence: By, the, tradsferee.

In countrles where national reglstries ex1st
such as’Mexlco Indln,,Argentina' Colombla,‘South'
horea unde51rable contracts have been reJected and
others have been modlfzed res'l.lng:in av1ngs o"
forclgn exchange, 1ncreased exports and tax revenue
’_and cheaper capltwl equipment uore importantly,
'thls has encourqged the devclopment of more |
dlscrlmlnat1ng 1nd aggres51ve entrepreneurs in ‘some ;
countrles. These galns are illustr%ted by the'

etperlences of Mexlco and Colombla.




L 1.fMeXiCo: . Ste&art has snid that

o "Slnce the. law came into effect 4in 1973

. the registry. has examined 4 ,600 agreements,.
- 35 ‘per cent were rejected. for excessive

o payments or restrictive clauses, 60 per cent

Sowere. regected if. one excludegzmaqorlty
foreign-owned subsidiaries".

o 0Of theftotal rejections by the Mexicannregistryq
theﬁmost freqnenf redsens'fon refnsaliafe tabulated

.below$.

i " As a pergcent of
-Reason contracts rejected
;»a.‘ ‘Excess QrunJUStlfled ‘ '
Payments fi S ,:;l;’ 68,5
b, 1Emcessive;duration?of_f . - |
L ,agreement% e L L 31.6
_ c.e' Prohlbltlon to use ‘non- patented

technology-or to manufacture
goods at’ the .end of the

Eagreements ool » - 30,7
d. Suhm1qqnon of agreo onto
‘to foreign laws or courts .- '18.5

~e.. . Grant-back clauses on

’7}ﬁinneVations produced by licences 16.8
f. n'Export“restrictionsncentrary'_ 1
“to the interest of the country  14.5




~ According to UNIDO, ‘this policy has

'-"produced a- grow1ng consc1ousness among
“Mexican: ‘entrepreneurs who have understood

_ better the importance. for productivity and
profits of obtaining full information ‘on

- technological alternwtlves conducting -
careful evaluation and selectlon of products,.

“processes, licensors and negotiating terms of

.contract from the strongest poss1b1e pos1tlon“ 63 l

r 2. Colombla | | _

H Durlng the,pexlod 1967 to 1971 395 contracts
were examlned out of Wthh 61 were reJected _The'»
.other 3?4 -had. to be renegotlated and modlfled before
they were . approved This ekercise led to a 40 per
'cent reduct1on dnt proposed royaltles. Bes1des, the
country prohlbited tax deductlons for royaltles and
put'a ceilingnon royalty.p;».yments’.6'.47.'j

The “Q\lCQH experlence shows.that a- strlct
eelectlon of technology 1mporte can reduce the local
entrepreneur s production coste. -The extra proflts.'
made plus conrlnued government "protectlon“ from
forelgn teChHOIOPY‘Suppllch w111denab1e the .
entrepreneur to. be 1nnovat1ve 1nd thus further
reduce the dependence on- forelgn packaged technology
,Other dcveloplng countrlee can learn from thls - They
’can also: learn from the experlence of the now . developod

'countrles such as’ the USA and Jmpan




In the USA entrepreneurs very selectively
| 1mported forelgn technology from countries such as
the United Kingdom In. th1s connection W Barek
and G- Ranis say that the U S was:

~“h1gh1y discriminating in borrowing patterns‘

and highly ‘selective in uses to which.-
: imported technologies,were put'. 65.

The success of the US stemmed“from aldomestic
abundance of skills and other resources, which are.

lacking in the present day,developing countries.

Japan offers a different approach to: technology
,transfer and 1ocal capacity development While in.
‘the US only pzivate entzepreneurs were 1nvolved in
Vthe selection of technology, thc Japanese Government
had to repulatc and restrict technology 1mports. It
:vdid this "ruthlcssly” during the 1950's and sixties, .
.faha at the same timc’bromoted local technological

apacity by education and lenrning by domg'66

But developing countries face maaor problems 1n'

regulating technology transfers. ThlS is SOvbecause'
v11censors can cnter 1nto 1nf0rma1 agreements w1th

licensees on certain unnritten obligations. These

cannot be ‘detected: at all Secondly, 1nterest groupsbn

can thwart developmental goals, Tor 1nstance, Us .
}comnanies the US Government and 1oca1 polit1c1ans

‘_worked together in Ue\1co to hreaP o near to nonopoly

-




posltlon of a: Mex1can company, resultlng in the US
domlnatlon of ster01d hormone productlon. The follow1ng

quote from G. ‘Gereffi refers

_ "The near monopoly posrtlon of a successful
‘national firm in steroid hormone industry, which’
led in research and development, was broken

- as a result of strong protestations by US

E companles and pressure from the US Government

- "As a Tresult; .shortly after, the industry was o
-dominated by foreign sub31d1ar1es which 'secured
‘the plant barbasco(sic) on - -terms which meant

- that much of the'rent. from this . rare plant
was “taken- out" of México. .Later, government
attempts to regain control of the industry. for
Mexican firms faxled partly due to polltacal
oppos1tion" 67 S

':Despite the strong opposltlon Irom powerful
anterest groups and shortage of resources developlng
‘countrles stand to galn, if they went ahead and
.Jlmported technology only 1f it compllmented the |
_'availahle 1oca1 capac1ty In this ‘connection
'Sfewartes suvgests the f0110w3n~ l,,.In iés:
- ,e.centrallzed purchase of technology impofts;
'~*}aicompulsory reglstratlon of contracts,r, |
h~’-.,cypromotion ‘of local consultancy flrms
| ‘for unpackaglng technology, |
A{vf: hc1u91on of patent requ1rements for’
" certain products.._h o
}a u_"fhabolltlon or- heavy‘taxation on trade marks
' ~;u'o;11mits to advertlzlng, and ' | - |
:f—i’_iimproved sc1ent1flc and’ technlcal

“hlnfrastructure for Jndustrlal research




= Marketing‘fechniduesiph

In developlng countrles goods that satlsfy

r*nded by the hlgh 1ncome groups. Bnt “the purcha51ug |
r'r of the maJorlty of the people 1s low and’ proilt
r‘lns on the commoditles whlch they buy are not
‘Qh.f Hence, forelgn flrms do not a1m at capturlng
;s market "They 1nste1d prefer to cater for: the |
}3’1 hlgh income group - market where proflt mark
< are hlgh The flrms then resort to using brand
. expen31ve packlng and heavy advertlzlng to
5.tain or. expmnd thelr market shares For 1nstanoe;
vals. soap 1ndustry d1fferent11tes detergents nd}
“lat soaps through colouring and packlng.' ThlS o
.‘s to hlgh change over costs._ But a hlgh g
;*thiZIngvbill*of approximately 6 per cent of,
11 turnover helps to ralse sales ~and profits...’ -
flxms spend 1e S than one per cent on adverti21ng.f$

uu‘name loywlty a]so increqses import dopendencct

As part of a'strategy for maximlsinr global

Lts multlnatlonaksrestrlct competitlon between

-;ngtedfcompanles.v-Hencemthe:agreements;between
;cts:und;subsidiuries.often_prohibithexporting

:idevcertnin houndaries»-_The.egpericnce_of the
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3

Andean Pact members shows that such prohlbltions o

appear 1n the magorlty of such agreements 51nce out of:

- "all. contracts examined, . 77 per Cent in - . coh
-~ Bolivia, 77 per cent in Colombla 75 per.
. cent in Ecuador and 89 per cent in Peru
tjcontalned a complete ekport prohlbltlon"

70 -

tWorse st111 the ‘same source shows that for' o N
'1nd1genously owned flrms prohlbltlons reached 92
. per cent Furthermore,»such prohlbltlons d1d not

dlffer much among the sectors covered.

Export prohlbltions are however related or are'
absent from proces51ng 1ndustr1es such as agrlcultural—

based and mlnlng flrms. In these cases subsidiaries

.have a hlgher chance of enterlng the export market

than 1nd1genous.f1rms.71:

/

"oriented sub51d1ar1es are 1ntegrated in the world—

Th1s-1mp11es«that export

wide mwrketlng network of multlnatlonal corporatlons.k"
_Langdon_find5~ev1dence of_thlsvln connectlon w1th
, SUbsidinriesxoperating in'Kenya3whenThe observesv'

that{‘”

"export orlented sub51d1 ries3Were the most h_v
: tlghtly controlled of producing sub81d11rles” 72-
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5,7;_fExport'promotion:‘d_J”

5.7.1 Introduotion:'

-:Exporfing.to thefwioer‘worldimarket.isldiffiCuit
for derelobing counfriee; jBﬁt-iﬁefinferﬁational ‘
corporatiohs' WOrld-wide operatioha1;netﬁorks ooolo
be ut111zed to promote ehports."HoWeverf‘the'existehce :
of transfer prlclng makes the- 1nternat10na1 corporatlone

network less attracpive.. -

5.7.2: Sale of developing countries' products on-the

world market:

The hivh van of ploduct:on 1equ1f15g,from
diecconomies of short productlon runs qnd from hlgh
protection of both fhe vehlcle assembly and the
an01llary induqtry m1}e the veh:cle wssembly 1ndustrv
uncompetltlve on . the eprIt marhet - For 1nstance,
exfactory-prlceq of a lirht truck mmnulaotured ‘in
Argentlna Bra211 'md \1ex1co \vere respectlvels,.. 5, 1.7 and 1. 6
tlmes the Unlted States' prices in 1967 73 Conqequent1y,
| the gap - between the value of 1mports and e\ports of a
developlng country vehlc]e assembly 1ndustry reﬁalns
Very lmrge; 'Mex1co>illu°trates thlS. 'In 1968
‘Vehlcle p%rts and compononts Jmported by Mexico
Were us S 200 m11110n wh11e exporte of all automobile
parts were a mere $ 13 mllllon. +In 1969-exports were

nearly $26 million. -
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5;7.4:“'._ The mulrinetioheifcorporetionfs-networki‘

.The multlnatlonal compeny 's: worldw1de network.
can be used w1th s1gn1flcant beneflt to the developlng _
country e The potentlal for the exchange of parts and
vehlcles between countrles or 51ster companles is -
111ustrated by reglonal vehlcle markets ehport off
vcomponents and - vehlcles between 31ster companles
bqrte «arrmngements qnd SpQlelC productlon for the

export market 77

5§.7.5. - Regional vehicle”ﬁarkets:
. Mo ) 4 , o B )
i_Some international firms have used affiliates
" as centres for.scrving'regione1~marke£5»ds iilustrated
‘below: . e
(1) ”Chrysler has chosen to manufacture rlght-
‘wheel drlve vehlcles in Austzalla for sale‘
tO‘the Commonwealth m.rbet.
(ii) Daimler-Benz exoorts buses from India to-
"fSOuLh Vietnam{:Lao'add-ﬂalaysia.'
_(iii).,Renault hws‘designed a new‘car‘adapted-
“for. rougher roads, poor serv1c1ng fac111t1es
-'r'for productlon 1n Brn211 for ehport w1th1n

and out31de Lat;n'Amerlca._
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f5;7;6._'ane.eXport;ochomponents-and_vehicieé;;'

Firms located in: developlng countrles sell

components to afflllqtes in other forelgn Countrles

.and thus earn forelgn exchange A fewvexamples follow;

(1)

& -

India supplles fuel 1n3ector nozzles and

pump elements to a German manufacturer.
(ii),ngy t supplles Flat 1n Italy w1th hou31ngs
:qfor rallroad car bequngs - on a barter basis.
l(iii).?Braz11 sells injectlon pumps, spark plugs ‘
u_mnd 1nsu1ators to Indla and Germany.
(i) *uposthia'3?ﬁﬁnﬂéd“nerfmarket“fBr“
',&1utomot1ve tomponents through agreements
.w1th Poland the Sov1et Unlon and Rumanla 78'
(V).lFlat (Itwly) undertook to e\port Yugoslav

"_(vii

l;‘:needsAof thequgoslav subsidiary,

,vehlclesuuortb S 85 m11110n every year in -

“‘addition to meeting design and research

79 .

‘Throuvh an 1ncreased exchange of automotlve
#pmrts hetween USA sub51d1ar1es in’ Canada_

- and thelr parents 1n USA trade bet“een

Cs}the t“o countrles e\panded tremendously and

o the Canadlan trade deflclt was reduced

©'million by 1968."

*from US S 612 million in 1964 to Us S 435

80, Thls was p0551ble




‘“vbecause the two governments and three
f.major Amerlcan producers 1mp1emented _
'-thelr 1965 agreement that
1:(a)-_ Tarlffs on components and vehlcles

manufactured 1n}e1tnerkcountry be
- removed.
(b)  The present ratio (1964 or 1965)
: ”of_Canadianeproduction to vehicle
‘sales’ be maintained.
(c) Canadian‘vaiue‘added‘be increaSed'
| fﬁy-specifiedgamountsk,-
ilv f(d)lx The oompanies'make quarteriy reports .
B to}fhe Canadian minieter‘for{industry;
- 5.7.7. Barter,arrangemenus: g

Barter arrangements between developed and other

developed countrles,between developedc‘and developlng

countrles_and between developlny and other developlng

countrles ex1st and. are 111ustrated below a

N

51; (i)»‘An arrangement between_Sweden'(Volvo) and

Norwayiwhere prooeeds:from-caStings}bonght

m 1n Vorway would help: pay for 3 ,000 imported

':evheavy trucks worth about $ 3 m11110n in 1959,



55ingii)“ Yugoslav1a.sh1ps Toeks, ¢ cahles and w1ndow
rrollers to Sparn in Teturn for Spanlsh
made Cltroens._‘

! . )
hf_(111) AMPerkinsfaffiliéte-im'lﬁdia'imports:
bearlngs and plstons from Yugoslav1a to
7L]»av01d,hard currency‘expend;ture,ln ‘the U.K.

Ry

5,7.8i}"Productionﬂfor export: =
h~Ef£orthhaje'been“made:to'manufacture'combonents'
*for ex5¢¥t;f Fortinstance, ‘an. Ihdlan afflllate of an.
'tAmerlcan diesel manufacturer has plans to. exp%nd |
7product10n to also mect thc parent company
1ntern1t10n11 demand for 10 000 crankshaft unlts.

“The export earnlngs nould help meet the 30 per cent"

Ilmport content in the crankshaft manufacture.~’

These examples do not offer the data necessary
to gauge their economic and commerc1a1 1mportance
,However they shov that there are avenues-through i
Wthh small domestlc markets can be ekpanded 1nto)

_ much larger mquets through exportlng tO thus‘

lreallze economlcs of large- scale and reduce the met

forelgn ehchange use.

But theexperlence of developlng countrles‘
'.regardlng the contllbutlon of mult1nat10nal
corporatlons sub31d1ar1es to: w1der development in -

those countries almost rules out thls approach



‘T.Laﬁgdoh, 1n hlS study on. the multlnatlonal sub31d1ar1es
‘.:operatlng ‘in Kenya has conceded that there are generally'
'ltlght controls over sub51d1ar1es’ operatlons 1nc1ud1ng
'>export1ng,by the head offlce,‘and thlS often discouragesi
:v;backward llnkages, employment absorptlon and leads to _
v
‘ dlneff101ent 1mport substltutlon 1ndustr1al1zat10n.82 83
lHowever the observed tlghtness of control. of
'subsidlarles' operatlons could be turned into a-
developlnp country'advantape if, negotlatlons were
;rigorous and wexe almed at, w1der : atlonal developmental
‘goals.84‘ .For 1nst¢nce, locally assembled vehlcles '
Land components cwn‘be cxported to 81ster compwnles |
overseas; and exports would 1ncrease if the growth
of'e ports was tied to that of 1mports. However,
-thlS arrangemont may"- lead Lo forelgn exchangc losses

3

d'through transfer pr1c1ng.

5.7r9L:g ifTrdnSfer;pricing:j-

_ Tred sources‘oflraw materlals, and sometlmes'

controlled export sales, enable multinatlonal flrms

to over—lnv01ce impo;tsuto-dnd-underelnv01cevekports‘

from subs1d1ar1es. Thi%~practice'facilitates?trnnsfer41

| _pr;o;ng. It is, however, difficultrto estimate |
'accdritely the’ 1mpwct of-trdnSfer‘prioing. But the

: exlstence of w1despread 1ntrn—f1rm trade,_i-e;'trade

- between a parent and a sub51d1ary, 1s suspected to

-allow room ';for transfer pricing. .Accordlng_to




S Lall and UNCTAD
-~ ™ipg 1970 rouohly a. third of total US exports
'~ -were intra-firm (and =-ZM) 53 per cent of
-manufactured exports- to developing countrles
‘was’ also . intra—firm” 85 . . :
'ri»This.practice enables multinatlonals to
ttransfer profits to countries where tax rates on
profits are lower and. thus max1mise the after tax
.surplus for the, company But this results 1n 1mmense
losses of‘foreign exchange by developing or high tax .
ncountries.,,lnformation on the magnitude of this
burden on: developinp countries 1s not readily available{
However, detailcd‘estimatcs of tiansfer pr1c1ng have'
kbeen made Ior Colombia and Grmxn, with the f0110w1ng-
.results | | |
'1: _ Colombia 85'
| Bctween 1967 and 1970 for the studied
forelgn firms,'over-pr1c1ng of imports was
d.: 6° times royalties paid and 24 . times leldend°.

Ovcrpric1ng was highest -in pharmaceuticals

whcre 1t averaged 155 per cent

2,r,l Greece 87 v 7

| A sample of metals,‘metal products and
*eminerals “as studied and over pr1c1ng of 1mports
-.was found to Vary between 5 per cent and 85

| per cent yielding an average of 19, 4 per. cent.

'j’Forpchemicals,3overprieiggwwas;highex,nvit




oL oe4 .

~:nx%ed between 12& per cent and 229 per cent_

‘_g1v1ng a uelghted average of 34 S, per cent
Furthermore -"for mlnerals, the total forelgn
'exchange cost was put at. 2& tlmes declared

‘h,proflts":’

.‘The same source also-illustrates hnder;priciﬁé of -
;zzetports 1n Greece but thls was’ relatlvely lower.
:'than the over-pric1ng of imports | _Itﬁwas'between :
' 8 3 per cent ‘and 16. 9 per cent | .

| In connection w1th kenya the ILO H1351on of
1972 was "told of cases where there was GVldence of '
'uovelpr1c1ng by 20 or- 30" per'ceﬂt"sq ;1Qr lntermedrate=r

‘goods. f?"V.A '

iG;V,:'Beckwdrd linkages:

’:6,i5f_IntroductiOn§

Investors 1n 1nd1v1dua1 manufactuxlng 1ndustr1es
often prefer to 1mport ‘1nputs and thlS inhibits the
hdevelopment of. local backward 11nkages. But unless
‘productlon e\pands, an . 1ncrease in local sourcing
twould raise per unit. productlon costs, especlally

A-for the vehicle asscmbly 1ndustry




Tg:6.2 Preference for 1mports and 1ts 1mpact on 1oca1
sourc1ng “, ’ . '

An 1mport substltutlng manufacturer may prefer

'Vto malntaln well establlshed overseas sources of

flnputs for varlous reasons

(1) The de51re to remaln confldent about the

"7_'qua11ty and regular supply of Traw materlals.T

i)

'1ﬁflrm S global proflts through centrallzed

The desire'tO*help’ma 1mlse the parent

':bulk purchaszng where dlscounts and

: fcommlssions are credlted to the parent ;h-~

'7:f-comp1nv rather than the subsldlary

,3(1;15_

There may be no other convenlent and

iff_immedlate (at 1east 1n1t1a11y) source for'

'iffinputs but the pr1nc1pa1

Ay

The.prinCipal may7notpailow'a“Subsidiaryf

to choose -its source of inputs.

The parent companv or the sub51d1ary may

”a,*_‘~not w1sh to 1ncur the cost and uncertalnty

7of developlng new sources of TOW. materlals

'Vin developlng countrles. ';T‘




\
._ Some of these reasons may not‘be revealed'to
hthe Government 1n negotlatlons, because they would
*certalnly be reJected But lack of domestlc sources‘:
of good‘ quallty‘rnw materlals would deflnrtely |
‘guarantee that 1nputs be 1mported | This.is:the-firstv
vvhurdle Then negotiatlon ~ on reduced tarlffs on
'hlnputs and ralsed protectlve dutles on the f1n1shed
h_product follow.» If these negotlatlons are successful
the 1ncent1ve to seqrch for and develop local sources
~of - raw materlals is; removed For example,‘talc, an
‘11nput in the mwnufacture of bqby powder ex1sts in
hhenya but the multinatlonal subs1d1ary concerned
x.has ‘no 1nterest to develop 1t A conversatlon which

ER angdon had wlth the subsidlary s top executlve f

llillustrates the p01nt -w‘

:"We import talc,zfrom Italy mmlnly : Belleve
-~ it“or not, there is’ some in Kenya-.... with

- -a bit.of tcchnlcal ‘knoihow. 1t might -be able
- to-be- developed here: (810) But we:couldn't '
: gdovlt,f“\e re not in thwt line at" all" -89

6.3,'hLocql sourcing, productlon volume and per.unlt
| "arvehlcle dssembly costs ’ '
In vehlcle manufdcturlng (1n developlng
countrles) some components .are. 1mported while others
'_are procured locally ' The share of 1oca11y purchased
;components in the total value or_ welght of an

fassembled’vehlcle,lndlcates_backWard11inkages;to the




-

Cllocal anc111ary'1ndustry Column 3 of Table II 2
.Ishows the percentages of 1oca1 content 1n a French
 n1ssenge* car assembled in. some countr1es._ In 1966
*'local content in that car was 18 19 per oent in Belglum,
t19 .23 per cent 'in Algerla 30 per cent 1n Venezuela,

:45 per cent 1n Chlle, 97~ 99 per cent 1n Argentlna and
IlOO per cent 1n Bra21l In the table the flnal cost
lproductlon and to rise as local content 1ncreases

’Tor 1nstance

| *xla),aneré'iSino“dlfference between Belgian. -
‘”V.and French“prices"-Belgian‘s:annuwl
'fiproductlon capac1ty is 70,000 units and

'"flf_local content is 18 - 19 per cent

“ fjfg(b)f‘On the other hand the price dlfferentlal
IV,erlses to 2 0-in Argentina w1th an’ annual
””productlon capa01ty of 24, 000 un1ts and -

")fp97 -A99 per cent local content

"';ﬁ(o§niror Chlle, the prlce dlfferentlal 1s 4, 0
| annual capaclty only 600 unlts, and locml

B “content 45 -per - cent

VII:VThese 111ustrat10ns show that the local content
level can only be ralsed wlthout rnlslng p11ces

s1gn1flcantly 1f the volume of productlon is. lncremsed.




J. Baranson researched the relatlonshlp between .
‘ner un1t costs, domestlc content and 1nsta11ed capa01ty
“In thls,vhe estlmated the follow1ng functlonml relatlon-
ship:%%" |

" log C = a+bD+e log'Q

where C = average unit vehicle cost; D:=_domestic-content;
E Q = vo1nme cf‘produCtion;;a,”b, and ejare parameters.
TABLE II 2

pAserGER VEHICLES PRICD COMPARISONS BETWEEN '
EEAECE AVD ABROAD. 1966,

/

Source:. J. BarahSon p 16 Table 2 Prlce Comparlsons

: Passenger Vehlcles, France and Abroad 1966 91_

| “Couhtry | Firm!s‘;Tbbmesticif‘Prlce index B B
: v .| annual} content | (France 1.0) ‘
' - ~output | (%) ‘ '

R ! IS S RCR 3 o
‘Belgium | 70,000 | 1§ - 19 | 1.0 Sy
'Spain S TGG;OQO © 90 =194  1.3 | ) .w
Algeria | 8,000 |-19°-23 | 1.3 | \
Cunada R ;e 5,500 5L22 7{23;“ c-;;S" ~‘.f
Venezuela - 2,600 | -30 . - 1.6 - !
Portugal | 2,500 | 28 - 32 1.6 | 1
Ireland | '2,000 | 15226 | “1.6 |

| Senth-Africa 3,500 |22 - 40 | 1.7 \
|Argentina | 24,000 | 97 - 99 2.0 |

Ivory ‘Coast | 2,500 | 16 - 18 2.0
Morocco - 2,500 | 17 - 19 2.0
Madagascar.f 1,200 ﬂ13_-;15r' 2.0
Brazil - | 15,000 | . 100 | 2.3

Peru. | 1,200| 10 - 14 | 3,0

Chile * | ' '600 | 45 ‘}4ﬂq¢;




“7pr¢dﬁ¢tion data;'coVering‘aﬁFrench'manufacturersf
sub31d1ar1es in flfteen countrles ylelded the f0110w1ng'
regress1on equatlon'gz, | ) |

log C O 309 + O 00318 D - 0. 248 log Q.
(0 035) (O 00082) (030413)
(correctedL\— 69’per‘cent
‘JcThe numbers'in brackets are standardverrOrs;
vCTis‘ex—factory cost of-vehicles,

2

a‘R ‘is the coefflclent of determlnatlon

d:lD 1s a percentage of C and Q 1g in 'ooo units
dehe negatlve etponent to Q of O 248 1mp11es

that each doub11ng of output results in‘a fall of 16

-per cent 1n unit’production cost‘ In other “ords, the o

'v1price of a. vehlcle can be stable if domestlc content

is raised with approprlate increases in volume.

But in developing countries ‘domestlc markets
‘are. small aud vehlcle assembly plants and the
an01llary industry are often. hlgh cost and cannot
vcompete on the export market. Anclllary products are
_-etpenslve and assembly plants re31st u51np them,
‘_Hence, to 1ncrease backward 11nkages elther 1ncent1\es
“have to be offered to. encourare assemblers to raise
J'local content or. leglslatlve measures have to- bc
finstltuted ' In 1944 the Austra11an Government s

threat to set up a corporatlon to manufacture a




K~vcomplete car drew a pos1t1ve response.from several
‘motor compnnles _ General Hotors - Holden commltted
"1tse1f to all but full local veh1cle manufacture

while.: th1ee othe1 4 compdnles agreed to 1ncrease

v local. content progre531ve1y.. More forelgn exchange'

'<entit1ements and more favourable tarlff treatment were

offered to firms 1ncrea31ng local content to hlgher

;lcvels General Wotors - Holden was the maJor

benef1c1ary and subsequently domlnated the Australlan

.vehlcle 1ndustry o |

"-Lég1515£i555939 was’ used in: Lmtln Amerlca to
tincremse locwl content to* certain levcls by flxed
dates. L For cxmmn]e ~ine Brdztl thG‘TCQUIPLd local

ﬂ‘content for heavy trucks and buses was set at 35

'per cent 1n 1906 rour years 1ater 1t “as ralqed'to

90 per cent and the followinr -year to 98 per cent,

| Seventeen companles respondcdsandteleVen of them.were..:
'111owedltoﬂstirttproddCticn.°1Bv71969}f§hefvciﬁswagen

- hekiso per cent of the market o4 But‘its increased |

market share, was not suff1C1ent to oIfset the hlgh

unit costsvof-productlon., The Bra2111an Volkswwvenc
lcost about thce the JGerman onc.gs Chile 1s another

' case:wnere,hlgh_localncontent (45%);hlgh protectlon

dand.low'annnal"ontput drove‘the'price'of-eﬁlocally

produed: rrench car’ to” four tlmes above the French

price.;r(Thble Il.2_refers)g



'v'7f’"t Deletion allowances and cost of domestic production:

l-7.1: Introduction

Deletion allowances are often lower than overseas
’ per unlt production costs.: Thus-discriminating:against»

'*»local sources’ in developlng countries,

7.2  Deletions and per'unit assembly costs:

'A‘deVeloping cbuntrw's assembly plant can assemble

5 OOO unlts per year from undeleted knocked - down
‘w,(CKD) vehicle Lits at only a minimal cost disadvantage
ifcompared to - 1argesca1e producers.96 ‘But 1£»locally
: procurable items were celeted from the 1mported kit
i‘qnd the assembler S production or 1ts utilizatlcn were
i'not raised per unit assembly costs would rise . One _b
v;reason for thlS is that ‘the deletion allowance wnich
'1s the credit given for omitting an . item from a CKD kit
is- lower than the overseas. production cost. Furthermore,
.fthe overseas per unit_productlon cost»is lowerithan that
'ioffabdeveloping country. ‘Hence, increased local |

sourcingewonld“raise‘localnaSSembly'costs.'“Thisfwould‘

v‘discourageva‘local'assembler,Irom'buying_local comporents ¢

’”in”preference:for,imported full CKD kits.

e




.7.3:-vLowfdeletion.allowancesf,

Internatlonal flrms aim- at}maxlmls1ng global
proflts.‘ One way of d01ng thls is to mlnlmlse the
Vcredlt given for- 1tems omltted irom a ChD klt These
1ow deletlon allowances have-been questloned by
assemblers, component manufacturers and pnbllc

offlclals 1n developlng countrles, Accordlng’to Rose:

- "Deletion allowances are ‘one of the most .
- contentious-items within the industry.
- Local- assemblers, component manufacturers and-
public officials were at best sceptical of

“their adequacy, whilst. sub51d1ary companles
gtended to uphold them"v 97

o Deietion-allowanCGs.can be'varied on purpose.

_Tor 1nstance, they can’ be incr ased durlng negotlatlons

‘SO as to galn entrance 1nto a restrlcted market . For _

instance, a New Zealand off1c1a1 wondered why late
applicants for entry into that country s vehlcle
.assembly industry ! v'r . gave more fmvourable
deletlon allowancea in. thelr pxopOsals compared

,to earller,entrants.- Such offers of higher deletlon
'aliowances could be considered to be-a price for_late
tentry. They also suggest that more competltlve | |
condltlons would y1e1d worthwh:le benefits.‘ On the
other hand an“understated deletlon allowance |
espe01a11y between a parent company and a sub51d1ary
1s a form of transfel prlclny 81nce the 1mp11c1t

‘prlce of the 1ema1n1n" components in a ChD }1t




'j;would}befoverSteted..

. Jg"ﬁerahsoh sﬁpposed3that tce‘deietion

’1 llowances were 62.5 per cent of overseas productlon

costs.93‘;né; however does not 1ndlcate how or- from

'i‘where he gets that percentage. One-can only assume'l

A_that 1t was determlned durlng Baranson S exten51ve

'.studles of vehicle assembly 1ndustr1es in. developlng

“countrles.v

Why are deletlon allow nces low‘> )

HV Slnce deletlon allowances are low and have :
: /
~a dlscriminatory 1mpact on demand for locally made

'ﬁcomponnnts,“"

"Deletlon allowances have been ewamlned by
'ﬂfjofflcial boards in Australia, South ‘Africa and
“Ireland, and commented on by 1ndependent
. ‘authorities.  All have agreed that the
- "_deletion allowance for a component is"
ufvaustlflably lower than the price at which
'”the overseas suppller offers 1t;for general sale" 99

_ Rose llsts the folloW1ng Justlflcatlons for low '

\

' deletlon allowances 99

1;-f»'"It 1s to be expected that the cost of produ01ng
for the 1arge and’ certaln orlglnal equlpment market
~w111 be. 1ess than that 1n~olved in produc1ng for

the replacement market.," ".:j R ;



‘ ;2;;‘ "Component manufacturers regard use of thelr .

'L~product as ‘an 1mportant form of advertlzlng,'which '
,‘helps dlrect replacement sales to- thelr product
,They are consequently prepared to prlce down to

galn orlplnal equlpment order

'h3,'d"Tho manufactuler may well 1ncur some speclal
}costs 1n deletlng 1tems from a CKD pack : Thls 1s
'.partlcularly 11kely 1n 1nstances where the deleted

t 1tem comprlses an 1ntegra1 part of a sub assembly

such asﬁan.englne,

' 4.tt 'The manufacturer loscs the opportunltv t0-
r_recoup research‘and development costs.assoclated
;;with the component sp001f1cat10ns for which arev
hfusually passed on. to local component suppller w1thout

j'payment of" royalties" f

5. . 'The cost of deletlon'fis also influencedlby
.dthe extent to whlch productlon “has been.planned

'faround the CYD pack"

But these arguments may not fully explaln

,the dlfference between the overseas per unlt cost

bof productlon and the delotlon allowance. Flrst
';components for the orlglnal equ1pment and replacement
.hmarket.are 1dent1cal Hence per un1t productlon
Qcosts should he 1dent:ca1 too Second 1t is, unllkely

'nthat the mark—uns in. the: more competltlv ﬁ;Q??glnal
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- equlpment market are hlgh encugh to allow a’
' 81gn1f1cant1y lower prlce than for replacement

.parts.' Alternatlvely replacement parts. can be pr1ced

, up)e,B t elther way,‘the prlce dlfference should be b

:'_small Thlrd N 1t is not necessary to assemble

a sub—assembly (e g, englne; and then strlp 1t down for
bfexport It is pos51ble to order unassembled parts
f‘and save on labour._ The expenses for lmbour so saved
jcould be used for pecklng the CKD klts Fourth 1t
'-is doubtful whether specmflcqtlons are glven to o
developlng countrles component producers free of
pcharge .For~1nstance 1n 1968 the Mexican components
,firms pald US $ 6 .mllllon 1nﬁroyalt1es, or t‘

~2 ‘per cent of value added by Mehlcan motor vehlcle
:1ndustry.109“:;So, royaltles.are_paynble;and they

3 nre enpensive.v.Hence,iomrceietion‘ailownnceSjare
notjjusttfieduon'this count,‘vFifth;iit-wouidibe'
difficuitptorplan productionfforgcomponents strictly

V;around,CBUfs”and‘Iuil,CKD’kits.x ThiS;iS'SO'because:

ff*(i) vehlcle components are numerous and a

{(ii)e some parts are _ more dlfflcult to produce

| n;than others,‘and

.:“(iii)_ parts have varylng 11ves and replacement
'>fi ates and hence h1Ve to be produced in [_v

o w% alylng qu ntltles For tnese redsons

:large proportlon a1e made by subcontractors, o




~:d1fferent components must be manufactured 1n
dlfferent quantltles, not in strlct concordance

?wlthcthelnumber of.veh1cles~toﬂbe made.

: Thus the pr1ce for orig1na1 equlpment should dlffer;
11tt1e from that for replacement parts ' And the

deletion allowance should nearly cover the full

~-overseas per unlt productlon costs._ Hence we

conclude that deletlon allowances are 1ntent10nally
kept low to cause developlng countr*es' vehlcle

’assemblers to 1mport full ChD klts. ﬂ“l

7;4;13lmpaCt.of lowfdeletion_allowances“on*local o
| .fcomponenthUurcingff | | o
Slnce overseas: firms are usually morc‘eff1c1ent
_than thelr counterparts in: developlng countrlcs,._'i |
a: deletlon allonance which is lower than the overseas '
per: unit cost of productlon 1mp11cs a large ‘difference

‘vbetueen~the‘deletlonwallowance and"the'price of the

correspond:ng local component ‘For cxample, in hlS

study of the New Zealand motor‘cal 1ndustry,kW D Rose
: Judged that the meanuxatlo-between the-wholesale l
'prlce of. locally produced components and deletlon %
allowances to be in‘the range of 1 6 to 2. 0 or equlvalcntly}
'50 - 62 5 per cent of "the local’ per un1t production i
costs in New Zealand 101‘ "This compares favourably | o

w1thgthe 62;5 per'cent supposed'hlearansog§ and it




‘ implies that New Zealand production costs. are
vreasonable by- “orld standards. But in Argentina d

‘ 1loca1 component prices,as exemplified by the | B
xles, carburetor, ‘and a few forgings and castlngs"

are5 respectively 2, 3 5 and upto-5 times the |

prices in the "USA. 102 Thus,hlgher 1oca1 content.

in an assembled vehicle may con51derably 1ncrease _

'the cost of 1ocal assembly. l

This is a. diSincentive )x»'to the’assemblers"
'~to increase sourcing of - components 1oca11y.. There
are a number of reasons for this."-First -he 1s i
_adverse to- payinp the large difference between the‘
local componert price and - deletion allowance. - Second,
‘if one of several asgemblers in a small domestic -
,‘market takes the 1ead in. increa51ng the local content
'1n h1s vehicles, he mill become uncompetitlve in

both the domestlc and e\port markets.' Thlrd 1f1ncreases
‘in assembly costs are. passed on to the purchasen
the devand for new vehiclcs “ould probably fall

':Fourth 1f conditions for importing parts are

"favourable or offic1a1 restrictions can be

«circumvented, then' local sourcing is discouraged.

If the price dlfferential bet“een deletion
aJlomuufs and local component prices was reduced
higher local content levels would'probably’be

‘reached. A reduction of thevprice differential can




~‘be achleved 1n a number of ways

Negotlatlng and procurlng hlgher deletlon
'allowances, IR R ("
'Improv1ng the eff1c1ency of both the- an01llary

‘rpand assembly industrles.

L4

-Forcing domestic prices down by‘ allowing

competltlon from 1mports when local producers
are suspected of - exp101t1np thelr monopoly

p051t10ns by overcharglng.,

Pegging wholesale and retall prlces to ‘the

- _prlces in: an oversens country known to be eff1c1ent

"_This “ould encourage cost cuttlng since hlgher

fcosts could. not be,pmused on tov ne_buye

. -t

Off1c1al methods for ach1ev1ng per unit cost

cuts dlffer among countrles.» For 1nstance Argentlna

permlts 1mports to be. counted as - 1ocal content
(towards the required minimum percentages for
domestic content -'2M) if the ccst !Jncludnng
duty and sales tax) is lower than the prlces of

‘vdomestlcmlly produced parts"103
‘f<Thls gives rlse to more competltlon ‘which may

lead to the 1ntroduct1on of cost cuttlng measures in the_

_qncillarg 1ndustry.

Mexlco on the other hand controls prlCOS of

'local components aﬁ "no hngher than 60 per cent above

world levels“ 104 Thls keeps the dlfference between

domestlc and world prlces down and 1t may lead to a

- semrch for econom e@s in the components 1ndustrv.

A




iOne ofbthe prlce control fotmulas used in NewVZealand

dpegs retall prlces at 60 per cent above the Unlted
IV;Klngdom s prlces. A mwrkup on ‘half of the sales: |
tax is also allo“ed 105 Ch11e apparently does not

.control an0111a:y 1ndustry prices and-so'the flnal

. products are very expensive.. In that country prices.

‘average four times world levels.10%
18;-1 Summary'

' Products m%nufactured 1n developlng countrles
are’ hlghly and often unnecessquly dlfferentiated
‘Th;s.results in overelnvestment short productlon
runs,tveryjlow capacity utilizatlon' lagglng
‘Téﬁbiby&éﬁ@*héAvyiuséﬁdcfrbx‘lgn c\chqngu and. lamltcd

,buckuard ;ihhqgcs; But there are economlc beneflts
”},from reducihg unneceSsury.different1at10n;;‘0ne such
.beneflt is- more employment due to. increased back“ard
and for“ard linkages. In fact employment could bek
:3f~ener1ted forelgn exchange minimized und bac hard

-linkages inczeased 1f the selectlon of technology"

‘uas strlcter.v But thls is not easy because the
vmarket for technolog} is 1mperfect Furthermore, inu

.the vehlcle 1ssemb1y 1ndustry, s:nce the components
" need to be h;gh quallty-th;svllmlts the ch01cetof

.technique'of~production. This results ih‘efﬁehSivg

components ‘(because production runs are inefficient)




."whiCh_%f cogpled witﬁ.lqwﬁdeletian 51;owdnces_—-.
discoufﬁge demand, 'Howé&er, répia.inCreases in fhe“
1169a1 content in véhicles éan be reached_buf,at;

a highrqost; But high production costs discourage
;ekpdrts,'unless-désisted_tﬁrdﬁgh‘inﬁér-§bﬁernment
cobperation as well as the muitinétiondl corporation's

network.




B ChAPTtRLIiIi N
- TESTING.OF HYPOTHESES
Ihtrodugtion:r
Seﬁeral:dehelopmentalfisSUes:relating-fb'the
.manufacturlng 1ndustr1es in. developlng countrles wefe
g identified in the review of 11terature These 1ssues
concern the utillzmtlon»of ins talled capac1ty,
;veh1c1e dlfferentlatlon, job creatlon forelgn exchange
use/savzng delction allo“ances,j:,* nnagement and
chkward 11nhages. The subsequent hypotheses examlne

these issues for the henyan vehlcle assembly 1ndust1y
R G v _



.;JHypothesis”I:;g'

: Thejﬁehiolebassembly'industry.is'oharacterlzed
-_'bg';nnecessery«Vehicle dlfferentietion.}
'd'fUnnecessary vehieleidifferentiatlon'exists in
dKenyils assembly plents B This has been caused: by the
deslre of franchlse 1mporters to malntaln or 1ncrease
thelr market shares. One result has been to 01eate an

,-'ovelﬂrown and e\pen51ve dlstrlbutive network

:Tnble llI'l sho“s the number of mahes end models
| of commer01a1 vehlcles assembled by Leyland henya Ltd.
*(IhL) Gcnerql Motors henyd Ltd \G“h) Assoclnted«
Vehxcle Ascaﬂﬂg (AVA) and Flat Kenym'Ltd. _(EhL).
Information on the fifth assembly plant Zlba‘mqnegement
:hand Serv1ces Ltd.,nhlch was not operatlng durlnn the .
"survey perlod Way September 1982 is not 1ncludedb
fInltlally (i.u. between 197b and 1971) ' The Cfiy
_four assemblers produced 12 makes in 30 models - By.
;“ay September 198° the plants assembled 18 makes in
l 94 modols.: Consequently, the average number of nodels ri
per make rose from two-and-a- hwlf to over flve 1n the

l'relatlvely short perlod of flve to six years.

The vehlcle assembly plants contrlbuted dlfferently .

'to thls prollferatlon of mahes and models of commercial




'vehioles lhlle GMK and TKL d1d not 1ncrease thelr

- makes of vehicles GmK ralsed tho number of models -

from flve to fourteen but FKL reduced the. models by -
j?t“o.- The . other two assemblers LKL and AVA 1ncreased
“both makes and models cons1derab1y LKL~doub1ed qts
V'makes from three to six andvnearly quadruppled 1ts
‘models from ten. to thlrty seven, AVA ‘raised ‘the

~number of makes from SlY to n1ne ano models from nlne

r_to thlrty nlne

Vore dlfferentiatlon of locally assembled vehlcles,:
fffthough not necessqry, will contlnue.v For 1nstance
GMh “111 soon assemble a. four by-four wheel drlve Jeep

kof Amelican orlgln for contract assembly.z

- AVA is

. also intendlng to raise the number of makes and modcls
L,if an 1mport luxmcc now bc1ng negotlated is: g:ven
'rTABLE 11101

NU“BER OF MAhES AND MODELS OF VLHICLES ASSEMBLED
I\ nE\YA 1976~ 1982

A - | 1st year of | Tnitiullv: | lay-Sopt. 1982:
0 Trseee .o foperation  P¥akes Models | Malies  Models:
Leyland Kenya Lt | 1976 = |3 | w10 |6 | 37
General Hotors henya - S o ‘ -
Ltd... [RE ot o 20 5 | 2 - 14
nSSOleted Vehicle _ 3 e - v
_Assanblers {7 6 9 (.9 .13
‘Fmt henya Ltd. - 1977 |1 o). s f1 4

Total - 12 1 o lis 1 o4

 Source: Survey interviews,
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TABLE III 2

CO“MERCIAL VEHICLES SOLD BY DEALERS IN KENYA 1981

Panel

S

| Buses ;f

Four-by-four wheel drive -

'-1';'2"t6nﬁes |

Others

Plckuos-

Half—tonnev

: }jﬂ 1u_ 2. tonnes,_n“ 

2 - 3 tonnesQ'”

vans -

Over fourteen seatsﬁf;
Trucks o |
o 3-6 tonnes |
{.G'a 9 tonnes .
9-15 tonnes
flOvpr 15 tonneq

vSeniftruck—cractors._

~1Tbﬁal~

| @K -

cava |

Unto fourteen seatq'~

44 ]

449
..V. é .‘).
22

1553

. 441

214
"1?18\
.95

129

131

- 38

16

180
383

| 309

2772
Bith
e

- 458

a1

59
12

- 1936

399
3618

1 s

55l

‘-5;134

224

99

1741

2728 -

4667

‘::::‘ 93 ‘

- Source:

“Survey interviews.

o

;" TOTAL

™ IR
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The productlon data clearly shows that Kenya s
commer01a1 vehlcle market is hlghly fragmented - Sales

statlstlcs prOV1de further ev1dence about the dupllcatlon

m

'brof vehlcles within the’ same : carrylng capa01ty. -For

_——"_"_-—'——_“\‘.
1nstance,_1n 1981, only the half*tonne plckup was

-

assembled in. one plant AVA. All other vehicles werek'

: assembled in two oromore plants; In that year four—

: by four wheel drive vehlcles, one— to three- tonne

Aplchups and panel vans and seml truck tractors were

5assembled in three plants. Buses w1th over fourteen

'seats and trucks~of between three~ and flfteen tonne o

S carrying capac1ty uere assembled 1n four plants : Buses

.Wlth fourteen or feuer seats and trucks of over -

fifteen tonnc carrylng capac1ty were assembled in tuo

"-plants. From Table III 2 1t is clear that ‘none of the

*_vehicle categories ‘was. sold 1n lazge enough numbers to

'-support productlon 1n more than one plant , Tor example

’Table X .

'.trUCk tractors managed,lOO.units out of a total of

118,

: full llst of these VthClEb appears as Append1¥

the largest assembler of four-by-foul uheel dere»~

vehlcles sold 1533 un1ts or 48 per cent of that
A

N

category in 1981_while'the,largest producer of_semi

N

A more detalled ana1y51s of vehlcles asscmbltd

by pay load carrylng capac1tv, asscmbly plant and

franchlse 1mporter is presented in Table III 3 and a




TABLE III. 3

. | g o o ) | o
AN ANALYSIS OF VEHICLES ASSEMBLED BY CARRYING CAPACITY, MODEL AND FRANCHISE

-IMPORTER , 1982.

CAPACITY .

GMK

. CMC:.

SC:-

| WESTLANDS

 HUGHES

RYCE

- MARSHALLS

< FIAT

'TOTAL

MAIN DIST.

Pickups  '
1 (tonnes)

05t
1.0t -
1 2.0t
2.5 t .
3.0 t
Total e
| Trucks ';i
- | (tonnes) . .-
410 S

7.0t

,‘_é -S;Oftmr"'

9.0t .
w0t

12,0 t-

6(1)

1(1)

3(15

10(2} '

vl(iﬁ

_ '8(11
-1 11y

11)

2(1) -

2(1)

1)

C2(1)

3(1) -

7(4)

v 731(7)

1(1)
1(1)"

3(3)

R

14

- {10

. 3

- 43

XX

.4(2)1-

l(i)-

101)

2(1)

ey |-

S201) |
T |

1)

1(1)
1(1)_]

1(1)
5(5)
5(3)
5(3;

3(3) / ,
1y |

ISR - o




TABLE III. 3 Contd...

CAPACITY -

GMK

CMC '_

S5C

COBIE

TOTAL

Trucks
(tonnes)

13.0 t -

WESTLANDS

| HUGHES

MARSHALLS

‘FIAT

1(1)

MAIN DIST.

sow ol - | - |- - 11) | = - - 2(2) 2
17.0 t I REYETY I B - S - - w1
: 19.0 t - f - | - - - - ”1(1) - :1(1)3‘ 1
| 26-30 - - N ETES - - - - - :ifl)- » ¥;‘
ot | - | wwm|-]- - - . |- e | 2
35-40 t | - - |- lim = = - - |- 1) 1
|  Total - | 6 9 - |4 4. 5 - 2 4 34 - xx i
Buses | ‘ | o |
(Passengers) _
P R B TeS |1
e - | - - - - - - - 1(1) 1
9 -] sl - - - - - - - 3(1) 1



8 |

TABLE III.

|46

LXK =

Dist

'Source Survey Interv1ews

S.C - Snnba Colt otors Ltd has been oanblned w1tn CEC for con\enlenco ”hls table 1ncluces the Range Rover
eaving 93 models rather: than 94,

_ passenger cCar which is non-cominercial,

= distributor.

“Note: -

| makes,

= not appllcable B
“** =
St o= tonne

nthlS is a luxury passenwer car - the Ranve Ro»er

which nf totalled “ould erroneously mmplythree mahes

'3 Contd...

capaciTy | GMK | cmMc |sc™lpoie | westiaxps | sucnes | RYCE | MaRsHALLS | FIAT | TOTAL | MAIN DIST.
- |(Passengers) S & S -

1o BRI - 1(1) - |2 - o - - - 1 3@ 2

- |- | - - - - - - 1

|55 - ) |- |- “ - - - - 1(1) Y

52-62 iy | - -] - - - - - - 1(1) 1

62 - 21) | - | - - - - - - 2(1) 1
~fe7 - | |- - - - - - - 1(1) 1
|62-67 - a2 |- | - - - - - - 2(2) 1

68 - |- | - - - - - - 1) 1

- Total 1 14 - 2 - - - - - 17 - X
- |Grand Total|14' | 37 |- |16 7 8 . 3 5 4 fea w

.Figires in brackets represent
-Nocolunn totals have- been allowwd for makes and models because of the’ duplication' involved. For
instance, D.T. Dobie Kenya Ltd!s ten piciup models are all. of ‘one make - the Dutsun, in three 51ze

categorles X : _ R



The pay load carrylng capacity ranges from a

' "eha1f~tonne ple—up to a forty-tonne truck The buses L

are: eapable of carrylng between five and sixty elght
*bassengersﬁ« |
Plck-ups can carry bet“een a half tonne and a
‘three-tonne nay load Each is assembled in at 1east
t“o plants and (ekcept the two- and two-and a-half-

'tonne ones) a1e 1mported by four or more. franchlse

»_“dealers.' The one-tonne pick-up is the most dlfferentiated.

| ‘It is assembled by th (in'6 models of the Chev Luv),

LKL (1n 9 models of the Land Rover and one of the

f Mltsublshl) and by AVA (in 8 models of the Datsun, two
vof the Toyotq, two 01 the “1zda nnd three of the Peugeon\
The second most differentiated plck-up is. the half tonne
tone Wthh is asscmbled in- seven models ‘three of the
Suznhl, twowof-the Daihatsu and one'each.of‘the Datsun

‘andjthe,Toyotd.__t

: Trucks‘oqn cqrrv nn atle pqvlowd of between four.
‘and forty tonnes and a chaln load of up to seventy
flve tonnes The trucks are assembled at all the five |
nlants (1nc1ud1ng the non-opuratlonal ZMS plant) for |

'"seven main franchlse 1mporters. . The most'dlfferentlated

truok»;s‘the~seven tonne one. It is quembledvin
, vninewmodels:vtwo each of the'ISuzu,vBedford; Toyota
and Ford and one'of:the Fiat. The eight- and nine-

“tonne trucks are assembled in five models- each, Other



carqying}capadities assembled in one or two models can

“vcarry,four ten, thlrteen flfteen seventeen,rnneteen,tmenty

»,six, twenfy nlne, thirty and thirty five vto‘forty
tohnes.sf‘pay loads. | | |

o Dependlﬁg 6n englne 51zev thesé trucks‘can.pﬁll_
'addltlonal tra11er lomds.; For 1ﬁstaﬁce,'a ten—tonne
main axle nay lomd Mercedes‘Benz tfuck cin’pull an
vaddltlonal max1mum pay load of between 51xteen and
.veighteen tonnes.‘ Thus the ‘truck can cmrry a comblned.'
:'pay load of 26° to 28 tonnes.f Thls suggests that the
five: models “hose main’ axle carry1ng capac1ty falls
betwcen thirtee1 and twcnty 81x tonnes can be’ Qllmlnated

1since the size of thc traller is varlable._ And thlS

'is true of othcr 1oad carrylng capa01t1es, implying that

too many truck models}are:stemblsd.~b

Buses:
ﬁinibﬁée sand buses: carry- between five and s1xty

1ght pAssengers and are assembled in 51xteen models
‘ seven of ‘the mlnlbus and '‘nine, of the bus.  The six-
_passenger mlnlbus is-ass embled 1n one model offthe
"Land Rovex and the ‘nine and: Len-passenger oneS-ini’
three ﬁodels each of the Lmnd Rover (3 models, f'ths
Volkswagcn (one modol) and the Nissan (two models),
respectlvely.' ‘But-a dlfference of four passengers

is not large enough to warrant the assembly of  six-




_and;ﬁ ten— passenger mlnibuses. Nor’ is it neeessary
to have : nlne— 1nd ten-'passenger mlnlbuses Thus, -

model varlety is unnecessarlly large._

The 46 . 56, 52'62 67 and’ 68 passeﬁger buses
- are assembled in one model e;ch whlle the 62 and -
62-67-are}assembled in t“e models;each of the Leyland
ahd.Isﬁzu. jDépending.en,the~be§y' the numbe1 of
passehger seafs'per'besscan beivarled For 1nstance

'the 62 67 passenger Leyland bus allows a dlfference

: _of five seats, whlle a 52- 62 Isuzu bus allows a

dlfference of ten seats. Thus, with a ten-seat
‘difference hen31 mlght need just tuo buses with 46-56
‘and 57 67 seatinb capac:tle vMore_models “ould be

: redundqnt A Sl
Theedepiieation of}vehiciesdistribution:

There are twelve frqnchlse 1mporters but only
eight are llsted in Table III 4, Thls is because
Hughu° Ltd , and its subsxdlaxy Bastern Motors Ltd.,
have been comblned ‘estlands Notors Ltd. and-lts
51ster company,Rhlno Ltd. have been taken as one;
and Amazon Motors Ltd. is amongvdealers in Marshalls
(E A ) Ltd ‘s vehlcles. The.Cooper Motor Corporatuon
and Slmb1 Colt, “otors haVe been comblned. The existence

'of such a 1arge number of Importers of CKD klts has
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. TABLE III. 4 | : . |
IR LOCATION OF BRANCHES AND DEALERS OF MAIN DISTRIBUTORS, 1982,

“GMK. | CMC - DOBIE . | WESTLANDS | HUGHES RYCE | MARSHALLS - FIAT TOTAL

D |B. PP B |[D | B.| D Bﬂ.ﬂ,LD 4B | D i B | p B B |D
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10 -
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1
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1
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“TABLE Iif. 4 Contd.
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20

10

13

59 |

Note

'e3"D

"Branch ™
= Dealerw

v.’Survey 1nterv1ews.\

R Branches and dealers 1nc1ude central stores and “orkehops CMC 1nc1udes the only
* branches of Simba Colt,

Simba Colt S dealers have been exc1uded 51nce they deal 1n

. other people S vehlcles as “ell
B = TR

'three



resulted 1n a dupllcatlve vehlcle dlStrlbutIOP network
’ comprlslng 59 branches and 70 dealers.,_The-obv;ous

" reason for_th;s»duplrcatloners that mnlnydmporfers _

oompete xo.maintain1orhincrease'indiyidual'mérket |

shares.iV

.nAccordingvto‘Tahie III. 4. dealerships.and branches

are distributed oVer‘25'towns.7 In most towns there-
_,are more dlsrlbution (1nc1ud1ng serv1ce) p01nts than

necessary. Nalrobl, Kenya s canltal c1ty has a total of

- 40¢ or an -average of four or: five distrlbutlon points per .

:maingdealer,, Wombdsa the second largest town hms
13 points.fvhlsumu has 9, hukuru and Nanyukl 8 each
‘and Eldoret seven. For the rcmaining touns,d st 1but on

'points‘fallvfrom five“to‘four,“three,;two and one.

Durlng the survey perlod an executlve in- the
‘.asscmbly 1ndustry observed that vehlcle dlfferentlatlon

is too much -,'

,"The range . is’ top hcavy It is.crazy. One may-:
hoxover,acccpt chaos initially, for (say) three
or -four years, and probably achieve orderliness
uafternards (1fter the fifth year) 1n a planned '
fnshlon" ’ _

'_nIf the assembly 1ndustry admlts that the vehicle
rqnge is too w1de “ny has the 1ndustry 1ncxeqsed the
prollferatlon of commer01ml veh:Lcles'> 'One reason is

that franchlse holders such as D, T Doble and Cooper_




';Hotors Kenya Ltd vho-were operatlng before assembly
'~p1ants were establlshed have elther become assemblers
'11ke LhL or have entered into contract arrangements o

;‘(e g. Hughes (K) Ltd ) w1th the authorlzed assembly

: plants to av01d belng shut out of the local market

_when protectlve measures were taken . Secondly,

a hlgh ]evel of protectlon has made the vehlcle assemb’y

“and- dlstrlbution 1ndustry very profltable and has

:{thereforc attracted more investors ThlS in turn,.has '

.prompted established franchlse 1mporters to 1ntroduce

“Z:neuer models to malntain or 1ncrease thelr market sharcs..

So far thls trend has contlnued unlnterrupted by

.the Govexnment.



’THYpothesis 2:
L Unnecessary vehlcle dlfferentlatlon 1ncreases

'per unlt productlon costs.

Unnecessary different1at10n 1n the henyan
-vehlcle aqsembly 1ndustry has 1ed to 1ncreased per
‘,unlt costs due to: | |

gr(1)3;a dup11cetion of'investments.in.equipment‘
S and inventories | -
‘zgq(ii)f low product1v1ty of’ the factors of
“:ffproduction and
"'jl(iiij3fthe-cost}of.launching new models.
| (ij“'1Dprication'offinvestment'.efg,j
The 94 models (or about 80 bqsic models,“'
”"countlng ~ petrol qnd d1ese1 ver51ons of the same'
jvehlcle as one» model) are too m%ny for the small
' Yenyan market The number of models could be |
'lreduced to 14 (see Chapter IV) Thus, about 66
"ba51c models.are CXCLSSlVG ' Costs related to them
are also unnecessary and they raise per unlt assembly
;costs.; An estlmate-of model spec1flc'cap1tal-cost-

has been put at KShs 1.5 m11110n by one assembly

executlve.n Hence the: excos51ve or dupllcated Jlg

~ sets for 66 models “ould be KSh 99 m11110n vSome.
~of thls is however :owned by franchise 1mporters and

T nence'does*not;contribute_ tofassembly costs. But



even w1th the exc1u310n‘of the cwpltal cost met by ~
':ﬁnndnse 1mporters the balance would still be" |
-excess1ve. Thus»-caoltal related costs such as
malntenance depre01atlon and 1nterest paymenus -
Cif the Jlgb were financed through a loan ~-~"would be
'hlgher than,necessary,. Henceg'per uhlt assembly

costs would be increased unnecessarily.
(ii) Low productivity of factors of production:

W1de vehicle differentlatlon in a small market
dlctmtes assembly in small bqtches.; Productlon runs
‘are . short and a lot of machlne.and labour tlme is
Llost through frequehr changeovers. Furthermore,
'“orkers requlxe lee to set a fast rhythmln
assembllng new modelsaof vehxcle. Thls.lowers the
productiv1t1es of cqpltalﬂand labour, ahdrraisesﬁper
| unlt assembly costs. Acoording to’ohe'vehicie |
productlon manager, product1v1ty of factors ofv

yAOdULLlOﬂ could be ralsed substantlmlly,lf assembly

 runs wcre increased from the current one to three- weekq

to.one or::wo months.r The follow1ng 111ustrat~ons were-
oIIered: | B |
| ;-:hanhours spent ohvassemblihg aAhdlf—ton
bickup would be.}edhced'by 60 per cent.
_Qsmohhours‘spent'on.a‘oneetonne'piokehp;“which is
relntively“diffioult toldssemble, would be

halved.




'Tf productlon runs are really long (1 €. One-
~to two. months),_manhours spent on a medlum

truch would be reduced by 50 per cent"

Thus,_longer production runs for eacthodel”wOuld'réise :

' productlvity and lower.per upit costs.' Aocofding to
‘dnotheffproduction executive a-doubling of his plant's
'output would lower total per un1t Vehlcle assembly

~ costs by 30 per cent

(iiﬂ) Costﬁof a new model of vehicle:

l Wlth each new model search costs 1mportat10n of
.profotypes, acqulsltlon of model spec1f1c equlpment
~etc. have to be undertzken. Wh01 model Varlaulon
spreads and franchlse holders 1ncremse, purchws1ng
has to be dono in smaller quantltles.e Larger totali
1nventor1es of CKD. hlts and ‘spare parts have to be
held by franchlse holders and agents, ralslng per
‘unlt productlon costs. rurthermore, 1»'1s “often
necessar; to h1re an ekpen51ve expatrlate to launch
a new- makc or compllcated vehlcle model, The |
'etpatrlate has to he at the factory untll assembly
norkers are confldent cnough to be left on thelr own,

Thlsﬁlncreases per unit'productlon costs.

We therefore conclude that vehlcle dlffcrentlatlon

oubstant1a113 ralscs per unlt vehlcle assembly.




'~,,Hypothe$is 3:
The vehlcle assembly 1ndustry grossly under-

”-utlllzes 1nsta11ed capa01ty

Capaclty ut1112at10n leVels 1n the vehlcle

assembly plants are low due to both ‘demand’ and supply

:problems.

ameesureMent‘ofvoapaoity‘utiiizationr

| The current ‘measures of 1ndustr1a1 capac1ty
'-have been cr1t1c1zed and a search for more prec1se
‘ones contlnues 3] However 1n thls paper c pac1ty
..utilizatlon rates in the vehlcle assembly 1ndustry

Have" been” bused on’ phy51ca1 output i e. vehicles

assembled.4 o "f

| The 1evels of capac1ty-utlllzatlon for

'L‘henyan vehlcle assembly plants have been computed
"b-rom the 1981 actual and max imwn output f01 one and
~for three shlfts, seven days a. week, w1th an allowance‘
for e four—week plqnt serv1c1ng and ma:ntenance

‘period (see Table II1.5). In_1981, 11;3112were

. as'sendb'led. ‘b'y' ~~eMK, LKL, AVA and ria't?to'get‘her.'.-vg The

ihdustry;s'maximum outbutfon one shift basis-”seuen

days:aiueek was about 19'400 units:~ This glves a

utlllzatlon rate of 58,3 per cent (1 e. (11311 - 19400)

x 100) On a three shlft basls the mean utiliZation

rate falls to 18.3 Der cent .- LKLIhad the highest



TABLE III.5 NUMBER OF VEHICLES ASSEMBLED AND' UTILIZATION RATES, 1981,

‘Actual o ’v‘Estimated capacity for -

- production |— ,
1981 = ]. . One shift . Three Shifts

‘vehicles . Vehicles| Utili- | Vehicles | Utilization _
o -} zation || rates % '
rates % ' 2

1 2 %éoc%é" 4 |5 =Col.1 +Col.4

‘General Motars Kenya Ltd (GMK)| 2830 - 4300 | 65.5 15,100 18.7- .
Leyland Kenya Ltd. (LKL) - | 2800 . 3900 | 71.8 | 13,500 20.7

Associated Vehicle Assemblers

(Ava) 5529 | 10,300 | 53.7 | 30,100 18.4

100

Fiat Kenya Ltd. (FKL) | 152 | 900 | 16.9 | 3,000 | 5.1

 Total - - . |11,311 - 19,400 | 58.3 | 61,700 18.3

Source:  Survey interviews.
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"utlllzatlon rate of 20.7 per cent followed by GMK,
Z'AVA and Flat w1th 18.7, 18.4 and 5 0 per. cent
'_respectlvely But full utlllzatlon is normally
'con51dered to be 80 - 90 per cent Of maximum
eapac1ty. It is thus clear that the vehicle assembly

plants grossly underutlllzed thelr COmblned instmlled

31nnual cwpa01ty of 61 700 unlts

‘Reasons»for.low-capacity‘utilization:

The 51ze and strueture of the domestic
mxrket 1v111ab111ty of 1mported lnpUtS manpo“er
shoztage, employee union demands and export
"restr;ctions-thO»contrmbutedvtOwcapac1ty under—-
'ufilizmtionA But more 1mportant1y, 1ack of strlct
governmentql'plannlng for thlS lndustry S. growth

has caused_lts present underut;llzatlon_of.capa01ty.

‘1;e- Size‘of ‘the market: |

| Judglng from the average number of commor01al
_ vehlcles (1 e, plckups, statlon “agons, trucks aud
 buecs) regxqtered betueen 1976 and 1980 the henyan
market is only-about 9,000 unlts per_year‘(see
'Appendlx Tnble kVII) - In 1981 the lbcai vehicle
 assemb1y 1ndustry produced 11 311 units, 9589 units.
or: 84,8 per.cent-of which were sold 1oca11y as per
feéisfrdtiens;.509 unitslor'4751per_cent were

exported[and.IZIB,units'or 10.7 per cent went into
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inventories.. Thls shows that the assembly 1ndustry
'.depends, almost entlrely, on the domestlc market
But?thls market is unable to absorb the output of

: theuvehlcle assemblers, even at the currently very

L4

-~low:capac1ty utlllzatlon'rate. Hence, "the domestlcl.

‘market s1ze contrlbutes to the underutlllzatlon

of 1nstalled capac1ty.

2. ‘Market fragmentation:

The w1de varlety of nodels 1educes labour

,‘product1v1ty because assembly tlme is lost durlng

model changeovers and workers' led1ning tlme is

”*noxo‘sod‘ Honc“ totml cost ~and, prlces are’
inoremSOd effective de and and output decreased

| and hence installed capacity is even more- under-v‘

'utilxzcd : But~11bour:pr0ductiv1ty and the ratlng

SR for installed cupacity uould be 1ncreased if model

varicty were reduced : For instance, dur ng 1nterwews

_one vehlcle assembly executlve sald that assembly

' »mwnhours per vehlcle would be reduccd by 50 per

- cent: 1f productlon runs uere 1engthened substmntlﬂly
'Another'e\ecutlve sq1d that Japanese vehlcles are
more dlfflcult to assemble than thelr Brltlsh
counterparts Thls 1mpllcs ‘that 1f more Brltish
v«vehlcles were nssembled more output could be-achlwed
w1th1n»the same_number of hours;_gAlso the ndmberof‘

‘axles in a vehicle often increases manhours spent

ek = At e oy




- 103 -

'ﬁbh’ésééﬁbiy;‘ For inétande a vehlcle assembly

}executive told us that four wheel drlve vehlcles

_ are more. dlfflcult to assemble than the two wheel

ikdrlve ones.v ‘He added: _ | )

| -’"These double-axled trucks are so dlfflcult
to assemble that we build them to maintain
good customer relatlonshlps" : ‘

3. Impdftéd inputs:

Unava11ab111ty of 1mported 1nputs, espeéiany

v.when forelgn exchangc is 1n short supply, 1nhib1ts

capncity utillzatlon One vehlclevindustry

Tt

executlve told thls author that

, "You cannot tell when your licence. will be
approved and you may have to wait for upto
three months or more" '

Another flrm, Lcyland henya Ltd.,.WhICh inf
"September 1962 was urging. 1ts employees -to .retire
enrly, indicated that the reduced avmllab llty of
1mported input contrlbuted to the f1rm s unde

u*lliaatlon of capa01ty.
"Thc\combined effect of reduced market demand
- and reduced.availability of licences will

- ~reduce requirements from this plant. to no
- more than 2800 vehlcles per annum from this
Lo year onwards .6 : o

| ThiS‘firm'hasnthe capacity to assemble SQOOIvéhicKs

- . per annum on .a one-shift basis, five days a week.



- 104 - o

4, "Mannower_shortnge}

Leyland henya Ltd _1nd1cated that. 1t was
‘unable to 1nst1tute more than one- shlft and " had
even bnnned overtime because of -ar shortage of’
effectlve superv1sors._:Other'assemblers did not

mentlon this constralnt.
5. Shift allowance:

Shlft worklng uould raise per un1t costs

because the current collectlve agreements glve an

1dd1tiona1 15 per cent Shlft allowance to. the ba51c

. hour;y‘rates.; Furthermorc, the greement,prohlblts

nworking.on Sundnys. .

6, ‘v;Exportﬁresprictions:

It is common for: multlnational subsidlaries

.to hwve their production restricted to a pdrtlcular
mmrket 7\ Sever11 vehlcle dealers said that they
cannot e\port thelr VGthlOS becaUSe of restrlctions
from tho pr1nc1p11s._ On the other hand one; dealer
.‘thought that there “as a"tremencous scope" for |
rexportln but the'dealer was not e\portlng at all,:
'The vehlcle assembly 1ndustry exported only 4, 5
l.per cent- of its production in 1981 malnly to
H‘nelghbourlng Ugand% These exportS»covered only

8.5 per. cent of. the cost of 1mpoxts of CKD klts."



7. ‘Protection and price control:

‘;.The VehiCle cesehbly=industrytoperares inAaQ
higle'profected'but smnll‘domestic market;-importe"
of commerc1a1 vehlcles have been banned Furthermore,
the prlce control formula used for 1rr1V1ng at the
reta11 prlce of the vehlcle is full cost-plus proflt
Thus, the 1nduetry can easlly raise- prlces to
' cover increaees 1n wssembly COotS.§~‘S the Kenyan a
'vehicle assenbly plants hqve little 1ncent1ve to
keep costs down. But hlgher prlcee dampen domestlc
"demand 1nd reduce e\port competltlvenees. Thlb
,1owers output and thus “oxsene the aesemblers

“nndcrutllxznczon ofvuheir installed capac1ty.

8. meh of strlct governmental plnnnlng for

investmente 1n the vehlcle assembly plants. _

. Vehlcle dseembly cqpacity is e\ceseive and
contract 1eeemb11ng has “ozsened tho resultlng
underutlllzatlon The . VGth]P dlstrlbutlon
' 1ndustr3 is algo overe\panded
‘ ‘;:The-‘totalwbook{value;of‘fixed7ossets-of'the
N larger'fhreeopiant5wwas‘KQhé.;QG 9 million in*197i.9‘
.Thc mean capltal labour ratlo Was- RShs. 83 800.

‘For 1nd1v1du11 plants, capltal 1abour ratlos were
KShs. 44 ,800; Kshs, 68, 4oo and Kshs. 164,000, '-‘Buvt‘
Vjustvggg ‘of theee plants would have been suff1c1ent
' for»fne:kenyan mmrket Hence the capacxty.ln;the -

-other tmo nl%nte»and in- P at and Zlbl Management
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ufSerVices plants"represents-eXCess 51nvestment whlch

_h is’ currently grossly underut1llzed

In author1z1ng excess capa01ty, the Government
1gnored recommendatlons of the Stamp report as

, well as of the assembly 1ndustry.
'In>197110"thehStamplreport recommended one”
heavy commer01al vehlcle assembly plant and at mostb
| itwo, for the entire East Afrlcan market compr1s1ng
Kenya Uganda and Tanzanla. A few years later when
henya deC1ded to go it alone she 1ntended to allow
':three plants However, the flrst approved plant
trled unsuccessfully to block the other two. Then
'thﬁ‘LhLOC“pldﬂub anﬂ LhL GOVLrnment agreed that no
4¢‘_othersp1ants,nould bedallowed., But anotherjtwo

were soon permitted to start vehicle assembly,

: : Contrnct 1ssembly has complicated the vehlcle'
assembly operatlon and’ hms hur tne an01llary and the
":vehlcle/repalr 1ndustr1e5’ 'Each of the ten or so
franchlse dealels imports seve111 models of vehlcles

'

for as semblv ' (for competltlon on the small Kenyan

f'market), thus contrlbutlng to short productlon runs. ang

bthe dupllcatlon of model spcciflc equ1pment Other'

'}fsourCLs of dlseconomles 1nc1ude dupllcated vehicle.

_dlstrlbutlon network, ehpen51ve 1nputs bought 1n




fHsmnll‘oetohes'endbdnplieefed invenfory holdings..‘
“These costs plus 1neff101ent productlon runs. force
'bvehlcle prlces up, dampen demand and inhibit the
‘ﬂgrowth of local component usage..‘
’VlThemnenicle'rebair industry is”also hurt
because the w1de varlety of models 1owers 1abour Lo
i;product1v1ty, raises. 1nventor1es of spare parts and

.A;ncregses toollng,costs.m

But these 1neff1c1enc1es would have been
Jvoided 1f the Government through llcens1ng, had
flimiteu the numbor OL‘aBSLmblcr° and franchise.
1mporters; Thus the nmnbcr of models of vehlcles
nouldfhave'been‘llmlted enabling longer productlon
runs .to-be achieved, and hence higher productivity

and higher capacity utilization.
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'Hypothesisl4:

Deletlon allowances are smaller than the overseas

suppllers' per un1t productlon costs of the deleted

“items. Thls dlscourages local component sour01ng

The low deletlon allowances in the Kenyan vehicle

Aassembly 1ndustry are. worsened by h1gh overseas
handllng expenses, but frelght saV1ngs on the ChD
kit mltlgates the blas agalnst local -sourcing.
v'Nevertheless, local component'prlces=are much higher.
than'deletion allowances;‘ The net 1mpact of’ these is

to discourage local component usage.

1."v Low- deletion allowances:
'DélétiOn'allowances'for selectedulocally produced

parts are ‘lower than overseas production:costs.

Table.III 6 detalls overseas.and local per unit
production costs and delotlon allowances plus ratlos
between palr of these- varlablo" for a number of items,
namely. battery -tyre voil filter, w1r1ng»harne557
t~soft tflm, leaf sprlngs and a pickup tray ‘Column 4
deplcts the ratlo between deletlon allowances and
overse ds productlon costs for the truck battery, truck
tyre® and w1r1ng hazness. The ratlos are all'less'than
unity; the hlrhest being 0. 7 for the w1r1ng harness
and the: lonest 0. 41 for the truck tyre.‘“These examplos

fsuggest that. deletlon allowances ire lower ‘than the

,correspon51ng overseas product;on_costs.




TABLE III 6 OVERSEAS SUPPLIERS'.  AND LOCAL PRODUCTION COSTS AND DELETION -
ALLOWANCES FOR A NUMBER OT VEHICLE COMPONENTS 1982 . ‘

Production cost . iletlon. L " Ratios -
. S . 10wance L - .
Overseas’| Local | . | _
(KShs. ) (KShs.) | (kshs.) | . | - o |
(0) . (L {(pa). - | DA:O- L0} DA<+L L + DA
Rt T 1 — 2 3 I 5 5 T
Truck battery [ 1,100 1,467 450 0.41 | 1.23 0.31 3.2G‘>
- Truck tyre | 1,000 | 2,542 | 500 | o0.51| 2.54 | 0.20 5 08'_
VI 011 fllter o 31 ‘ v:I75 o {ﬁ.d - n.a |  2.42 | n.a n.a
1 IR I S T . R S o
o erlng harness ‘ n.a - n.a n.a 0.70| n.a 0.10 10.00
§ : Soft trim | n.a. n.a.. fﬁ.a.. { n.a - In.a. 0.50 - 2.00
= Leaf spring = n.a. n.a. n.a. | n.a.| h#a.' 0.20 |~ 6,00
' - ' S _ o B SR
Pickup tray n.a. . 8,500, | 2,800 “n.a. | n.a. | 0.33 - 3.04
T b e Uy A ! : T
Assembly charge. | . 5.0 ] 13.1 -5 . agﬁia.,' con.as b 2,62 | n,a.vj-i_'n.a.

\ . Source:  Survey interviews

C e

Notes: fé; 0il fllter prices are 1981 retall prlces

b: Accordlng to G. Maxcy11 final assembly charges are 5 per cent of
ex-factory value of a vehicle.

c. Local assembly costs have ranged between 3,2 and 22.9 per cent, yielding a
mean of 13.1 : ;
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‘In support of this, J. Baranson gives the following

illustration:; 

- “"For example, for a complete kit priced at ‘
:$2,000 if 40 per cent value normally priced at
-$800 were deleted only $500 (or 500 + 800 = 0.625
- 2°'M) might be credited as a deletion allowance. -.
Thus, the residual price of a 60 per cent kit
would be $1,500 (in place of the $1,200 one
would normally expect). Deletion allowance
amounts are often based on marginal production
costs, which arc .well below average total costs
including profit". 12 - : :

This illustration: is probably;hypothetical,;but

Baranson's wide -experience 1° in this field suggests
*that'delétionfallowaﬁbes are.aboﬁt 62.5'per7cent“9f

overseas per unit production costs. This corroborates

the Kenyan evidence; presented in Table III.6,

l leut;dé1étion allbwances ére.négotiab}e,and can ‘_
be dééd for ﬁfﬁnéfer»priciﬁg;  in'the.Kényan vehiq1¢ assembly
indﬁstfy-franéhiée;hblders are résbonsiblé for-f |
_batgaihing~forfdéletion‘alibwancéé. Héwéver; thesé
’firms'aré;smail‘relafiGe'to’overseas suppliérS'&ith 4
whom>§hey haVe tofﬁegbL{ate. Hence, local producers
fare'ﬁnéﬁiéstéméxtraét morevfavourable'deletion, |
allowangés."For instance,‘ﬁhe 1oddl véhipie‘d;stributbr
admitted:that hé was unable to wih larger dé1efion--

allowances,'

*A“5W6tS¢ yet,_ohe foreign'suppliér was prepared
td'déletefa'vehicle clock from. a minibus CKD kit, but

would,not‘give-dny deletiOn‘allowance'dt all!
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&nother pr1n01pa1 was prepared to vary deletlon
allowances to help a local Kenyan subs1d1ary malntaln
competltlveness.' Thls pr1n01pal was ready to ralse
deletlon allowances 1f the subs1d1ary became
uncompetltlve. This possibility for varylag deletion

allowances suggests that the allowances can be used for

transfer pricing; an‘addltlonal motive for-low_deletlon'

- allowances.

. 'We can thereforevconcluqe.that deletion-allowances

are lower than overseas per unit production. costs.

B.  Impact of low deletlon allowances
The negative 1mpact of low deletlon allowances
is worsened by hlgh overseas hand11ng charges, but
_‘eocean freight on the CKD kit is a. m1t1gat1ng factor.v
! However,'the net ‘effect ofithese;and”hlgh local

" component prices discourage local sourcing.

'Viica¥‘Total_dglétion'ailowance:

The.overseas ex- factorv value of a CKD veh1cle
_kit 14 is reduced by ‘the total of deletlon allowances
‘ofvtne_omltted 1tems. For vehlcles assembled in
~ Kenya, an'eSfimate’Ior' tnis redaction is,3.8_per_
”cent:(see:TableflII;7). "This estimate.is?baSedlon'a.

very small sample comprising three models of a
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v.BrltlSh plckup Values relate to 1976 Unavallablllty
-.of data has Iorced us “to use such a; small sample ‘and

0ld information. Deletion allowance is

25 %100
a ' ‘
l vrwhere"
. ;a"é;-full (undeleted) overseas ex—factoryk‘:
ff alue of CKD kit. |
b= ,overseas_exffactory;valuelof a

' déieted.cxnlkit,
'fThe 51mple mean of ind1v1du11 deletlon allowances |

equals 3 8 per cent

TABLE ITI. 7 DEIITION ALLOVANCFS FOR.. THREE MODELS
' OP A BRITISH PICK UP 1976

" . Percent -

Model o S 1lkl,;32 | fliéjiiiVMeah

3.6 ["4.6| 3.8

0
N

'pé1étioh*aiidwnnce

- Source: . Kenya Government.

.2.L.' The overseas handllng charges on CKD are hlgher_l

'than delctlon allovances

:But the.estimated total:deletion,allowance'of
-3.8.per'cenf*of the;overseas7ex~factoryevalue of the
" CKD kit]is'elimiaated_completely and even exceeded
by afsubstantial-margin by e\tra charges 1ncurred before

the klt lea\es the port of .export Th1 is. because
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packinb; handllng and Jnland frelght charqesllncurred
in- the overseas country are hlgh and even exceed ocean
;frel ght, Table III.8 glves the mean percentage

_ shares for oacklng, handllng and 1n1and transport
_charges in the overseas country, ocean transport and
landed (c. i f) Mombasa, on overseas ex—factory value
‘hof“the CKD kit. ‘These shares have_been reecalculated
_on 1anded c.i, f Mombasa’valne‘foricomparison..'Five
'pick—ups and ten trucks have been used and the

: 1nformatlon relntes to various years’ between-1970hand,.
1980 (see Append1x Table IY) "Table'III 8,show3'that
packlng,,handllng and frelght charges in the overseas~
country (Col 2 rows 1 and 3) were’ 9, 3 per cent for:
Iplck—un~'and 6 8 per cent for truchs dur:ng the perlod.

_ These percentages are based on dolcted CKD klts. ‘The

percentages have, hoWever been adJusted to 8. 9.and

",_6.5 per cent ‘respectlvely (see column’z- TOWS o and 6

of'Table III b) to allow for the deletlon allowance

of 3 8 per cent ‘ In other “ords the lower percentages

bl.are based on full CKD kits,

R

The estlmated total deletron allowance of 3.8
_per cent is much lower than *he overseas 1n1and frelght
packlng and other handl1ng charves estlmated at 9.3 and
v*v6 8.per cent for prck ups end trvcho, respectlvely, on

qfdeleted CKD klts or 8. 9 and 6. 5 per cent on- undeleted ,

',-'CLD k)ts



';3::_;yo¢eaﬁ freighf,-'a nmifigafibéﬂfaCfor:

Frelght costs are lower on CKD than on’ CBU and
thls mltlgates for local sour01ng, desplte hlgher
_foverseas handllng charges on CKD, |

'A'CKD,kit.occupies'mucb less sbace than a CBU.
'thus Savihg-freight costsg- &ccording to RoSe a CBU
car occuples 9.0 measurement tonnes agalnst 3. 4 for'
_CKD kit and per unlt frelght rates on CKD cargo to
N New‘Zealand are lower than on CBU.ls " But for
Kedyanfcaréog unit-rates ob;vebiCles:are-uniform.
”_Hehce;CBU:freightcchargesbarewlikelykto be 2.647
times t‘h'osie. on the CKD kit' (i, 'e." 9 -'3 4= 2 .647).
-But relevant data are dlfficult to come by because

"1mports of CBU commercial vehlc]es have been banned to

";protect'the local assembly 1ndustry; fHowever _a'

computatlon made in 1973 for a large truck shows that :

ffrelght on - CBU was KShs 13 829 agalnst KShs.‘4 963 Ior
‘ChD klt ' Thls 1mp11es that 1t uas 2, 786 “times. more

g expen51ve to Shlp that partlcular CBU. than the CKD klt

' 1n that year. This ratlo is nearly the ‘same- as the

_'one based on yolume,occupled. For the samewKenyan
“truck oceanffreight raiSed~the overseas'exefactory
value by 6.4 per cent (see column 3 row 7 of Tablc IIlg)y

'agalnst 17 9 per cent for CBU"(row 9 same: column and
:table)ﬂln that year. Hence, frelght saV1ngs on CKD

i k1t° keep the landed value of the vehlcle below that “0f

~:a CBU by 11 5 pcr ccnt i.e. 17 9 less 6 4



. TABLE 11I.8  FREIGUT AND HANDLING CHARGES AS PERCENTAGES OF OVERSEAS EX-FACTORY AND
. | C.I.F. MOMBASA VALUES FOR VARIOUS YEARS, 1970 - 80. ' ‘Percentage

Ex-factory |Packing Ocean @ | . : Col.2 +

overseas | and in- transport plomoasa Col.3
L. o7 4 1and O o I S

T freight- |} fcpf;fva

overseas

1 B S R AR TR R S 5

| prckups

1| Percent of overseas S L - o S B
ex-factory value --100.0 9.3 8.6 . 17,6 | 17.9
F”,"' ] Percent of c. i, f ; v,xw_ v :b_,»‘__ o | R -

. ' Mombasa value . 8.6 |} 7.9 - }. 5.8, 100.0 13,7
- |TrRUcks Sl T e
. 3| Percent of overseas| .-} o bbb
‘ea-factory value =~ | -100.0 G.8 3.9 114,11 1 10.7

115

4| Percent of c¢.i,f. . | o SRR s
value - oo |- 88.0 5.9 | 4.7  [|100.0 - 10.86
ADJUSTED SHARES: | | | |
5 | Percent of overseas ' : RO o h ' SR R

: aex—factory value

N\ e|Pickups | 10000 | s | 83 fhusa 17,2

Trucks | 100.0 | 6;5. . 3.8 {109,3 | - 10.3



TABLE III.8 Contd..... |
o ' ' Percent

Ex-factory iﬁgkigg Ocean . | = | Col.2 +
~overseas iand | transport | Mombasa Col.3

; | freight - | = ‘el f. g
‘| overseas | o e

1. |2 o |8 |4 | s

‘A, SELECTED  TRUCK CKD

7.1 Percent of overseas . A Ly S B B
ex-factory value . | ~100.0° .} 9,9 6.4 = 116.4 - | ~ 16.3

Percent of C.i.f S SRS B o
value S ~ 85.9 8.5 . | 5.5 | 100.0 14.0

116
«

b CBU
| 9. Percent of overseas S R S - . ST
.ex—factory value , .~ 100.0 . | 6.3 . 17,9 . | 132.3 |  24.2

'10<Percent of c.i. f R R sl B R
" |'Mombasa valqe .} 7.6 - 4.7 ) 13,5  f 100,0_ ;[ - 18.2

A\ j~""E‘;c§urce Keny1 Government ”

’Notg; Adgusted shares have been ar11ved at by sub»rqctlng 3. 8 per cent (or total component
~deletion nllowance) from shares computed: on deleted overseas e\-factory value of chD
(see rows for plckups and trucks) L : ~Ll



'i4.f-f'Takinthandling chdrgeSfinto‘account:
For the same truck, overseas handllng charges

are avallable - see column 2 and rows 7 and 9 Of the

.,same table. CKD handllng charges are 5. 9 per cent

agalnst 6 3 per cent for CBU ‘a dlfference of 3.6 f.

per cent

Hence frelght savings of 11 5 per cent must be
reduced by 3.6 per cent to 7.9 per cent. Thus,: for
that particular truck the value of a CKD was. '_ | :

.lower than ‘that of a CBU by 7. 9 per cent Therefore;'

gfrelght sav1ngs on CKD mitigate for 1oca1 sourclng

These computmtions suggest that sav1ngs on
1'freight are reduced by overseas handling charges
h:The reductlon varles among models.l For‘lnstance,
nrtwo e\ecutlves in the franchlse 1mport1ng SeCtOr said

separately that even w:th some - deletlons,thp 1°nded

- values of the ChD klt for French and Japanese PleuPS

eQual landed values of- the correspondlng CBU vehlcles
On the other hand a Tew 1mporters of Japanese and'
‘iBrltlsh CKD-kits sald thau there were deflnlte'. |
saV1ngs on frelght and thmt landed<CKD klt valueS{
‘were ubstantlally lower than CBU values.v-But -no
estlmates were offered Hence the ev1dence ‘is
contradlctory ﬂr However by our computatlon, “the

'_landed CKD values are lower than CBU values bY 15 7



o per cent whlch 1s the total of Irelcht sav1ngs (7 9

sfper cent), deletlon allowance on components (3 8 per
_cent) and a 5 per cent allowance for overseas non-
.’assembly ( ie. 7.9 + 3. 8 + 5.0 = 16. 7) These |
savings help keep down the cost difference between
'locally assembled vehlcles and their overseas

counterparts, '

v5.h Net 1mpact of low delction allowances on 1ocal‘

component sourcing

Refcrlng to Table III 6 Columns 5 6 ‘and 7, ite

~is obsezved that local procurement costs are much

Fhlpher than»overseas productlon COStchdeleilon

allowancns are flnctions of local procurement costs

and the reciprocal of«theﬁlatter a multlplc of deletion

xallowances. Thcsratlo.betweenflocal;product;on_costsv_

and deletion allowances'kcolumn‘Sl”rangeslbetweenﬁl 33'and»
2, 63 and the one bet“ccu local componeq+ costs and deletlon

allouances (column 7) ranges Irom z 0 to 10 0.

Thc low dcletlon allowances make 1oca1 components
appear even more ehpcnslvc than they really are, Thls

‘dlscourages_local sourc1ng.

FurthermOre hlgh overseas CKD handllng charges excee
total- deletlon allo“ances, another dlslncentlve for local

_COmponent”usage;‘;However;-freight savings on CXD kits
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are a mitigafing factor, but:they are'not,large,enough

to encourage local sourcing_ysignificantiy;.

,Wg;é#h thérefdre conéiﬁde thatvdéletion'ailowahces“g~
are 1owef:than dvéfseas-per‘uhitfprodﬁction'éosté.
,This,piué overséas handlihg qﬁarges discourage‘loéélg
compongnt‘séﬁrding; though.freighﬁ savings are a

mitigating;factor.
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Hypothesie'S:_ o LﬂﬂVERv Y, Ok V“ROBI

The number and value of 1oca1 componenfs 1n.'
’assembled vehlcles is small compared to the lﬂm01ted 'CKD
--k1t wnd has grown little over tlme
oooe'of'the objectiQes for-eStaolishing a vehicle

’assembly 1ndustry in henya was to lnltlatc and
'progre551ve1y 1ncrease the use of 1oca1 components.
]aThe extent thlS obJectlve is belng achleved is
p examlned below through the number and value of]ocql
1_componcnts 1ncorporated over time ‘in the qssemblod

5’vchicles.

- A total of 94.models of vehlcles were a%embled
1n henya in 1982 from CKD klts 1mported frodepqn,<
Unlted hlngdom,‘Sweden “est Germany, France,ltaly
“and. the Unlted States of America : Thls w1de Mngc of\
”mouels and data collection oroblems, ade 1txmcessary
Vto con51der a emall sample only. The somple'mcluded
‘s1x nlckups and seven trucks of Japanese, Uniwd
lenpdom, ‘eet German, French,and Itallan orlng.’
.The veh1c105'ure assembled by GMK, LhL,'AVA‘am KL, -
'Thc VGthle repreeent popular makes. However‘the
representatlvencss of a pmrtlouldr model for aglvea
”make{has been limited by frequentydes;gn chamgs,

.eSpecidlly'for,the Japﬁnese vehicles,
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TABLE 111 9 | o |
NUMEER OF LOCAL COMPONENTS USED IN ASSEUBLY 19764982. 

..............

PICKUPS | ?RU@KS.:

Minimum | Maximun | Minimun | Maximun

ASSEMBLERS | . .

‘ I | - 'f:12 ‘;5'13 9 |13
 11f "'. S R I R Yo Eg,a.: 8
:ffiII o : i | ’_nii ;1"7 € 3 ﬂ 6

fﬁﬁNCﬁtsm.xmponTERsi_'
o v . |-nil - 2 | n.a. | n.a.
"‘,‘.’-:I_iI'{';l' | o | -*'7.11_."."':1“.““‘ ran 3 | 5
Sovinn g | 10 8| 10
‘;312";;~j", . ! n.a;’_Ln;a.7 Gn;a.', : '9.
x| o | 13

XIV ' ,  ' n..a.‘ T2 .'n.a..\ 9

oL UXV | e |7 ‘n.a. | -6

COUNTRIES OF ORIGIN:

Cc B n.a.| 9 | n.a. . n.a,

10 3 13

ST
(o]

Source: Survey Interviews,

Note: -~ The Raman nurhers ond lctter‘s are codes for as:emblus
’ S fr'mclec mporters and countrles of origin of CRD :
: e\vilxltg .



The usmﬂe of local components, 1n the locally

assembled vehlcle 1n terms of number -and value . is

'small.

_1;1 | Nnmbertof‘locai-componehts nsedfinhassemblrr
‘Ihereﬁwereu29:locn11y pro&nced components in
198& in. Kenva. These were a'very smell'proportion of
fithe thousands of parts that go into an. assembled
evehlc‘e.n Furthermore upto 1982, the mnxlmum number
"of local components used in assembly “as only thirteen
”:(see Tqble III 9) Thls 1mplles that although the
| numberbof 1oca11y obtqlnable components is small

less than hali were® uscd $U e thc local assembly plunts.

Table III 9 also:elassifies'locnl;component“
;Husage by assembler franchise 1mporter 4and country of
orlgin._ The qu1mum number of local parts used

'by aSSemyle1s was bectween six and thlrt en."’Roughly
vthe'same range was'observed for countrles of'origin for
cxnfkitéTT-oﬁ the»othervhand franchise importers
,e\hlblted a w1der range of between t“o and thlrteen
'components.' In two 1nstances, only two 1oca1 items .
.wererincorporated. .There was one case where no local
cOmoonents were used, But franchiseuimporter*fure

" I'E’SI')ons:Lble ior negotlatlng deletlons ‘as’ well as the'
locnllsourc1nglof components;‘ Hence the observed low
<usage ofllocal components cnn'be"partly blamed on the

laggnrds,amongflocal Iranchise-dealers.



TABLh III 10

PERCENTAGE SHARE OF. LOCAL CONTE\IT IN THE-
EX-—ASSEMBLY VALUE OF SELECTED VEHICLES 1976-1282.

e\cludcd from tbp computatlon of the quple

mcan.

: ‘ — . Percen
Asse-| Coun-. 'iﬁpdf.uiYedr .Parts| Asse-| sub-| All Tota
mbler| try.of| ter " |- . | =~ |mbly | Total othler
| origin]| .char-| ‘local |-
of CKD| ges. | 1 expen :
.......... b Pitied FURUNDS INURDE IR -ty o=
Cprck-tes |1 | D x| 1978 na |na |na | na | 26.4
1 P | “1982| 14.4 | i8.6 | 33.0] 9.3 |42.3
11 | F  |viti | 1976] 5.6 | 8.8 | 14.4] 9.6 |24.0
o | weo| 7.4 | 8.7 [17.1] 2.6 |19.6
I | C |viii | 1976| 18.3 | 3.2 |21.5| 8.7 |%0.2
mr o v | oaee|o~ | - | - |15 |55
1 | weer] 3.3 |20.3 [20.6]100 |33.6
I | D |xiv | 10| 5.3 [18.4 [23.7|13.3 |37.0
. mr (B |xw o fhe77{11.2 1706 |28 3.7 [32.5
o oo e | 9.3 e fes.af 0.7 s
% |Simole mean (W1l'years) | 8.3 12,9 |m1.2) 8.1 |20.3
JTUCKS fr | F |x | 1078 18,3 [22,9 -1 41.2 (300 {51.2.
| b | w2 16,4 {170 [33.4(10.4 [44.8
rofooo[x |1978]10.3 {13.3 [23.6[10.4 [34.2
o ,}01982.112,9 | 8.8 |21,7[15.7 |37.2
11 | 9F. {viii | 1900161 | 5.9 {22.0( 2.3 |24.3
11 | oF  fvii | 1977|109 | 5.1 [16.0 |12.1 |[28.1
B . c 1190 12,5 10,5 |23.0| 6.0 |20.0
S| o xiv (1ee1|ss hzo |17.8 | 1.4 [1e.2
| e w 1981 | 7.9 | 5.6 |13.5] 8.8 |2.3
v ,G ix 1981 | 8.8 | 1.8 |10.6 | - |10.6
. Snnplc me&u (all yequ) - 112.0 }10.3..]22.3 | 8.9 |20.1
Séurce:\ Kenya Government.
~ Note 126,41 % has not.boen' 3p11t up and: has ‘thus been .
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f2.V Share of local components in the value of an

: assembled vehlcle ' o '

eTabletlIIth-contains tne;sttucture ofﬂlocul

costs‘in;thefex—assembly-value:of selected*vehicles.
Local costslinclude the'COStfofTlocnIECOmnonents;f:
lassembly chnrges and all other expenses such as clearlng
~ and forwardlng,lmport fee wharfage, 1nsurance, bank
charges and 1nterest ‘ Together these costs averaged
about 30 per ccnt of . the e\-factory prlces between |

. 1976 and 1982 ThlS 1s a lo“ level of local content

in the assembled value of the vehlcle.n Assembly |
_.charges 1nd 1oca1 components 1ccounted for bet“een 21
- and-23- per cent "of the ex-factory prlce. Local usage
fof-loculﬂpurts, whlchmls asmox‘»relevant mensure-of'
tne locnlinationlofvtho-vehicle had'a share7of'onlv
' 8.3 to 12, 0, per cent, ~For ind1v1dual vehlcles the
»:share rwnged between 3.3 1nd 18 d per. cent., Obviously,
the share of local componcnts 1n the x—assemoly

'value of the vehlcle is eu-.eme1y~low,

bificustoms duty,_aSSemblv changes nnd all other
local enpenscs nre~assumed)nwny,‘wetshnll‘be.leftﬁ
with the value of 1mported wnd locwl components.
Table\III 11 shares out: th*s value between the" landcd :
value of'thevChDﬂklt-and thnt of localfcomponents,-

for‘thejsample“of“six bickaps*and"seven'trucks.' The



TABLE III

ll o
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GRO”TH OF THE SHARE

OF THE VALUE OF LOCAL COMPONEWTS

Note 'ﬁ'

(IN A CKD KIT BEFORE ASSEMBLY , 1976 - 1982,
ImporteJ. ,{Year Total Laﬁded Iocal parts | Growth in
% | % % local
. ] “ o P T e S ) parts %
PICKUPS . | & S I '
1 v 1979 (100.0 | 100.0 - |
o | 11981 [100.0 | 93.4 6.6 46.6
2 Cviii | %1976 [100.0 | 75.1 | . 24.9
3 | viin | 1976 jio.0 | 916 8.4 |
o 1980 [100.0 | 88.9 | .- 10.1 1.7
4, | xiv | lee0-fi0.0 | 898 | 10.2
5 | x| 197 hoo| 6.0 | 3.0
. 1981 1ooo 743 | 25,7 -9.3
6 |eowwe [o1e77e 1000 | B2.8 17.2 o
‘ ) 1980 [100.0 | * 85.0 15.0 -2.2
Simple average{100.0 | 84.7 | 15.3
TRUCKS | N R e
4| i | 1980 100,01 77.8 22.2
. x| 1981 }100.0| 86.3 | 13.7
3 vii | 1977 {100.0| 84.0 | - 16.C |
1960 {100.0| 80.6 | 19.4 +3.4
PR 1976 | 100.0 | 67.6 32.4 |
: 1982 | 100,0 | 70.2 29.8 -2.6
5 x 1978 [100.0] - 83.4 | 16.6
. 1982 | 100.0 |  78.0 22.0 +5.4
C 6 xiv | 1961]100.0| 9.2 9.8 |
7| x| 1981]100.0] 889 |- 1L
Simple.averugc'iO0.0 - 80.7 119.3
> | Sqw: vaey interviews

;. Growth _rcprese_nts the differcnce between _.t'.uj years.
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“”'T51mple average ior the share of local components for

fall the years shown was 15 3 per cent for plckups and
‘19 .3 per cent for trucks. For 1nd1v1dual vehlcles the
'.average sh%le ranged between 6 6 and '35. 0 per cent.
On the other hand the share of the 1anded value

.fsof the ChD klt was 65 per cent at the lowest and

93 4 at the max1mUm - It averaged over 80 per cent.

This shows tbat the locally assembled vehlcle - is not

| 'villndlgenlzed to any 51gn1flcant extent

3. -‘Tbe'growth of 1oca1'componentsausage;

| Table III 12 1nc1udes four plckups and three.
g”trUCks f01 Whlch data on* local components usage was’
:*bavallable for at 1east two years between 1976 and
1982 Durlng those years, each of tno 1mporte1s of
-{ChD plckup klts raised the number of local components o
»used by one,:one othcr 1mporter used two add1t10nal |
L\cal.parts and the remaln;ngelmporter stoppeuiu31ng
onellocal_compOnent. -For’trucks,‘increases were by
two,\tbrEé{and?foureiooal compOnents; Thus,dgrowth

_jinrthe.use'ofFlocal parts was slight.
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'IITABLE 111 12
GROWTH or LOCAL COMPONENTS USAGE IN A°SEMBLY ]976—

- ~PICKUPS - -:--|-+ - ' TRUCKS -
. | Inporter ~Year; Parts Impofter - Year . | Parts

Voo |e7e benin | ovas | 1077 | 3

:IéélT S2 "_, 1980 | 5

| ovii | 1ere | 10| x- |07 | o
o 1980 f*‘9', - ’7”I.;1982 13

| x ;1578 12 I_ k”";197s, 9

1982 | 13 | |12 |12
w1977 6 |
1081 | 7

_Source: "Survoy interviews;

4. Growth of local: componentq share in an assembled
- vehlcle S }

Out of the veh1cles depicted in Table III 11

_ four pickups and three truchs have 1nformat10n on any’
two years between 1976 ard 1982 The«growth in local
icomponents shmre hms been obtalned by subtrdcting the
'share of the f*rst year from that of the second year'
shewn A p051t1ve sign 1ndlcatos yro“th and a negatlve
one decllnc Two plckups e.perlenced increases and

the other t“o declines in: the locml components. On'the?

other hand t“o tzuchs e\hlblted 1nc1exses and ‘the

'remalnlng one a decllne. .Jostvof these changes were
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h small except three plckup numbers 1 and 5 reglstered

'hia rlse of 6 6 per cent and a deollne of 9 3 per cent

"*rospectlvely, whlle truck-number ) experlenced an

-glncrease of 5 4 per ccnt These changes also suggest
.sthat local sourc1ng grew 11tf1e durlng the perlod |
We therefore conclude that the usage of local

components in assembly 1s small and has grown little

' rover t;me.




“Hypothesis 6:

'prhe:vebicle assembly-industry'is not

'paggre381vely searchlnp to 1ncrease local

“7components used 1n vehlcles assemblsiln Kenya

) S . o .

In most developlng countries the vehlcle‘

s.manufacturer plays a- maJor role 1n developlng the

v‘capabllitnes of. the anCLllary 1ndustr1es for

braw meterlals, Semlfinished parts such as .

'4'cnstings"fOrgings,‘and the Ilnished components‘

f that go 1nto an assembled vehlcle.}j The-vehlcle

’assembly 1ndustry in Kenya should —— but does not ———

play a 51m11ar 1olt The local vehlcle assembly

'plants-shonld-qggr0351vely senrch to 1mprove the

’ o;cmpabilltles of the ancillary flrms to make quallty

vproducts and to produce more of the currently 1mportedt
'b'components.-. |
The thlrty or so locnlly produced parts
;1 represent only a small proportlon of components
13that go 1nto qn assembled veblcle 181 Furtherm01e,;7
‘only about seven locql components are used’ 1n the

"average assembled vehlcle Hence there 1s need to

"1ncrease usage of local parts 1n assembly
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The question "Are you- aggress1vely searchlnf1r to

1norease local component parts 1n your vehlcles9" was

put to four assemblers and six franchlse 1mporters of

CKD ths..

Thelr answers were supplemented,byflnterv1ews

~with: the an0111ary 1ndustry The following*results

'were obtalned

'e(a).

‘(b5~

- 1nswered 1n the negatlve. »The only‘

e_(i)l\

(i)

\Jappromals, This introduces instability in

None of the four assemblers 1nterv1ewed

“namely GMK, LKL, AVA and TKL answered

in: the affirmatlve.

Flve out of six franchlse 1mporters

p081t1ve ‘answer was supplemented by. the

frOllOWlng“reasons whlch allegedly”

’_inhlblt progress

Low or non-existent local standards

resulting in unacceptable-quality of

~local products. |

‘Uncertainty about CKkait”import licence

production, and limits adventure.

I an item is deleted from a CKD kit, it
. would be impossible to reinstate it at short

‘notice if local production was inadequate.
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.Fdr-instance,‘ofders to:Japanesefprinoipals
3 have'to be placedvtweive;months'in,advance. |
_Thus,if deletion was effected*nndklocal»
prodnction turned’out:to:be’nnsntisfactory,
-the assembly operation Qould be disrUpted
‘until the»ifem'was'reinstared in the CKD
kit. To avoid‘diSrnptiOn,fthe‘impOrter meylhave
to buy the requlred part from the replacement
S market at a substantlally hlgher cost. For
‘these?reasons, deletions-are delayed; (and
B sometimes~deletion'process:takesfupto |
eighteen months), until local supply" 1s"
Judged to be relzable by the asscmle
'industry.

ol

‘ A local - glmss component 1llustr1tes the pos51b1e

unrellablllty of supply. A glass firm, whlch grossly

underutilizes its-capaCity, ‘planned to raise-the price

of glass but wasonotvprepnred to guarantéé7regﬁ1ar

_supply.

(1v) "The 1mport content of 1locally produced
parts is very high and this lowers our
‘incentive to search: for more components”

snld an assemb]er

o
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"(iV) "We hmve ev1dence where a sample turned' 
out to be acceptable but productlon was -

faulty'" said an assembly executive.

| These lesponses question the abillty of the
‘local ancillary 1ndustry to regularly supply the
qualitv 1tems demanded by the assemblers at
reasonable prices.f The compqnent:preducers,e
on ehefether‘hahd,;eoutendedlthetltheu,are capable
of satisfyingvthe vehicleu1SSemBIy industfy?sv
; requirements of the currently produced range of
"components and blwmed the assemb1e1s for being

uncooperative. Three cases are cited below:

(i) _Onevfranchise impqrter‘hgd‘uptil_recedtly

refused to purchase soft frim 1oea11y,‘

L(11) A localkradiatof "was dropped by un
|  ‘assembler after an‘unﬁeeessafily
Vp}gorous tesi,by the-Jupanese-principalﬂ
:Lsaid the‘localifudiator manufucturer.‘
';Irouically, this locai manufecturer's
radiators are used by one or twe franchise

~“importers as original equipment parts

- on vehicles assembled in Kenya. This throws

 doubf upon the validity of the Japanese

"~ .rejection.
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,These and other local items-are used by franchise’

'impofterS"orftheir'agents for theicomponent‘replacement
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Local bent glasa was dxopped by a franchlse

holder.

L4

market. Furthermore, some of the locally produced

‘items are used as.original“equipment_parts by some

Iranohiée impoiters in some vehicle:models, as

'illustratedfbelow:

Brake fluid

":"One Iranchise holder brlngs in brake

. _'f1u1d for hls-plckup and heavy truck!)

ays a vehicle”assembly executive

;But 1t least one other 1mporte1

.j;obtalned the item 1ocally.

Leaf

springs:

'ufThie item wae-used‘seleotiVeIY"in three -

,_‘eaeqembly pltntc but not in thc *emﬂinlng

1*onﬁ "In one assembly plant “the

-oomponentUWas-used on one pickup‘and_truck

" ’but not on'a different make of truck.

. Interestingly the conférming pickup and -

" truck are not of the same make; but the

defaulting truck and the conforming

.fpiokup are of the eame make;
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o

“_Rddiatorwblock:

‘-Onesassemblér~uséd-this,component;onn
pickups but not on trucks and buses.
Though~avdifferent~ﬁssembler'used*the

v'1tem on - plckup and on one truck.

_Bumper bar;:
One aqsembler used thlq part on pirkups

but not on. t1ucks.

® WhiléfoneVWinoﬁC§neot;indivinnniimannfaotnrors
to dcmond difforonf;dogféesfoffqnnlityéIOr components,
itkj§'diffiouTt tovexplain why  a prjncipal"would
accept a componcnt (c L.Qradiqtor block lcaf spring
or bumper bnr for a pichup) and @ 51milar but larger

component for a truck’ of the .same make.o

Some Ioonl"éomﬁohonté'that”havé”Kéhyan'national
quality standardq are not ‘used-as or:glnal equipment
"parts at all Theso include bolte and nuts, hcwdscrewo,

shockjabsorbers spark plugs and bxake 1jn1ngs.

' Many managers in'thé nehiolefaséembIQ,and
distribution indué£iics“admittedTthat‘they are not
égngSSively searching fo”inoféase"fho use of local
components. A oouplé told*thiq author;that "loecal
content 1s rcversinr" partlv dne to. the continucd

1ntroduct10n”op,new;modelg,; Another-executlve sald
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- "We cannet»say we are doing anything to ihcrease
'lole centent" ‘And yet another cons1dered the
industry "undynamlc" in actlvely stlmulatlng the-
productlon ofalocalucomponents:' These findings augur
well‘wifh.those of GershehEerg when he-eoncludes;
"ih no case“did we find (mnc)'firms dhdertaking to

1
a551st in the development of 1oca1 supplles. 19

Furthermorc, the assembly industry is not ‘v'
d01ng much to hclp the local ancnllary 1ndustry to
reduce per unlt product:on costs, to 1mprove the
quallty of production ~ or to- enter 1nto new
product lines to- produce more of the currently
imported items. Oaly oune f;rm‘said that 1t has given
technical'assistance»ﬁb‘a iecal producer - a cushion

maker.

We therefore conclude ‘that the assembly 1ndustry,
even by 1ts own qdmission, is not aggresslvely

searching to increase local content in assembly.
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. Hyvothesis 7:

Government policyﬁuurinaction?“has_contributed
,tofthe‘vehicle assembly 1ndnsury s fallure to use
more locmlly produced components,

The GoVérnment'haS.allowed excessive model

variety and restrlctlons on exports and has not

challenycd delctlon allonwnce°u= ‘The settlrvr of quallty

qtandards has been left to thc assemblers and the
government's in51stcnce on u51ng local components in

,dssembled VOthlOS ha been weak..-Theaprice control

'formula ha5’41°o contribLteo to lack of growth in the

usage of 1ocu1 component .

E.ccscivc modcl rficty'

Nlnctv Iour models of VthClCS are assembled
‘in'Kenyn‘for 12 orilclally authorlzed franohlse
importers. This has re esulted Jn 1nofflcicnt 'short
.assembiy'fUns,u”dunlicated diStributivc‘networktand

ocns ve ve kicloo.- The high costs and prices dampen

~.

cemqnd wer production volumcvand thus decrease the

qu1nt1ty of local componcnt uscd in Original-equipmcnt.

.Furthermore; thc wxdc variety of modcls forces shor
and costly production runs on the anc111ary 1ndustry,
fesultingfin high’component'pficést- This discourages
vlocal.soufcing'in préfeféncedfor cheaper imported

compon ents., But there is a dilemma. If local
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sour01ng were ralsed substantlally, vehlcle prlces
would rise to uncompetitlve levels and furthcr

discourage demand.
_ EXport.restrictibnsi

;Packdges for fedhnologital transfer to~developing
countries’ often prohlblt czportlng out51de spec1f1ed
areas. Thls prevents the achlevement of more economic
productlon volumes, contrlbutes to capaC1ty under—
utillzatxon Zund_gives rise to expens;ve products and

low’backward linkages.

/

In Kenya, most franchise vehicle dealers are

ﬁfbhibitcd'frqubﬁpbrting;by””ﬁbi&*ﬁrinéipals. This
has;resultéd‘in low exporting. and has contributedito
the,serious.underutilizaticn of capacity... Tor 1nstance, ‘
in. 1981 only 4,5 per cent of total productlon, was

exported:and this share wquld have been"smaller‘had

R

it not been for extra direct orders from foreign aided

projects located in'neighbouring countries. If export

restrictions - were outlawed and franchise dealers

commitﬁed to sell on the oﬁport market, then more

exporting would have been possible,'higher 'prdduction ;

volumes would have been reached and more local i

-y . L ', ‘

components would have been used.
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Legislation_hinders,exporting:

Legislation also hindersﬁexporting in that service
replacement parts cannot bé‘re-exported.without an
export licence.. For ihstanoé,'a‘vehiole assembly
executive said .

"It is 111eg11 to re—e\port service replacement
' pqrtpu

But o:dors for vehlcles often 1nclude spare
parts. Hence a- separato appllcatlon for an export
licence for qpqre parts has to be made.  But-llcence
approvals. are slow. Thus, if a forelgn customcrs
requires vohicloé”andfpdrfs;tOgcthor, the order may

he lost..

High coSt of anoillnrv industry:

Dupllcatod investment and "1ng1e shlft worklng
‘ mmkeq the an01llary industry hlgh cost and thus 1nh1b1ts
10011 :ourc1np. ForAlustance the radlat01 block
94L;og industry ﬁhs two firms:‘ Burns and Blane, which
is foreign owned, and African Hadiator_Monufooturers,
which ‘ 13 Kenyan o“ned ’Thé'locally owned |
company was the first to enter. the 1ndustry It acquired
a Ksh 1 million'radiator'tank making machine with a
loan. from the Industvla1 Development Bank utd (IDB), in
‘1977.k The radiator company 4nt101pﬂted orders from

the assembly. industry. Unfortunately, no oxdex;were

received, and the machine has been idle since its
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'inetallatieh},TThe equipment is the m0st expensivelitem
‘in the company s workshoo The company now . concentrates
on radiator 1ep¢11 “orh,and loan repayments to IDB are
d1ff1cult_to~meet; Burns  and Blane entered radiator
produciion in 1978 and won ogdersbfrom a couple of
'assembly plahts._ But these orders pius:those of the
cempoﬁent replacement sector Were only sufficient to.
endble the radiator compdny to use its tank making

equipment one day oniy,everyithree‘ﬁohths.

All the anczllqry flrms v151tcd operatc 51ngle
shlft and thlS lowers the utlllzation of Jnstalled

. capacity The 1ncv1table result is rmlsed per unlt
<

'pxodueLlon costs, which dlscourage 1o¢¢1 component .

-l

sour01ngf

Vchlclc model varlatlon also hurts the dnc1llary

'oinmLmry as 111ust11ted by the radiator 1ndust1y In

'thlsvlnduetrv,thexe are many makes and modele - But
thlb ldlgt vallety Lb unnocesqaxy s1nce-11 has no
bearlng on the effJCIGncy of the radiator. Ilowever, it
~comp1101tes tank making. 20 This is SO bepause'éach
model requlres a special mould and a efamping'die
fcostlng well over Ksh, 100,000 to mahe.v And to satisfy
theiKényhn'market,-IQO models of radiaters-would'have

to be made, implying low production runs,6high changeover
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COsts, low utilization levels and'high unit coSts.'
'Comblned these factors would lower local component
sourcing. Currently,vthe conpany produces twelve models

of radlators and the other 108 have to be- 1mported

Deletlon ‘allowances have not been challenged by the

Government
Deletlon’allowanceS'are'smaller_than overseas
produCtion costs and are only a fracfionvof local
orooUCtion'COSts. But 'a rational entrepreneur,Will‘not
substitute'a:more expensine cdmponenf for a cheaper.

one.. Hence local component sourcing has been inhibited.

.Bnt'delefion allowances afeﬁnegotiable.} The
governhont~conldwhwn0-challongeﬂ the competitiveness
' of the iC alldwances. It couldlhave used itstpower of'
ownershlp to part1c1pate 1n negotlatlons.u'Furfhermore)
it coulq hnve emcludod from local assembly, those,makes
of vehicler on uhlch doletlon allow%nces were too low.
~No 'vidcno publlcly avallable that the govcrnment

N
has attnmpted to see that deletlon allowances are ralsed.

- Quality'standards'- the final judge:

Thc forelgn VCthlC manufncturer 1s legally the
~f1na1 Judge on the acceptable quallty of local components.
But~henya has" ‘a national quallty standazdS‘body "= the

,Kenya Bureau of Standards (KBS) - which is respOnSible

Al



o

for developlng, reglsterlno,’wnd'enforoing 1oca1 quaiity
standards. In: developlnr standqrds " KBS uses e'broadly'
‘.based COmmittee-and coun01l~representing manhfncturers,
technioal insfitutibns,Tconsumefs/nsers. and the
government Theebureau'also %ofroWS‘literature

on quality standmrds spec1f1c1t10ns from 1nte1nat10nal
orgnnlzatlons. But the veh:cle 1ssemb1y 1ndustry 1s
Tnot .bound . to qccept the qullty standards set by the
KBS.: The - vehiclo asscmbly 1ndustry uses 1t° overseas
suppllexs to test and mccept/regect local components
For 1nstnnce,'ailocal'radlator and leaf spr1ng21
 were.rejccfed by ihesdnpanese;snnpiiérs. Ironically,
these fwo compOnents are being used in the"assembly” \
of a numbefiof lxitish tlucks and pickups. ~ These
illustratlons show thnt foxclgn suppllers dcmand
different qudlltv levels: for 31m11ar components and

_ thls delmys’deletions, dlscouxages local " sour01ng

of componenﬁ;and erodes: Lhe Crcdlblllty of the KBS,

’ MP“L enforccment of local componcnt 1nc01poratlon
in assombled vehicles: :

According to;LegaluNotice-No. 22‘of«1980, 21
‘iocally‘produced'items were to be-bougnt locally,
~But the importation of-thése items,except-fhe battery
and tyfe.and tube, has dontimied almost nniterrupted.

This has happened because of a number of reasons:



 was-more vigilant, local content wou1d<havé
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r

No penalties were stipulated‘ﬁgainst foenders.
" If a provision for heavy penalties had been

~made in the legal notice and was strictly

enforced, the importation of locally procurable

items wouid have been reduced..

Import licensing was lax andjhas thus facilitated
»,the'cqntihued»importation of locally obtainab1e

‘items. '

ijThe gbvernmcnt has.ﬁot used its'pari 6Wdership
.zdf‘the vehicle assembly industry to find out,
-lthrddéh’ifs‘diréctorShips,.whethér“thé-aésembly'v‘
'induSt:y pursﬁqs publié objectives,¢oncerniﬁg |

~local sourcing.

.to_fhe vehicle assembly industry. Thg~fdllowing

quote from an executive of a subsidiary of a

‘TBrCign firm‘suggesﬁs that if the government

risen faster:

"At the moment there is no incentive. Frequently itk
simple to bring it in, There is no incentive.,
- I would say that a sophisticated department
“within the Ministry of Commerce  and Industry
(currently Ministry of Industry) ought to be
able to go around and assess capabilities and .
say, right, these pins, this hub, from now on

- cannot be imported it's got to be made locally.

Delayed enforcement of local content is not limited

na:
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pricé7 controi formula

The pricésléf'locally assembled vehicles and
those of the 10Cd1'éomponenté'are Contfoiled. The.
formuia'uSed_fdr'déterﬁining'whblésalé/retail prices
is full-cost—bius-a-lafge percentageéprofit.JvThis
formula does not encourago co,t cf£1C1ency in the
ancillary 1ndust1y : Tho VOthlG asscmbly industry is
thus faccd with cxpensxve local compone)ts and hence

' orten continueq to prefc1 the cheapcr 1mp01tcd ones.

VA price fdrmUIA- tiedlio an ef ficient overseas
country wo;ld_ndt allow a-producer to automatically
raise,thc;pyige_QthiSJperﬁct byzthe ﬁp1l increase
in per?ghit;costs.;»This,wou1d fdrcthhé_lbcal prbducer

‘to institute ‘cost cutting measures. -

‘“We ‘therefore conclide that government policy
and inaction has contributed to the observed lack of

growth in‘localwcomponent;ﬁsage'in-ghe.assembly industry.
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Hypothesis'S:

"The'heavy dependence on imported inputs has made
the” Kenyan vehlcle qssembly 1ndustry a major forelgn'

2‘-Chﬂnge user.

‘The share of the landed value of the CKD kit
in_anoassembled vehicle is substahtial‘qnd?the
‘vehiole;s import content rises furtheerhen indirect
‘bimport costs for locally produced components are

_tmkcn into. accouut Thus, the total foreign exchange
1cost of a vehicle built from a CKD kit 1is close
.to'that of 4 CBU.' All this makes thevassembly industry

“an inefficient carner/saver of foreign exchange.

s pThé structure of the_ex-assembly‘cost:Of the

- vehicle.

;When,ﬁhe decision.to_assemble_vehioles 1ocaily
was tagoo,itho Govornmcnt_expectod to save'foreignf
oxchango\byfimporting;uoassembled vohicle kits
?ﬂthér than the assembled vehicles. "llowever, the
ovorséas cxsfactofy vdlue-of_a full CKD kif;is not
muchilower than a CBU, Even when some items are
,deleted:from a CKD'kif"its value ddés not differ
81gn1I1cantly from ‘that of a CBU Fof inétanoe,‘the
mean deletlon allowwnce, exprcssed as- a perccntage

_Of the: overseqs e\-f%ctory alue of a fu11>CKD for

threo modols of a populqr plckup, was only’ 3 8 per
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- cent in 1976 (see Table 1I1.7). jFurthermore,‘even
withxthe freight savings:on'CKD'kits,‘the,landed?value

of a CBU is close to that of a CKD kit.

The import intensiveness of 'a selected locally
assembled?vehicle is high and has growneover fime; This -
is i]lustratedbin Table IIT.13. The landed share of the

. vehlcle in the: ex—assembly vmlue was. 61 pe1 cent in

"1976 and 59 per cent in 1980 The two per cent fall

is. attrlbutable to the rise in ‘the share of customs

'f duty from 16 O to °1 3 per cent »Ifbeusféﬁseduty was
'e\cludcd from the- ex—nsscmbly alue of the vehlcle,
'the shqre of the 1%nded co<f of. the LhD kit would
Jprow from 72 6 to 70 0 per cent over the period.

The local components' share “ould also grow: Irom

6.7 to 9.4_per cent. But this vchlcle is stil] heavily

w_dependent on imports.k

‘Apeendi# Tables III and IV show thwf”fbr six
selected plckups and 'seven trucks, the share of the
Llanded cost of CKD kits ranged between 41.6 .and 67.2
per cent for. plckups and 38,2 and 63. 1 per cent for:
trucks -The weighted average of these shares was
53, 9 per cent (see Append:\ Tab]e V), which is- lower
than~thwt of the pickups, in Table III. 13 " Thus, the

dlrect 1mport content of a locally assembled vehicle

is high
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TABLE III 13 STRUCTURE OF EX-ASSEMBLY VALUF or A
-PICKUP, 1976 AND 1980

...... 1976 . |.... 1980

Lénded‘cqst, | 61.0 (72.6)] 59.0 (75.0)

Customs duty ; 16.0 21.3

Local components o 5.6-( 6.7) 7.4 (9.4)

Assembly charges - 8.8 (10.5)| 9.7 (12.4)

:ﬁbh-éssembly‘expenses 9.6 (13.2) >  2;6'( 3.3)
 Total  [100.0 | 100.0

Mark up . |

}Sa']..es.. 'fnx

Qﬁetail"price

-l

Source: ‘Kenya Government.
- Note:Figures in brackets are based on ex-assembly

value.excludihg customs duty.

: Th§ import content cf the vehicle fisesvfufther
'ifmimborp contcptsViq¢iocﬁlly]SOUrced componetits and
injassemﬁly;and non-asscmbly Pharges‘are;cgunted; This
has;béeh dttemptcd in Appendix Tables VI and VII and the
'results are summarised in Table III. 14 Whefe the. |
' 1mport contents in thc 1oca1 items of. ezpendlture unlé
. - o

nqt‘learned_from the 1nterv;ews, an arb1tpary share \é;¥€)\

&f 50 to 80 per cent was assumed.
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Thc bases for arrlvlng %t the 1mport contents

of some 1temsare glven below

(a)  ‘Expatfiates' salaries:.
A third?is“assumedntoﬁhave'been repatriated.
(b) - Interest payments
GMK LhL AVA. nnd FhL pald 81,0 per cent
of total payments abroad bet“een 1977 mnd 1980

(sce Appendlx Table kIII +row 10 column 5).

(e) . Depreciatlon
These funds w111 most pxobably be spent on
1imported»cap1ta1 equlpmentw~:Jhus,thewlmport

cOntentiis;lO0,0,perﬁeent.

- (d) Forelgn manmpement

- This item is 100.0 per cent forelgn.i
(e) . Net profits:
The curlent onnexshlp (1982) of the .
_ vehicle assembly Jndustry is: 48 -per. cent forelpn.

_ Thls is .the 51mple average. of 49 0, 45, 0 and 49.0

forelgnbshaleslin;GAh,.LhL‘and AVA, respectlve]v



TABLE III.14 WLIGHTED AVFRAGE IMPORT CONTLAT OF THE EX-ASSEMBLY COSTS O"
) o TPIRTEEV SELECTED VEHICLES 1976 - 1982. ‘

PERCENTAGES
S Total | Import Minimum |
A ; - -share share | import -
o : E ~ i | share
1 2.7 3
1 | CK D kit - c.i.f. Mombasa | 53.9 | 53.9 | 53.9
2 | Local cohponents = = 1 8.9 | 4.1  §'~;3:1
. 3 “AS§emb1Y'¢harges~" o g 11-52 v;’ 518 i 5.4
% 4 | Sub-total (1 + 2+ 3) | 74.3 | 63.9 | 62.4
% | ‘ . _ \
| 5 3uNon-assewb1y cha*ges ' g 7.6 6,1 3.8
Gﬂ'f.Sub totml (4 + 0) ‘ | 82.0 | 70.0 -} 66.2
_7: iCustoms duty . fA:f’ - 18;§ N nill' 1 nil
. Total = 100.0 [ 70.0 | 66.2
Source: Kenya Government. | g o . B

Notes: This information has been evt"ﬁcLed from Appendix Tables V
(CKD, row 1, column 5), VI (local components, row 15, column 5)
VII (as>emb1y and non-assembly charges, rows 11 and 12) -and V

ag11n Col. 1, last row but: -6ne for customs duty.
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Table III 14 shows th%t the estlmated welghted
average 1mport content of thlrteen selected vehlcles was
70 0 per cent of the cz—assembly Value of the vehicle
in 1976 - 1982 The expected mlnlmum 1mport content
was 66.2 per cent, Thls suggests that local ‘content,

(5nnoring 'customs duty) averaged only 12,0 per cent or.

a maximum of 15.8 per cent of ea-assembly costs.' In
summmry,_the ex-assembly value of the vehlcle was composed |

, Import content (min. ) 66 per centv(row 6, col. 3) ‘
. _ , |

Local content (de ) lG»pervcent»(i.e. fow*s,colrj.le§

| o SRR col. 3)
~Customs duty - ' "'18 per cent (i.e. row 7,col. 3) {
. - Co - 1
Total. _1C0 per cent [
or Import;content (average) 70.per cent (Col, 2, total) :
Locnlfcontentf(avefage),712vper:cent (i.e.~row 6;001;1{
2 ' P ~less col., 2) i
Customs duty .18

~Total . :'f:iOO"per*cent

A
|

If customs duty is e\cluded nnd import and local contepts..”

3 reca]culqtcd ‘1mport content becomes 80 per cent (mlnlmum)

and 85. per cent (maxlmum) the balance belng local contcnt

Thls shows that the 1oca11y asscmbled VGthlG is heav11v

dependent on- 1mports

" There -is one overseas. remittance which has o
‘not been mentioned although it.represents a very

S15n1f1cnnt domdnd on forelgn e\chanrc reservcs.

¢ . ) - . -
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?hislisbfhe léan repayment. Appendix Table XIII éhowé
mhaf¢5etween—1977\and.1980, GMK, LKL; AVA and.FKL paid
in,fotal an a§erage of K¢ 5,557,000 in foreign,eichange
betweéﬁ‘them per‘yenr'(row‘3, col. ﬁ).' This=repfesented

' 89.5. per. cent of the K 6,206,000 (row 18 column 6) in

rd

.»Atbtal’Ioah'repayments,'interest payhénts‘dhd'dividends.

~urthermore 1own 1em1tfances were repaid in full when .
Lhey fell due, unllhe 1nterest qnd d1v1dends (see

: Appendlx Table X1V rows 4, 8 and 12, and column 6).

2{-:‘f Use of forelgn ‘exchange:. a comparloon between

the CKD vehlcle k1t 1nd CBU vehlcle

I'An unmlysis of the import and 1oca1-c6ntents of
Hhoth ChD knt and CbU appears in Table III 15 The |
1ab1u usoa the average of the same thzcc plck -ups usedf
in obtxlnlng mean deletlon allownnce (see Tablb III 7
';'1bove) In connectlon with the CKD k1t 1nfozmnt10n
-~ on the 6verseds ex—factoxv’value, deletlon qllo“ance
‘(estimatea alrequy) creight . and other empenSgs payablc
1n fore1gn cxchanrc is available. But 1nd1rect 1mport

content in locally incurred expenses. nas been estlmatco.

f_Also ull expenses relatlng to the CBU are_estlmatcs

since 1ctu11 data 1re not 1va11able. ‘The estimation has

been done as follo“s (refer to. Tablc III 15):
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- Note: All. other éxpeuses-inclﬂﬂevc1earing and. - forwarding, . . |
: “harfavo -marine,. ins urance,
o trmnsport warranty etc. R
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TABLE III 15 THE ESTIMATED TOREIGN EXCHANGE UQED BY
‘ . THE CKD- KIT AND CBU, 1976.

.............................................. - KSH '
.. CKD .. | cBy
- Ex-works overseas -‘undeleted"38,285*. .38,285%* .
| .. - deleted - |36,800% -
'Aéséhbly éhdrge x ..2,015
Ex-works - CBU 40,300
Freight cﬁargé‘v 3,800% | 10,100
Otheriovérséas'expcnses ' -4,200$1_f;34;200**5
Landed vdiue; Coilf, 44,800 |-54,600
Iﬁﬁorf contéﬁ¥1in: T ‘ |
tbcdlfc65bonents" 4'5;006@ -
| Assembly chtrges  4,300  -
5A11 other local expénséé H4;560. | .72;506*%fffg
(wharfare , cleallng and N C e
forwarding, etc.) _ —
Total‘import content .‘36,60(3';"‘i   5§;100_

Source: Kenya Government.
- R R

bank charges, inland

o Actual'data, numbers Without stars were estimated.

*¥ .For argument's sake, these costs were assumed
" to be equal to -- thougn probably actually
1ess than -- thogc for a CKD kl* o _
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CKD vehicle kit

(i)

(ii)

(iii)

Items 1 to 7 are actual averages.

The average import content in local
components, assembly charges and in non-
assembly . expenses of 4.1 , 5.8 and 6.1
per cent appear in Table III1.14 (col.2
rows 2, 3 and 5), respectively These
percentages relate to the ex-assembly
value of the vehicle, which has been
estimated at KShs 73,500 as of 1976. Thus,
items 9, 10 and 11 (Table III 15) haxe
been obtalned by multiplying the ex—assembly
vaIuc of KShs 73, oOO by 4,1 ,-5.8 -and

6 1' respectively.

Adding these values to the._landed. value of
CKD kit, gives KShs. 56,600 as the total
import content in a locally assembled
vehicle The landed (c.i.f.) value is

KShs., 44,800 (row 7, Table III.15)

CBU Vehicle

(1)

The ex-works (overseas) value of the CBU

has been estimated at KShs 40,300 (row 4

Table 1II1.15) which equals the ex-factory
(overseas) value of an undeleted CKD

kit of Kshs. 38,285 divided by 0.95
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. The division by  0.95 takes into account

' overseas assembly»charges which have been.

(ii)

- CBU. ".But a- CBU: occuples 2 647 tJmes more""'“

,put at 5 per cent by G MaXCy.z.3 -In other
' words the undeleted C\D kit 1s 95 pe1 cent

'.of the cost of the.overseas ‘assembled

vehicle. The overseas assembly charge of
Kshs. 2,015 (i.e. item 3) is the difference

between KShs 40,300 for_CBU and KShs 38,285

' for CKD kit.

‘Freight charges:
-; Freight charges are based on shipping

~ volume and rates arc the same for CKD and

' space than a ChD ) Hence, the CKD frelght-’

charge of hShs 3 800 has been multlplled

 by 2.647 to estlmate the charge of '

~ Ksh. 10, 100 for a CBU.

" Otlier éXpenseé”metjin~fbieigh,éXphénééi,"'
An amount équivalent-to'the Kshs. 4,200

1 used in regpect oI the CKD klt has been.

|  ffasqumed for CBU.




(iv) Import-conteht'in“locel,epmponentsy

assembly‘charges'ahd_other localxexpénses;

ance neither local: components are
procured nor assembly charges are 1ncured
‘for a CBU only import content’ of local _'
_ expenses uere counted The hsh 4, 500
| spent on ChD was also" assumed to- be

“spent for a_CBU;

Puttlng these, estlmates together, we. flnd ‘that

the 1qnded value of the CBU is hshs 54,600 (1tem 7)

and total import content'is Kshs.,SQ,loo,A(item 12).

 The landed value of the CKD is Kshs. 44,800 ;

(item?)_while’that offthe cBU islxsh,vs4geoo_gsame“ o
"item f ); didifference of.KShr'9,§Oojor'17.9~perhcent‘ -

of cpu:(i.c.(9,800454,600)&100).~Bu£ this difference

is drastically reduced to Ksh., 2,500 (i.e. Ksh. 59,100
“lesS"ksh}356 600) by the impert‘eohteht‘ih'loeml ekpenses.
This- loé dlffercnce between the 1mport contents in the

CKD. klt and CBU suggests that 1f more wccurate data were

avallwble pxobmbly the CKD. kit would turn out LO be

_nearly as import-intensive as the CBU 'So at. best - the

foreign exchange saving is slight and, at- “orst negative.

More precise data and estimates-are.neéded.tO»determine

this exactly.
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3. " Domestic resource cost,(DRC)t

Domestic resource cost is. a- technldue for

evaluatlng the efflc1enoy with whlch a new or on-going

’proaect will earn’ or save forelgn exchange. ‘The

: technlque requlres that all inputs (factor and non-
_:factor) be valued at shadow ﬂ;lces and foreign
ekchange use/earning be vélued at the official
exchdnge'fate.. ‘Then all 1oca11y incured costs are
added'together. Also all forclvn emchange earned/
saved is. added and forelgn exchange used on 1mported
_'inputs subtracted to give. net for01gn ‘exchange |
i'earned/saved The ratio. betwcen total local costs
and net’ forelgn exchanye earninp/smving is the
idomesLLc-cost‘of saving one un+t of forelgn exchange.

i

In'other words:

DRC = DVA
. NFE
Where _DRC =r.Domesticffescurcé cost per unit,
‘.!\‘/' DVAc=F DomcetiC'value addedcﬁ:‘locally
R '~.incurredAexpenses;pcr unit.
NFE = Net foreign-exchange'earned'plus

foreign exchange saved Dper unit.

']in the cdse‘of the‘vehic1e assembly industry -

ijVA = a-b

‘where a = ex—assembly value-of the vehicle.

I

b dlrect and 1nd1rect 1wp0rt

vcontents ln thc veh1c1e.'
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'”.jNFEk =t-c - d+ e
| cwﬁéfe - ¢ = import content of.the CBU (=
| o landed c.i.f.).
d I# ‘direct andvindirect_import}cohtent"

- in the CKD kit.

'e = export earnings.
But DRC = DVA _ _a -b

NFE e -d.+ e.
DRC. can, be computed for the entlre productlon

or~per unlt. The latter has: been chosen

A1l the variables fequired'for the compotatioov
'of.DﬁR‘C ﬁavekbeen_qudntified‘in Table-III 15
except‘ewport eernings. Bxport earnings per.
<vehic1e produced were KShs. 3 500 or KSh. 40 mllllon
(total exports) divzded by 11,311, (total productlon)

in 1981 But the import contenf of’77‘pef cent
| (or KSH 2 700) must be subtracted Irom KSh. 3,500
;lcav1ng KSh 800 as net export earnings., The estlmafed
77 per -cent 1mport content is based on the ratio
_between the hSh 73, 500 ex-assembly prlce of a
'::belected plchup and its estimated direct and
1nd1rect,1mport content of KSh. 56,600 (see Table III 10),
' for:1976,(i.e. (56,600 + 73,500) x 100). But since
 this net'exporf value of KSh. 800.referé to 1981 it has:

to ‘be deflated to the 1976 base to which the other




 detéi1s»in'the table rqigr.n'The-deflator>is based
6n5theﬂqhange.in ex45$0mﬂY-pfiCes (before dutyj of
. vehiclesQ ~Between 1976~andf1981‘these prices
increased to»;,893;"Hén¢e the KSh. 800 is deflated -’
to KSh,. 406; It“représehts nét.export'eafnings per'

asSémbléd vehicle. DR C is then computed asrfoiiqws:

DRC: = DVA = "a < b ° o (i)
‘ NFE .c - d'+ e

“DVA = a-b = 73,500 - 56,600 = 16,900 (2)

NT E c -d+e

H]

59,100 ~ 56,600 + 400 = 2,900  (3)
(c and d come from Table III.15)

. Substituting (2) and (3) in . (1) i.e. in the formula

for D.R<C\ f‘we<g¢t:

DRC. = 16,900 = 5.83

N




‘The D R C_valﬁe‘of 5;8'éuggests.thattto save/
earnvbné_shilling.worth;of‘foreign‘currency_the
vehicle assemblyrindustry’uéesuup.KSh. 5.8 .in
'doﬁeétié resources. Hénée,Keﬁya's véﬁidie'assémbly
is a highly inefficient earnef/saver of foreign
' exchange; buﬁvwith one caveat - prices are-commerciai
rdtherlthan:shadow. ‘Shadow briqes:drg,lhowever,
not ﬁvailable. But evenIif,avaiIabIe‘they would
Ibe unllkely to change thls conclu51on 4 Nevertheless,
,the rendel should be cmutloned that the above
;D R C calculmtlon is based on statlstlcs of poor

'quallty in Table III 15

-t
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' H&potheSis 9:
Employment in the vehlcle assembly 1ndustry has

- been 1nelmstlc “lth respect 6 output growth.

In the Kenyan assembly 1ndustry,¢he employment

’ ’
.output elastlclty 1s low,

. Table III. 16 shows that empIOyment increased between -

_1978 and 1980 and fell for the next t“o years. On
the other hmnd production fell sllghtly in- 1979, ‘rose
substantiqlly.the follow1ng-year and dec;eased during
the follow1ng two years Year»to~yeafAgfowth'ratiols_
between employment and output ranged from -16,2

to 3.1. But the overall employment - output elasticity
‘fOrfthe 1978-1982 period was minust 57 VoThe 1978-80-
period ylelds a positlve el%stlclty because both
'employment and output were higher 1n 1980 than

in 1978,r The_negatlye elasticity of 0.57.ocmuwed
beeauée,fhe‘1982 employment was lowef than thdt of
v1978fwhiiepoutput'was higher.: Tﬁe“tWO‘employment—

ou;put'fhtio‘S suggest,that employmeht'invthe

vehicle ‘assembly industry hae_been inelastieWiﬂlraﬂmCttO-.

R

output,

\



TABLE III. 16

ELAQTICITY OF EMPLOYMENT “ITH RESPECT TO

160

OUTPUT, 1978 - 1882.

............

K-> TN ¢ L DR S RS &

Production - Survey interviews,

(unpublished).

. 1978 | 1979 | 1980 | 1981 |.1982 | siean
1 | Employment - No. | 1,487 1,608) - 1,714 | - 1,633 | 1,422|

Production - No. 10,502 10,448| 12,822 | 12,626 | 11,311
Gro“th rates: | . ‘l ‘ | ;
Employment % +8.1 | - +6.6 -4,7 -12.9 -4.§
Production % 0.5 | 4227 | <15 | -10.4 | +2.7
Ratio: row'd + row 5| | -16.2 | +0.30 | 431 .24 | 0,57
Source: EEﬁplbyhehé‘l'Céhtral Bureau of St#tistics

The less than unity;employment - output‘elasticity‘

- confirms what has been-said about-lagging employment

in the manufacturihg,scctor in_developing countries,

However

findings should be accepted with some caution,

/.becaﬁge the series is short:
‘production year for GMK, LKL, AVA and FKL,

year to year grthhs.in the,twO variables (i.e.

,- for fhefKenyan §chicle‘assemb1y_industry,these

This is
\

1978 was the first full

Secondly,

employment

“and output) fluctuated rather wildly, giving rise to

similarly fluctuating ratios.

‘Thirdly,

rather than production employment was used since the

latter WaS‘only'availuble'for,one_yéar.

total.employment

Fourthly, according
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: to vehlcle reglstratlon statlstlcs the'mix of locélly
‘assembled vehlcles remained in. f&Wmu‘Ofp1CkUPS and
mlnlbuses over -time, with thevperceﬁtage share of these
iin>f6tai vehiclés fiucfuhfingwbetﬁeen 66;0,ahd 81 per -
:  cent (see Table III 17)" Tbese‘fluctuations should
:not however, be construed to imply- anythlng significant
_about 1abour product1v1tv. Thlb is because a vehicle
~assembly cxecutlve explalned thit the vehlcle S.
vdPsngn and make are more rclevant thmn Slze But'the
'veryxlarge&doublc- axled trucks are more difficult. to
_a%Semble These ure, ho“ever, only a small proportion

of all vchicles asqemblcd

TABLE I11. 17
- MIX OF NFV VFhICLLS REGISTERYD IN KLNYA - 1976- 1981,

' MMmf o ~ Number Nurber "‘%ﬁmwef'
';1976 3,‘9.2"7 \ 1,335 5,262 . | 7.6
1977 7,200 1,736 |86 | 80.6
19'75'4‘ 56000 280 | ;_8,-,140_ | . 665
1979 6.,018 e ZSII) 88858 | 680 .
19080 | 7,727 | 2,30 - | 10,057 76,8
1981 | 6,775 o 206 | 8,941 o TE L

'ﬂSourée:'»Central Purcau of Statistics (unpublished).



- ":"162 ."" |

We therefore conclude that ehnlovment in the _.‘
‘_vehlcle assembly 1ndustry has been 1ne1ast1c W1th

respect to outnut The negatlve elastlclty swﬂxﬁts that;
;on'average,wemployment fell aS’outnut rose. But the .
Uconc1u81on is? tentative becuase the t1me ‘series is short‘

;and there was llttle growth 1n output during that:

,'per;od.

et



Hypothesis 10:.
The}vehiele assembly industry has not Kenyanized

top management posts.

‘ Te theyexfeht'thet‘theehighly»skilled manpewer
required for running an iﬁdué%ry”is‘hotfavailable,
it has to be imported Thevspeed at which such‘éfills
'can be acqulred by c1tlzens of a,developlng country
and they then be‘accepted.as replqcements for expatriates
‘depends on the obgcctlves of-the govermment, policy
-measuresfforfachicving.thosewebjecfives and the:ability
‘of.the goverementfto negoti&te sueeeésfﬁlly with 0wnersA

of capital.

_ The hcnyqnlantxbn of JObo held by non—c1t14ens
in the private sector has lmnked hlgh among nqtlonal
_'obJectlves 51nce independence.z; The henyanlzatlon
- of Personnel Bureau, “hlch was establlqhed in 1967,
e.had as one of its. m¢1n obgoctlves to adv1se the

o~

prnunpalelmmlgratlon ‘Of ficer on work-permlts for
’_expétri;%eét“s A'work permit'was issued at a fee
and was subJect to the non- 1va11ab111ty of a henyqn
with the necessary quallflcqtlons for the job, . The
: prospectlve employer\uxsvranured tovarrange for a

.'henyan citnzen to acqulre the rclevant skills so as

~ to be able to takc over the job at the expiry of the

permit.
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The negotlatlons concernlng the tralnlng and
‘1nd1genlzat10n are dlfflcult ’ Clv11-serv1ce negotlators‘
often bargaln w1th.peop1e who<are'expert in'théir
own f1e1ds Such e}perts may obtaln unnecessary work
’permlts or renewals Thus, henyanlzatlon of top JObS

may be delayed or .even. reversed

For,tﬁeemanufaeturing;secfof,“tdtal emplbyment
.hds gone'up*&hile noﬁ-citizennemployment has gone down‘
rboth absolutely 4nd relatlvely - The number of non-
citizen employees decllncd from 3, 500 to 2 100 between
1974 and 1981, “hlle their porcentage share of
Imwnufacturlng emplowment fell from 3. 5 to 1.4 over the
.-perlod. See Table 111I. 18.:‘

TABLE III 18

- NON-CITIZEN FVPLOYWENT IN THE KENYAN MABUTACTURING
SECTOR 1974 81, ’

Year & . ~-Tota1vémpieﬁmentI "~ Non-citizens | Non- -
N : ‘ SR, : : BRI citizens
oo | Gigpp) | ('o00y - |'(percent) |
1 | e : . -3 - 4 =col, 3:col.Z
1974 | w013 - | 35 . 3.5
1975 - 99,6 - 3.3 3.3
1976 1108.4 - 3.0 . 2.8
1977 ) 1179 | 2.6 | . 2.2
1978 1.1 2.6 1.0
1979 | 138.4 2.2 1.6
190 | -141.3 2.1 1.5
J1es1 - | - 146.3 2.1 1.4
Source: 1974, 1975 Econanlc Surve3, 1976, Table 5.8
1878, 71977, Table 5.8 )
1977 "™ .+.1979, Table 5.8
11978, ©1979 " 71980, Table 5.7
4.6

1980, 1981 " - 1982, Table



‘Details Of'employmeht;in the vehicle assembly,
.. body and trailer building and ahcillary"industries‘afe

Shown in_Tab1efIII. 19, Total emp1oyment morekthan

TABLE III, 19 |
EMPLOYMENT IN THE VEKICLE ASSEMBLY BODY AND

TRAILER BUILDING AND THE ANCILLARY INDUSTRIES,
1976 - 1981,

1976~ |'1977 - | ‘1978 .| 1979 | 1980 | 1981
A11 jobs : g u f IR A N I
Total number -~ ' [1184 | 2013/ | 1946 | 2463 | 3780 | 3701

| Non-citizens e | 7w | s2 | e| ]| e
berdent'of non-citizens| 5.7 3.9 | 2.7 |-2.5 |20 |1.7
b xup Jcbs
Total nwber -2 | 19 | s f 83| 4| 28

o

Non-citizens - 12 | 15 w15 1Y

Percent of non-¢itizens| 36.0 | 63.2° | '48.4 "|-42.1| 34,1 30.2f

Source: Central Bureau. of StatisticS‘(unpubliShed).'
qupé : ‘Top jobs include managing, productlon flnunce nd :

;;_other salaried directors, general managers,
~finance. controllers etc.

'  tripied bétween 1976 and'1981 éhd'neérly doﬁbled
'betuecn 1978 (the flrst"full' cqpac1ty 3ear for

the assembly 1ndustry e\cept Zlbd uanagement Services

' ;Ltd s_plaqt) and 1981, Non-citizen employment

fluctuated between 50 and 80 over the whole period but
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| e\hlblted a r1s1ng trend after 1978 except in 1981.

The share of non-citlzen employees decreased from 5.7
- fper cent to‘l,7 per cent between 1976 and 1981. These
sfatisties.show that the‘growth:of’non—oitizen |
'behployﬁentﬂhes;not keptvpace’ wifh]total employment
in these inoustries} ‘This has resulted in a substantial

increase in citizen employees in these industries.,

Turnlng to top nqnageﬁent JObS of salarled
»dlrectorshlps and. general manwgershlps, we flnd that -
this: catepory of employees has not kept pace ‘with total
'Gmploymeny 1n_these industries: ~In fact, the number

orrthese‘top emp1oyees have fludtuated over time and,

thﬁ".showS‘no definite trend. uut betw;en 1978 and 1980,

the trcnd “qs upnard followed by a fall in 1981, I
that year there were three more top posts than in 1976,
Non-citizen holders of these posts fluctuated over the
perlod but 1u 1981 there were ‘two more than in 1976
Their perccntage share also Iluctuated but remalned
‘qbove the 1076 level of 36. O exccpt in 1980 vhen 1t
was 34,1. These statistics show that non- c1t1zens
.sligbtly 1neregsed’thcir"presen0e in top manegement
posts-ovcr ti@e. . |

For the vehlcle asscmbly 1ndustry, t1me series
datq are not available and survey interviews prov1de

information for 1982 only. In that_year, GMK, LKL, AVA

Y
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and FKL together employed 1186 productlon employees
and seventeen expatrlates Ezpatrlates were only o .
--1 4 per cent of ploductlon employment but they occupled |
| }powerful posts of managlng, productlon, flnance and
.other salarled dlrectorshlps and general managerships.
" The . spreqd of these expatrlates in the four plants was
.two for AVA. and PKL each, five for. GMK and elght for
LKL. N |
‘Ihdividual plants had-negotiated for the desired
‘vexpatrlate p051t10ns nnd 1t is: llkely that this -number.
" was more: than ‘needed. For 1nstance, LKL had:HGEOti?tﬁd,.
‘fo: foulteen expatxlates butlonly eight.were working

fqr the company in May 1982. ThiS»Suggeets’that the

oompany.hnd:ne§9§iated-forvmore expatfiate.POStS than

V neceégary. ;Ih anothen plant;‘where the parent. company
ﬁwas;not theimnjof shareholder,‘the:posts of managing
andlinnnceldireotorS“will;*ncoording to the existing
agreement withfthefgovefnment .belheld by appointees of
'itho parent compuny indefinltely. 'fnethis'case,.the posts

would. never be Kenyanlycd

Thus, the number of e\patzlates in Vltal
mmnagement positlous in thc assembly, the body and
trailer building, and the-anc111ary industries.

sllghtly,grew between 1976 and l981.’,In the‘vehiclev

~ assembly industry, the number of top posts reserved for




- 168 -

expatriates was in at least one case excessive. In

another case, some posts will never be Kenyanized.

Ve qén thetefbré conclude that the vehicle assembly

industry has+not Kenyanized top management posts.




©.  Summdary of results:

henynn assembly‘plants produce.far too mmny

models of pick-ups, trucks,and buses. ‘Per unltoassembly
costs are high. Installedﬁoapacity'ls;grOSSly
" underutilized. The loCalyeoﬁtent is . small andthardly:
lgrowingf'lpaftly due to londeletion-allowances for
items whiehyare;obtngnedflocally and thus not received
with the vehlqleaCKD kit vthe'assembly plants are not. |
'_aggresslvely semrchlng to 1ncrease local content and
sometlmes even r081st u51ng components approved by
~thc henya »Burcau of Stmndards.: Job“creatlonlhas lagged
behind output-rrowtnfand»henyanlzatfdn‘has been at
ﬂ"“"irtnol:" ndsti ll Fo"ftop ‘positionss Gonefnment”
policy 1nd 1nmctlon has 1pgravated many -of these‘
dlfflcultlos and contxlbuted to ‘the 1ndustry 'S
dependence'on‘}mports.,‘These flnd;ngsuralse certain -
pnblie‘polidfyissnés'whichvafeqeonsidefed_together

with reeommeﬁdntiOnS'in tneanextfchnpter.

-
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| CHAPTER IV
CONCLUSIONS AND. POLICY PROPOSALS

1: Introduction:

. As dempnstrated;ﬁthe Kenyaﬁ_demandffor commercial
'vehicles'is small dnd fragmenfed nroduction-capacitv
is grossly underutlllzed and too many vehicle models

.are assembled If the range of vehlcles were
drastlcqlly reduced and the assembly and dlstrlbutlon
industrles were: re—structured pcr unit vehicle.
assembly costs, dlstributlon.costs-and hence retail
priceé,,would_be:feduced subetdntiall§}#*This would.
‘stimulatevdemand'fof vehibles dnd;thusbenablewthe;l
'_'aesembly indgetry to Efeduce-dnd;sell'more.. Additionally;
- the:reddced vehicle‘range‘would'dllow the ancillary
.;industry to achieve more SpecializatiOn ln itsv"
'ﬁroductloh lines, enaﬁling.it'to‘regplgdins"frOm
ee‘economies'of‘SCdle'there;'leeridg nev unit productidn
_cqets.: If this reduction resulted in lowered final
B priees ofveombonents, and:if fhe market for vehicles
was increased, the assembly industry would buy a larger
'-quantlty of locally. produeed parts fTor its 1ncreased
production This would reduce the usage of foreign
ehchange per vehicle assemblcd and-also stlmulate ‘

employment 1n'ﬁwse industries. -
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.'_To~achieue these gains, public bolicy’changes
| are'needed; The'Government'couid‘uSe its,political,
'and iicensing'powerS”blus majoritydownership of the

kn-larger vehicle assembly plants to streamline the

- 1ndustry.d Furthermore “the vaernment should stress

'Kenyanization, impose national quality standards,

-refnegotiate deietiontallomances,;reform the price

| controls-and'stimulate exports,

2, TRationalizing_vehicle\modelsﬁ»

Vehlcle model varlety in the Kenyan assembly
'industry is too wide and- contrlbutes to hlgh per unitk
assembly costs. But therc is room for model
‘;reductlon and a decrease in costs. Very 1mportant1y,'
- a drastic rcduction in the number of models would |

greatly stimulate local sourc1ng : \

| A total or 94 models of vehlcles of: plckups
(43) trucks (34), minlbuses and buses (16) and one (1)
passenyer car -- the Range Rover -- are assembled
locally.'uThls results_ln‘short productlon runs.
For instance, in 1981 only‘11;311'vehicles-were.
assembled,’giuing an average'yearly production run

of-roughly 121 units. 'Butimany runs are even shorter

for some models, partly because the assembly is

spread over a number of months dependlng on the recelpt‘

‘of CBD’kltS. But short production runs‘raise‘per unlt'
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‘assemblf costs through lmbour and machlne hours lost
in model changeovers, and an increase in workers'
learnlng and . adjustment t1me 'Thus, capltal
requirements,‘capltal related costs and labour

‘costs are. 1ncreased

_2;1‘ ,Selecfihé fewer models:

The numberlof plckups, trucks, m1n1buses and
buses assembled should be reduced drastlcally from
93 to -- at-most ~—_14 Th1s can be done by
'.ellminatlng excess. models with: roughly s1milar

load carrying capa01ties.

S.2,1.1, ‘lPickups:
~For DiCkUPS two. assembly executives separately .
frecommended the one-tonne plckup in one or two

_models with novhalf-tonne pickup; Such a drastic

‘reduction would elimlnate 41 ‘models out of a

totml of 43 fol this llght commercinl VeﬁlCIG

2.1.2, : Trucks:
_For trucks,hthe traln pay loads are dupllcated,.

and could be reduccd as follows

[

(a) A‘truck'to bridge the'gap.between the
KOne-tonne pickup and the proposed

'_medium eight-tonne truck would be
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required A four - or 31x - .tonne tnmk

would sufficef

b. eA ee§en- toehine-tennekhein;ﬁﬁle-payload
carrying-capecitygcan pdileaiseven-t¢me
trailer ioadp Thus, an eight~ton truck

. é%n pq11~a_trainwpayload.of,lS,tonne&
"Tﬁis wouid.eliminate'the'nine- ‘ten-,
thirteen— and upto fiIteen tonne maln

axle pay 1oads.,’

e The.ne#t:deéifhbie'maiﬁ axleibﬁrrying
 1éﬁpdéifyeiFéé“*tEOﬁéfdnnE'; This'
vehicle can pull a 14- to. 18 tonne
trailer load or between 30 and 34-tome
" chain. load. Thls would make the 17-to

34-tonne main mxle pav load trucks remmdant.
<~ d. The 35~tonne main axle payload is the’
-next . choice and 1s cmpable of pulllnga

train load-of upto 65 - 75 tonnes.

. - Thus, only four'models of trucks are desirble

or eight if two models are allbwed’for each carrying e'

capdeit&. They would hdve main axle_pay loads
~.of ‘four (or six), eight, siXteehlnnd thirty five

tonnes.
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21.3. ' Minibuses and buses:

Four models ofominibuses,anddbuses_would suit
lthe'Kenyan'market.o Two models of adten—passenger
" minibus would suffice,’whi1e'the-narfow 46-68
L

| passenger bus range would be adequately served by

the popular 62 68 passenger bus.

2.1.4;‘ brsummary: | | |

| In summary, at most fourteen models would be
_reﬁulred T two of, pickups, eipht of trucks- and - four
lof minibuses and buses.° Th1s number of models |
_could be reduced if the chosen truck chassis were -
'ndﬁptnblelfor.n bus. For ékémple, the lsuzu,iBedford

and:Leyland‘trucks,qhnssisicanjbeaused‘for buses too. .

2.2 Costfsnvingsfand“otherfgains:'
Model‘r&tidnali?ation”WOuld lower mOdel;SpeciIic

capltal equlpment model launchlng expenses, direct and

jlndirect labour costs and. hence ‘per unit. assembly

expenses. Reduclng the number of models would

1ncreqse the mmxlmum numbe1 of vehicles the current

plants would produce if demand ex;sted." Addlt;onally,'

local component ‘sourcing would be stimulated.
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2.2.1 - Reduced model specifiC"capita1:énd_related costs:

"Wiin only fourteen models;'model'specific“
'capltal requlrements and related recurrent costs would
.fall About 80 bas;C'models of vehicles:are-assembled
1n_Kenya,oan“excess of 66 'oéef the”ptOposed number.
-The excess ‘model specific capltal (the set of Jlgs)
~ would be about KSh. 99 million" ‘(iie. 66 x 1.5 million

'f+v each set of jigs cost about 1.5 mllllon in 1982).
_"’Thls is nearly five tlmes the cost of the. proposed
‘:'14 sets of Jlgs (14 x 1.5 = KSh 21 mllllon). But

)some of the excessiye sets«of jlgS'are owned‘byv
'frnnohise innorters or oontracf importers‘f However,
even with tne‘exclusion of the jigs owned‘by the

olatter, the remaining ones would still be eXcess1ve
V;Accordlng to one vehicle assembly etecutlve a
’[henyan plant assembllng nine bqsic models of
-‘vehlcle had 25 - 30 per cent of its capltal tied
v'up in Jigs. »Hence,'conservatively exce551ve‘31gs

1n the vehlcle assembly 1ndust1y are at least 40 per
.cent.of'the total investment. lence, oap;tal
iequibment oouid be reducednby<40 per cent. -?urthexmore,
:capltal related costs such as depre011tion,.interest
paymentsand malntenance and repalrs would be simllarly
reduced _ These three 1tems (1tems 14, 13 and-l2 1n
Tqble IvV. 1) total 2 2 per cent of ex~1ssemb1y costs

v and so could be reduced by ‘about 0.88 per cent

(i.e. 2.2 x 0.40).
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TABLE IV 1 THE STRUCTURE OF COSTS OF AN AVERAGE -

VEHICLE

-------

© o N o

CKDlet-—‘c;i.f; Mombasa
Local components ‘

| Assembly costs:: e

'Variable costs:
~Salaries for 1oca1 ‘production
"employees

. Transport -

.'Fue1 and'water‘

" Total (S to 7)

| .Fixed costs:

Expatriate salaries R
echdl administrative.salaries E
_»Maintenahce and repairs B
-Iﬁterest“paymentS"
Depreciation-
Foreign management
‘Otherfexpenses9'
- Net pfofifs (before tax)

"Total (10 to 17)
Total ( *8 plus 18)

Total 1 + 27+ 19 + 20)
Customs duty = -
‘Total ( 21 plus22)

All other (non assembly) e\penses

Percent
' 53.9
8.9
1.0 -
0.2
0.3
1.5
0.6
1.2
0.6
ot
1.5
- 0.4
S 0.3
5.4
. 10.1-
11,6
7.6
- 82,0
© 18.0

100.0

Sources: Kenya Government
N N

Note: Productlon -workers' salaries and wages. are
. approximately 45 per cent of total local
- workers' salaries.  But total local labour
costs are 2.2 per cent of ex-assembly value
‘'of the vehicle. Hence, production and non-
= productlon labour costs are 1.0 and 1.2
~per cent, respectively, of the ex-assembly

value of the vehlcle.
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_2.2;2{ : Model launching expenses:

'Modei'laUnching expenses ihclude thefpﬁrccaSing
'of'two prototypes;for each‘model and the ﬁirihg»of
'texpensive expﬁtriates.to launch'the'assemb1y~of
new makes or of more complicfted models. Thus, if
the number of locally assembled models were reduced
from the current 94 (or about 80 basic) models to
14 these costs would be drastically reduced., But
| the 1mpact on pern vehiclerassembly costs would‘be
r minimhiA Moreover, the unavailnbllity of data |

,'prevents us from asse531ng 1t

Reduccd; labour cogtst

i
Y
w3

‘¢With'on1y.fourteenlmodels, direct 1abour costs
: periunit‘of_oﬁtput*woﬁld be’halvedvandnsome_\ |
ehpioyees-rendered"redundant. According to a vehicle
‘productlon manager ‘ah increqse in productibn runs
from the current one to three weeks to-one to two
‘months would at 1east double thn product1v1ty of
 product1on workers. Thus, dlrect labour costs

would at least_be,halved'from 1.0 per cent (see
item 5 Table IV.1) to 0.5 per cent. But this
vredudtion'in’c0sts would only be echiebed if half
the productlon workers in the 1ndustry were sacked.
Some admlnistratlve workels in personnel caterlng,

accounts etc. would also have to go.




.2.2;4.f“_f Foreign’exchange'costs{
*_ Forelgn e\change costs would fall because

fewer vehlcle prototypes expdtriates and model

' vspe01flc equipment. (e g. the Jlg) and tools would be

"1mported SR DU ¢

2.2.5, Increased capacity ratings:

_ With model rationilizatiOn, the productivity of

ejlabour at 1e%st doubles.- Thus, the current’ installed
Lcapaclty of . 61 700 vehlcles per annum would double |
t9_123,400“vehicles. ‘Hence, if demand ex1sted, .
- fhe Kenyan olﬁntsdcoulddmultipiy‘their 1981
=wproduotioh ofwli;Sllnvehicles tenfold, if ooly
'-.14vmodei5fwero pfoduced!d | |
2.2;6f7'd 'Stihulating'iocol sourcing:

.Withtonly fourteeh'modcis,_1oca1“sourcing
:wog}d be;stimulated, espeoially_ii the enforcement
of IGCdi;oomoonenfs usage were stricter. Components
such.as'hofhs, tuoing, water . pumps starters;
11ternators, window winding . dev1ces, fans, and brah
drums could be produced 1oca11y For. instance,
,.accordlng to J. Konzolo}'small electric motors'of
lessithah'io hofse—bower*cooldvbe maanactured io"

Kenya and, be able to compete with imported ones:
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‘;2.2:7 ‘Summaryﬁ
'4The’COmbined feductioh in—the‘assembly'eost

'of the vehlcle due to model ratlonallzatlon would.be
.;_at least 1 4 per cent ‘of current et-assembly cost

”a 0. 9 per cent fall in model speciflc recurrent .

’costs ~ ’wnd %'hzlf per cent all in labour ‘costs.

-:But there a1e mdditionml galns, namely 1ower'
mpdel Spec1flcecapitaleequlpment, lower model.lanhching
}expenses; lewer}fereigdleﬁchdnge usage,_indreasedA
eapacity ga#id@Sf&ﬁd?st;muldfed'1oca1componenf‘

- sourcing..

2.3f: ﬁelicy recommendatioh:
The Gevernment hould reduce the number of

 models to not more than fourtcen._
2.4, Machineryffof“fdti&halizing-vehicle:modelsr

<l-l_ To-be»able'td seleCt.fhe-most satiSIactOrv
mdkes and- models of vehlcles for contlnued assembly,
va qulck study of each nodel should be mdde ’Thé
study should cover performance, energy.efflciedqy,
.cost of assembly, consﬁéncy’ofvdesigh, @agnitdde
~of deletion»allowance,fiocal“éontent reached,.
popdlwrity»dn fhe.market expozt p0551b111t1es,

dammge ‘done on Kenyan roads etc



~.‘utilization rates for the- remaining equipment and

- 180 -

~After choos1ng, the Government should notify
h;assemblers and franchise 1mporters and local dealers o
of 1ts intention to stop licen51ng the 1mportat1onvu-
of CKD kKits for certain vehicle models, FProhibitions
vshould take effect at the expiry of the current
ﬂ;avreements under which the various firms were

' established-in the‘country.

3. - Streamliningzthe assembly-plants:

The installed capac1ty in the assembly 1ndustry
is exce381ve and needs rationalization. A reduction. ]

in the number of plant*would raise the capacity-

raise the productivity of the factors of. production.

~It would also lower ‘the total cmpitil requirements,"

" the number of empitriite emnloyees, the use- of

‘foreirn exchinge, the overhead expenses and hence the -
per unit vehicle costs. Therefore, the Government
_,should de- license four plants and use 1ts voting
rights in the remaining plant to 1nsist on fastcr

_henyaniaation and the use of local components.

iThehmean'utilization level of the five
authorized.vehicle'assembly'plants_is a mere 18.3
‘per cent and'there is a lot of slach in the current
‘one shift operation due to irregular availability

of CKD kits. Yet the Kenyan'demend is satisfied,
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In fact any one oI the three larger plants,;’ ‘; ::‘ ;
“namely GMK LhL and AVA could have met the entlre |
Kenyan 1381 vehlcle assembly output of 11 311 unlts

.For 1nstance,-w1th_a:three shift capac1ty. for

_ 30,100;units~per annum,:AVA ‘couldfhave~supblied all -

of Kenya's needs and Stillhave usedIOnly 37.6 pef

oent'of itS'capacity. ‘Hence,xfour p‘auts could be

' C1osed-_ A vehicle assembly manager says that two

plants could be alloved'_

"One could sne01a112e in trucks ‘and buses
‘and ‘the.:other in pickups and cars, if the
‘decieion‘ls made to.produce cars"
“But the‘decision'to mdke’”ars (except LXL's
Range Rover) has not been made yet and hence one -
'knlant is adequqte Ior the henyan and the nelghbourlng

.'export‘markets.- This would result in the following

gains:

3.1 Lowered total"fixéd*dapitalIGQUipmentr

}Since‘oue essembly plant ie_adequate'for the
domestio_and;neighbouring export;markets.for.trucks,w
.busesvuud‘pickups, tbekother fourlrepresent excess
'~¢apucity . This suggcste that the current flxed

apltal equlpment (1979 ‘book" values for GMK, LKL
and AVA totalled KSh. 96.9 mllllon)_could be

reduced'by_roughly_two-thirds.' The'iuveetore‘may



sustain financial losses-.from this reduction, since
. these ésSets»may‘bé‘soidwatglsss than their current .

book.values;

3:2;‘.Réduéed‘fixedfovérhedds‘and‘netvprofitSjper ﬁnit:
Thus,'redu01ng the number of assembly plants

_-would reducc the per unit flxed costs 1nclud1ng

‘net profits by aboutaqu:té;nds;v;These_costs,

excluding e\patriate ,dnd iscal'labdﬁr costs, aré

s_8 3 per cent (1 e. 1tem 18 lcss items 10 and 11,

s Table IV 1) ;of tho ekt stcmbly* value of the vehlcle.

They would%V “reduced by S.o;per~cent.ssThis assumes

T'fhmtJThbfrémﬂindnvAn]ant;would-contihueitosrémliZQ

| 'the same ratc of profit on, assets ‘but. a lower

prof:t ‘per; VGthlG que.

_3£3§‘ Red&ccdsékﬁitriatéemplbyeés:

In 138 j'i7403patriatésiwofked-for:GMK;'LKL,
_AVA and FhL. -An“exﬁatriate'general‘manﬁger br"
dlrector yets between KSh, 31 500 and hSh 60, OOO
per month kacco1d1nv to unpubllshcd statlstlcs
*withﬂtheJCen;ral‘Bure§u~of Statlstlcs; At an
avermge of KSh. 46,000 per month, the 15 expatriates,
| working for GHI LKLlhnd‘AVA“received about '
'hSh 8 mllllon per annum 1n salmrles in 1980 © But,
C1f only one assembly plant were: permltted four of'

fewer expatrlatesfwould.be;needcd._ Hence, thef
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—expatrlate wage b111 would fa 11 to, aﬁimost,

| XSh. 2.2-milllon ' This would be a reduction of
~at 1east KSh 6.1 mllllon -But the expatriate§
7,wage bill contrlbutes 0.6 per cent to the
' ex-assembly value of the vehjcle (see 1tem 10

Table Iv. 1) This proportlon.would be redgced

by at least 0.4 per cent,if only one pignt-was'

'ailowed.f'
- 3.4 - Fewer local employeee and 1owered wages: and

salaries

The four plants, namely GMK, LKL, AVA and FKL

"eMnIOvnd a.total of. 1. 045 production and- admlnlstratlve

) employees in 1982 17 expatriates and 1 528 local
: @orkers. But AVA employed o72 people 1nclud1ng tWO
.expdtfiates and utilized only-18.4 per.cent of»;ts
'30;100‘uniﬁ caphcify'pereannum;r This planf’wduld

~

have used 37.6 per cent capacity to produce the

»;nduetfy's.entire 1981 production of 11,311  vehicles.

Thﬁs,fitjdoublefeurrent capacity utiiization, AVA
would satisfy the Kenyan market and have some units
» foreeprrt,

o

- The introduction dea second shift at AVA would

dbuble'pfoduction workers and raise. supervisory and
~other administrative staff by about 10 per cént or

less. But AVA employed 450 - production and 122




administrativeeWOrkers 'ﬁence these numbers would
 r1se. productlon workers by 450 and admlnlstratlve
;employees by at most 12. Thus, employment at'AVA" 

| wQuld.iiselfrom_572gto”1;034. This'number.would"be._
sufficient to_hannafne thic;e assehbly industry

~and hence, the other 511 (i.e. 1,545 less 1 034)
_woqu have to go. The 511 employees inciude - 15
vexpatnianes,flz ndministratlve workers and.482‘
:;n}odnction;men;. But ihe'impact of fhe reduction‘of
'{expatriates on assembly costs has been assessed (see 3.3),

__1and we now need to compute the 1mpact of the sacklng

'v'of local employees._

| In 1980, GMK, LKL and AVA paid KSh. 2.7 |
,_hillion‘to'l 495 local employees"l 156 proéuction"
uorkers and 339 non- productlon staff But'production
‘tuorkers contrlbute about 45 per cent to the total
local employees' wage b111 Thus, productlon a“d
non-productlon “orkers contrlbuted KSh. 12. 2 mllllon
j;ndgLSh:;lQ:Q million, respectively, to the wage

bill inei§86,_.in the three plants. Hence, the
'sncking'of 482 produdtionjand 12 administrafive workers
would’savenabout.KSh.  5,11ni11ion and KSh, 0,5 million,
respecfivelf. This'implies'fhat productionnand‘non- -
'production‘1abouf-costsswou1d'fali by 42 and 3.5
per’cenfélrespectively. Bnt’pfodncfion and'non-
'prodnction labour costs comprise 1.0 and 1.2 per-i_

cent, respectively of the-ex—assembly;value_offthe
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.vehicle, - These proportlons would decllne by 0 42

and 0.04, respectlvely

3.5 . Lowered per unit  assembly costs:

| Tegetﬁer,gfewered{eaﬁiﬂalﬁeqﬁipmenf,1fedueed '
overheads, and:ﬁme;ekpatriates and'loeal'wdrkers
Would lqwef;per_uﬁithssemﬁlx'ggsts gS f°l1°wsf e
3.2;v39qpeed¢fi§ed.0verheads "< 5.5.per eent
v'1j3f3'fnégueeg exgat?ietesl ‘. 0.4 R
3.4 Réd&eed?ibeal employees - '4
| ”3ﬁpiéduction o o.az.tv

‘“NonZproduction . 0.04 " "

 6.36

3.6 = Lowered recurrcnt usage of.foreign exchange:

Strenmllning thc vchicle assembly 1ndustry
would cut thc~recurrent usaye oI forelgn exchange for

-}Qan‘repayments and 1nte1est remlttances. '

3.6{1 LQWeredﬁleanland interesttrcmiﬁtqnces:

' Theﬂahqul loan‘and intepcst,remittanees could
be:teduced With fhe sale of éxcesS‘eéSets‘inithé‘
.vvehicle eséembly'industry'-‘Bet“een 1977 and 1980
an. annual mean of KSh, 194 mllllon in- loqns and
interest fell due for repatrlatlon abroad by GMK, LKL,

AVA andthL.(seevAppend1foII,;sumaof_rews~3@and.8,
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‘Jcoiumn'G)‘. An amount of KSh. 121 m11110n (Appendix
.'Table.XIII ‘sum. of rows 3 and 8, 'column 6) was.
actually_remitted,v The»failure to remit the fuli
amount,due;was because,Kenya's foreign exchange"
‘reserves were“inadequate,, Hence, there is need~to
consgrvelforeign exchange. 6ne‘way.0f reducing
‘these“annualbcommitmentsiis to locally sell off or
export:two7thirds of the industrst~assets which had
a book vaiue’of KSh. k96‘9 million in 1979. In fact,
'51nce Jlgs are expens1ve and many would have to be
;*scrapped the settlement value would be lower. Thus,
annual loan and interest remittances would be

o reduced after proceeds of the sale’ of assets have

':been\transferred abroad.
3.6.2, - Transfer pricing:

The suspected incidence of'tranSfer'pricing

"could be reduced if the management of the 1ndustry

‘was taken over by ‘the Government Multinatlonal |

firms are knoun to w1de1y practice transfer prlCIDg
'throughvthe over—inv01c1nglof 1nputs‘and underfinv01cing'
of output '~ The ioW'deletion allowances in the vehicle
assembly industry may contribute to over- 1nv01c1ng

]Aof CKD kits. Contract assembly may also.fa0111tate
transfer pricing For instance, in Kenya, where the
dGovernment is a joint owner of the three larger

plants “the prlvate share- holders could throuph‘e
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"e.management contracts,‘over 1nvoice CKD‘kltS and
E'under-lnv01ce aseembled veblcles and thus transfer
.fproflts from the plant to the franchlse 1mporter/

'dealer.v This would deny the Government some '1

mﬁjdlvidends.f R. h%pllnsky suspects that transfer

prlclnv takes plmce at AVA where the Government is

the major share-holder: .

"Thc state (through the Treasury and the.
Industrial Development. Bank) holds a nominal

. majority equity (51 per cent) in AVA," the

~remaining sharés belng held. equally: by

-Lonrho and ‘2 ‘joint ‘Gecaga-Muigai- (Inchape) _

. Compqny “Real:control over AVA is, however,
held by-the minority pqrties and is exercised
‘through a 'téchnical services agreement with

a Kenyan-registered firm repreqentlnFCecagm.

CMuigadcInchape: and- Lonxho. The''fTunction' ol
this agreement (which prOV1des comprehen31ve
- control:over a complete range of decisions)
‘was to:take all d001q1ons away from the
board of dircctors.” “"Although 1t is too
- early-to offer proof, it appears as.if this
‘control will be used to shift the realization
of surplus away ‘from the point of production
- (where profits have to be shared with the
state). to dlstribution (where Lonrho, Gecaga
and Muigai control all the outlets) and
- - possibly even in purchasing of knocked down
.~ ‘kits where these three minority partles may
“j:act as 1ntcrmed1arles” 2 -

"This practlce should be investlgated and if'true,l

the Government should take over the management oI the

\

industry or natlonallze-lt.
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'3.6.3 | Loﬁered'expntfiates' sniary'femittnnces: |

| Assumlng that each expatrlate remlts home ‘a
‘third of his salqry, the seventeen exnatrlates
'repatrlated KSh. 2.76 milllon (i e. 1/3 of KSh. 8.28

',.mllllon)'ln 1980. Hence, 1f‘the‘numher of expatriates

Qere feduced_tozfour oniy about KSh‘ 0.7 million'

.would'be.repmtfimte d, yieldlng a forelgn exchnnge

sav1ng of about KSh 2 mlllion.

Hence, not only would a reductlon in assembly
<p1ants reduce per unit assembly costs but it would S
also save foreign exchange
” 3.7. ,Policy recommendation:v 

The Government should 1educe the number of

'assembly plante to one, by not renew1ng the current'

“_vehic;e?nssembly ngreements but only after under-
Mtaking:nn economic analyéis=of the plants;

3.8 Thc machinery for streamlining the vehlcle assembly |

,:1ndustry
o The‘Government could use'its~1i¢ensing powers
plds“ ma Jorlty ownershlp of the vehlcle assembly

;plants to streamline the 1ndustry.
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The Government should conduct a study of-the
industry and 1dent1£y the most efflclent plant
'AAdditlonally, 1nform1t10n about ralslng local
content exportlng, henyanlzatlon tralnlng and-in

jlowerlng vehlcle dlfferentlatlon and capltal'
R requlrements should be sough{ A:These varlables’Should_
‘be welghted in order of priorlty and the ‘best plant
;‘should be glven more 1mport llconces durlng the

tenure oI the exlstlnr~1grccmcnt S.. Thcn, at ‘the .

,e\plry of the~currcnt agreemcnts - 1984 for LKL

: mnd AVA 1985 "for GMK im thc Tour plants,'not selected-v

';for contlnuod operntlon should>be closed down.
-@ﬁefcutgainv‘ﬁlant, shouldvbc rrwen xdequate
efnotice and bc allowcd-to choosc what to do w1th

' their“equlpment T to 1elocute it locally, or to
‘;sell or e\port 1t ,

4."-_ Redu01ng the number oI dealershlps

4.1 ' Introductlon

. " The rationallzation of vehlcle models would

educe the number of frnnchnse Jmporter . d1str1buiorsh1ps

qnd dlstrlbution costs.
- 4,2 Reduced'francbise importers' and distributorships.

The reduction in vchlclc modcl V'Lr:x.et'r would

' necessarlly ellnlnate some Iranchlse 1mporters and

dealer Assumlng",that thelreductlon in oealershlps.

would be similar. to that oi models, “then “the number

of franchlse 1mp01ters would fall from twelve to two
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;ﬁloidVOid'unnecessery competition between the two,
'}the.numberyoiiegentsninﬂglgivenftown'should be ﬁ
limited :'five‘each’in Nairobi'andﬂuombasa' two f\ﬁ*is\
each in Nakuru Kisumu leoret Kitaleband Thika;

:and one’ each in the remaining towns listed in |

Table III 4 ‘plus one- each in ‘Voi “and Garissa.
kTogetner, the number of establishments would total

thirty nine or 30 per cent of ;the: current number :

a 70 per.eent.reduetion! ‘

4.3 ERedueed“distributionnl*cOsts:

| “Jwithyiemefﬁhistributors;fdiStributional costsi'
'wouldifﬂll‘drdstically and theyneed for 1arge'mark'ups
.on vehicles would decline.‘ Furthermore,‘the redundnnt
:workshop equipmcnt could be sold or relocated
vsubstnntiallv reducing capital labour qnd cwp1ta1~
output ratios.and capitml related costs. Fewern~
expatriates would be requlred thus sav1ng.on

salaries and forelgn e\chnnge repatriation. Vacant

;_]office, showroom and worhshop space would flnd

'immediate alternative users, because of the current

“}shortage of such accommodation in. the country Some'

'investors would lose business and some~employees

' would become unemployed though ‘sonme- would be engaged

. in the remaining estwblishments Inventories and

e.sparexxuts would iall and hence the cost of holding
~_them. Together these smv1ngs would enable mark ups

_to be lowered sub,tantimlly, perhaps by half
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"L4.4.““Policynrecommendation:

' The Governmcnt should llmit dealer/brancb/

workshop llcencesto at most forty.--

[:4{5 'Machinery forvrationerizing tne~dea1erShips:

The Government should stud" the efficiency
‘of these dealers.< It should ‘also con51der their
. redundancy' Excess dlstrlbutors should be denied
llcences and- the remaininy ones: should be. allowed‘
to sell all models. The establishments should be
dlstrlbuted S0 that customers would not have to R
o 1ncur heavy transport cosfs in search of servlce

or spare palts.l

- 5. :' Simhltaneousl& rationaiiZingrthe number of
models and streamllnlng the assembly»plants,

'dealershlps and d1str1butorsh1ps

:*15.it*‘1ntr0duction:

1f the"proposals to limit the‘nUmberroI-models
of plckups, truchs and buses to fourteen, assembly
.plants to one,franchlse 1mporters to two and

: dlstrlbutlon and service p01nts to forty were

pursued 51mu1taneously, per unit vehlcle assembly

costs and retail prlces would be decreﬂsed more than‘

"',1f only one proposal were 1mp1emented
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'_,; 5.2 f'Impdcte'cf'fhe simultaneous. proposal:
The separate reductlon ‘in vehlcle varlety and

v1n the number of qssembly plants would lower per

--un1t vehicle assembly costs by 1.4 per cent (see

:"2 2.7) and ‘6,3 _per cent (see 3. 5),‘respect1vely

1cThls- y1e1d§ a total cf‘7.7.per cent. But this
'totai cchntslscme items twice andﬁih others fails

fto capture'thee}uli iﬁpect of,joint'rqtioﬁalization.

Hence;jif_is neceesary‘tc reCalcUidte the impact

nzof -a t“o-thirds zeduction in fixed costs, a reductlon
lln model related flxed equlpment a.reductlon 1n:
_expatriata>and a reduct1on in locml employees; and

a doubling in- Tabour and\cqpltal p10duct1v1ty.

- (a) A two-thirds reduction'ih-fixed‘aesets- ;
lowers fixed overhead costs to the same
‘extent, by 5.5 (seev3.2). ThiS‘excludes’

elocal“and expetriate'labour'coets.

(5)ihﬁ'reductioh in model specific.capital

‘ 'reduirementsvlcwers cdpital'reiated'costs
i{e}_deprecidtion,interest payments and

i(maihtenance and reﬁuirs from 2.2 to 1.3 per

o cent i.e by 0.9 ﬁer cent.(see "N2'2'1)
‘But this would not be correct in the j01nt

A;ratlonalizatlon exercise, | leedAcosts

‘have already been reduced{by'twc-thirds
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(see 5'2 a). Hence the addltlonml
]

o reductlon would be 35 per’ cent ie.

3(2.2 - 2/3 x 2, 2)

‘(c)‘A reduction in the‘humber ef eXpatridte

employees would be O 4 per cent (see

subsectlon 3. 3 above)

(d) A reductlon in local employees would lower

labour costs: substantlally because a

doubllnp of capa01ty ut1114at10n would

. imply going ‘into two.shlits;but a

ddublingbof labeur_productivity'—-_due to

e

regulnr Supply_of CKD klts and due to

a reductlon in the number,of models,—~"

 reverses that. Hence,a plant like AVA

would not need to ‘increase production

TwofkerSzbut wouldvraisefadmihistfﬁtion:

Veémployées. Accordingfto a vehicle |
;‘?hésembly's production director, a
"edeﬁbliné?of produefien would require |

~(at most) 10 per cent increase ine

ihe nriﬁiwntEOn“drg abour’ lackiby: aimore.

. administration employees and related costs.
Hence, a doubling of output at AVA would also
stimulate about 'a 10 per cent“increhse in

,employmehf i.e. by 12 to about 580 including two
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éxﬁat;iates. But»the‘véhipié éssembiy
iﬁdustry,émpioys*l;EZSJlocal workers;
tiﬁénce abouf 950 ofithem (i;e. 1,528.1ess
580) WOuid be.ré&uﬁdant; 740,pf6dﬁctidn
"workers and 210 hbh-prodﬁcfion workers.
| The ogtgqipgle:qusfwould havé received
 KSh;v7fé;millionfand KSh.'9.2Jmillioh, o
(‘reépeétivclj, in wageé.and‘salarieé,‘
" This would be saved« -Thﬁs;‘directLand"
>'w11ndirect productlon labour costs would fall
. by: about 60 - 65 per. cent .But direct
'uuu hﬂirect prcduc ion 1abour costs
account fog 1. 0 and 1 2 per cent »
"’respectively; of—the ex—assembly value
‘:of*the”yehiclé.' Assuming a- 60 per cent
.fall, these pfoporfions w§u1d decrease -

)

ﬁbY‘abcﬁt-O.G and 0;7 per cent, respectively.

5.3 \PSuhmary:
The impact of the above reductions upon the .

 per unit -assembly costs are as'folloWs:

*A
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lu(a)';Reducedbfixed ovérheads . ‘5.5 per cent

*'.(b)_.Reducedrselected-ovérheads"d - 0,35 " n

5,(c)‘ Reduced expatriate employees'
' ' o costs 0.40 " "

- .. (d) Reduced local emplbyeeélcostsﬂ o

- direct 0.60 " "
' _ indirecf o 9.70 T 1

Total = 7.55

' Thus, the simultaneous streamlinlng of mode1s~

| and plants uould reduce per unit ex—assembly costS
‘by 7. 5 per cent as compared to a reduction of ‘6.5 |
,“or.l44 per‘cenflnrnspecwivolv,_if fhe“numbergqg

"'plmnts'and models were reduced scparmtely' The 7.5
zper ‘cent cost cut'in the ex-assemb]y value of -the
fvehlcle is equivalent to o 26.8 per - cent cut in
glocal costS-since the c. i 1, ‘~Mombasa-cost Of ‘the
ZChD and custons duty average 54 and 18 per cent,

, rcspectively of the ex asscmbly value of the

‘vehlcle = univalently, assembly charges, Wthh

:average 11, 5 per cent of the cx-assembly value of

the vehlcle,would decline;sharply.by abQUt 65 per cent!
i The‘( 5 per cent cost cut 1n the ex-assembly
'va]ue of" the vehicle would be augmented_ by»economles
»‘galnedvfrom,a reductlon in the numbexr of franchise

importers and distribution and service points. .
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fComblned,saV1ngs in productlon and dlstrlbutlonv

costs could yleld a 20 - 25 oer cent cut in vehlcle

retallgprlpes.

”f5;4i. Other économiC‘ggins from,the simuitanéous.proposalz
~Butjthere'éré e?en'moré'eoonomio gains such as
- savingé’in foréign~ewchange-and lowefed tOtal.Iixed,
'fcapltal requlrements pen‘employee and per output
ﬂThus, ‘the efflciency of the - vehlcle assembly
'1ndustry “ould rlse. The anc111ary and vehlcle
, repalr industries “ould also experlence a rise in
.efflclency. In partlcular, 1mproved~eff1ciency
_1n the an0111ary 1ndustry would lower per: unxt
‘production coqts there. If,thls‘sav1ng we:e,passed
'Qonftonthe;nssomoler,nitﬁwould‘roducevfhezcost of‘
local oontent nrédnCeoper?unit;assembiy co;fs‘and'
lthen lower vehicle retmil prlces. Locol COmponent
sour01nr “ould be qtlmulnted and employment in that
n 19dUSttX;WQU+d grow. These are potentially substantial

benefits.\

5.5 .Policy,rgcommenddtion:

The Government ‘should 1mp1emcnt\the rationalization
of vehlclc models, assembly plants andvdlstrlbutorshlps

as one pachage.v'
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- 5.6 x,Mgchinery,fOr implementing theapaekage:

The machlnery for 1mp1ement1ng the package
. is 51m11ar to what has been d1scussed above under
ﬂ'separate model rmtlonallzatlon the streamllnlng

L4

- of plants etc

-

6. . Kenyanizing_top poSts;
6J1f;}Intredﬁcfiohf

*T;The Kenyanlzation .of top JObS in the vehlcle'“
_assembly industry has been delayed and should be

':'accelerated

= 6}2 '{Kenyehiziqé fep peets possiblefY

b The.bebicle‘assembiy:industry.is;run mainiy

- by’expﬁbridfes;ifrespeefive'df”equity~b&nefship., In
v/one case;la fereirn;minority:shareholder has'the ;
,rlght to qppoint the managlng and - flnan01a1 dlrectors.

_;In another case a forelgn wajority equley holdcr
_app01nts the mnnmglng director. Thus, by contrmct
ﬁthese powerful posts will ggzgz be henyanlzed

, Furtbermore,vthe_seventeen expatriates.in the

vehibie.essembly,ihduefry;arevexceesiVe.v.Forb

'}instgnce;jin at 1east one plant, the number.of-

ekbatriafee was smaller in 1982 than the number

' negotiated;;ABut their work permi£5-can_be'reduced.
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L One productlon manager in the. 1ndustry argued that

ifs there were. only one. plant Kenyans could run

.;i it competently.

6.3 Pblic&irecdmménddfioni. -

" The number'of‘WOrk permits_shbuld be reduced
to five»-fone"for"edch»plant - and'after

‘ rat10nalzzat1on, only one,‘at most, should be-:

aliowed

6.4 Mdéﬁihéfylf&fhfédﬁciﬁg*workfpermitsi
Mbst of.the curreht work permits for expgtriates
;should not be rcnewed “hen they e\plre. Furthgrmore.

| when the curzcnt vehiclo asqcmbly plants agreements.

o

»ewpire, work permlts should be drastlcally rcduced

to one.

‘7,.\_‘Imp6$iﬁg Kenyan quality standards:
7.1. Introduction:
" Kenyan standards Should,be'imppsed on all
producers including vehicle asscmblers:td_ encourage

local components sourcing. .- .

7.2 Impact of not imposing natibnal_quaiity standards; 

' Thé vehiclé assembly industry.-is curreptly the .
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| .flnal Judge on the acceptablllty of local components
- But the Kenya Bureau of Standards (KBS) 1s respdns1b1e
for developlng and 1mplement1ng natlonal quallty
l-standards.. And yet the assembly 1ndustry is not
bound by these Kenyan standards and 1t sometlmes
reJects components (e g. radlator blocks) even
.v7though they are approved by the KBS Furthermore,

_'the assemblers’ mother companles refuse to prov1de

"'speclflcatlons for proper testlng., Also when a-

' 1oca1 SubStltutE~1§ available the deletlon process

‘.fls lengthy —-takes upto 18 months for some’ components

':'Together, these factors have slowed progress 1n

*}local qourcing.

7.3 ngolicyfrecommendation;3

» The kBS should be made the flnal Judge on. the
‘_'quality of all local products 1nclud1ng vehlcle
. components. »Thus the hBS should be furnlshed with
speciflcations of stmndards for all vehicle
components in use 1n henya for leglstratlon Oniy
then should the standards apply Defwulters should
be heav11y pennllzed. |
‘bfne."}Machinery‘for:imposing kenyan_standards:
d"ffuThéwexisting nationalvstandardshon‘vehicle*
_compOnents should be.made mnnoatory,_thentlthe

‘aSSemblers,'their‘principaIS'and anciilary_producers-
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:~shou1d be told to supply KBS with spe01flcat10ns on’
ploducts belng produced currently for approval
1‘and reglstratlon. Addltlonally; the assemblers .

and their pr1nc1pals~should be requlred to supply-

o spec1f1cat10ns on-’ other (not so complex) items whlch

_could be produced in: the country for approval and
" reglstratlon. Flnally, as t1me goes by, spec1flcat10ns
on the more complek 1tems should be made available

to KBS for approval and reglstration.' Fallure to

SUpply speciflcations or-to honour locally reglstered -

standards should -be” penallzed heav1ly

 8.'~ 'Renegotiatfhﬁﬁdeietion?aiioWances;
8;1_“Introductionf

Deletlon allouances are lower than unlt

~production costs and the allowances could be ralsed

thrcugh negotlation.

38.2r Situatlon |

| Since deletion allowances are lower than
.overseas productlon costs ‘and- much lower: than- 1oca1
per unit productlon costs, they dlscourage the |
wsourc1ng'of local components.- But.thls dlscrepancy
© can be mlnlmlsed through ncgotlation For instance,
»»1ate entrants to.a protected vchlcle assembly
industry are known to offer hlgher deletlon
'allouancesnxxthelr prOposals. Also parent multi—

_ natlonal companles do ralse deletlon allowanccs to
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f thelr sub51d1ar1es for competltlve reasons. ‘Hence,
there 1s room for negotlatlon, espe01ally if done '

ﬁfas part of a package to ratlonallze the 1ndustry

~,However at the moment Kenyan franchlse 1mporters

o are too small to obtaln larger deletlon allowances

o

'from glant producers of components, for 1tems not
shlpped w1th the 1mported CKD klt Hence, also the

, need for consolldatlon of the franchlse 1mporters

8.3. iPolicy reconmendation:

The Government should order that deletion

allowances be re—negotlated

- 8.4 MaChinery to re-negOtiating,deletion,allowancest

‘The local assemblers/franch1se 1mporters should
B start negotiating higher deletion allowances and

prlncipals refus1ng to. raise the allowances be . shut

:-ou1 of . the Kenyan market .Furthermore, the Government

: should part101pate in such negotiatlons 1n partlcular

4

‘when the 1ndustry is being streamllned and models

i erationallzed

- 9.  Reforming price controls:

9.1 Introduction:
o The current pricevcontrol formula, which is»
“full cost - plus - mark-up, does not encourage

| cost-cutting:and should be reformed.

—




’
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’~9.2 > Sltuatlon -— a. full cost-plus—proflt margln‘

formula 1s 1neff1c1ent

J_Price contrOls”are supposed{tO'protect buyersh

l from!exploitation by producers;' Othhe'other"hand;

.infent'enterprisesVrequire'protection so that they'
‘can overcome their initial problems w1thout too

much harassment Irom competltors. But protectlon-

often’ 1eads to monopolles resultlng in the explOitatlon

of the purchaser Hence, producers: have- to be

: restralned from increas1ng prlces freely.

"»tfin'Kenyn;-the price‘control formuia is full-

vvst nlus A 11rwo mmrk«Un : Thi *ormulaw'mllow"f

e

entrepreneurs to pass on hlgh costs to the buyers.
Thus, the producers ;- not the buyers —— are PrOtQCFEd'
This does ‘not: encourage effic1ency and hence the
flrmS need protection for a long tlme. To remedY
the 31tu1tion protective levels should ‘be rev1ewed
perlodlcally and the price control formula should

"ve reIormed ~to stop the entrepreneurs from h

pa551ng on hlgher costs and hence, ralsed prlces due
.to.lnef£1c1ency,on to.the buyersf

N

. 9.3 ,*Policy'recommendation:

o To encourwge local cost cuttlng,the Government

| should tie prlce controls to the retall/wholesale

pxlce of anve££101ent overseas country.
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9.4 Machinery for réforming.the:price‘control fornulax:

_‘hh For_each vehicle.model or anCilleryiproduct,han
| efficient°09erseas conntrylshouldebe identified. ‘The
',Kenyan'wholesale*retail'price'should:be a'Governmentv
,pre—determined percentage above the overseas bench -

'mark prlce.

'io;j”tStimulatingrexporting:
-10.1f_Intr0duction:

_The expected per. un1t cuts: for vehicle
'assembly and components mmnufacture would pave the

- way 1nto the export market. But_exportlng has tov

’_be 1sSisted through barter agreements and regional

h: coordlnatlon by using' the multlnational company S

khnetwork of sub31d1nries elsewhere. Subs1d1es and

'"-etport guarantces and other incentives would also

:l‘ﬂstrengthen exporting.'

*16.22 S1tuat10n - lack of competltlveness on. the ‘eport

mazket

*

thhe Kenyan vehicle assembly and local an0111ary x

Jlndustrles outputs are smnll and can enable these

- 1ndustr1es to. rcalize only 7.5 per cent cut in

v'per unlt vehlcle cost even w1th the proposed drastlc
*‘ratlonalizatlon. This reductlon is-small and hence
';1nsuff101ent to make these two 1ndustr1es

1competit1ve on the export market. Blgger cuts are



h‘.necessqry.. Aeoording to onexvehicle industry's
V~off1c1al duty free export prlces for Kenyan vehlcles
oﬁ'a;e~“bout lo.per_cent moreqexpen51ve than thelr»

<ﬁoverseas countetrparts. Several other executlves

'~,conf1rmed thls lack of compet1t1veness~ one"sald-

4

that they sell on the export market onl& beeause_;
‘:;’of the time. factor” In other words, Kenya mostly -

'fiselle to nelghbourlng countrles only when the

"'fVOrdera are - urgent and cwnnot awalt a long dellvery

>ftime Irom ,overseas.w These :illustrations show that,:

" the 7 S'per'eent reductlon in. ex assembly prlces
is. not qdequate Ior competitiveness on the ‘export

~omarket _ But there isa dllcmma‘{ price cuts-are

' Peces ary but la‘gcr production volumeb are requlleu

- for such cuts to be affordable.«

,But exportihg“is often inhibited by other*factors:-'

'3(é) ‘Although vehlcle e\ports are ea311y
'3;;\ ,, ‘arr nged the cxport of spare-parts

\L‘efrom henya has to be done on a separate

‘11cence.‘ But oiten there are long.delaysf;

i in apprOV1ng licences .and this may
 cause .an order‘ for vehlcles and parts

‘together,-toibe lost.
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- (b)-: The current shortage of forelgn exchange
': dlctates that developlng countries . deand b
.'on foreign ald.~3But aid 1s usually“
‘ httied to'eqnipment--including\vehicles,
. and other 1nputs 1mported from the
’ donor countrles. ThlS reduces trade
among developing countrles and thus
' 11m1ts the export demand for Kenyan
.assembled vehicles An the nelghbourlng
- countries |
| But ways for overcoming these problems can be |
,found and are: discussed below.

. 10:3 ‘Th'e_ multinational firm:

- The global operatlonal network of the mUItlhatlonal

'company provides a way of expanding exports

The multlnatlonml company often restrlcts its
_sub51d1ar1es from e\portlng But a developlng |
bvcountry llke Kenym expects that: a sub51d1ary shoulg
earn foreign exchange by e\portlng. Hence, _ 1a |
multnnntlonml company should better 1ntegrate its

ub51d1ary 1nto its world—w1de opcrat10na1 network-
Hence, in ratlonallzlng ' the vehlcle assembly lndustry
-Kenva should 1n81st on the.sub51d1ary_s committment

to: exportlng In"this connection'wef'ﬂn»learn

',from the achlevements of other countrles such as-




e Yugoslav1a and Canada (see‘pages;'SQi‘ and 'GO'hiinv,
‘*chapter«II) Thelr experience shows that it 1s :

»pos51b1e for an industrializing country to get |

multinational companies to commit to promote exports

| and regularly report to the Government on theirnprogress.

‘A multinational company s f s0phisticated

.} marketing network «can give rise to one of several
_forms of eaportingilncluding regional markets i nd
:barter agreements. These arrangements do encourage

v'trade but may piye rise to transfer pricing

| Surveilance of this would be necessary

10.3.1 P“o'l__icyl recommendation:

The plant chosen to continue assembly should ‘be
Vhpressured to export vehicles and 1f»pos31ble,v~

‘components. Ancillary firms,;espe01a11y subsidiaries

:'hof multinationals should be encouraged to: e\port

Export restrictions upon subsidlaries by multinational

f‘ companies should be prohibited and speczfied export

_targets should be- reached by given dates.

t10.4\.Regional'coordination:

Kenya should strive for an’ agreement with

'-:neighbouring countries to establish multicountry

' _plants to produce certain components for the entire

fregion. Vithin the region trade in these cqmpnents- .



. should flow freely unless a - transfer tztx 1s used f

'“7"to help dlStrlbUte the beneflts from tllese industries

equitably There may be major problems; about “the
| flocatlon of- industrles as, well as- the ESharlng of
employment and forelgn exchange earn1n§§s This is
'111ustrated by the Latln Amerlcan Free ' 'Trade Area
where differences in economlc developnugnt among
'members have contrlbuted to ‘the slow plﬁogress toward :
rfree trade. However Wlth goodwlll Sllccess is
possible. The cooperatlng countrles anlld also

-successfully argue out the untylng Of ald as a group

'rathcr than ind1v1dua11y.;;

10.4.1. }'.Policyvrecommendation:“

The Government should encourage the establlshment'
of free trade in selected vehicle conq;onents,
'combined with a fair dlstribution of Vehlcle,

l component and other industrial plants throughout the

"reglon

- 10.5, Other‘incentites'for'exporting:

Speedler export compensatlon, export 1nsurance
‘or guarantee .scheme -and a reductlon 1n duty on
”~1mportpd components Wthh do not compete with local

: components would help-promote exportlng‘u
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Currently, exporters get a 15 or 25 per cent

export compensation 1f local value added is 30 per o

cent or more.~ But there are'serious delays in -
'»proces51ng claims for compensation and this is a

-dlsincentive to exports. This is so. because the
AR _

.compensation is dlscounted for delays 1n its receipt.

and.hence erport prices are not reduced by the full
'amount of*the compensation. Thus}‘competitiveness

'hvis reduced

bh~Secondly,.euportingdis gdrisky”and'expensive'
'especially for new: comers While;theucost.can“be
reduced by compensation, protection against risk can
<only be‘guaranteed.by;the Government or by_anl -

‘inSurancetcover-agaiﬁSt'a default in payment.

Thirdly, ancillary producers who - are
sub51diar1es of multinationals should be forced to
- commit themselves to. export through their parents'
nglohal oporations.‘ |
Fourthly, customs.:duty on,imported inputs are

refundable on- e\ports but the delays in refunds

' 'are-long.v Hence, e\portinv 1° impeded But customs

lduty can be phased out . and be replaced by a sales
' tax;to net_an equivalent.amount,of revenue for- the
" Government. . This would obviate the need to rebate-

' the customs duty,
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, rf‘ll; ,:Summafy:

' The number of models of vehlcles can be reduced
'to at most fourteen, assembly plants to one, flanchlse
_1mportersto two and vehicle sales and serv1ce p01nts
-to forty _w1thout hurting the customer " This
fvpackage of proposals would lower per. un1t ssembly'

costs by 7.5 per cent assemblv charges by 65 per

hcent and’- retail marrlns by 20 - 25 per ‘cent. l'p.
assembly posts could be Kenyanlzed almost fully, |
,Kenyan_quallty standards ;mposed,uhlgher~delet;on

' allowancesfsoughtéhpricefcontrolshreformed and eiports'“

stimulated,

To implement these recommendations, the

N Government uould need to deélicense most models*of
Avehlcles, plants, fzanchlse 1mporters and dealershlps.
Work permlts should be refused the KBS should be - f'}
‘;made the flnal authoritv on quality standards in o
the country'Aa re negotlation of deletlon allo“anccs
should ‘be+ ordered and ewports stlmulated through the
multlnational corporatlon, through reglonal cooperatlon

among nelghbouring countrles and through 1ncent1ves for B

exporting.-



‘ CHAPTER V
SUMMARY AND FE%#ILITY OF PUBLIC POLICY RHORMS

'Introcuctlon

In Kenya qnd the thlrd world countrlee Mwustrla-

v_llzatlon is 1neff1cient end contrlbutes 11ttleto

:rstlmulatlng economlc growth ' However, publjc Policy

:mchanges are p0551b1e to convert the 1ndustry 1m0 a

dynamlc promoter of henyan 1ndustr1allzat10n

Import,substitUtiPh;i“qustrializationhf thlrd world results

The 1mport substltutlng 1ndustr1allzatlonstrategy

hhas resulted 1n unnecessmry product differentlmion
.tfdupllcated 1nvestments, short prOdUCtiOn Tuis aid very
.ilow utilization of installed capgc1ty in deV610Mng

" ca\;m‘raes. " These problems also afflict the vehiele

B assembly industry where vehlcle models are. numwous,

(conponents vmst and the need for strlct quallty'

controls high. Deletlon alloquces for CmmonemS

‘not 1nc1uded in the CKD- kit are too 1ow andthis._

discourages=loca1‘sourcin* ~ But these alhmanc% can

}be ralsed through negothtlon, thus reducnm the

descrepancy bet“een them and local per unltpromctlon

‘costs._ Thls rcductlon and in particular ﬂﬁcedgraduated

local component usage has been used to achmve Mgher
levels of vehlcle 1nd1gen1&at10n in some dWQIONng

countrles.v But there 1° a dllemma hlgh local

5 components usage raises veh;cle pr;ces'faraboVe

}
‘i
iﬁ
<’1
l
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’overseas 1evels and thus reduces competltlveness

:-rand m1n1m1ses exports Hence exportlng has been

gssisted through 1nter country cooperatlon, barter
arrangement and utlliélng the multlnatlonal flrms'

i network of subsidlarles.'

53."‘ The Kenyan veh1c1e assembly incustry.;
3.1. Introduction:

In Kenya too many models of vehlcles are. assembled

_.cap1c1ty utllléation ie low deletion allowances are

low, - the: anc1llary industry 1s small quality standards'~

-.are forelgn and excessive employment lags behlnd
.output growth and e\porting is® 1itt1e. . But these
| toe i“gs can be remedled 1f publlc pOliCY changesr

-uere made and were strictly eniorced

-‘3'2'1 Wide'veoicle~model'differentiation

B The 94 1ocally aseembled models of vehiCleS are
too many for fhe smmll hen;an market of between.‘
10 OOO and °O OOO un1te per “annum. The five: assembly
Uplants und over tuelve franchlse 1mporters ‘have
.forced‘onneceeswry dupllcmtlon and short production

'runs on the 1ndustry.v This results 1n hlgh unit costs

in the assembly and ancillary - 1ndustry and 10W cap“01uy .

vptllization.
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-;3;3,'Low‘capdcity utilizetion}:'

.- Slngle Shlft worklng durlng flve days per week
is the rule: for the vehlcle assembly 1ndustry ~ In
'1982 the 1ndustry achleved only 18 3 per cent capaC1ty
utillzatlon, whlch 1s grossly low.
3.4 :Low deietion'allowances:

hBeihg_lowef;;ban.oyenseos’productionicost; deletion
allowances a#eﬂemalliirQC§iop550fAlocalﬁper.unit
production costs. ranging-between 1/10 and }  for. some .
‘-"selectved i‘tems' ‘(s'eé"ra"ial‘é' III. 6 column~‘6) ‘This®
certalnly dlscourapee local sou1cing, even though
the nrice control formula' allowq the pass1ng of e\tra

:.coste to the buyer.

‘3;5V Uodefdefelopedfane;}iery induStry:
'The'ancilid}y' industry produces 30 components
'and less than half of thcse are’ used as ‘. ‘
origlnal equlpment pmxts Thls hms madevthe average
Kenyan vehlcle heav11y dependent on 1mp01ts wlth a
'landed value of the ChD klt acoountlng for between 54
per cent . and nearly 80 per cent of the eh—assembly

alue of" the vehlcle. ‘

- 3. 6 rorelgn dctermlncd quallty standards

The situatlon is worsened by the re51stance of the

gSSembly 1ndustry to using local components even
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wmenpsuchtpafts?are,gppfouedxby‘the'Kenya vBurean .
'of?Standards’v It is alleged that the gupply df'
. local components is- 1rregular, quallty is low etc
1>Supposedly for these reasons,'some franch1se 1mporters
fhave refused components whlch have been accepted |

: by otner or1g1na1 equlpment 1mporters ~Also, components'i
may be used on one pickup and not on a truck of

nbthe same,make.: This suggests that quallty standards
“;differ amongrlmporters/prlnclpals~and sometlmes the
”spe01f1cat10ns ‘are etcessive and at other tlmes they

f are used for delaylng local component sourcxng. fFor'

' 1nstance the process of deletlon 1nc1ud1ng the testlng ‘;'
:'of samples takes dp to 18 months for Japanese ma}es.
;,of vehicles.. ‘Hence the 1n01llary 1ndustry remalns
‘lsmall and . underutlllzed.. (see Chapter_III hypothes1s 4 -

on.::deletionv allowances).k

' Lagplng emplo;ment growth

Employment lags behind output growth and between
‘~_1978 and 1982 employment - output elasticity was
‘.—0 57 The 1ndustry is managed wholly by expatrlates
although o“nershlp of equlty should g1ve control to

1Kenyans in . two of tho 1arger plants and 35 per cent

llnfluence 1n the other large plant.




.;.“1915‘ -

‘_ 3.8 . Policy recommendation;

It is, however"not toollate to'remedy the_"
A'situation. The agreements on whlch the plants were
established will soon expire. Thus, in a few years'
time, vehicle models could be reduced to fourteen
'assembly plants.to one,-franchise 1mporters to>two and
dlstribution and serv1ce p01nts to forty and yet serve
the customer as well as at prcsent if. -not better due
to more complete inventories of spare parts. JIf the

proposcd rationalization went through as a package

ex assamﬂy costs would fall by 753 per ‘cent, local costs

by 26-8 ,assembly charges by 65% and retail prices by =
' 20-25 per cent v This would boost the demand for

vehicles. Additional economic gains from vehicle

rationalization include less usage of forelgn etchange,»'

higher deletion allo“ances,fmore utilization of local
content increased assembly and anc1llary efficiency
in production, better cnmpctitiveness on the world

market and more_Kenyanization.

FThese gains would only be, achieved if public

' policy were - changed and strictly -enforced. Rationalizatlon |

could be achieved by (l) The closure of some of the

assembly plants at the expiry of the - current agreemcnt,;

and (2) a’ refusal of 1mport 11cences for the 1mportation‘

of most vehicle modeIS' and, (3) a,reductlon in sales

'Qfand servxce p01nts. These actions should follow a

caxeful study of venicle models, plants and distributlon



oy

and servlce p01nt§:t0~determ1ne whrch should contlnue,h
operatlon: 'The goveTr nment should then' re negotiate

- -

,deletionvulloWau €s, strrotly enforce local ‘content

targets, reéffiéf wofk permits fof eXpatrlates to -one
or two, impose henyan qua}rty standards, and reform
the prlce control £ormu}&» fG drsqllow the passing

| of full costfev ﬁ'r ases fo fhe buyer,u Exports could
{. be promoted through the establlshment of free trade
for selected components barfer arrangements and

negotlatlon w1th multznatlonal‘parent companles about:

xportlng;d

4,0 '“e blblLlLy oL Lhese reiorms

' The implcmentatlon of reforms which throw some'
investors out of bu31ness and employees ‘out of work
would be resisted more. than those whlch Just reduce

‘profits. | R .
'The erué%ibh in models;:plahts;’franchise

s

1mporters qnd d:strlbutlon and sales p01nts would put
'.some 1nvestors out of bu31noss and workers out.of' |
employment Thus, these reforms would be re51sted by
.1nvestors and employee - unlons., The assemblers,Afranchlse
importcrs and ‘vehicle. dlstrlbutors uould be reluctant _"

to supply the 1nformat10n recesszry for a: commerc1a1

and economlc anﬁly51s of these establlshments 1n ordertov




_..,.select the__-‘ candidatesi_bfor .contin'ued‘ operation. Hou‘ret,er; .

: ;bt‘he‘_;,:go'vver_nment".‘co'uld' demand‘_thev information ad even -
prosecute them. for non-‘-conpliance' .. But the 'lega_l |

| process may be lengthy and the 1nvestors, through their ‘.
easy access to - high dec181on “levels ‘in government ! Y
could divide public policy makers and thus block the :
1mplementation of these reforms.- On the other hand
the government could utillze the- 1nformat10n collected ,
1n the process of adm1nister1ng these 1ndustr1es |
(e g. customs 'ind price control data) to qulckly ‘-

select and 1nform the candidates chosen for contlnued ,';i‘j

o operation. v This. “ould reduce res1stance from the
investor 111 tmre ‘ould be resistance ir.oa employee“-

' trade unions that u.ould have to be handled Wlthln the

existing regulations governing redundanc1es.

However, if the resistance to these reforms is ’

: too much to overcome, the governnent should at. least
avoid renewing the current agreements with the - B 3
' 2 vehicle assembly p1 ants. - Thus, no.' legal obstacles’

' would bc created to impede :,‘streamlining the ‘industry ;

;
1
|
|
I
§
4
{
I
i
!
i
1
i
i
.

later. -

The other policies to renegotiate deletion

S allouances, reform price controls’ and 1mpose Kenyan

R standards would reduce the,profits_ of the assmblers, =
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vﬁehicle1diStrihutors,hahd:ehcillary:proddCers,'Ihnce,
fthough;ineestors in'these:indUSfries would resistthese'
‘ reforms,that re51stance would be less than that
arlslng from the closure- of plants models, franchmé
1mporters and dlstrlbutorshlps., Forelgn 1nvestom ‘
would also try’ to resist the reduction of the'nu"nnaer
oI expatrlates but w1th the support of henyans 1nand
out51de the industry, the re51stance could be easny

- overcome.

'Tnus, the. proposed publlc pollcy changes are
fea51b1e but they “ould be re51sted by prlvate 1nw5tors
ahd so would require much determlnatlon by.the gomrnment.
15.p~;:Cohclusion: -

’h The henyan vehlcle assembly 1ndustry is 1neﬁlclent
There are £1r too many models and the 1ndustry emmrlences.
hlgh per-unit assembly costs, low capacxty utlllzulon,

'low backward linkages, heavy usage of forelgn excmnge,
) zllttle exportlnp, 1ow job creqtlon and low Kenyanmatlon-
| of mqnagement = ‘This~ 1nh1b1ts 1nd1genlzat10n of ~the’
vehicle._ It 1lso 1nf11cts hlgh capltal and operaung
costs on ‘the transport and other sectors of. the
economy as well as on the trmvelllnw publlc.f'The,-
1mp1ementat10n of the proposed pollcy package “oum
3 reduce assembly charges by 67 per cent and reta11

prices of vehlcles by between 20 25 per cent. Therefore
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{there is need. to 1mprove the efflclency of the vehlcle'

',fassembly and distrlbutlon and anc111ary 1ndustr1es._’

‘l‘The government should strlctly enforce the proposed
';pollcy package to ellmlnate the dupllcatlon of models,‘-
l?-plants,i*mporters, dlstrlbutorshlps and excess expatrlates
‘oy not renew1ng current agreementsand 11cences and by '

_reduc17g aork pcrmlts.’ Also, quallty standaras should

‘f“be localized deletlon allowances should be re-negotlated‘

nprlce control formula should be made more cost efflclent,
hand trade in components and vehlcles promoted through
“?c00per1tion Wlth nelghbouls and multlnatlonal flrms. )
,The proposed publlc pollcy reforms would be re31stcd
'by lccalia:d fore*gn privofe 1nvestors. But w1th 9011—
o 1ica1 will the government could succeed in 1mp1ement1ng

”,these reforms. :
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Cnapter III

1 Unnecessary vehlcle dlfferentlatlon'v One make of

vehicle such as the Land. ‘Rover can have several
models dependlnp on type of fuel used, body

3 type and carrying capacity. - For. 1nstance an

88 inch wheel base Land Rover is assembled in
three models: (i) canvas top, petrol (ii) hard
top, petrol (iii) station 'wagon, diesel. The

‘canvas and hard top versions constitute two L

different models, where one would have been
adequate for Kenya.‘ - Hence one of the two is

- ‘unnecessary. bBut thesstation wagon is a
-passenger car,. hencevitWis necessary

A second aspect of differentiation’ has been based

on carrying capacity. For. plck-ups, one-tonne
pick-up would suffice ; the range from a half-

‘tonne to a three- tonne pick-up. :Hence, a two-

. tonne or any other plck-up “1Eh1n the spe01fled
~range would be unnecessary. . For. trucko, ‘ :

unnecessary:differentiation. has occurred where
the combined main axle . - - and the: ‘trailer loads
overlap. Yor, instance, a. ten—tonne main axle

.~ load truck could pull” another seven traller

~tonnes. This comblned]omlof 17 tonnes eliminates

"~ other axle-trailer load comblnqtlons for the

_range ten to 17 tonnes.

.2, Kenya. Dailv Nation, 1110b1, Frlday 29th January 1982,

p. 17. It was, xeported that a 4x4 wheel drive Jecp
of American or1"1n will. soon: be - assembled two

‘models by General “otorv'henya Ltd. on.contract.

Thus,vehlcle d1f£exent1¢t1on w111 be further

‘-1ncreased

Phllllps A. "Industr1alICabHCIty ‘An Appraisal of =

f The

‘Measures of Capacity," in-American Economic Review,
"American Econonic ‘Association, Colifornia, May
1963, Vol, 53, pp. 275-291, This article

critically discusses several major measures of
capwcity utilization and concludes that a search
for more precise measures should be 1ntens*fled

output of the asscmbly industry comprlses pick-ups
with a load carrying capacity between a half h

,tonne and three .tonnes and trucks whose axle-

load carrying: capacity is up to 40 tonnes and a chain
load of about 65 tonnes. ‘Pick-ups are in the
aJorlty. : '

'Kenya. hlnlstly of- Fconomlc Plannlng qnd Development,

Kenya Statistical:Digest. Government Printer,
Nairobi, December 1981. Volume XX, No. 4, table 16.




- 10,

11,

12,

“13. * ibid,  p. xii and xiii.- Brléfiy gives the

14,

'  Kenya.;ZiSundaY’Nation' "\'hrn:x.n'r Over Jobs"

 ; Na;rob;, 19.9. 82‘ P. 23

Langdon; S.W;,'rMultInatlonal CorpbratioﬁS'in

~the Political Lconomy or Kenva, The
McM1llan Press Ltd hnubn 1981, pp.123427

l Appeﬁdih Table XV, Tow 3 shows that between 1975-

n;and 1981, 'vehlcle retail prices rose
~'at between 10" and 20 per cent.per annum.

"“Year to year changes exceeded 20 per
cent in some cases, :

Kenya.- Mlnlstry of Economlc Y>1:um.1ng, and Develop—
S ment, Central Bureau of Statistics, ‘
';*]anrobl 1979, (Unpubllshed) '

'East Afrlcmn Communlty " Report on Hultlnatlonal

Industries in th€ ITon @and steel,
'.‘Automotlx , Lhemlc¢1<and,Fertilizer
- Sectors.in the kast-African Community:
WSummarv of- Recommendations, Maxwel Stamp
Ebndon bcptcmbur I§71 ‘Vol 1, p. 9.

Maxcy, G}f The’ “otor Industr : Economics of

- LaTpescale.Products., - George Allen and
‘Unwin Ltd., London,”1959, p. .79.

“Barﬂnson, J. 'Automotivo'Industries’in Dcvelopinh;'

~Countriecs. . World Bank Staff. Working Paper,

.+ No.= 8, The John- Hopklns Press, . Baltlmorc

e%perience of-J. Baranson in the automobllc
1ndUStry s operatlons._

'Kéﬁya; f Attoxncy Gcnerql's Off1ces, "Legal Notice

No. 22 of 1980," Government Printer, :

Nalzobl..,Thls notice gives the regulations
 governing the assembly of vehicles from
scompletely knocked.down kits.

"ROSe,4W;D.',Develonment.ontions-in the New Zealand

Motor Car-Assombly industry. New Zealand
~Instituterotl "kconomic Research (Inc.)
‘Research Paper No. 16, 1971, p. 51, Table
15 and-the'accompanying notes..




16.

17.

_ 18.'_Baranson .J. v‘1b1d Vp. 77.

19,

20,

21,

22,
23,
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UAssembly plants ffanoﬁiseilmportere and countries:

from where vehicle CKD kits are imported
were separately coded and: thus preserve
confldentlalltj ' A

‘Baranson, J;'TIndustrialeTechhologieSIfOr-DeVeloning

Economies. lrederick A, Praeger. Publishers,

New York 1969 P 80

Gershenberg, I.""“ultlnwtional Enterprises the -
Transfer of Managerial Know-how, Technology
Choice.and Ewplosment Effects: A Case

Study of Kenya," "~Working Paper No. 28, IlO,
“ultlnatlonal Ente1prlses Progllmme 6/83.

'

Kenym. Auto News, News. Publishers Ltd., Nalrobl
September 1983, 'p. 9

Couﬂhlin, P.E, "Convertlng Crlsis to Boom for

henvan Foundries - and Metal: Enwlneerlng _
Industries:. Technical Possibilities Versus .

~ Political Bure1u011tlc Obstacles'" VWorking

- Paper No., 398, Institute of Development :
Studies, Univer ity of N11rob1, August 1983

. p.»29 note 27.

Langdon, S.W. .op. ,1981, p. 114,

vRose;-W.D -‘oE. Citq p. 36,-‘ - - BENE

Kenya. - "Sessional Paper No. 10 of 1965: on African.

" ‘Socialism and -Its Application to Planning
in Kenya, " Government Printer, Nalzobl,
1965, p. 14. : :
fiLo‘aQ\~aFmployment,“Ihcomes and Equality: A

Strategy for Increasing Productive
~rkmplovment in Ren\a TLO, Geneva, 1972,
p. 504 BRI s
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. APPENDIX I:

Contd. sesec e

v i s ST

-ASSEMBLER '
COUNTRY OF ORIGIN

IMPORTER

 KENYAN
STANDARD

III

11

“Shock

:Sparx

'f Spare
Brake

- Brake
Brake
‘Brake

COLPONENT PART

absorbers_
plugs

wheel carrler
fluid
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pqu'

sboesﬂ

1982

(X))

(v)

(xiv) |

(viii)

" ho7s

-1981

1979

1981
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1 1976
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(v111)
1675

r.s e s

Clutch 1innihg/facing
'Automotlve V;belts
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Hydraulic Jacks
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St

T

“Total

12

13

N1 |

ol

110 9

Source:. Kenya Government

hote.'

Other oonsumables inc;ude aohesives sealers LnJezseallng.,
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o APPE."DIX TABLE II: NU‘\TPLR OF LOCAL COMPONENTS

K)R SELECTED YEARS ,- 1976—u2

USED IX SELECTED 10CALLY ASSEMBLED MEDIUM AXD HEAVY TRUCKS

ASSEMBLER-

111

11

COUNTRY OI‘ ORIGI‘\I OF CKD

I I’CRTER

(vi

1)

(xiv) .

O

4 (viii)

i)

1975 .

1982

1977

1982

1951

1950

1931

1980

- |Tyres and tubes ' xL jJﬁ:\c ",; Y‘L,x - — _7;_{" - f’h Qe It)ﬁ
: Eatterles | x|l ox x x | ox x oox ol x X Tx
|Soft trim . x o ox X X X x x X X
Glas< ’ % X X . x X X : , x" X x
‘ W1r1ng wa.rness ' x|oxc x| ox X x| x. p x-
Fuel, 01} greaseo : - x| X x X ’ ' ' e
‘|Canvas hood ‘hood st1ck X - X
Leaf sprlngs S x| . X : U
|poits and nuts S |
' R.).dmtor block . L x X s
Welding and’ solderlng materml >\. | X x. v -
I’ead—scre“s S S n ' )
: _I:.xhaust pipe system X X X
\ .}ock absorbers_ -
|&park plugs '
Spore wheel carrier X
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B T A s e o e ¢4 e & e B . 2 v 8809 &
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ASSELBLER _
" COUNTRY OF ORIGIN OF CKD
"IMPORTER

Brake fluid

Brake 11n1ngs

Brake p ds

Brake shoes ) o
Clutch lnnnlnw/fac1ng o
Automotlve V—belts k

| Air, 011 petrol d1ese1 flltersv

Autcvotlve ou]bs
Hydraulic Jachs
Axles for trailers
Buﬁperq'»V'»~}
Ctrer consunables

bt

11

7

(x)

(xv)

N R

1982

1681

- 1978

1980 |

S

“Total

12

n

9

. Source:

nenya Government

% }
R




APPENDIX TABLE ITI: - STRUCTURE OF COSTS OF ASSEMBLY OF SELECTED PICKUPS IN SELECTED YEARS + 1976/1982.
| e T T e | | _ PERCE

ASSE.\IBLER—- . - k ) e I : ] v III LR N . 11 ~

COUNTRY OF ORIGIN OF'CED - L. 4D E F__ C

IMPORI'ER - S - N R N T O G A e I (viii) | (viii)

| | 1978 | 1981 | 1979 | 1es1:| 1982 | 1977 | 1951 | 1976 | 1980 | 1976
Price fob.. overseas 2 13- 1T 4-"1"5 "["6 17" .

without deletion . o Y I FE S 1 |sna| 1
with deletions - | | 380 |528| 30.7| na | 53.0 |45.2 |4d0.8| 49.5 | 48.9
| o 70| na | 04 | 60 |11.2| 95| 6.4

landed cost (c.f.) - | | 49.0 | a1, 46,7 | 46.6-| 54.0. | 52.5 | 61.0 | 59.0 | 55.3
Custems duty on l'mded codt | 25.0 %] 18. 19.8°| 16.3 | 13.5 | 18.3 | 16.0 | 21.3 | 14.5

»LocaL oontext (Led: - o ' - ‘

-’I‘yres and tubes ‘
Batteries =

.-Soft trim

Glass  :

Frel;*ht and other expenses

- o o
.
RS

YOV N

244

-1 26l 4.4 | 3.7 | 31

07| 0.4 | 0.6 | 0.3
- -1 ] 33| 22| os
R B | 0.2 | 0.5 | 0.6
‘ - | o3
e - 4 2.4 |16 | =

SRR
S S O RN
[}

O
q
o

Paint

=1
{
t

H O 000N
o0 WO

' Wiring I*arness

"Fuel,_ml, E,reuses- .
\ Canvas hood and hood stick
Leaf springs =

N W O NN O O B
W O W O e s

RO e e O

W o
!
i
!
|
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- APPENDIX IIT:

Contd......

-

ASSEMBLER I 111 : 11
COUNTRY OF ORIGIN OF.. CKD 5 b - _ = o
INPORTER (x) - (v): (vix) | () S (vidii) (viii)
COMPONENT PART - | 1978 | 1961 | 1079 | 1981 ] 1982 | 1577 | 10%0 | 1976 | 1900] 1976 |
Welding and éqlderihg material - e (5;4 — — = G . L i’ SRS TS (4]
Exhaust pipe system ; - - |2 - 03 ' o - - -
' ~Spare wheélf" carriér - - - - 0.5 | 0.4 o -
Sraké linings . ' - - - - - | | - -‘.  :
f‘\adiator"'biocﬁk - - - - - 1.3}
| A1l other consumbles > 0.3 | 0.3} - - | o 0.7 0.6:.
Sub-total 26.4 | 14.4 | - 3.3 :5.3 | 112 9.3 | 5.6 7.4 18.3
| Assaubly charges na | 186 - 20.3| 18.4 |17.6| 19.1 | s8] 9.7 3.2
1 motal (1.¢) 26.4 |'33.0] - | 23.67] 23.7 |o2s.3| 284 | 11| 17.1) 213
A11 other local expenses - 1 | o3| 55| 100} 3.3 | 37| o.7 | 9] 2.6 s7 |
-Total ex-assembly value . 100.0 |100.0 | 100.0 | 100.0 |.100.0 100.0 |*100.0 |100.0 | 100.0} 100,0
o Scwrce: Kénya;Cerrménj:.- |
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Notes to Appendix Tables I, II and III

-An Yes in Column 1 (Appendix Table I) means that there

is an approved Kenyan standard for the item in question.

" An X in the remaining columns. 1nd1catés that the item
~.'is being used asoriginal’ equlpment in. the correspondlng
.xehlcle make/model, : :

-

- The capital Roman numbers allocated to 1ssemb1y
‘plants, capital letters to countries of origin of
- CKD kits and small Roman numbers to importers,
respectlvely wvere determined by use of random
numbers* ., The procedure used was to:

(i) obtain lists of nssémblers;;countries'of
origin of CKD‘_and importers.

,(ii)  Order cach list scparmtcly 11phabet1ca11y
e and to number them serlally in that order.

'(Tfi)ﬂ_Consult taleS‘of“random nunbers.
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APPENDI‘( 'TABILE IV

S'I'RUCTURT OF QOSTS OF ASSEMELY OF SFIECTED THUCKS IN SPL.CI'}J) YI..\I\S 1076 - 1082

PERCINT

S & 5 SEN II v
) 3 D F -| D T | F |G
(%) () wii) | Gaw) o) Pviin] o
1978 | 1982 | 1978 | 1982 " | 1977 | 1901} 19s2 | 1981 | 1980 | 1931
: , 1 & 2 | 4 5 6 7 8 9 10 |
Price (f.0.b) overseas - ° S L - : ' E 1
‘without deletion | n.a n.a na | na |[na n.a'f na na | ma |na
~ with deletions 35.8 | 280 | 47.9 | 32.4 |s0.8| 47.7] 46.4.|s5.9 | 411 |
: Fr(?ight and other expenses 8.3 26 3.9 13.4 | 6.3] 4. 6.9 | 7.2 15.3
|Landed cost (e.f) |3s.2 | 38.6 | s51.8 | 45.8 |57.1| 51.8) 53.3 | 63.1 | s56.4 [ 55.5
Customs duty 10.4 [ 165 | 14.1 | 16.8 |8 191 224 | 14.8 | 19.6 | 22.2
~ |Eales tax on landed cost ' ' A | 6.1 B 11.7
Local content (1. c) » * v . '
Tyres and tubes 7.3 | 70| 71 69 | 9.4| 93 - 59 | 7.1 4.3
Batteries - 07 | 65| o8| 1.0 | 05| o5 - 0.3] 03] 0.5
Soft trim 34 | 21| oo 11 | - 2.6 v 0.8 | 13| o7
{Flat glass 01 | 0.1f o1 o1 | o0.2] o1 " [ o2{ 01] 01
Paint 0.4 | 9.6 03| o.7 - | o ]oos |
Viring harness 1.0 | 6.8 o8 1.1 0.5 | 10| 0.3
Fuel, oil, greases . 0.1 Ob 0.1 0.9 " | -'0.3 ‘
Canvas hood and hood stlck 1,5 v;l,.()‘ - . - -
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APPENDIX IV Contd.......

Source_:. Kenya goverm,ent

- 111 11 v
F D F D C F G
(x) %) (vii) b (xiv) | ) | (viii)] (ix)
| 11978 |- 1982 | 1978 | 1982 | 1977 | 1980 | 1982 | 1981 | 1980 | 1usi
T Y 2 1 N S > R 73 3 Iyl }e
Leaf springs - 3.2 - -y : R SR R 3.1 | 2,
Velding and solderlng materlal - A 04 : - v 10.3 - - "
"E.\haust plpe syctem ' - ‘ 0.3 - - 0.2
°p:ue wheel c'xrner - Ces - -
Brake 11n1ngs : - : - -
Radiator block . S N X : - o -
All other consumables - ' 3.8 0.5 0.2} 0.5 0.8 - - 0.2 0.1} 0.6)
 Sub-total . 18.3 | 16.5] 103 | 12.9| 109 125 58| 7.9 161 8.5
Assembly ‘charges 22.9 | 17.0| 13.3 8.8 5.1] 10.5] 12.0 5.6 59| 1.8
~ .Total (l.c.) | 41.2 | 33.¢ 23.6 21.7| 16.0| 23.0| 17.8| 13.5| 22.0| 10.6
All other local expenses 10,0 114 0.4 157 12.1] 6.0 1.4 88| =3] .
Total e\—assembly value 100.0 | 100.0.| 100.0 | 10.0 | 10.0 100.0 | 103.0 | 100.0 | 100.0

100.0




- 249 .-

. APPENDIX V. THE AVERAGE STRUCTURE OF THE EX-ASSEMBLY
o 'VALUE OF VEHICLES ASSEMBLED IN KENYA BETWEEN

11976 - 1982.
TRUCKS | PICKUPS  |\VERAGE
Share [Share [Share [Share [ol.2-
. k265 | x.735 }61.3
| | 1 | 2 3 |4 |s
landed cost .. | 52.34|13.87]| 54.49] 40.05 | 53.92
‘Local ccmr‘or‘ents S | . )
“Tyres, tubes - . 6.61| 1.75f 2.40{ 1.76| 3.51
Batteries | . o.s2| 0.14] 0.37| 0.27] 0.41
soft trim . | 1.22| .32 1.47| 1.08| 1.40.
Flnt glass. - | 0.11] 0.03| 0.18] 0.13] 0.16
Paint | 0:26[0:07| 0.53| 0.39| 0.46
Wiring hammess 0.56| 0.15| 0.98| 0.72| 0.87
Fuel, oil, greasses | 0.20| 0.05( 0.19]0.14 :0.19
| canvas nood, stick * | 0,26 0.07| 0.3 10.25|.0.32
| leaf springs |, 1.06 0.28] 0.97| 0.71] 0.9
_ \%elcux‘g, soldering ' BN AR _
- material | o0.07{ 0.02| 0.04] 0.03] 0.05
 Exhaust pipe system - - 0.05 0.01 10.03|..0.02| 0.03
‘_ szm:- ;i-}xeel carrier = U " 0.09 007 0.07
Radiator block | 0.06 ~0.02f 0.13] 0.10] 0.12
~ Other consumables - | o.69] o.18 0.19 0.14| 0.32
_ Sub-total (2 to 16) | 11.67| -3.00| 7.01|" 5.81! 8.90
Asserbly charges 10.53] - 2.79| 11.83} 8.70| 11.49
‘Sub-total (17 + 18) | 22.20| 5.88| 19.74] 14.51| 20,30
A1l cther local costs 7,00 2.12] 7.51] 5.52| 7.64
‘Sub-total (19'+ 20) | 30.19| 8.00| 27.25] 20.03}.28.03
~ Sub~total (1 + 21) 82,53 21.87| 81.74| 60.08| 61.95
' Custcas duty | 17.47| 4.63] 18.26] .13.42| 18.05
Total (22 + 23) 100.0 | 26.50(100.0 | 73.50|100.00

Source- " Kenya Government

- Note: 'I'he 0.265 and 0.735 are the pronortlons of trud.s 'md
pickups respectively in total registered vehicles in 1981,




~ APPENDIX TABLE VI:

LW N =

e BEECRIY. 'S RN

15

10

11
12
13
14

C e "

IN LOCAL

’Nofes: _i.;

import contents

that ‘local labour:
- local. ‘costs add upto 20 per cent of the ex-

factory xﬂlue of the componet

COQtG,

&

dividends

:THF THDOWT CONTENT COMPONENTS,
1976-1882, . .. . ... . '
" ShaféAih Import Import" |Rough
the ex~ | content | content [estimate
.assembly | in. the | in ex- of import
value .of | compo- assembly| content
the _ nent value of|in the
vehicle the ex-
: vehicle ,assemblv
' value of
Col.1 x - .
Col. 2 the vehicle
1 2 3 4
Tyres wnd tubes 3.50 0.6 0.21 0.21
batterles .0.40 0.2 - 0.08 0.08
Soft trim 1.40 | 0.7 0.98 - 0.98
Flat glass 0.20 (0.8) 0.16 ©0.10
Paint 0.50 | (0.8) | 0.40 | 0.25
hlxinr harness -“0 90 ] (0.8) 1 0.72 . 0.45
Fuel, oil, groaqes 0,20 | (0:8) .| 0.16 .0.10
Canvas hood '0.30" (0.8). 0.24 | 0.15
Ioaf spring. 10210000 ](0.8)- - 0.80-. 0.50-
hcldinr and soldc-.w:" '
ring . material - 0.05. (0.8) - 0.04 - 0,025
Exhaust pipe systen{ 0.03 .(0.8) 0.02 - 0.015
Spare. wheel carrier| 0,07 (0.8) 0.06 - 0.035.
Radiator block 0.10 - |'0.3 0.03 - 0.03
Other consumnbles 'r0.2§3, 3“(C,8) -~ 0.24 | 0.125
Total ' 8.90 XX 4.14 3.050
Source: henya Government.,

Tlpuxes in .brackets are the. oxpected maximum
s, on the arbitrary. assumption
and other

2. Mlnlmum import centent in tbe vehicle (see

’ Column 4) has been arbitrarily assumed to be
50 per. cent of: component shares (Col.4 is
half of Column 1) where actual 1nformat10n_

is not

available.

- 3. YX stands for not appllcable
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. APPENDIX TABLE VI

: THE

IMPORT CONTENT IN THE VEHICLE ASSEMBLY CHARGES, 1976-1680. o

 het proxlts (before th)

Share in the
ex-assembly
value of the

Import

content

in the item

Import content
in the ex-

assembly value
of .the vehicle

Rough estimate

of import content
in the ex-assembly

Expatriates' salaries
Other salaries
Transport )

Fuel and water
Maintenance and repairs
Interest payments-};7
Depre01at10n - 3
Forelgn mznagement .
Other e\penses '

Sub total (1 to 10)
Nen assembly expenses

‘Tota1 (i1 +'125-e

vehicle value of the vehicle
- ] Col.1 x Col.2 ' SR R
1 32 ' 3 ' Z
0.642 0.33 0.212 0.212
'2.i38 : - nil 'fnll nil
10,190 7 (0.80) 0,152 0.095
0.280 ~( .800) . _0.224 _ 0.140
0.560 .800) ©'0.448 0.280
0,090 C0.81 ¢ - 0.07 0.07
1.510- . 1.000 - ‘1510 11510
0.380 1.000 - 0.380 0.380
0.260 800) 01224 0.140
"~ 5.370 0.480 ‘2,578 2.578
BREY 490 kx 5.798 . 405
7.640 ( .800) 6.112 3.820
19;130, b e 11.910 9.225

L.

oource Kenya Government
Notes 1
: Lo,
3,
4,
5

" Fipures in brnﬂketq are estlmated ‘
The minimum import . content  in c\pendltuzc items’ for “h1ch actumls are not avmllqble

has been taken as 0.8 (also arbitratry).
Import content in the ex-assarbly value of the vehiclc i e, Column i= Colunn 1+ Colunn 2

- XX ! stands for not applicable -
_an—assembly expenses include marinn insurﬁnce clearlng and forwmrdlng, inland _

- some are 1rb1»1&ry

relght ete.
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. APPENDIX TABLE VIII :

b S <2 TR & | I - 4 R b

m

10
11

SR

13

’,~Sourcé :

THE STRUCTURE OF ASSEMBLY EXPEN&ES

| | IN A snLEpTEp PLANT, 1980,

- g : & - - - |Total [Total
-“Assembly. charges:. I} IT IITL V- % - | Ksh.
'Variable -costs:and ® f%" 5. 5 '

salaries and wages 3.0 | 5.9 |17.1] 5.6 |36,514
"Transport 0.2 | 0.5 | 1.3{ 0.4 |[:3,030
‘Fuel and water 0.3 | 0.3 | 2.4] 0.5 | 3,419

‘Sub-total (1+2+3) | 3.5 | 6.7 |20.8| 6.5 42,963
leed costs: | ' :

Maintenance and an oo P
. repairs ~ 0.6 | 0.5 | 3.3 0.9 | 5,602
: Interest payments 0.1  1.2+ 2.6 0,7_ ‘4,8239

Depreciation =~ | 1.6 7.4 |11.9| 4.3 |11,198
All other expenses.| 0.7 | 1.6 | 3.0 1.7 |28,098
Net profits 5.7 |-1.2 | 14.7| 4.3 |27,831
 Sub-total (7 tolly| 8.7 | 9.5 | 35.5 11.9 {77,552
Total (10 to 12) = |12.2 |16.2 | 56.3| 15.4 [120,515

Codés I, 11, III represent the larger three assembly

Central Bureau of Stmtistics (unpubllshed)

plants. Plant I has been used in thls paper
but not the other tuo _

o




-

-

- 25

'APPEVDIX TABLE IX:

3 -

FREIGHT AND HAVDLIVG CHARGES AS PERCENTAGES OF OVERSEAS

g 1970 —~1980.. 

NEX-FACTORY AND CIF MOMBASA VALUFS FOR VARIOUS YEARS

"""""""""" Percentage
Ex-factory| Packing [Ocean | Mombasa|Col.2 +
overseas- | and Trans~ (¢.i.f.)Col.3
" | inland |port :
traps- L
: port. - o
e L _[foverseas)| - . . , ,
PICK-UPS i 2 3 3 5
A|.100.0 13.0 | 113.4 | 13.0
B| 88.2 n. 11.5{ 100.0 | 11.5
A 100.0 9.4 4.3 |.117.9 | 13.7
'B| 84.8. | 8.0 . 3.6.100.0 | 11.6
A 100.0 f 4.1 . 113.6. | '12.5
" B| 88.0 . 3.6 | “100.0 | 11.0
Afer00.0. 0 [sies 408011947 |o1344
B| 83.5 7.2 - 4.1 7100.0 | 11.3
A 1000 |n.a. o |-16.9] 117.3 | 169
B| 85.3 n.a. 14.4 | 100.0 | 14.4
A |100.0 11.5 10.8 | 1122.4 | 22.3
-B{ 84.4 9.4 8.8 | 100.0°| 18.2
4 |100.0 8.6 10.4 | 114.4 | 19.0
B| 87.3 7.5 9.1 | 100.0 | 16.6
‘Simple . A |100.0 9.3 ' 117.6 | 17.9
mean "B | 85.6 7.9 .8 | 100.0 | 13.7
TRUCKS : o
| ‘a]100.0 4.7 8| 1075 | 7.5
“B| 93.0 4,3 .6 | 100.0 6.9
A[100.0 5.9 2.9| 108.9°] 8.8
B} 91,9 5.4 2.6 | 100.0 | 8.0
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 APPENDIX TAELEIX. (Contd..)

" 10

‘Exefactory;'Packing_‘-Ocean Mbmbasa. Col. 2
S overseas | and in- | Trans-|(c.i.f.)|Col. 3*
TRUCKS : S - land - | port R
o ' trans- '
i port o
B (overseas) o R
| 1 2 3 4 5
3 A | 100.0 ‘4.1 | 2.9 | 107.1 | 7.0
| B 93,4 3.9 2.2 | 100.0 | 6.1
4 A 100.0 3.6 4.2 |+ 107.8 | 7.8
- B 52.7 3.3 3.8 100.0 | 7.1
5. A | 100.0 9.0 7.0 | 116.0 | 16.0
B 1 86.2 7.8 6.0 |, »100.0 | 13.8
6 A | 100.0 6.3 3.9 |127.3 | 10.2
B 78.6 - 4.9 | 3.1 | '100.0 | 8.0
7 A | 100.0" 8.3 4.0 | 112.3 | 12.3
‘ B 89.0 7.4 3.6 100.0 | 11.0
2 A 100000 |0 sine 32 | tosuT | &ur
| B 92.0 5.1 2.9 | 100.0 | 8.0
9 . A | 100.0 10.5 19.0 | 129.2 | 29.5
B 77.4 7.9 14,7 | 100,0 | 22.6
A | 100.0 9.9 - 6.4 | 116.4 | 16.3
. B | '8.9. | 8.5" 5.5 | "100.0 | 14.0
simple © A | 100.0 6.8 3.9 | 114.1 | 10.7
mean ' ' . _ . ~
B 88.0 5.9 4.7 | 100.0 | 10.6
] CBU AMD CKD
* | COMPARED -SFLMCTED
C|TRUCK | | ‘
1 CKp - A | 100.0 9.9 6.4 | 116.4 | 16.3
.2 B 85.9 8.5 5.5 [ 100.0 | 14.0
1l eeu A |  100.0 6.3 17.9 | 132.3 | 24.2
2 B 75.6 4.7 13.5 | 100.0 | 18.2
"f~fSoﬁrCe Kenya Government-
' Note: Pickups 1 and 5 have not been included in the

v commutatlon of the mean because some 1nfonnatlon on them
- is ]acklng : _

A Ex~factory (overseas) value equals 100 per cent

'°‘tnbasa c.i.f. value equals 100 per cent.
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 APPENDIX_TABLE X : . MAKFS AND MODELS OF VENICLES ASSEMBLED IN KENYA IN 1982.
N Make - Model Propuisiori Carrying -|Chain

, S . o 7 " |capacity |load

A 1] General Motors S ~|tonne /.
Kenya:Ltd.: - » PaSSENgers

JTsuzu Petrol
Pick-up ‘ -

I WY

Diesel
4x4
Short

~Long -
" Petrol

' _Diesel

jury

L4

o W N
[y

o

8 Isuzu- | Dumping-
L ' " Truck short -

o, | | Long - 17
1 R B Bedford Dumping- ' 7
o BRI T ’ , ~short” _ T
a9l . : 1 1 lorg |’ 7

A Bis | - |s2-e2p
B | Associated L o S
Vehicle -
Assemblers : | Pickup -
o1 - - | 1200 _Petrol - |o.5
D.T. Dobie | | I
21(K) Ltd - EE ‘Datsun - {-Petrol
BT D " Dicsel
5] . | 4x4 |Petrol
6f . |"4x4 |Diesel
| 1 Datsun- -Petrol

“ Double
' ca_b .

=

[ S S

» _ . -Diesel” o 11
8] Lo - : 4 x 4= _
e . - | Petrol ‘ 1

o ' - Dlesel | -~ 1




(2

.

ADPENDIX TABLE X:.

10

11

e
o Gl W

— bt

|
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[ S

MmN o w

‘estlands
Motors (K)
Ltd. '
Rhino Motors:
- Ltd. '

lughes Ltd.

Motors Lid)

{ine, Fastemn

MAKES AND MODELS OF VIEHICLES ASSEMBLJZD IN KENYA IN 1982 .
- ‘ T

Make Model
_Nissan | E23-
- | Minibus
 E23- _
Minibus
| Caball
’I_‘fucks: .
Mercedes. | L 1924
| 1s 1924
| Lo
1S 2424
- Pickups: '
1, . Toyota Hilux
Hilux
' o Hilux
Corolla
- ‘ w,:. “’an.u:\
Trucks: | s
Toyota | DA 116-3
Hino KR 360°
Pickups:
Mazda | B 1600
D.2200
,Tr_u‘c.ks: : .
- Tord D 1210
- pasn
D 1311
D 1311
D 1711 -

PI'Oplﬂ-SiOIl Ca_rrying

. , | capacity

- : | tonne /-
~Petrol | passengers
-Diesel '

R 26-28
Diesel 0698
- Diesel 42-48
- Diesel 15 |
..'Diesel 1 35-40 .

| Petrol L
" Dies‘e_l 1 .
0.5"

Long .

| Dumping 7

"'DW’P,ingv -.8.5

| Petrol 1

"Diesel 1

Diesel ' '3

108|| -

- Dumping 7
1561 " 7 |

RETC 8
206" T 9 ‘-
154 o 15

Chain
load

10

10

10

n.a.
n.a.
31-33
51-53
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APPERDIX TABLE X Contd..)

O W N

Marshalls
(K) Ltd.
(incl.

Amazon Motors

Ltd.)

‘Ryce Motors
 Kenya Ltd. .

- Leyland

Kenya itd;

' ‘}@ké" = :Model'7 " [Propulsion| Carrying
B - R - - | capacity
| tonne /-
 [passengers
Pickwps. | .
- 7|404 ¢ - |Petrol
- 404 Diesel
504 Petrol
- Trucks - B |
Volvo L1424 %2 .19
o lexa 30
- Pickups
“Daihatsu - 7 0.5
R T I '_0.5
n )
|- Pickups | (1x1)
~Land .
‘Rovers
v lsen fpetrol | 1
" 88" Hlard - | Petrol 1
top . - _
" - 88" Station Diesel 6 p
| - Nagon |
" | 109" | Petrol.
-} Standard - |
“T-Cab
" 109" Hard | Petrol 1
top Plain ) ‘
" |7 109" Hard | Petrol 1
-Special.q
" " 109" Hard
| top | Diesel 1
{:Special - -

Chain-
Joad

40
75




(4)

APPENDIX TARLE ¥ (Contd...)

- 288 - .

" Make
Leyland : S
g | ' Kenya Ltd. . Land- |
Rover
9 S | S
- 10
1"t
11 ) . B
1‘.1
 “”'15 T ' Trucks &
16
17
18
19
20

~ Model

“109"
Station-
- Wagon .~

. 109" .
- Station-.

109"
Station-
~wagon V8
109" G.S.:
Cargo-v

Army. IFR
- 100"
Range -
Rover
- Passenger
" calﬁ

- Standard
T-Cab '

Bx.1200
131"
Truck

Dx.1200
171"
 Truck

- E2CDM016.
* DN/Dt
- Truck

~ DN/DY

- Truck _
SEL.4122,

. BL/DY
Truck

;30,28
Truck -

wagon -, -

'ERE.4021.

Land Train

" Primemover

Pfopulsion Carrying
. .| capacity
- tonne” /-
B - passengers
-Petrol - 9P
Diesel - "9
9P
1
47
‘Diesel
8
8
. 9
©16-18
"2,

Chain
load




:- .21
220
23
‘24|,

. a5

29

30

32

33

T (5)..1.:._ '
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| Leyland -

- (X) Ltd

. Make v
“Trucks &

Buses

"

‘Nissan
- Diesel

'Cbntra-
- ctual

- Vblks
wagen

‘bishi

1

 Mitsu-

‘Model

Cub OCU
435 -~

Bus _
ECD.23.ELW
Bus

BCD. 23, EYV

ECD. 45.Turbo -

Bus '
Guy 680
Engine
Bus

| vG.780
i Haulage
Truck

DU. 780
Tipper
Truck -

Nissan CB.

- 20NN
Bus. -

Guy -

| Victory

Bus

Microbus .

Canter T
101
Pickup

Canter I‘E |
111 -

. ’l'ruck'.-'_ s

L.200 1-ton
Pick-up

- {Propulsion

Carrying
Capacity
tonne /

46 p

67 P

62/67 p

62/67 P

10°P

e2P |

68 p |

Chain
Joad '

. PaSsengers
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34

36

3

'

SNotes:-
SR .and for buses is in passengers(P)
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B Ieyland

(X) Ltd.

“Fiat K

Make -

Suzuki

Ltd.

" Trucks

- Model

van

LJ.81 KR

van

SS.80 VRAN

van :

1100FF
VW.B. Bus

. 682 N3

682 T3
" Tractor

Prine=
mover.

619
Prime=.
mover

110 Semi-

'tx_'ailer

LJ.80 VRX

Propulsion
;

Carrying

| capacity

. tonne/
passengers

. 0.5
- 0.5
0'.'5
- 56P -
S 10

29

10 - 12

Chain
load

18

“tource = Swvey . interviews.

apacity for pick ups, vans and trucks is in tonnes




\PPENDIX TABLE ~ XI: A COST STUDY OF A PRODOSAL FOR AN ASSEVELY PLANT

A

© 00 O WD

e T o S W Gy Gr S
2 W ON = O

15
16
17
18 .
19

e 2261 -

O PRODUCE FIVE JODELS, 1971,

" PERCENT
‘Receiption area
- Assembly fixture - 6.4
N Cab welding area 11.4
~ Cab shop metal’ flmshmg line 1.3
" Paint shop ! - 16.8.
: Trim shop - 1,0
Seat assembly - 0.4
Chasns frame rlvcttmg, spzlngq, axles, engine 51
Chassis" line , a ' 2.4 ’
Final asscmbly conch.tloning lme - 2.0
‘Heavy vep‘nr area _‘ E 1.5
Material handling equipment - 5.1
'\.aintenam,e department | 5.1
- Plant" services +16.9
Sub-Total . 91.4
| E(juipnént for assarbly plant
Paint sho'p: _ | | 1.3
Miscellaneous plant and tool 1.2
Jlgs and speciahz.ed cquipment f01 w.b assembly 6.1
Sub-Total e
Grand total (4 7 5) | BN 1000

- Source:  Kenya Government,
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“USE OF IOREIGN ED(CHAI\GE L10AN INSI‘AI.MENI‘S INTEREST AND

- 262"

DIVIDF\’D.: DUE, 197¢~1980 .......... K£'OOO
| | ‘1977 | 1978 | 1979 | 1980 |Total | sean |
Loan repayments 1 2 3 4 5 B "
 Local - - | 8,35/ 5,951 7,32021,626 5,406 | .
. Foreign. 2,467 | 9,323 | 6,602| 3,836|22,228°| 5,557 |
Total 2,467 | 17,678 | 12,553 | 11,156 | 43,854 | 10,964
Foreign: % of total | 100.0| 52.7 | 52.6 | ‘34.4 | 50.7 | 50.7 |
Interest payments _ ‘ _ l
Local | 31| " 199] 200| 25 | 485 144 |- |
- Foreign 7| - m2|.  7es| 1,173|. 2,656 | 664 |
Total 38| o] ee4| 1,108f 3,a11| 778 |
Foreign: % of total | 18.4| 78.2 | 79.3 | o7.0 | s5.4 | 85.4 j
Di_videbnds v | ,‘
Local - 73| sss| 02| ‘70| 18] |
" Foreign 50| “ase’|  163| “196| 1,068 | 267 |
Total | 20| vss2|‘ ees| 208| 1,778 44 |
“Foreign: % of total | 10.0| 86.3 | 23.4 | 5.8 0.1 | e.1) 4
Total SERE R

" Tocal 31| 8,629 6,686| 7,447 | 22,791 | 5,698 |
Foreign 2,724 | 10j494| 7,520 | 5,205 | 25,952 | 6,488 |
~ Total | 2,755 | 19121 | 14,215 12,652 | 48,743 | 12,186 | |

Foreign: % of otal | 98.9 | 54.9 | 53.0 | 41.1 |[53.2 [ 33.2
f
Source: = Kehy'v. Central Bureau of* Stsucs unpublished and [!
prov 151ona1 ’ .
. i
Iy
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INSTAIMENTS, INTEREST.

[
X

" PAYMENTS, AND DIVIDIXDS PAID, 1977-1980, K '000
| | | 1977 | 1978 | 1979 | 1980 | Total | vean
Locan repayments . {- 2 \ 3 SR - T B¢
Local | - |8, 355 ‘5,051 7,320| 21,626 | 5,406
Foreign 2,467 | 9,323 |"6,602| 3,536] 22,228 | 5,557
 Total 2,467 - 1. ,678 | 12,553| 11,156| 43,854 |10,964
Foreign:% of total | 100.0 52,7 | 52.6| 34.4] 80.7| 80.7
Interest paymentb ’ o
" Local | 81 | 09| 1ea| 25| a6 | 112
' Forelgn 7 574 | 744 “575]. 1,900. 475
Total 38| 770 |. 93] 0| 2,316 | 586
Foreign;% of total | 18.4 | 74.5 | 79.3| 5.8/ 81.0 | 810
Dividends paid. | e R R .
- Local - I 13 222 51| 346 | = 86
Foreign 250 | 119 | 146| 181 696 | 17
Total 0 1920 368 a3zl 1042 2
Foreim: % ottotal| 1000 | 62.0 | 30.7| 78.0| c6.8 | 6.8
iTc')tal’ , SIS _ e
~ Local 31 | 8,624 | 6,367 7,396] 22,418 | 5,004
o I‘oru{'n 2,724 |10,016 | 7,492] 4,502| 24,824 | 6,206
Total 2,755 | 18,640 | 13,859 11,985| 47,242 |11,810
Foreign:% of*total | 98.9 | 53.7 |:51.1 | '38.3 52,5 | 52.5
Séurce Iu,nyo., Central Buxeau of Statlstlcs, unpublished and’

pmvisioml




0N U AW N

o

11

a2
- 13
14

15

16 |

: K£ '000
’ s - Annual
1977 | 1978 {1979 |1980 Rl
Lozm ‘repayments ' ‘ SR , - ‘
- Due. 2,467 | 17,678 12,553 11,156 -|43,854 | 10,064
 Paid 2,467 | 17,678 |12,553 (11,156 |43 854 | 10,964
Paid % 1100.0 1oo 0 [100.0 "'{100.0 |100.0 [ 100.0
Interest payments N :
 Due 38| 911 | 964 {1,198 |3,111| 778
Paid 383 | 770 | 938 | 60 |2,346] s5s6
" Paid % 100.0 | 84.6° | 7.3 | 50.2 |'75.0 | 75.4
|Dividends - o S | .
"~ Due 250 | 532 | 698 |--298 | 1,778| 444
. Paid . 4 230 | 192 388 | 232 | 1,042 260
~ Paid % 100,0 | 36,1 | 52.7 | 78.1 | 58.7 | 58.7
r‘I‘Y(Sr.z'l“].‘ R AR ‘ :
Due 2,755 | 19,121 (14,215 |12,652 (48,743} 12,186
‘Paid 2,755 -| 18,640 |13,859 {11,988 [47,242| 11,810
Paid % 100,07 97.5 | 97.5 [ 94.8 | 96.9 | 96.9
‘Total paid 2,755 | 18,640 13,850 |11,988 47,242 11,810
Percentage shares | o S
~ Loans repaid 89.5 | 94.8 | 9.6 | 93.1 |92.8 | 92.8
~ Interest paid 1.4 4.1 | 6.8 5.0 | 5.0 5.0
Dividends.paid 91| 10 | 26 { 19 | 22| 22"
~ -Source: !\enya Centml Bureau of Statistics,, (Unpubllshed and

-

APPEH)IX TABLE XIV

'USE OF FOREIGN EXCHANGE: I0AN INSTALMENTS, IN’I'ERESP D
 DIVIDENDS DUE AND PAID, 1977-1980,

pmv131ona1 ).
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' APPENDIX TABLE XV:

RrTAIL PWICES OF S LECTED \EHICLLS

1975-1982 .

A '4Pidqps and minibuses Ce e R
’ 8gn " 109" o ) - ) R £
Land Rover |land Rover { Land Bover . Dqtsun {¥nzda 1 tonf Chev Luv (VW ‘Toyota Stout {Pcugeot 401}
Canvas Iard top = | station: wagon 1 ton pu fru- 1:ton Microbus (1.720T) 1l tonpy -
o - | 10 seater - e pu - fixed voof| T
Agpetnal) » IR B - s@xter
1975 | 61,528 66,925 o4 o;o ,39;0‘55 1 59,900 "””43,114; 107 015 £0, 811
1981 171,824  [183,180 | 251,511 96,842 | 101,000 | 105,000 | 177,625 | 81,750
;ﬂKOWhrME ; e f J' e TR N o
- -joer annum’ (%)} 18.7- 18.2 - 17.9 ~16.3 12.3 19.5 10.5 - 10.8
Year to year changes (m) , , o fv'i( 5 S - ' . St
. 1975/76 28.3 9.7 | 15 7.7 N.A WA N.A 2.5
- [1976/77 8.3 7.3 . | 224 6.5 | 9.2 AL 45,1%
1977/78 12,9 | 147 | 22,2 33.00%% |- v 254 2.6 | 148
[1978/79 - 39.0 37.7 319 11.9 fRr 2.9 4.0 ~2.4
c v/ | 0.3 0.4 16:9 19.9 0.1 27.1 -
' j1oso/81.. | 14.5 13.8 | 14.2 21,3 " 44.0 21,3 ke
:|1981/82. .. ..| 0.5 .. .| 0.5 ... | -0.2 146 " NAD | N LA
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' ! B, '1‘ruc.<s
| - Ford - 18 tonnes Ford' -9 tonnes : Toyota - 8§ tonnes |
| L T o DA 116.3
1975 141 440 ‘142 600 198 93D
{19m1 | 318,030 356,940 29a ,000
Growth rate per anhum 17 6 20 1 14 0
] Year to year changes V _ g , . -
1975/76 qN,'A a '";N.A.‘ | N.A
1976777 15.4° 16.0 meo
- |1977/78 14.3 10.7 "
- 1978/79 20,8 L 266 5.0
| 1979/80 . 37.6 .1 3.9
1980/81 2.5 18.3 35.9
1981/82 N.A N.A N.A

Source: Survey interviews.

h (3) Vedian gm\\th rate for plck-upa is .
11 1 per annum, :

Potes: (1) Mazda: 1977 and 1982 June- prices.
L (6) Prices are- for 19(.6 'md 1981 - Ford

(2) Chev Luv 1979 and 1981 prices:
7 (3) VW microbus fixed roof prices: 1977 and 1981
- (4) " Toyota” prlccs are for 1975 and 1980 - . I (8 tounes).
"% The big juwmp in price between 1976 and 1977 Ms pro‘mbly . (7) Prices are for 1970 and 1981 - rord
. caused by a model change (other Tovota Vehlcle,dld not S T (9 tonnes). -
‘-'_'exparlence even half that jump). L e e . (8) Toyota-DA 116 J: prices are Ior 197b

. % Dutsun: The big jurp in price bolween 1977 mid 1078 marks . . ad 1881
Vo the intmductlon of locally assenbled plck-upq on the market ‘ ,_(9) Median gro\\th rate for truck:; 1:, 14 6
. B = - per cent per annum. -

—
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|
APPENDIX TABLE . XVI: NEW REGISTRATIONS OF COMMERCIAL VEHICLES, \
SRR -1961-1980. - | i
NUHBER | -} ©  PERCENTAGE
Utllltle Trucks| Buses| Total |Utilities| Trucks |EBuses| Tota!
1961 | 2,844 | 1.249 | 206 | 4,200 | 67.7 | 27.4 | 4.9 | 100
1962 3,177 | 1,049 | 246 | 4,472 | 710 | 23.5 | 5.5 |100.C
1963 | 3,184 [1,093 | 310 | 4,587 | 69.4 | 23.8 6.8 100,#
1964 | 3,575 | 88 | 2| 4,762 | 75.1 18.6 | 6.3 | 100.C
1065 | 3,925 | 1,03 | 289 | 5,249 | 74.8 | 19.7 | 5.5 |100.C
1966 4,01 [21,520 | 289 | 5,901 69.4 | .25.7 | 4.9 |100.0
1067 . | ‘4,742 {1,045 | 331 | 7,018 | 7.6 | 217 | 47 1oo.&
1968 | 3,814° |'1,769 | 207 |5,8%0°| 64.9 | 30.1 | 5.0 |100.0
1969 | 4,652 | 1,999 | 323 | 6,974 | €6.7 | 28.7 | 4.6 |100.0
1970 - 5,445 | 2,776 | 1658 | 8,680 | 62.7 . | 31.9° | 5.4 100.0{
1971 |- 6,042 |2,313 | 660 | 9,045 | 668 | 25.9 | 7.3 |100.0
l1s72 | s,288 |1,809 | 421 {7,508 | 0.3 | 24.1 |s5.6 |100.0
lao73 loo3,067 0 2,053 5797 15,5097 | sais | 34090 |10.37 {100.0]
lioma | 3,528 |[1,402 | 585 |5,515 | 64.0 | 25.4 |10.6 |100.0]
1075 | 3,878 |1,262 | 401-|5,544 | 69,9 | 22.8 | 7.3 |100.0!
1976 | 4,156 |1,417 | 417 {5,900 | 69.4 . | 23.7 |6.9 |100.0|
1977 | 7,354 1,887 | 35 |9,626. | 76.4 | 19.6 |4.0 |100.0
1978 | 5,717 |2,848 | 374 {8,039 | 63.9 | 3L.9 |4.2 |100.0]
1979 | 5,079 (2,669 | 491 |9,139 | 65.4 | 20.2 |5.4 [100.0!
1900-. | 7,450 {2,255 | 425 {0,134 | 73.6 | 22.2 |4.2 [100.0
Growth rates (%) v
|1e61-71| 7.8 | 7.4 [12.4 |s.0
f1s1-e0| 5.2 | 3.6 | 3.9 |47
1971~ 2.3 |-0.4 |-0.5 1.3

Sdurce: 19611963 Statistical Abstract, = 1971, Table 153
. 1964-1970 Statistical Abstract, 1974, Table 165

" 1971-1979 Statistical Abstract, 1960, Table 185

1980 . Statistical Abstract - 1981, Table 185

~-Note . :  New registrations include govcrmnentvehlc]es transfered to
' - . .private ownership, plus transfers of secondhand vehicles
. from other countries. Utilities are light cammercial vehicles
. e.g. pickups, vans, N o '



APPENDIX TABLE ;. XVII: VEHICLES. . WITH CURRENT ROAD LICENCES, 1962~1960.

‘ NUMBER L o nER CENT .
R Utllltlec Trucks Buses |Total {ijag Truchs Buses| 1ora1l’
1962 |- 24,177 | 10,424 1,362 {35,963{ 67.2 | 20.0 | 3.8 o0

1063 | 24,913 | 10,475| 1,536 [36;954{ 67.5 | 2.2 | 4.2
‘1964 | 26,024 | 10,313| 1,684 {38,021| 68.5 | 27.1 | 4.4
{1965 | 27,347 | 10,317} 1,505 |39,469] 69.3 | 26.1 | 4.6

1966 | 28,713 | 10,805/ 1,013 {41,431 69.3 | 26.1 | 4.6

1967 | 30,584 | 11,669| 2,053 |44,308| 69.0 | 26.3 |. 4.6
1968 | 31,338 | 12,270| 2,142 [45,750] 68.5 | 26,8 | 4.7

1969 -| 34,425 | 13,656| 2,358 |50,439} 68.2 |'27.1 | 4.7

1970 | 37,415 | 15,319 2,653 |55,387( 67.5 .|'27,7 | 4.8

1971 | 41,058 | 16,501] 3,159 |60,808]| 67.5 | 27.3 | 5.2

1972 | 33,735 | 17,405) 3,424 |54,564| 61.8 | 31,9 | 6.3
1073 - | 33,828 | 17,943| 8,523 {57,204] 62,5 81,5 | 6.2.]
1974 | 40,004 | 19,635{ 4,196 [63;835( 62.7 | 30,7 | 6.6

1975 | 43,740 | 20,875| 4,605 [69,220| 63.2. | 0.2 | 6.6 4
1976 | 44,543 | 20,732] 4,706 [69,981] 63.7 | 20.6 | 6.7 .
1977, | 48,264 | 21,007] 4,772 |74, 043 65.2 | 28.4 | 6.4 IT
1978 | 50,203 | 22,185 4,825 77,213{ 65.0 | 28.7 | 6.3 jf
1079 | 52,249 | 23,115] 4,085 |80,319] 65.0 :

28.8 | 6.2 |10
1980 | 55,524 | 23,504| 5,075 |84,193] 66.0 | 28,0 '
Growth rates (%): , C 1
1952-71} 6.0 5.3 | 9.8 | 6.0

S} 1962-0] 4.7 4.7} 7.6 | 4.8
1971-8) 3.4 4.0 | 5.4 | 3.7
- Source: 1962-1964: Statistical Abstract 1971, Table . 152
. 1965-1971 " .‘ - | 1974, v 164
o le72-leso . v 1981w gy

ilote : Appmrently there was a brcak in the series bet\\een
ST 1971 and 1972,



'ApﬁﬁNDix‘XVI;IQ THE 'VEHICLE ASSEMBLY INDUSTRY IN hENYA:

: PLLASE ANS“LR THE FOLLO“I\G QUhSTIONS

..1.
2.
3.

”CAPACITY UTILIZA&ION

"<Nhat is voux average actual pxoductlon per week9-—-----~ﬂ

" What is’ the length of ‘a sh1ft° Gotmlllaiiuilioaliacs é-;¥ﬂ

| L
'During the ———— shlft(s) that you are “orklng - H
_ ‘ o
ﬁnhat*ls"Lheﬁmaxlmumwproduotlon, with nO‘uddltlonhI : "

imen, Clpltdl or OVCllee.f?*?"“‘f’?“f“?;—f—9—-_?--“—ff-~J[

- maxlmum produotion and actual product10n9 4—;-—-5----e--{
.Durlng the —=- sh1ft( ) you a1c currently “orklng,
 what. is’ the maxlmum output w1th -——— more men but

' w1thout any nddltlonal overtime and w1th-on1y

-269 - P o i
AN 'ECONO MIC FVAIUATION
QUESTIONNAIRE:f' o B

~Date of interview ——mmmeee—o—meo -

'Name of a%sembly plantr-;——---—-—-44—?—QQ;---—--—--;;-f;j
::Addresg -;;--;_QLJ;_g-;;i;—f;__-;_-;;-;___g_-; _____ ;--_53
whenjdid ‘you first"sthrt!assembly'in Kenya?f.”e R

i

How many shlfts are vou curzently “orhlng° 4;~-f—-e-é-—~ﬂ

¥hat are. the reasons £or the dxscrepancy between

~ negligible additional capital? ——=--i-meomomoeeee ———— .
If'you introduced-qdditionul shift(s) would you

_ e*pect pxoduct1v1t3 to fall? Yes/No *"'“'f‘“"“’-f?---~-€
jea yes, by whqt pexccntz’we'> (i) 2nd sh1ft-~--_-_-__;____%
,'”(11) 3rd shift ;7_;_;;_;-;;_;,;__-5_~;_;_;f;__;_,____f_;%

: Hou many days a “eck axe you currently worklng? ————m Y
. ' i

: : _ _ it

H

) v

i



fm'2§o + L

h;'.fif“you establiSHédla Seven-day work week would.
_you expect productivity tb'decliné,_andlif.sol

" by how much?: 2nd shift ——-—-- %, 3rd shift ——e————=%.

i. 'Is there a shift differential (allowance) built
. dnto the'agréemént"with the employees'-union? What
'is the differential? 1st Shift —----- %, 2nd shift

[ESISRERNEN, SR DY R TR £ — %.

J; _Dées‘the differential for weekend shifts differ
“fromtwhat you have stated above,and by how much?

©1st Shift ==-===%, 2nd Shift -————---%. .3rd shift

"5, "SEASONALITY:
-Is therégany seasopality.in-you;_production?
.iiYQé/No 5-;__;-_--f__;;_-______;___;r,;_f-,:;_;_, ______

~If yes, piedse give for .

(aj - ”'jPéak;prddUCtion:.(i)-mOnth‘—-_-f;;_-___;___-;___;
‘(ii)nfaVé?ﬁgé‘DrOGUCtion:.quantity'Ai; ————— 33 RUL-Ta——
(ifi)'prodﬁction workers‘--;--—-_(iv) hours worked----

(b) vli  -‘L6wcst production (i) month —--—{---_5; _________

vj Cii)1 5verdgé'production:..quantity,———-Q-rg--f ——m———
 vaiﬁé};“;;*‘“;“‘*--; (iiij prOductithworkcrs -------

’,(iv),hours Y 1 R — e



8,

PFTCING'POLTCYt B

. ‘currently exporting and to what countries?-------- d

o271 -

f(a) How 'do you arrive at the flnal price of an
assembled vehlcle9 —---—------;_-_;_;__; ____________ ,
t(b)“Are-fetail.prices'of‘your vehicles;ﬁniform'
» thrdughout the country? Yes/No, If no, explain |
Why <—mmcmmemmme e e —————————
(i) Who bears the cost,of.traneporting_a finished
' ':‘vehicle to the_dehler? e e ;
(id) How much is the cost as a percentage of the
| ’tex-assembly cost of the vehlcle? e;f__;_;__;--__f_.
(e)’ What-mark~dp percentage do;you‘QIIdw?d‘thleSaler ‘
. 'ﬂto tqke? —4—----+—%} | N ﬁ
e(d)fﬂli your LOmpetltor raised” or lowe1ed“hls pri o2
| ~1fwhat would you do?'f—é-—;—--7~-f-ff-?-—-; —————————— 7
7. *EXPORTS R o ,_" . "e.' :
‘e:(a)‘,Are there any rcstrlctions (cont1actu11 or
pollcy) by the mother-company, on whele you may ]
Hekportvto? “'""'"";‘“;f";'”‘";;*‘;;;"’;f _______ '{
'-(bjf'Do you export any of your products? ;__L;-te__“;__f
‘v(é): What pefccntagezof your.total production is
-‘currently-exported? -é--——-—--—fff—ér————-—--———---
- {qd) %What makes of vehicles or equipment are you




- (e)

b o(ii)_

- (b)Y

' ”(ei 2

i
1f you do, statec which ones and cost of i

Ceeemzo -

Are you plannlng to ekpand your export market?

(a)
(1)

'°‘Yes/N '“‘9;;‘"'f‘4 ““““ ;;‘-‘fff'%‘-'--—f-;‘f----fp'--f
, Ifeyes,fexplain'-----_--_ﬂ;___;__;___;_--___o;-,__o__-;
AIf;no;»explain Why —mcemeea ;_-;-_og-_g _____________ ,___;

VEHICLE DIFFERENTIATION:

Number of makes and models of vehlcles produced

When you started productlon' makcs ———-%ff—~—;-——-¥
‘ umo.dels -—f--—--—;' ‘ *‘--—-—-—;----——f-;-1-,—".-_---.'-"-;'—-'-—-‘
currenfly: makesp—--e ------ models —-~—?-?--ff—-——{

fWhat 1s }our remson(s) for 1ncreasing/dccrea51ng

|
: the range of vehlcles you were 1ntia11y ' ' |

*‘produc1ng° R PSR ——

;"(c)i

p,(d)

. produced raises unlt costs;, would ‘you preier

'-‘»Please spe01fy the preferred makes and reasons ]

Ior preference —--——------——-—f—--é—--———-—~——4-f-v

2,productlon e e e e }

Yes/No. If Yeég'how and to what extent? -----4—4éf

~If the increase in'the'rahge'of vehicles © }

:to narlow do“n the range? Yes/No, #e—-——-—éf ——————

Does the increase in the range of vehicles

'produced_raise.your unitfpfoduction\costs? : !

If,yes,to how_many makes ——--- ,kmodels-——--é-f—? :

Do you. produce any components in this plmnt° ————

S i e =



(f) _How»do the priceshbf sucthbmponents compafé with

':  tHQ$e¢prdduc¢d by (i) Other domestic producers? .

_,___---g--~(ii),‘Foreign (parént Qompahy, %
OF mmmm e} e e e e e e ,___%
(g) “What is the level of production which would I
enable you to feap eéonomies,of scale iuliy?; ------ '4
j(i) ‘In how many“mgkeé?‘—?--e:-— (ii) . To what 5
‘éxtent wod1dJﬁrodﬁction costs fall? -—f-;é percent.
‘ . A . . |

9. AVAILABILITY OF:iMPbRTkD'INPUTS:
S {a) Doiyou‘gxpcrienééwdny difficgitiééiiniobtaining | :
| (i). import 1icehces?~ Yes/No ------ 5-7-~—~§ -------- i
If:yés, Whatxare.they??-lf--eé—f——-——--4---4-—;;———,
‘ (ii) Fdreign.exchange?;~Yes/ch——-4—-r¥e—-—-—ff--——1
-vayes; glabdrdtei--F--—-Q——r————-——?-~f-—f———?
o ‘ A AR o | |
(b)" What aré'fhéféfiécfS*OI thevdifficuitieS' - §
' méntibnedfiﬁ”kaj”bd”youfﬁbréduétibn‘c.g.'v ;
| ovéréfoéking, prodgction_slow down.étc.}-;--~-——--~—%
| | - | |
(¢) 1If the“diffipulties,mcntiéneqjin»(a) were 5
. eliminatéd ”gomblétciy,whdt would be the effect E
_ ' , | R :
A ]
 .(1) ipV§ﬁ;ories;(maghitude:of‘reduction)-—---~-f7% E
C(ii) pfddﬁction'(magnitﬁae of increase) —————————% E
. !
f?
i
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- (d) 'FromﬁWhotacounpry or countries do youvbuy your
o imported'inputs‘(e;g;'CKD_kits)? (Give;maké of

VehicCle) = e o e

‘o(e)l What proportion of”iﬁbofféd*components (in CKD) is

manufactured by your pafeﬁt (pr1nc1pal) company? -----
valuez—-i—f---%, number of items—--e—-—, give major

Atems —m—m e e e e e e e

(f)f Has the degree of CKD breakdown 1ncxeased since you
:imported your: first klt? Yes/No ;é——-;-Q*IfJYes,
- give (for each mqke) the percontagc:on the'BuSislof

items and- value involved ~-~---+-;--**~—‘-4-—-§ -------

7'(3) -DOGb the co§t of frelght of a CYD klt decrease
_w1th an 1ncrease ‘in the. numbcr of items- om1tted°

 Yes/No. Elaborate --“-;-f,-_.;g____;_f;____--_-f--_,-_-,__.

| (h) Are there 1ny re%trictions limiting your ch01ce of
source of inputs? ; es/No Q---?—f—aA¥¥+4——?4—--~-;----
-‘(i)- If yes, from what'source must you buy and

WhyPoemoeoo e P o e

(ii) In your opinion, is the source you are limited
to, the cheapest? Yes/No. If no, give -

eXAMPleS = me e e e e e e

”o(iii) If you weré frec to choose ‘the souxce, nould
you select the cho per,one? Yes/No. Whlch is
‘thqt_cheaper souroe, and whdt.items are involve

- - And - by hOmeuchlaronyhe itomsvchegper,
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'éohpared to the present source? ——f-—¥—?*“-*%-—f----
(iv) If there are no restrictions about source of .

“inputs, do you buy from the,cheaper‘source?b' ,

'Please giVe'examplés-—f-___;_______;;-__f;_______;-_

(i) = - What is the basis for determining royalties, .
| 'technlcal management etc. fees? e. g. ———————=D ,

.of sales (1)_ for how many years? -------- S

(il) is thisvpercentage‘negotiable? —;§—5—-—;—---;;

10, LOCAL COMPONENTS:
(a5” Do ydu partly;or wholly own any of the local firms
| vsupp]yzng }our plant with: domestic componcnts |

Yes/No. (i)‘ If yes,‘whlch ones9 ————— 7——--5——4—?—;-r-?

(5) (i) ﬁow mdny‘componentv'go intO’a vehicle? ——mmmmmmem——.
(ii) Fow many components are locally obtained
-currently? ------------ ;-;;-—-——5——5—;—-4--—-é---f;
(iii) How many were obtained locally wheh you initially
‘*startéd-produbtion? --------- e e e e
: (iv5;In.yoﬁf 6piﬁiohuﬁhat are the reésoné for the
:H s1ow progréss in rdisihg the number'of locdlly
'prqduced components>e.g. deSigh changes —=c——eeeee-
7 (¢), Are y§u ag¢ressivély SGafching to-ind;ease the
| '{nﬁﬁﬁer ofAlqpal COmponents? Yes/NQ. I1f yes, explain

. o . — —— G~ —— G GEn T S . S " S S — " S T S (o T G S SR P D e e > oS meb T D T M o e G



(e)

(£)

(@)
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‘" Are there any particular problems-that you have

" been facing in connection with domestically

-»produCéd'components? (be as specific as possible

. e.g. radlators bent glass)—-—e——---;--;-e—-----~—— ------

@)

| assxstnnce in determing and cnecknng qumllty

: Please explain how»you try'to solve the above

 Who decides Qn.the'ncceptability of a local -

[

prbblems:,(e.g. quality, quantity)-5——;—--—-—-;~4-4 —————

COMPONENt? = mmm e e e e e e e e e e

Has the Kenya Bureau of Standards (KBS) been of =

- standards Yes/No —-~é¥;—--————e—-e——e ———————— e

' (h)

(4)

(i)

Are you bound by‘the dec151on of KBS concexnlng

quallty standards? Yes/No. ;f.no, exp1a1n ------------

Are theré any instanées when you have. felt that

components satlsfying hBS standards do not meet

your firm' s'standards Yes/No (Expla1n) (.

In your opinion- are such.standards excessively

stringent? (Please give cxampIOS)-—--e-é—4e-——? ———————
‘ EMPLOYMENT :
How many productlon worlkers does your firm cmployr—-—é—

How many exnatrlates are there? ------ ———— e
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12, TRAINING
-How many “01acro has your plant trained 51nce

fyou started product10n° -e~-¥ ------ ~What is

the average cost of. tralnlng a uorker° -#—-———e —————————

13. RESIGNATIONS |

- ’eWhat 1s the proportlon of - all workers “ho resign
“their posts‘eve1y»year9 ----- ;m-Among those trained

'aby youf firﬁv “hat 1s the proportlon of those who

_have so. far re31gned? —-----%—--f-—----e——»—-e-e--e-——--

14, AGREE“ENT WITH"THE GOVE&VMENT Of KENYA?'
'~(a) Is there any agreement bet“een your flrm and
| 'the government 1egard1ng your operatlons in
'fKenya?‘ Yee/No.:'If_yes, What-are ‘the main
points or conditions inonved?”---—;—;——F-—eé—é -----

= May'I‘please;haveeageopyiof;thegag;eement?ef ————————

o (b)) Arce there any wea}nesses in that agreement°

[.Yes/No. If yes (a) “hat are’ they? ——454---e ————————

~(c¢) Have you ever ‘raised these weaknesq w1th the

*ﬁgovernment9 Yes/\o ---------- ;-—--—é—éé--——-é ————— -

(d) 1f yesy;whatshas theggoveinment!sureaction

Vv(e) Is the_government‘pressuring you to adhere.
-to‘theecondiinns'contained in the.agreement?

" Yes/No. . If yes, HOW? =m—mmmmmmmcmmmmemcmommmmm e
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Has'the government on its part adhered to the

’fcondltlons in the agreement° Yes/No If ho,

_;an 1ncrease in. parts omltted from the imported . B

15,

=how often? -w--- ;é—-—--i-;--;-—------;--—;—-44——----—-;

Aexplaln..---—f---—--—--_-;____;___________;__,_____;,,_

' Has thére;been any méetings between your firm and

_government to review CKD status? Yes/No., If yes,

In your: oplnlon, have such rev1ews contrlbuted to :

CKD: k1t9 ----- - (give examples of 1tems omltted) ————

 TRAIVIVG

Do you have a tralnlng school of your o“n° #44—;~f—{-—7

'”;How many trainees does it accommodate at a time9~r4—-—-

“hat xq the qeat:ng (anac1ty of the school°—~—¥-~«--—;;

| ADDIT;QNAL QUESTIONS FORXTHE‘ANCiLLARY_INDUSTRY:

‘Thekvehicleaaésembly'industrytquesﬁionnaire,to be used . 7,
with the following additionsi o f‘_v" SR ' ,?
;16.. a{':‘Wh* is your profcssion° —}—--ééfa-é——éé ------- -—-

b. 1-“hat were you doing before you started/301ned

- this company? —r--—e—é-——r ------- ———————————

.¢, . Did you havé any'experience in the manufacture

of autoparts or any other'items-before? ----------

(1) For how long? ;-—--f---—-—-—e—Q-f—~-——----——-~~—-

(ii) here? (counfzv and company) ——-4?95-~4---——7-4;-

 d (1) Yhat items are you produ01ng currently? —m——————
{ Ul '_ \Ll\uu‘l“

J(' v:\r , o
wL.Ll uBE'EBX



(ii)

(iii)-

17,

18.

19,

20,

21,

L
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 D1d you carry out a Iea31b111ty study for: each. of---~
the 1tem5 you are ‘currently producing? ——-mmm—menoem-

What,were your_maln attractlons? ——————————————————

Productlon process. Please explain brlefly ‘the

'stages of your productlon -——-__;------—5 _____________
o , .
: Who are»your major custpmers? e —————

Do you face any’particulaf problems in having vour
,customcrs wccept your product° Yes/No 4-7-—————~-——;—-

ij yes plcase elaborate ---~f;;__,,_,_;;_;__;_;___;,.

How do you ensure’ that your pxoduct(s) is 01 an

acceptable quallty qs per KBS StandardsV _____________

v . e e e

wTLCHNICAL ASSISTANCE ARRANGKMLNT- Ce s
()" Do you have a technical assistance arrangement
with any locql or foreign firm? Yes/NOo —==wcew——.
To “hat e\tent ~in-your opjnlon has that

T -:arrangement been. beneflclal to. 5ou? -------------

v e

(b) hat is the b151s for determlng tnchnlcal
rqulties.etc. fees? ------- % of sales and
for how many years? —-—-ccmmmmcmm et

Is thls,percentagc negotlab1e9 ------------------

(c) .Is your source of 1nputs the choqpest?
Yes/No. If ‘no, would you rather: shlft to a

che%pcr souxce if” 1t exXigted? —-Ccmememimm i ————

THANK YOU VERY MUCH FOR ANSWERING MY QUESTIONS




