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1. Introduction’

Kenya's garment mdustry has been on a downward spirsl for at least a decade, Despite
governmeant recognition of the potential contribation of Uus industy to
wdustnalisation, positive solutions to its many problems have vet to be developed. It
15 pot that the problems are unknown. Many analysss can reel thent off: weak demand
stemming from low purchasing power, failed cotton sector, sagging textile industry,
competition from second hand clothes, snd many, many more. Yet knowing the
problems s not enough. Workable solutions require an understanding of their sources,

especially those with the deepest roots.

A closer look at Kenya's business system promises the needed insights. The business
system 1s that congtelation of format and informal mstitutions that forms the backdrop
for all business activity. The institutions — individually and in thewr interactions —
somelimes constrain, sometimes facilitate the conduct and performance of busmess.
The present research examines a portion of Kenya's garment industry i the light of
the busipess system. The study is not yet complete, but information provided by the
22 medsm- and large-scale firms interviewed so far not only confirms the existence
of many of the mdustry’s problems, but also pomts to thewr mstitutional rools and

suggests fruitful ways of addressing them.

The suthors are grateful to DANIDA’s Fund for the
Enhancement of Research Capacity in. Developing Countrics for
supporting the research collaborstion between the Institute for
Development Studies, University of Nairobi, und the Centre for
Development Research, Copenhagen, under whidh this study was
carried out. We also gratefully acknowledge the comments

received on carlier versions. Anv orrors remain ours afone.
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This paper is organised into seven parts. Followmng this introduction, pan 2
presents the business system approach in more detail and complements it with a
sceond analylical tool, the vajue chamn. Part 3 puts the discussion mto the
perspective of the history and present situation -of the garment and textile
industrics in Kenya. Part 4 traces the main garment value chains represented by
Kenyan medium and large-scale firms. Part 5 identi{ies the problems particular
to cach stage of these chains. Part 6 examines the institutional roots-of these
problems, while part 7 swmmarises the paper and offers some tentative

recommendations for fusther discussion.

2. Industry and the Institutional Environment

Understanding any imdustry requires konowledge on at least two levels. At one level
is the business systeny; at another is the way the particular industry operates. In the
{ollowing two sections, we look at some of the approaches and methods of

analysis that can be used at each of these levels.

2.1 The Business System

Busmess systems are particular forms of economic organisation that have become
established and reproduced in certain institutional contexts (Whitley 1996).
Underlying the notion of a business system is the recognition that business activity
does not happen i a vacuum. Rather businesscs are formed and operate in a
specific environment peopled by & wide varety of institutions. The growng
literature on business systems attempts (o explain the organisation and functioning
of ndustry using the broad theorctical framework of the New Institutional
Liconomics (NIE). In a sense, the business system approach docs for the NTE what

older industrial organisation models did for nco-classical economies. [t attempts

2
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io examine the forces that direct and wfluence the wav mdividusl businesses
operzte and, uliimately, the organisation of business zotivity 1n general (Pedersen
and McCormick 1999).

In theory. the approach takes into account the full range of economic, social, and
political institutions. Research in Asiz and Furope. however, suggests that
particelar groups of institutions are likely to be more important than others in
determuning the nature of a pational business system. Whatley (1992) groups these
tnstitutions uto three main categorices: firms, markets, snd socicties. Finm-level
mstitutions melude management styles and structures, decision-making processes,
owner/employee relations. patterns of compsny growth and development. Markets
and market development welude customer, supplier and mter-tinmn relations, the
roles of fmancial scctors aad the state m market and mdustey development
Whitley’s final group consists of key social institutions, such as education systems,

systems of power and status, and family structure.

Whitley confined his analysis to national institations. In & small open cconomy
like Kenya's, however, external institutions can have » significant inpact on the
national busmess system. No one would deny, for example, the etfects of the
world trend toward market liberalisation on developing economies. Furthermore,
the intersctions between external and pational institutions can be critical in

shaping the latter

The picture that has emerged from the business systems perspective 1s of fairly
coherent national systems that differ from one another i imporiant respects. Thus,
according to Whitley (1992), Japan, Korea, Taiwan, and Hong Kong all have

recopnisable national systems that are the product of their differing histoties and



[DS Workmg Paper No. 33

nstituional environmesgys. Fukayama (1995) makes a sumilar point regardiag the
apanese and Chinese gystems: History and institutions, cspecially the nature of

he family, have comb ined to create distinct pattcms of business organisation.

n Africa history and the instifutional cnvironment seem to have combined to
sroduce a-different ressult: business systems that are not unitary but fragmented
Pedersen and McC ormiick 1999).  The typical African production and
listribution system consists of several dislinet segments: a parastatal sector, a
‘ormal. large-scale pryvate sector typically dominated by multinational affiliates
md so-called ‘mon-ind jgenovus’ enterprises owned by migrant traders or settlers
mch as Asians in Bast A jrica, whites in Zimbabwe, and I.ebanese in West Africa,
and finally a micro anad small enlerprise (MSE) sector which is mostly African
wned, infornyal, and ovyner-managed. This sector may also contam an important
illegal ur semi-legal laxge~scale component. The various fragments itcract with

zach other, but only iy limited ways.

The lustory of development in Afrnics also means that in nearly all cases the state
remains -the most critical wmsbtauon for facilitaling or impeding economic
development. Therefore, rather than following Whitley (1992) in treating (he state
as onc of a number of rmarket-related institutions, a specifically African approach
will consider the state first and scparately, and then go on to look at firm-level

institutions, markets, and social institutions.
2.2 Value Chains
Understanding the or ganisation and functioning of particular industries can be

further refined by analysing the chain of activities required fo bring a product

from its conception to the final consumer. The usefulness of value chain analysis

4
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has bees demonstrated i studies of indusires as vared as fresh frults and
vegetables, garments, and automabiles (Dolan and Humphrey 2000, Geretlt 1999,
Humphrey 1999}. The concept of the global value chain recognises that the
design, production and marketing of many products now mvolves s chain of
actrviiics divided ammong enterprses located m different places, The chain ncludes
all of 2 product’s stages of development, from its design, to its sourced raw
materials aad 1ntermediate inputs, its production, 1ts distribution support to the
final consumer.

Tius faurly sumple concept has several dimensions. The first is its {low, also called
At input-ouipui structure. In this scuse, a chain is & set of products and services

bnked together i a sequence of value-

adding economic activities. Al its simplest,

we can think of a chain as having four mam Design
sections. A product is first designed, then l

raw materials are purchased and production Supply
takes place; the product is then distnbuted l

through wholesalers and retailers (sce Production
Figure 1). At each stage, services such as L

transport or finance may be needed to keep

the process gomng. As we will see when we Distribution

start mapping real chains. some of these . . )
PPIE o Figure 1: Basic value chain

sections may be subdivided and others

combined or compressed. Nevertheless, the four sections -- design, inputs,

production, distribution -- remain a handy device for understanding caclh step of

the process.
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A value chain has a another, less visible input-output structure. This is made up
of the llow of knowledge and expertise necessary for the physical inpat-output
structure to function. The flow of knowledge gencrally parallels the matenial
flows, but its intensity may differ. For example, the knowledge wputs at a
product’s design stage may be much greater than the material inputs, production,
on the other hand, needs large quantities of materials, but in many cases requires

only standard or routine knowledge.

The second dimension of a value chain has to do with its geographic spread.
Somec chains are truly global, with activities taking place in many countries on
different continents. Others are more limited. involving only a few locations in
different parts of the world. A UK retailer may, for example, contract with a
Chinese fabric supplier to deliver cloth to a garment producer in Sri Lanka. The
finished goods will then be shipped directly to the UK retailer. It is also possible
to identity national, regional, or local value chaips. These operate in the same way

as the global chains, but their geographic ‘reach’ is more limited.

The third dimension of the value chain is the control that different actors can exert
over the activities making up the chain. The actors 1n a chain directly control their
own activities and are directly or indirectly controlled by other actors. A retailer,
for example, controls the way he sells, but may be limited (indirectly controlled)
by the range of goods available from wholesalers and producers. A homeworker
may find that slmost every aspect of her work is controlled by a distant retailer
who has spccified the design, quantity, and quality of the garments she is
producing. The pattern of dircct and indirect control in a value chain is called its
governance. Smoe value chams are basically constellations of human interaction,
the possible varietics of governance are cndless. In the reat world, however, we

find that many chans are governed by lcad firms (Gerethi 1994, Humphrey and

6
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schimitz 2000, Sturgeon 2000). These firms do aot merely buy goads o the
market. Rather they specify what 1s to be produced by whom, and they monitor the
performance of the producing firms. In some cascs, the lead firms are large
producers such zs transnational corporations or other large integrated industrial
enterprises. The mromobide mdustry is & good example of 4 producer-driven value
chain. The large sntomobie companics dominste the chain by setting the
specifications that must be followed by firms joining their networks of component
sappliers. Other chains are driven by the buyers of the products. In clothing aud
footwear, leading brand-name companies like Liz Clatbome and Nike do no
production themselves. [nstead, they concentrate on design and marketing, Their
strepgth as buyers enables them to dominate certain value chains, They deterine

what fabrics will be used, what styles will be praduced, and in what colours.

A detailed-understanding of the actors, hnkages, and value-added at each stage
of production and distribntion scems to be a necessary underpinning o
meaningful efforts-to upgrade an industry. It is useful in itself, and it provide:
information for better understanding of the cffects of stitutions on mdividua

chain segments and the chain as a whole.
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2.3 An Analytical Framework for Understanding the Garment Industry

Fbe ideal analytical framework for understanding the garment mdustry will marry
the two levels of analysis discussed carlier; the business enavironment and (he
industry’s internal structure (Whilley 1996, Gereffi 1996). We propose a

simplitied model that starts by a

mapping that identifics the main
actors in cach of the lour chain Firms Techknology
sepments and obtlams information
about them (see Figure 2). Firms
operating al cach stage will be
listed and their links (o others n
the chain traced. The nature of the
firm-specific mformation o be
gathered  will depend on the
question to be addressed. Some
studies will require quantitative {
data m the form of sales and

production ligures. Others need

only the network mapping. Some

studics emphasisc material flows.  Figure 2: Value Chatn in

In others. knowledge flows arce Institutional Context

more giportant.
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The chain mappmg leads directly nto the second stage of the process: ideatifying
the key msttuuons affecung the structure and functioning of this particutar cham.
Figure 2 places the value chain m its wsttutiopal context, The double outside
frame represeats the external institutions and the stitutions of the state. Within
this frame, and formang the euvironment of the value cham, are a host of different

ccopomic, poliical. and social nstitutions.

The wstitutions cau be grouped and regrouped accorduny to the particular problem
under study. This is because, alihough some institutions have similar eflects on alt
industries, the impact of others differs from one wdusiry to another. Centamn
aspects of the financial system, for example, may have cfleots that cut across the
mdustrial sector. Environmental stapdards pertaining (0 water, on the other hand,
may have a great impact on the paper industry but almost none on the garment

sector

Not only do institutional mupacts vary across mdustries, they also dufer for vanous
products within an industry. In the shoe industry, for example. fashion will have
& greater effect on the marketing of women's dress shoes than it will on chuldren’s
school shoes. Institutional impacts also vary according to the stage of the value
chain. In the value chain for a lugh tech product, the design stage will be
knowledge intensive, suggesung that the education system and other technology-
related mstitutions will be especially important to this part of the chain. An
education system that emphasises arts snbjects rather than math and science may
not produce enough local people capable of designing such products and may be
one reason why designs are imported rather than developed at home. On the other
hand, the nature of the technology system may be less cntical for the production

or distnbution stages of the same value chain.
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Our diagram shows four mstitutional groupings -~ firms, warkets, finance. and
technology — because these seem to have particular relevance to the garment
mdustry. Together with external institutions and the state, they form the basis for
our institutional analysis. Before taking up that anatysis, we offer a brief overview
of the development and current position of textile and garment production in

Kenyan manufacturing.
3. Textiles and Garments in Kenyan Manufacturing

Kenya’s textile industry consisis of firms of varying sizes and technologies
producing s wide range of products for the domestic, regional. and global markets.
Textile producing firms are all large-scale. Garment producers range from large
factories to micro-enterprises, The larger producers use industrial machines and
employ s mass-production type work organisation, while many of the small firms
use clectric or foot-powered domestic machines. Women own more than hall of
the small-scale garment firms, while men predominate in both ownership and as
workers in medium and farge firms (McCormick ef af 1997; Delahanty 1999).
Products include cotton, woolen, blended, and synthetic fabric, clothing for men,

wonien, and children, and home products such as bed sheets, towels, and curlams,

10
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Imports of cotton fabric from India went from under a half million square metres
in 1993 1o over two million syuarc metres in 1997, an increase of 373%. Other
increascs are even more dramatic: over 600% ‘man-made’ fabric from India, over
1200% for ‘man-made’ {abric from Pakistan, and a whopping 6000% for cotion
fabri¢ from Pakistan. Noi only are these figures staggering m percentage terms,
but they also represent a sigaificant share of the Kenyan market in absolute terms.
For example, the combined 1997 imports of cotton woven fabric these two
countrics alone was equivalent to 7% of Kenya’s 1990 production (Kenya 1991).
When imports from other countries are added. the impact on the market is
substantial. As far as we can ell. these phenomenal increases in imports of textile

fabrics from India and Pakistan were lor the production of garment exports.

Clothing production. which was essentially stagnant in the 1980s, also began to
dechne 1o the 1990s. The second band clothes that began 1o flood the Kenyan
markel in the carly 1990s drastically reduced domestic demand (Billetoft 1996,
MeComnick ef «f 1997, Njenga 1997). Exports, which could have taken up the
slack, failed to 1ake off’

14
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Table 2: Formul Sector Wape Ermaployment in Textiles and Garments, Sclected Yenrs

——
Year
Adivity
1976 1980 1985 1994 1995 {997

Textile 13,644 19,662 21,773 25,104 24,214 235,121
Garment 4,785 5.322 7.682 6,868 7.114 7304
Total 18,429 24 984 29,455 31,972 31,328 32,425
Manufactunng 108,776 141,280 158,763 188.87) 210,775 1 220,481
Tota] textile and 16.9 17.7 18.6 16.9 149 147
garment as %% of
manufacturing
Sunrce Statistical Abstracts, vanous years
Note: Wage employment figures mcelude casual employess, part-titme workers, diredtors and

panners serving on a regular basic sulary contradt. Self-amployed persons, fanuly

workers who do not receive regular wages or salarics are excluded. Also not included

18 employment in Cinformal” or micre entexprises.

15
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I >espite this dechne, the mdustry remains important to Kenya's future. 1t is listed
ass cne of the industries to be promoted in phase one of the Kenya Government’s
current industnal strategy (Kenya 1996). One reason tor this is that its labour
mtensive technology makes it able to employ large numbers of workers. Formal
scotor finms emploved 32,000 in 1997, or 15% of the total formal sector

manufacturing employment (See Table 2).

‘Fextile employment nearly doubled between 1976 and 1997. Most of that growth
1ok place in the four years between 1976 and 1980. In the succeeding five years,
growth slowed, and since 1990 textile employment stagnated. With the closure of
targe textile mills such as Rivatex and Herilage. textile employment may have
dechned since 1997, Employment in formal garment firms peaked in 1985,
doclined, then recovered slightly toward the end of the 1990s. Total textile and
garment enp loyment as a proportion of manufacturing sector cmployment peaked
at 20.0% m 1982 By 1985 it had declined 1o 18.6%. The dechine contmued until,
by 1997, textile and garment cmployment stood at just under 15% of total

mamtaciunng cmployment.

T he employment drop may actually be more serious than these figures suggest.
Re-examination of the value added data presenied in Figure 3 suggests that in its
peak years between 1979 and 1990, the gannent industry and, to a lesser extent,
the textile mdustry mav have supplemented their regular workforce with extensive
usc of casual Tabourers on short-term, even daily, contracts. If those workers were
incloded, the wdustry would probably show an employment rise and fall more

like that of value added, rather than the almost steady rise indicated in Table 2.

Ad present. formal medium and large scale employment actually represents less

than half of” total. The 1999 survey of the micro- and small-enterprise sector

16
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esumates that more than 84,000 workers are employed ip small-scale production.
included in thus total are 54,000 engaged In manufacturing wearing apparel,
10,000 wvolved m kuitung and crocheting, 16,000 making cordage. rape, and
twinc, aad 4,000 m other aspects of texitle manufuoturing (CBS eral. 1999). We

analyse these small-scale garment producers in 2 separate paper.

I'ie mdustry also bas export potential. Many countries. most recently those in Bast
and Southeast Asia, mdustnalised witally by becoming competitive in textile and
clothmng exporis. In the mid 1990s only zbout 20% of Kenya's formal textile firms
were exporfing, and these export, on average, jusl over one yuarter of their
production (Graner and [saksson 1998:182). Preluninary evidence suggests that
Kenya can be competitive m both standard garments and Afrocentric aiche
markets. One study found, tor example, that Kenya could produce and ship men’s
casual long-sleeved shirts to the US market more cheaply than Zimbabwe,
Sencgal, or India (Biggs ef @l 1994). A later study, tocused on the European
markel, showed smuilar fmdmgs (Biggs ¢r al. 1996). Another study placed Kenya
with Bangladesh, S 1Lanka, and Mauritius m the category of low-cost exporters
of standardised goods (Geretfi 1994a). Market rescarch m the US also supports
the contention that the growing middle and upper-middle class African American
population has both the resources and the desire to buy quahity African garments

and home products (Biggs er al. 1994).

The Kenyan textide industry 18, however, fragile. Many firms are new to exporting
and have not developed alternative markets. When w 1994 the US mnposed quotas
on impogds of textile products from Kenya, neither the Kenya goverment nor the

exporters appcared able to fight back. As a result. over half (53%) of the fioms

17
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that had exported to the US in 1994 exported nothing in 19952 An earlier survey
of garment producers in Nairobi found that no small or medium-scale firms were
involved, cven indirectly, in export production (McCormick 1992). In general,
exportmg firms arc larger, more productive, and more capital intensive than other
firms 1t the industry (Graner and Isaksson 1998:183). Some firms purposely
straddle between local aud export markets. This means that realising the export
potential may require careful strategising on the part of key players 1n the industry

and the Kenya government.

The recent passage of the Africa Growth and Opportunity Act (AGOA) by the
Untted States Congress oflers new moentives o producers of both garments and
textiles. AGOA allows garments and texiiles from African countries to enter the
US duty free for a period of eight years, begmning 1 October 2000, provided
certam couditions are met. Officials in Kenya's Ministry of Tourism, Trade, and
Industry worked closely with their US counterparts to develop the required
regulations. As a resull, Kenya was the first country certified under AGOA.
Further challenges remain, however. AGOA contains fairly stnngent rules of
origin requiring that parments be made from ‘fabric wholly formed n one or more
beneficiary sub-Saharan African countrics {rom yam originating ecither in the
United States or one or morc beneficiary sub-Saharan Alncan countries...”
(AGOA 8. 112.b (3)). A further provision ir AGOA has suspended this rule
until 30 Scptember 2004, to give Alrican countries time to develop or revive their
textile mdustries. This clearly poses a challenge to Keaya’s sagging textile

industry.

‘This information, which was mudh publicised in (he popular
press, was confirmied by interviews with officials at the Expon
Processing Zones Authority.

18
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4. Garment Vaiuge Chains

We twrm now to the analys:s of the Kenyan garment sector. The discussion draws
mainly on datz collectad m & series of intenviews with 22 large and medium scale
fims 1 vanous locations m the country. Twelve of these produce garments only,
six manufacture only textiles, and four make both (see Appendix A). The firms
range i size from 5w 2 GO0 workers, with a mean size of 398 and s median of
170 workers.” Two of the four largest producers, with 1,000 or more workers
cach. are export garment factonies and one is a large integrated knitting mill

sellmg fo the regional market.

Two rounds of mterviewing were conducted. The first used an interview guide that
focussed on problems of the industry as a whole, while the second gathered firm-
tevel data on desiga, supply, production. and distnbution (sce Appendices B aud
C). The twenty-two firms were scleoted purposively. To date, nine firms have
been interviewed twice, while the rest were interviewed once. Firm interviews
were supplemented by mterviews with key miormants, scoondary sources, and
additional nformation gleaned from a related study of micro and swall (i
Nairobi.

The study revealed the existence of 2 number of separate garment chiatus with
large or medmm scale production f[acilitics 1 Kenya. Table 2 provides a rough

mapping of five of these chams

The sample was purposively drawn, so these statistics are
not necessarily typical of the industry as a whole.

Othex chains, such as those tor womer ‘s wear, dhildren's
clothing, and Afrscan dress also exist. ‘The five presented heve are
meant to ba illustrative rather than exhaustive,

19
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Three of the producmg {rms interviewed fall unto the tirst cham (VC1) which
consists of exporting fums thal are insered mto the plobal value chain for
garments. These firms mostly make shirts. shorts. frousers, and ocoasionally
simple cotton dresses. They tend to be large. with between 500 and 2,000 workers
cach. but production is ihe only function carried out  Kenya. One of them
described his firm as "glorified tailors.” They do neither design work nor suspply
procurement. Designs come from the US importer; the local firm then makes and
grades the patterns. The importer also sources fabric and most other mputs from
Asia and has them shipped directly to the Kenyan producer. The main items
bought n Kenys are packaging matenals, though one firm was trying o work with
a tocal supplier to upgrade the quality of thread to a level aceeptable to thre US

buyers.

V(2 is a specialised chain that at preseat has only two participating firms. One
is a knitting mill. In addition to its ordinary kattted fabric, this mill makess eco-
friendly cotton kait fabric, using cotton that has been organically grown in Klenya
and natural dyes. The other is # medium-scale manufacturer that is subcontracted
to make a range of garments for export to Germany. All of the output 15 sold o a
smgle buyer in Germany, who in turn distributes them (hrough its own network.

The subcontractor and the buver cooperate m making new garmen desigis.

The remaining value chains (VC3, VC4. and VC5) end in the domestic market.
V(3 is the chaa for uniforms. Designs are usually provaded by the uniform users,
though one of the large firms has design capability for thosc who wish to take
advantage of it. Supply procurement depends largely on the type ol fabric
requized. Thosc making school uniforms, overalls, and dustcoats buy locally made

fabric. Those making drcss uniforms for hotels, airline stafl, and the militzery

21
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generally source their materials from other countrics, maly South and East Asia,
bu also woolen fabric from United Kingdom, nylon from Turkey, and embroidery

thicad from Germany.

V(4 15 the domestsc chain for men’s woven shirts. Prodocers m thus cham do their
own designing, though they adimt that their product is standard with hitle
variation, They source nearly all of their shirting from East and South Asia. The
main exception to this is the fabric for school shirts, which some producers source
in Kenya. They distribute through wholesalers and retailers around the country.
Phey mdicated that, although there may be some buyers who take their products

into neighbouring countries, they were yof atfempling to export directly.

The fifth chain (VCS5) is the domestic knitted shirt chain. The products include T-
shurts, polo shirts, and sweat shirts. Some are plain, others screen printed or
cmbroidered. They are made both i sewing uaits attached to knitting mills and
in separate mavuiacturing facilitics. In some cases the screen printing is done by
a different finn. All producers use {abric made in Kenyan knitting mills of cotton
grown mamly in Tanzania, and/or Uganda. Distribution is eitker directly to
companies ordenmg the shuts (e.g., as promotional items or prizes for workers)

or to wholesalers and retailers.

1115 difficult to be precise about the refative importance of these chains because
we do not have full information on turnover or value added. VCI has only sbout
six firms, but these could account for as much ag half of total garment output. This
chain’s preatest contribution at the moment is to employment. Its impact on value
added 1s lower because of its reliance on Asian fabric. VC2 is # very small chain,

but three of the four chain functions are located in Kenya. Furthermore. it has
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strong backwerd linkages into high vatue Kenya grown organic cotton. The three
domestic chans beve more producing firms than the export chains, bul many are
operauing at very low levels because of Kenya's current poor economy. The
kmited shirt chain and parts of the uniform chain are fully Kenyan, but these are

also suffering from the poor economy and the declme in tourism.

Several of the chams stand to benefit from Kenya's qualification under AGOA.
The most mmediate benefit goes to VCI, where producers who are alrcady
exporting 1o the US gan an mmediaie cost advantage from their duty-{ree statos.
These same producers and their buyers, however, have to begin planning for the
tume when they will have to shift to African fabric or lose thew duty exemption.
V(2 is curreatly very specialised with a market w Europe. AGOA could,
however, encourage participants in this chain to seek new outlets in the US. The
greatest potential benefit 1s for the three domestic value chains. These are the
chains that are suffermg most {rom Kenya's poor ecovomy. They need new
markets if they are to survive. As we will sec, however, they have many problems
1o overcome 1f they are to take advantage of the window of opportunty offered by
AGOA.

5. Key Problems in the Garment Industry

We begin with production 1ssues becausc these arc similar across the five chains.
We then take up issucs affecting supply, distribution, and design. Yable 3 lists the
155ues, categorising them according to whether they were mentioned mainly by

exporters, mamly by domestic produccers, or by both groups cyually.
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Table 4: Problems Experienced by Garment Producers

Problem Exporters Domecstic
Prtiductioon Jssues
Power availability v v
V'ower cost v v
{_abour prodoctivity v v
Outdaied equipinent 4
Supply Issues
Limired range of Kenyan textiles fyture 4
Relative prices of Kenyan and imporied textiles future v
Minimum arder sizes v
Iisinbution Jsses
Low dumestic domsnd v
Competition from second hapd clothing v
. Cumpention $rom uncastomed new goods v
4 l.ack uf avcess to export markets v
Unstable markets in neighhounng countrics v
Poor telecormpunicmlions senaces v
Transpont cust [
. Uncertainty concerming AGOA v v
Desipn Lssues
fack of skilled 1echnical perconne! v
Crenoral
Pulitical and economic uncertainty v v
High cost of finance v v
Limiled availability of finance v [4
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The fums rased four ssues affecting production. The fint two are related to
power. Stringent power rationing between May and December 2000 meant that
magy (irms were forced to ran therr owu generators or to shut down for specified
peniods. The costs associated with erter option were, according to those affected,
substantial. Power costs (tariffs) scemed to be ap ¢ven more important issue
because thewr direct eflects on the cost of production make Kenyan goods
uncompetitive on both domestic and export markets. Gae wterviewee cited a
newspaper article, which placed Keanya sceond only to Jupan m its power cost
(1S30.10 per KWIH 1in Kenya. compared o US$0.108 per KWH in Japan) and
far tugher than South Africa (UUS$0.028), Kenya's rival (o the south (Fast African
Standard 5 September 2000). Anulysts of the power sector pont o poor
plaumng, poor admmstration, and corruption as Key reasons for Kenya's high
power ecosts, power shonages, and frequent power wterruptions (Okech and
Nyoike 2000)

The third production 1ssue 15 labour productivity. Kenya 1s & low-wage country.
with 1993 wage costs comparable to those m China and lodia (1LO 19935). Thas
should make Kenyan garments very competitive on the world market. According
to some, however. the wage benetit 1s seriously undermmed by low productivaty.
One manutacturer claimed that garmient industry productivity rates i the Far East
are ten times those w Kenya, and that Indsan productivaty (s five tunes Kenya's.
We were not able to substantiate those figures. but poor productivity and lack of
skills do scem to be real, aftecting both exporting Iirms and those producing for

the domestic market.

Outdated equipment was cited as one factor m low labour productivity. 1t is also
an issue in its own nght, especially for domestic firms. One producer of knitted
garments showed us its three sets of equipment. The first group was imcechianical,

dating from the 1960s. The second, smaller group, consisted of partially
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automated machines bought in the 1980s, and the third and smallest proup had
compuierised machines. The gencral manager said that if Kenya’s economy were
muwre stable, he would have replaced all of the oldest group and most of the second
group by now. As it is, he must continue to use the old equipment. Doing so
aflects both product yuality and production costs. This problem was not cited by
exporting firms. probably because they tend fo be newer firms with more recently
purchascd equipment.

Some respondents mentioned a second factor in low labour productivity. They
sad that poor work cthic seemed not only to undermine productivity, but also to
imcrease supervision costs, Some felt “forced” by this situation to rely on expatriate
SUPCIVISOLS.

Several supply issues were identificd. The first was the hmited range of Kenyan
textiles. Of the three value chams using woven {abric (VC1, VC3, and VC4), only
the one manscturing heavy duty unforms makes extensive use of Kenyan fabric.
As discussed above Kenya once had a flourishing textile mdustry, but over the
past ten years, most of the jargest textile mulls have closed and production levels
have dropped to e 1976 levels. The remaining firms are producing well below
capacity and many have dropped whole product lines.

ihe sccond supply issue was the high cost of Kenyan textiles. Even when a
suitable fabric is available locatly, garment manufacturers may not use if. One
respondent told vs, “You can get Kenyan fabric that is as good as what comes in
from the Far East, but only at a higher price.” According to sources in the textile
industry, outdated machinery and the costs of electricity and water are the mam
culprits in their high cost structure.

A third issue raised by smaller producers is the minimum order size. One
medium-seale manufacturer told us that he prefers to import fabric because he can

get greater variety in a single shipment. Me can order as little as 500 metres per
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cotour per design from his foreign suppher. but must order at least. 2,000 metres
of the szme colowr and desiga from the Keayan factory. Producers also-expressed
concern: sbout poor/inadequate quality control and the rsther narrow range of the
quahty bands of Kenyan fabnic.

Frve issues related to distribution were raised in our discussions. The first three
1ssues affect mamly those producing for the domestic market and are, i fact,
different faces of & single problem. Low domestic demand 1s the ‘number-one’
concern. Dernand for Kenyan-made goods is low i the domestic market because
most Kenyans are too poor to buy much new clothing. Recent stadics show that
over half {32.6%) of Kenya's 30 muilion people are classitied as absolutely poor
(Kenya 2000, p. 188}. Furthermore, the poor and, mereasingly, the muddle class
fmd zcceptable substizutes I imported used and new garmenis. This s the second
ssue. Our respondents agreed that second-hand clothes benefit the poor. They do
not advocaie bannng them, but argued that thew importation should be controlled.
The thard issue ~ competition from uncustomed uew goods — was scen as an even
more serious problem. There appear to be many sources of such goods. Some
enter the country in the suicases of small traders who travel to places such as
Dubai. More damaging are the larpe shipments that find therr way into the market.
Some are supposedly destmed for neighbouring countrics, such as Uganda,
Rwanda. or Burundi. As transit goods, they are exempt from duty. Then
somewhere n the process they are released into the Kenyan market, where they
are sold at very low prices. Another source of uncustomed clothing appears (o be
shipments that {ail W reach thewr destinations and are auctioned by the Kenyan
authoritics. Rejected shipments of ttems produced lor export can #lso {ind thew
way onto the Kenyan market. [n other cases, whole contamer loads arc brought in
by or through well-connected individuals. The situation 1s aggravated by the
Kenya Bureau of Standards’ (KBS) double standards. KBS enforces ity labelling
requirements, including country of manulacture, vn Kenyan goods, but not on

imported items.
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Lack of access 1o export markets is the fourth problem cited by those curreutly
producing for the domestic market. These firms recognises the limits of the
Kenyan market, and most have given some thought to the possibility of exportung.
I'hey raiscd a number of issues related to access. Some saxd they lacked contacts:
others feit that they could not produce in sufficient quantity or at a high enough
yuality; others thought the investment required would be too great.

We thought that exporting to neighbouning countries might be a reasonable first
step into the export market, but the domestic producers mterviewed thought
otherwise. They fclt that markets in these countries were us uncertain as those in
Kenya and were, (herefore, reluctant to venture out. Some had “passive’ exports
through traders who purchased goods and carried them across the borders, but
there was little active marketing by the manufacturers themselves.

The distribution problems reported by exporting firms centred on Kenya's poor
telccommunications and transport networks. These firms had updated their own
technology. Some had websites. All communicated with suppliers and customers
by fax and e-mail. They complained bitterly. however, about the erratic and costly
service provided by Telkom Kenya. One {irm ranked telecommunications as one
of his most serious problems. Transport is also a major problem, especially for
exporting nms located away from Mombasa and for domestic firms with national

markets

Both exporters aud domestic firms expressed concern over AGOA. Exporiers and
potential exporters praised the efforts put in by the Ministry of Tounsm, Trade
and Industry to make Kenya the first to be certified to export into the United
States under AGOA. Exporters, who were mostly zlrcady tapping the US market,
were worried about what would happen in 2004 when they woeld be obliged to
substitute African for Asian fabric. Potential exporters had many concerns,
ranging from iack of information and contacts to the fear that they might gear up
for exporting only to be shut out when the more stningent rules of ongin teke

effect.
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None of the finms thought that design was 1 major issue. The exporting {imms sre
tvpical of producers 1 buyer-driven chams in that they rely on their buyers for
designs. The shirt manufacturers all said that desigas change very httle so that
thewr internal destgn capability was adequate. Nevertheless, there s scope for
mprovernent m design capability. We noted that few African Kenyans occupy the
skilled positions of patiern making and patters grading.

What respondents did not say is also umportant. Two pots are worth noting. The
first is that none of the EPZ or MU fims mentioned having major problems with
the special concesstons -~ duty free wnports, tax holidays, ete. -- that go with their
status. This means that these programmes have becn well mstitutionalised and are
working smoothly. The sccond pomt concerns the domestic market. Although
domestic inns were clearly suffering from the way market liberalisation was

bewg implemented, none wanted to return to a controlled cconomy.

6. The Institutional Roots of Garment Endustry Problems

Reorganising the detailed listing of problems presented w the previous section
suggests that the industry faces four major challenges: high production and
distribution costs, weak domestic demand, difficully m accessing the export
market, and low investment. All of them, we believe, have institutional roots.
Table 4 summarises the analysis leadmg to this conclusion. We fust name what
respondents identified as factors causing or contributing to each of the problems;
we then mdicate which types of institutions appear to be the sources of these
factors. In mest cases, po siagle nstution or grouping of msttutions is
responsible for & piven problem. Rather, many problems are the result of the

interaction of two or more mstitntional forces.
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In some cases. respondents were fairly clear about what they believed to be the
main source of a problem. We have indicated these by a double tick. In others, the
institutional roots of a problem were less clearly ranked, so we have shown only

single ticks

Respondents named seven separatce factors contributing to their high production
costs. The state plays a role in cach of them. and was t(he only one named in five
of the scven. Production technology, consisting of both machinery and the
orgagisation ol production, is mamly rooted in fam-level institutions and the
country’s lochnology system. As we saw above, however, it 1s closely linked 1o the
investment climate and the education and traming system. both of which are

largely controlled by the state.

Respondents saw the next four factors as mainly the responsibility of the state.
e tax and tarif] regiine was blamed for making imported inputs (oo expeasive.
Duties on machines, fabric, thread. buttons, etc. are an obvious case in poini. Also
cited were fuel taxes that contribute to the high cost of electricity and transport.
The practice of deferring maintenance until roads become barely passable was
recognised as a state institution that has greatly increased thewr costs. Similarly,
respondents held the state responsible for the poor perforance and high cost of
rail transporl. By one cstimate, road transport in Kenya is four times that m
competing countries, and rail transport is just over double other countries’ costs.
As amajor sharcholder in the Kenya Power and Lighting Company, the state was
mmplicated m thewr high cost structure. and the poor planning that underlay the long

period of power rationing and the frequent unplanned power outages.

Respondents also expressed great concern about what the collapse of the textile
industry means, not only {or that industry itself, but also for the future of the
gannent industry.  Sinoe some of the collapsed firms were parastatals, the state

was seen as responsible for their {ailure, or at Icast as not taking necessary steps
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1o save them. Respandents. however, also recogmsed that other institutions played
e rolc 10 the ndustry’s failere. Mismanagement within some firms, fickle markets
that quickly developed a taste for mports, wesk technology, and high costs of
finance were sll mentoned.

I'he tinal mstitution mnplicated in the dustry’s high production cost structure was
the education and traming svstem. On the one hand, it was claimed that the system
fraled 1o produce individuals with high level technical and supervisory skills, thus
forcing companies to recruit expensive expatriates for certain positions. Oun the
other. it appears that insufficient or wappropriate education may be at least partly
to blame for the poor productivity of the lower cadres of producfion workers.
Since the major part of the education and traming system 1s under government

control, these problems too are considered by many (o be the {ault of the state.

Weak domestic demand 15 also a major problem. The small size of the market and
the competition that has come as a result of market Liberalisation since 1993 were
the main factors cited. As one respendent pointed out, countries hike India and
China have very large populations. Even though average incomes are low, their
absolute numbers of middle class people are suthcient to support a domestic
garment industry. Although tis is a market problem. most see its root cause —
high levels of poverty and mequality ~ as the responsibility of the state. The
problem of small market is compounded by what most respondents view as a
poorly managed liberalisation process that has further narrowed the market by
bringing i uncustomed unports. Although most respondents recognised the role
of external forces n pushing market liberahsation, they held the state responsible
for the way the process was implemented. Finally, respondents named
globalization as algo responsible for Kenya’s weak demand. The globalization of
garment production and the world trade in sccond hand clothing has Hooded
Kenya’s market with cheap substitutes for Kenya-made clothing.

The third major problem facing medivm- and large-scale garment producers is
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their difficulty in accessing the export market. A few spoke of lack of
entreprencurial nefworks extending nto importing countries. They felt. rightly or
wrougly, that without personal contacts, exporting was impossible. Most
respondents, however, cven those already mvolved in garment exports, pinpointed
national level institutions, especially the state, as the source of their difficulties.
Some cite the erratic telecommunications system, which makes communicating
with externa) buyers difficult. Others feel that the government needs to do more
(o provide frade information. High production costs, which have already been
discussed, arc seen by many, espectally medium-sized producers, as a barrier to
theu entermg the export market. The lack of a viabie textile industry, whie not
currently a barrier 1o exporting, is recognised as a sertous problem for firms
wishing to take advantage of AGOA afler 2004. As dicated above, unstable
markets in neighbouring countries make it risky for smaller domestic furms to test
the export market by expanding wto the East African region.
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State ir Mas- Teoh- Fioan- Bxte
m ket nology cial ™ nal
High Prodictian dustion techrolagy v
wnd Dwstribaton :
Costs Tax szd 0ff reguaw
Road maintegance 44
Raikaad system
Electnztiy syvtern v
fack of visble textile v v v v v
wdustry
Educstion 2ad training v v
Wegk Domestic Merkor spze v v
Demand
Market liberalicatios vv v
Globslization 1" Vv
Ditficulty in Entreprencwsial networks v v
Aczessing Expon
Market Teleconwniunicstions v v
system
Trade informstion systemn v v
Uigh production costs {see vv v v v
above)
Esck of visble textile 4 v 4 4 o
mdustry
Unstable markets 1 vV
neighbouning countnes
I aw lgvestmient Ccueral instability and vv
msecunty
¥inancis! sysiem 4 Vv v
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The final mdustry problem, mentioned especially by older finms, was low
mvestment. J'wo reasons were given. The first reason pertains to both local and
foreign investors. The dual benefits of EPZ statos and AGOA should be a
powerful incentive to both groups of mvestors, but so far the benefils seem
oufweighed by Kenya’s generally unstable and insecure business environment.
Thosc currently manufacturing m Kenya prefer to continue with their old plant and
equipment, rather than investing raore. Some go farther and say that they would
readily scll out if they could find a buyer. As for foreign investment, the
Govermment ttself pamts a realistic, i grim, picture: “Dilapidated infrastructure,
msecurity, high level corruption and general depressed economic performance
have contribuied to reducing Kenya’s atiraction as an investment destination
compired (o other countries within the region” (Kenya 2000, p. 30).

Tubfe 6: Interest and Infiation Rates, December 2060

Type Rate (%)

Bank overdralt 19.7
91-day Treasury Bills 12.9
Average annual inflation 82
Real interest, based on overdrafl rate 10.5
Source: Central Bank of Kenya 2001

Fhe second reason cited for low mvestment was the financial system, Medium-
and large-scale firms are able fo obtaia bank loans, but many feel that the cost of

borrowing, 18 excessive. Although baok interest rates have come down after
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chmbmg sbove 30% twice ia the mmud-1990s, producers consider their present
levels sull o high to eacourage further mvestment. As of December, 2000 the
spreed between bank overdrafi rate and the Tressury ball rate was 6.8 parcentage
potts, and the differcuce between the overdraft rate and the sverage annual
wflztion rate was 10.5 percentage points (sec Table 5). Kenya's oligopolistic
banking structure 1s no doubt respousible for these high rates. It is not clear
whether efforts to regulate mterest rates will be successful in the {ong run, but they
have sent a clear message of dissatisfaction to the bauking mdustry

Kenya's financial system is also charactensed by excessive collateral-loan ratios.
It 1s not uncomumon to have to raise coflateral worth several times the amount of
a foan. Such cxcessive ratios can be attnibnted to poor property rights that make

banks unsure of whether they can sctually claim collateral should a loan go bad.
7. Summary, Conclusions, and the Way Forward

[he analysis has, in summary, igklighted the role of institutions in creating and
exacerbatimg the problems in Kenya's parment industry. We examined a range of
institutions. which we grouped broadly as lum level, national level, and global.
Not surprisingly, national level institutions mclnding the state, markets,
technology systems, and the financial system, proved to be most important. The
role of external institutions. especially global markets and mululateral donor
orgamsations. was also recognised. In most cases, however, respondents did not
vicw them as determining the fate of the industry. They felt that if the Kenya
govermment did more 1o level the playing field, then Kenyan industry could be

globally competitive.

More specifically, respondents believe that the state currently constrains business
actwvily in a number of interrelated ways. Fust of afl, corruption undermines many
of the supportive policies that have been put forward. Sccondly, market

liberalisation has been poorly implemented. Corruption is certainly imphcated
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here, but therc also seen to be areas where the policies, regulations, ¢ic. have
simply been madequately thought through, Thirdly. the state has failed to
maintain the physical and communications infrastructure m a condition required
for profitable business activity. Again many of the infrastructure problems are due
1o corruption in contract awards, ctc. Corruption may cven be the reason why
government ignores regular maintenance and favours farge re-binlding projects.
In addition, there again seems to be a lack of planning and, perhaps. over-
dependence on donor funds for projects that might be camed out with local
resources. Finally, the state is faulted for putting politics before economics, and
allowing the country to deteriorate into a generalised condition of instability and

isecurity.

Markets were recognised as the central instifution. Liberalisation was scen as a
good thing in itself, but badly implemented in Kenya. Respondents pointed out
that cven highly developed countries protect their owr industries. Yet Kenva
embarked on total liberalisation without adequately considering the consequences

for domestic industry.

The technology systom is blamed for falmg to provide the mdustry with a labour
force with relevant skills. The formal school system is part of the problem,
especrally w its failure to give students with the skifls in mathematics that are
needed for technical work m the industry. Training institutions are also blamed for
not ollering traming programmes to equip people o be supervisors or middle
level managers,

‘The financial system was blamed for charging too much for credit. Here again.
hberalisation was scen to be been badly exccuted. 11 has not created a competitive
market. but rather has allowed a few large banks oligopoly power. By
overchasging their customers, these banks have contributed to the garment

industry’s uncompetitive cost structure.
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Based on tus anzlysis. we put forward a few tentative recommendations m each
of tize four problem areas..

First. 1o counter Argh production costs, government should:

. Reduce tanfis or mputs aot manufactured m Kenya,

«  Target key roads used by dustry for continual maintenance and eventual
upgrading;

. Follow through on electricity upgrading.

Second. to boost domestic demand, government should:

J Tuke all possible measures to alleviate poverty and jmprove the rural
economy,

. Enforse existing tantls on iunported new clothing:

. Enforce existing standards on imported textile producis.

Third. to 1mprove the mdustry’s accesy to the export marker, goverument should:
. Hasten the privatisation of Telkom Kenya;
. Review the operations of the existing trade information systems (KETA,
P/, e )
Develop appropriate incentives (lax rebates, investment credits, ete.) to

encourage private investors to revitalise the textile mdustry.

Fourth, to make Kenya more attractive for Jocal and foreign investors, government
should:

Take firm measures to counter crime and pohtically motivated violence,

The above measwres do not address every issue. because in some cases there s not
cnosgh information to make mformed recommendations. This 1s panly due to the
scope of the present research. We have not investigated all institutions. In
particular. this research made no systematic investigation of secio-culiural

institutions, nor did we go deeply into areas such as the techrology and financial
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systems. Furthermore, our rescarch has been largely qualitative. We ammed at
understanding the issues, rather than at quantifving them. Many of the 1ssues need
further research. We sugpest i particular studies on labour productivity, an
examination of the issue of export inceutives. and further study of what right be
done to cnsure that Kenya’s {inancial system better serves local industry. Finally.
we believe that a smrvey 1o gather quantitative data on revenues, costs, value
added. and cmplovment would be an excellent follow-up fo our work.

A final observation: All of our recommendations are direeted to government. Ju
formulating them, we wonder whether the industry might not also have
recommendations (o make (o itself and its associations. This is, perhaps, an area

{or [urther discussion
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APPENDIX B

Institutions and the Industrialisation Process: Textiles and Garments in
Kenya

Interview Schedule
Overview and Purpose of this Interview

We are 1n the nitial stages of a study of the umpact of economeie and social
institutions on Kenya's industrialisation process, using the textile and garment
indusiry as a case study. OQur first step has been to identify somxe of the key
mternational institutions, such as the world trading and fimancial reginzaes. We have
also used published material to study the textile and ganment industry i1n several
other countries, in order to learn ahout how thewr wstitutions facilitate or constraim
the mdustry

We have two reasons for comng to you at this point: firss, we fell that you could
help us to understand the structure of the industry in Kenys and main issucs
facing producers; and second, we would like your suggestions about Txow the study
might be designed so that it will be beneficial to business people.

Quesitons
THE INDUSTRY

Questions on respondent’s company (these can be asked directly or woven o

> when established

> ownership

> principal markets (countrics, nature of customcrs |retailers, agents,
wholesalers, etc.})
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main items produced

firm capabilities (£ull manufacturing, cut-make-trim, other)

w-house design staff?

to what market segament are the products targeted? (low, middle, high cnd)
source of mtia] orders (personal contact, trade shows, etc.)

fabour force (nurmber of workers, M/ ratio, cducation & traiming,
praductivity, etc.)

sources of inputs (rnachimnes, fabric. accessories, patterns)

are there mporiant mtermediaries? (wholesalers, traders, ageuts of g
suppliers. ctc.)

how do goods reach the market (air, ship. clc.)

do you have any re presentative abroad?

infrastructure (problems with roads, clectricity, telephone)

What can you tell us about the textile mdustry mn Kenya?

»r

approximate number of firms currently producing (both woven fabric
producers and kpitting mills)

who are the key plavers in the industry? where are they located? (any
Mombasa?)

main market for K enyan textiles

what proportion of your own wpuls consist of Kenyan textiles?

are there apy orpanisations or business service institations specifically for
the textile industry ?

what, i1 vour view, 1s the root cause of the problems of the textiic industry?

What can you tell us abont the clothiog mdustry in Kenya?

»

L

14

>

approximate vum bur of firms producing for the exporr market

Who are the key p layers? (any in Mombasa?)

what is the size ramge of exporting firms (in terms of workers or Investment)
approxinate numxber of large firms (100+ workers) producing for the
domestic market

how many firms produce accessonies (butions, zippers, trims, facing
malenal, efc.)

how do large {irmss procure fabric? accessories? machines?

are there impostant intermediaries? (wholesalers, traders, agents of big
suppliers, etc.)

how important is subcontrachng m the industry?
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whzt are the major wfrastructural peeds?

how efficicat are Kenyan garment workers?

arc workers uniomsed? bow strong are unions? what is the driving force m
setung wages andfor workmg couditions? (market forces. management.
ugions, goveroment. etc.)

what s the M/F ratio of workers in the industry? why is it the way it is?
how are warkers tratzed? are there unmet human resowrce needs?

what arc the typiwcal financial arrangements.in this industry? (how s
wnventory fmanced? what are the financial arrangements with overseas
buyers?)

how would you describe industry technology in Kenys compared with other
countrics? (outdated <=>state of the ant)

are there any organisations or business service mstitutions specificatly for
the clothing industry?

impact of second-hand clothes on industry

impact of gew WTQO rules on industry (now, later)

impact of global economy (¢.g.. Asian crisis) on industry

Kenya has a number of private and governmental organisations intended (o serve
the business community. Please comment on their relevance to textiie and/or
clothing manufacturers:

>

¥

(3

Kenya Association of Manufacturers (KAM)

Kenya Industrial Research and Development Instituic (KIRDI)
Kenya National Chamber of Commerce

Kenya Burcan of Standards

Export Promotion Council

EPZ-Authonty

Ministry of ladustry

Others?

Ifnor already covered:

Iow do govermment rules, regulations, policics, meemives alfeet these industnies?

»

(3

Are there specific laws, ete. governing the textile mdustry? the clothing
industry?
Arc there general laws that. because of (he nature of the industry, have a
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particular effect on exther clothing or textiles?
What, in your view, arc the key issues that we should be explorng?
DISIGN OF THE STUDY

We would Like to mvolve practitioners i this study so thal the findings are useful

to business people. What advice do vou have for us?

v are there people you know who would be interested in this aspect of the
work?

»  what ssucs/aspects of the research are likely to be of greatest mterest to
business people?

> what 55 (e best way (o involve business people? (semuwars. ndividual
discussions, other)

»  what format of meeting or seminar is most likely to draw people (¢.g., half-
day senunar, evening mecting, etc.)

Revised: 12 June 2000
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APPENDIX C

VALUE CHAIN INTERVIEW GUIDE
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UNIVERSITY OF NAIROBI
Institute for Development Studies

INSTITUTIONS AND THE INDUSTRIALISATION PROCESS
Textiles and Garments in Kenya

VALUE CHAIN INTERVIEW GUIDE

1. ENTERPRISE DATA

1.1 COMPANY:
1.1.1 Respondent name and title
1.1.2 Family business?
1.1.3 Contact information
PO Box
E-maif address
Website

1.2 COMPANY HISTORY
1.2.1 Year of establishment
1.2.2 Major turning points/milestones

1.3 MAIN ITEMS PRODUCED
PROMPT
» Product fines
Textiles (knitted, woven)
Garments
Other
Spacific products
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r
! 1.4 LOCATION(S}
1.3.1 What is produced where?

1.5 TOTAL NC. OF EMPLOYEES
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2. MARKETS AND DISTRIBUTION

2,1 WHAT ARE YOUR MAIN MARKETS?
PROMPT
Kenya, other Africa, Europe, USA, other countries
types of buyers
production to order or to market
changes in markets over last few years?
order sizel/variations

2.2 DO YOU HAVE KEY REGULAR BUYERS? Yes No
PROMPT
reasons for using regular buyers
initial contacts
level of importance of the regular buyers
nature of business sfart up with regular buyers
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2.3 WHO ARE YOUR REGULAR BUYERS?

PROMPT
importers, wholesalers, retailers
location?

2.3.1 How did you start doing business with these
reguiar buyers?

2.3.2 What were you looking for in these regular
buyers?

2.3.3 How important are these regular buyers to you?
PROMPT
in terms of sales volume
do they supply market information?

2.3.4 How do you normally make contact with these
regular buyers?

PROMPT
regular meetings (frequency?)
phone, fax, e-mail

2.3.5 How do you ship your goods to your regular
buyers?

PROMPT
by road, rail, air freight, sea
Is delivery ever a problem?
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2.4 HOW DO YOU MARKET YOUR PRODUCTS?

PROMPT
advertising
offering credit
point of sale promotions
promotional visits
participation in trade fairs
trade name/own label

2.4.1 Have you ever carried out any market survey?

2.8 WHAT TECHNOLOGY SYSTEMS ARE INVOLVED iN THE
DISTRIBUTICN OF YOUR PRODUCTS?

PROMPT
computerised inventories
website
e-commerce

2.7 FOR A TYPICAL PRODUCT,
MARKETING AND DISTRIBUTION REPRESENT WHAT
PROPORTYION OF VALUE ADDED?

2.8 WHO ISIARE YOUR MAIN COMPETITOR(S)?

PROMPT
countries
firms
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2.8 18 THE US GOVERNMENT'S AFRICA GROWTH ARD

OPPORTUNITY ACT (AGOA) LIKELY TO HAVE AN IMPACT
ON YOUR FiRM?

PROMPT
If yes, what impact?
f no, why not?

3. DESIGN

3.1 WHAT IS THE MAIN SOURCE OF YOUR PRODUCT
DESIGNS?

3.2 WHAT GOES INTO DESIGNING A NEW PRODUCT?

PROMPT:
Textile fabric
Colour
Pattern
Sweaters
Choice of yarn
Choice of stitch
Choice of colour and pattern
Style
Pattern making and grading
Shirts
Choice of fabric type, pattern, colour
Style
Pattern making and grading
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3.3 IF YOU DO SOME OR ALL OF YOUR OWN DESIGNING:
3.3.1 What enables you to design?

PROMPT: How important are:
Training in design
Skills informally obtained
Help from others
Other

3.3.2 What constrains your abiiity to design?

PROMPT: How important are:
Lack of design skKills
Limitations of local input markets
Lack of product market/market information
Machine capabilities/ limitations
Other

3.3.3 How important is it that you make your own designs?

PROMPT: Competitiveness in Kenyan market
Competitiveness in external markets

3.4 IF YOU GET SOME OF YOUR DESIGNS FROM YOUR
CUSTOMERS

3.4.1 Does customer supply of designs bring any advantage to
you?

3.4.2 Do customers supplying designs require you to use
certain inputs or suppliers?

3.4.3 Do such customers assist you in any way?

3.5 FOR A TYPICAL PRODUCT,
THE DESIGN STAGE REPRESENTS WHAT PROPORTION
OF TOTAL VALUE ADDED?

(92
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4. PRODUCTION

4.1 WHAT DETERMINES QUALITY OF YOUR PRODUCTS?

PROUMPT:
Kenya Bureau of Standards
Machines
Market requirements
Skills of the workers

4.2 WHAT FACILITATES MAINTENANCE OF PRODUCT QUALITY ?

PROMPT:
Skills of workers
Familiarity with production of specific items
(e.g., woven fabric, sweaters)
Information from trade fairs
Consuitations with other producers

4.3 WHAT LIMITS YOUR ABILITY TO MAINTAIN PRODUCT
QUALITY?

PROMPT:
Market does not pay for high quality
Non availability of desirable machines
Utility related complications
Production costs
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4.4 HOW IMPORTANT IS THE NEED TO MAINTAIN HIGH
P RODUCT QUALITY?

PRORMPT:
Serve special market
Remain competitive
Increase market share

4.5 WHAT INFFLUENCES PRODUCTION LEVELS?

PROMPT:
Capacity of machines
Production shifts
Ordering of products
Subcontractor performance

4.6 DESCRIB E YOUR PRODUCTION TECHNOLOGY?
PROMPT:
approximale vintage
compared to industry standard

EJ WHAT FACILITATES MEETING OF PRODUCTION TARGETS?

PROMPTS:
Skills of workers
Subcontractor networks
Capacity of machines
Forward planning

4.8 WHAT LIMITS REALISATION OF PRODUCTION TARGET?

PROMPTS:
Delays in sourcing materials
Trade union activity
Working capital
Power shortages

54



DS Warking Psper No. 33

4.9 FOR A TYPICAL PRUODUCT,
PRODUCTION REPRESENTS WHAT PROPORTION OF
TOTAL VALUE ADDED?

4.9.1 Labouy is what % of production cost?

4£.8.2 Raw materials are what % of production cost?

4.9.3 Power is what % of production cost?

4.9.4 Is water a significant cost item? If so, what % of
production cost?

4.9.5 Overheads are what praportion of production cost?

4.10 LABOUR FORCE

PROMPYTS
Size
Gender composition
Skills
Unionisation

4.11 CAPACITY UTILISATION

PROMFTS
Overali
Seasonal or other variations
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5. SUPPLY

51 WHAT ARE YOUR MAIN RAW MATERIALS?

DO YOU HAVE REGULAR SUPPLIERS FOR EACH?

PRORIPT: Cotton or polyester fibre

5.1.1

51.2

Knitting Yarn

Fabric

Thread for assembling
Buttons

Lining material
Embroidery thread

Do you make any of your own raw materials?

Are any of your raw materials supplied by your
customers?
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5.2 TELL US MORE ABOUT YOUR MAIN RAW MATERIALS
SUPPLIERS.

5.2.1 What do you buy from your main regular

suppliers?

5.2.2  History of relationship:
How long have you been doing business
with them?
How did you first get to know them?

5.2.3 Nature of main regular suppliers
Producers, importers, local wholesalers,
locat retaiters?
Size
Location? Fixed or mobile? Where?

524 How do you normally contact them?
Phone, e-mailffax, in person?
How often?

525 Do you tend ta stick with certain regular suppliers
or do you shop around? Why?

526  Approximateiy how many such suppliers are in
the market?

5.2.7  Areyou an important customer to these
suppliers?

5.3 TELL US MORE ABOUT YOUR OTHER RAW MATERIALS
SUPPLIERS.

5.3.1 What do you buy from your other suppliers?
53.2 How important are these other suppliers to you?

5.33. How important are you to these other suppliers?
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54 WHAT OTHER INPUTS DO YOU USE?
DO YOU HAVE REGULAR SUPPLIERS FOR THESE?

PROMPT: Machinery
Notions {buttons, elastic, etc.)
Other supplies {stationery, cieaning
supplies, efc.)

54.1 Do you tend to stick with certain regular suppliers
or do you shop around? Why?

54.2  Approximately how many such suppliers are in
the market?

5.4.3  Are you an impaoartant customer to these
suppliers?

5.5 HAVE YOU EVER HAD A PROBLEM OR A CONFLICT WITH A
REGULAR SUPPLIER?

if yes,

Describe the conflict.

How did you deal with the conflict?

What was the outcome?

5.6 FOR A TYPICAL PRODUCT,
THE SUPPLY FUNCTION REPRESENTS WHAT
PROPORTION OF TOTAL VALUE ADDED?
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5. INSTITUTIONS

6.1IN YOUR VIEW, WHAT ARE THE KEY PROBLEMS FACING THE
CLOTHING/TEXTILE INDUSTRY IN KENYA?

6.2 WHAT WOULD YOU CONSIDER TO BE THE MAIN INSTITUTIONAL
FACTORS CONTRIBUTING TO THESE PROBLEMS?

PROMPT
Government paolicy, formal rules and regulations
Government's ways of doing things
Financial system
Technology systems
Labour system
Input markets
Product markets
Globat! institutions {(WTO, IMF, World Bank, etc.}

6.3 IN WHAT WAY CAN WEI/OUR STUDY BE OF ASSISTANCE TO YOU?

6.4 OTHER

Key institutions/organisations in contact with
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