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ABSTRACT 

For many years under colonial rule, Kenya was a 'plantation 

economy' dependant on exports of coffee, tea and sisal. It had a 

small industrial base dominated by and tailored to the needs and 

tastes of two major immigrant groups - the Europeans and Asians. 

Upon attaining independence, Kenyan nationalists felt a need 

to encourage the participation of indigenous Kenyans in all sectors 

of the economy, including industry. To further this goal, 

development, finance institutions were formed. 

The study proposed herein undertakes to investigate the impact 

of four major development finance institutions, namely the ICDC, 

DFCK, IDB and KIE, upon the industrialization and indigenization 

processes in Kenya. 
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INTRODUCTION 

What is industrialization? Industrialization is defined as 

"the organization of production in business enterprise, 

characterised by specialisation and the division of labour, and 

invo1vi ng the app1i cat i on of techno1ogy and mechani ca1 and 

electrical power to supplement and replace human labour. Conceived 

of in this way, all sectors of the economy, i.e agriculture, 

services, producer and consumer goods can be industrialised".1 

The proposed research, however, will be concerned with a much 

narrower concept of industrialization - the development of 

manufacturing enterprises producing consumer, intermediate, and 

capital goods. Research indicates that manufacturing industry 

plays a leading role in economic development in the specific sense 

that a 1% increase in gross domestic product is normally associated 
p 

with a more than 1% increase in value added in manufacturing 

Further, there is evidence that the growth elasticity of 

manufacturing is greater, the lower the level of a country's per 

capita income3. It has also been observed that the income 

elasticity of demand for manufactured goods is generally greater 

than that for food and agricultural products . 

Due to the favourable demand, elasticities and economies of 

scale, manufacturing industry not only grows more quickly than 

other sectors, but its growth is also normally associated with 

increased employment. In agriculture on the other hand, where 

there is usually considerable disguised unemployment, expansion of 

productivity and output is usually connected with a reduction in 

the labour force employed. The expansion of manufacturing industry 

thus helps in three ways:-

i) By absorbing redundant labour (this is especially true if 

labour-intensive techniques are adopted in lieu of capital-

intensive techniques), 

ii) By providing modern industrial inputs which raise both land 

ana labour productivity, 

iii) Expansion of manufacturing industry also increases the pace of 

technical change and helps raise productivity growth in 

1 
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sectors other than agriculture. 

It should also be noted that manufacturing capital goods 

industries need to grow at a faster rate than consumer goods 

industries. Studies indicate that the growth elasticity for 

consumer products - food, drinks, tobacco - are lower than those 

for producer goods such as transport equipment and iron and steel 

therefore suggesting the importance of developing capital goods 

industries for a country to achieve fast economic growth. 

Kenya's Industrial Strategy 

When most Sub-Saharan countries attained independence in the 

early 1960's, they saw industrial development as the way to move 

from the colonial pattern of heavy dependence on imported 

manufactures and primary exports and to achieve rapid growth and 

modernization. In line with these objectives, the basic strategies 

for African industrialization during the 1960s and 1970s were to 

give incentives to import-substitution industries. Kenya was no 

exception. During this period, she offered various incentives to 

irnport-substitution industries. 

Unfortunately, due to internal as well as external factors," 

import-substitution-industrialization (or ISI) resulted in serious 

distortions to the economy. Exports fell and imported inputs 

became scarce, and this engendered the shift towards export 

promotion, a policy Kenya adopted in 1930 and pursues until the 

present. 

However, despite her attempts at industrialization, Kenya 

remains a largely agrarian economy and apart from tourism, coffee 

and horticultural crops are the major exchange earners. 

Unfortunate!y, the income elasticity of demand for primary goods is 

low (while that for manufactured goods is high, a phenomenon 

described as EngeV's Law). 

Another disadvantage with primary goods, especially crops as 

in Kenya's case, is that they are prone to disease, bad weather, 

and pests. Kenya has been lucky. She has not suffered pestilence 

on a devastating scale, or faced unfavourable weather conditions 

such as those that halved Brazil's coffee output in 1977-78, 

Nevertheless, such pre-independenee type reliance on a few 

2 
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primary exports is clearly dangerous. Diversification of exports 

including intermediate and capital goods is therefore eminently 

desirable. For this to happen rapid industrialization must become 

a priority. The government has always acknowledged this and has 

made efforts to promote industrialization from the early post-

independence years. However, it is arguable whether much change 

has been wrought in the colonial pattern of industrialization, 
•7 

which was characterised by Ann Seidman: as being, 

i) Concentrated in the urban areas, 

ii) As consisting largely of first stage processing of 

agricultural products and last stage industries dealing in 

the production of luxury and semi-luxury items; and 

iii) As being highly dependant on imported outputs. 

Nonetheless, the Kenyan government continues to profess 

support for industry and has over the years made efforts to create 

a favourable climate for investment by offering such fillips as an 

improved basic infrastructure and medium and long term credit for 

investors via specially created development finance institutibns. 

The proposed study will deal with these development finance 

institutions (or DFIs) and the role they play in the industrial 

manufacturing sector, 

The Development Finance Institutions 

Po5i t i ca1 Mot i vat i on 

Prior to independence, Kenya had an industrial structure 

producing a limited range of products that were exchanged for 

imported manufactures. This structure was controlled by European 

and Asian firms and subsidiaries of international companies. 

Banks that had been established were foreign-owned and 

concerned with the finance of overseas trade and the provision of 

services for the non-African entrepreneurs. There was little 

credit provision for indigenous Africans because they lacked the 

n e c e s s a r y collateral and also because legal constraints had been 

imposed on lending to Africans by the colonial government (The 

Credit to Natives Ordinance). 

After independence, the new leadership became increasingly 



IDS/WP No- 433 

aware of the urgent need for economic growth and the widespread 

poverty and low productivity that inhibited the emergence of 

indigenous productive enterprise that could facilitate such growth. 

This awareness resulted in the formation of special financial 

institutions known as development finance institutions. 

In addition, due to the lopsided ownership of industry by 

Europeans and Asians, Africanization of the economy became one of 

the major objectives of the new government and consequent to the 

Sessional Paper No, 10 of 1965 titled 'African Socialism and its 

A p p l i c a t i o n to Planning in Kenya", and the First National 

Development Plan, 1964-70, the government set into motion a program 

for indigeniration which included setting up of parastata is that 

would 'make capital available to Africans at reasonable terms to 

establish business'." Political objectives therefore also had a 

role to play in the formation of development finance institutions. 

The Theoretical raison d'etre 

For investments to be carried out, there must be savings. 

Savings can be divided into potential savings and real savings. 

Potential savings form that part of income that is not consumed but 
0 

has not been made aval I able for investment." Often there is a gap 

between savings and investment with real savings lower than 

investment needs, and this is reflected in high market rates of 

interest for lending. Some governments imposed ceilings on 

interest rates at sub-market levels (Kenya for example maintained 

control of interest rates through the Central Bank until July 1991 

when these rates were liberalised as part of the economic 

restructuring and liberalisation programme). 

Though there are obviously various reasons for investments 

surpassing savings, it can be surmised that one of the main reasons 

is a substantial amount of potential savings not being converted 

into real savings. 

Without adequate real savings, the rate at which productive 

capacity and hence income can grow is curtailed. On average, the 

more rapidly growing developing countries have had higher saving 

rates than the slower growing countries. These countries have 

probably been more successful at converting potential savings into 



IDS/WP No. A 39 

real savings by making financial services urn versa 11y avai Table by 

reducing the costs and risks involved in saving, and by offering 

reasonably attracti ve returns an cu,r:tomors' d&pos i t . 

But savings by themselves are not much use, They have to be 

directed towards those who are in need of them and can put them to 

productive uses. Financial systems therefore play a dual role of 

accepting sav • ngs and activating their,. In the absence of an 

efficient financial system, a venuss for saving and bo r row1ng ar e 

restricted and economic growth is curtailed. 

Self-financed investments may provide a way to overcome the 

resulting difficulties, and indeed in the early stages of 

development, relatives, friends and money lenders may be the only 

source of external f i n a n c e , b u t the needs of profitable 

i nvestment or >nor tun i t ies rr»ay exceed the resot;r ces rn..->.ds ava i 1 ab 1 e 

through this method and this could result in stagnation. 

Financial syscems in African countries at independence were 

not well developed and it was therefore necessary to augment and 

improve them and familiarize the public with financial institutions 

and their facilities. These financial institutions would have to 

work in consonance with the development plane of their respective 

governments since effective demand for credit and saving facilities 

could only come with growth in general productivity and living 

standards. 

Though savers and borrower's were both equally important, 

borrowers were seen as potential investors and therefore, to 

paraphrase Eric L. Furness'1, the financial institutions would have 

to be prepared to help directly in the fostering of productivity by 

offering borrowers technical services such as assistance with 

form u1 a t i on of 1 o a n prop osa1s and h e1p i n t h e s u p p1y of equip ment. 

The institutions would also have to reduce their collateral 

requirements because indigenous borrowers seldom possessed the type 

or amount of collateral acceptable to banks in the advanced 

countries, 

However, commercial banks are known to operate on the 

principal that transaction costs, i.e., administrative costs plus 

default, risk on loans, must be made good by the borrower who must 

pay some interest. To put it another way, returns. must exceed 
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costs, as depicted below (also see Appendix I) 

r > ( i + a + p ) / ( 1 - p ) 

where, r is returns (represented by interest due to financial 

institution per unit of principal 

i is cost of interest to the financial institution of 

raising resources, per unit of principal, 

p is expected value of financial loss per unit of 

principal due to non-repayment of principal and 

i nterest, 

a is the cost of administering and supervising loans per 

unit of principal. 

This understandably profit~oriented attitude towards lending 

places a high premium on collateral and loans that are self-

liquidating i.e, where the completion of the project for which the 

loan is required automatically provides the funds for repayments. 

Not many potential investors in search of loan finance in the past 

could satisfy these conditions either due to lack of collateral or 

due to the inability to formulate convincing loan proposals. Also, 

commercial banks, fearful of loosing their financial liquidity, 

chose to offer loans of a short-term nature, which was quite 

suitable for financing of trade and inventories, but not for 

financing industrial investments which requi re medium and long term 

credit (Agriculture also experienced a shortage of credit due to 

lack of credit worthiness among the borrowers'-^' 

A solution to the low availability of credit to industry 

seemed to lie in the creation of financial intermediaries devoted 

to making medium and long term credit available to industry at low 

interest rates with low collateral requirements and easy terms of 

repayment (similarly special banks and co-operatives were formed to 

assist those willing to invest in agriculture). 

The easy lending terms were likely to result in costs 

exceeding returns in defiance of the commercial bank credo (where 

returns must exceed costs), and strong government support was 
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therefore necessary to help these intermediaries overcome losses, 

at least in the short and medium term, before local industrialists 

could gain experience and start to earn profits on their 

investments, where-upon stricter loan conditions could be 

i ntroduced. 

Financial assistance from foreign sources was instrumental in 

the setting up of these institutions, known as development finance 

institutions, and it was hoped that the credit needs of investors 

could now be fulfilled. These institutions were also expected to 

initiate projects of their own as part of their mandate. 

Having discussed the economic motives for the formation of 

development finance institutions, I. will now discuss separately the 

four- main develop me n t f 1 n a n o e i n s t i t u t. i o n s d e a 1 i r, g w i t h t r t e 

manufacturing sector in Kenya. 

i), D e v s 1 o p me n t F i n a n c e C o m o a n y o f K e n y a (D F C K ) 

The DFCK was incorporated as an investment company in 1953 to 

complement the already existing IDC (later I CDC), while tne latter-

concentrated on small projects. The Kenya government through the 

ICDC is the largest shareho1dar in the DFCK. 0ther shareholders 

are the Netherlands Overseas Finance Company (Gi-iO), CDC, the German 

Development Bank (OEG), and the International Finance Corporation 

(IFC). DFCK provides medium-term local and foreign currency 

financing for projects in the industrial, agro-processing and 

touri sm sectors, 

In 1978. the DFCK established the small-scale industries 

program in order to reach small Kenyan entrepreneurs who had been 

largely by-passed by other large and medium-scale programmes. In 

the first five years of its operation. 60 small projects received 

a total of Ksh.35,2 million in financial assistance. In 1983, 

small-scale industries was changed and incorporated into Small 

Enterprises Finance Company (SEFCO), 
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i i). industrial and Commer cial Development Corporation (ICDC) 

The ICDC was originally formed in 1 954 but under the name 

Industrial Development Corporation (IDC), 'wh ich it changed in 1964 

to ICD 0. T h e I c D 0 -is a s t a t u t o r y r. o r p o r a t i o n e s t a b 1 i s h e d t c 

facilitate the industrial and economic development of Kenya by 

initiation, assistance or expansion of industrial, commercial or 

other undertakings or enterprises in Kenya 11 provides 1oan*, 

both medium and long-term, to industrial ventures, offers 

management guidance and purchase shares in enterprises through its 

associate company, ICDC Investment Company Limited. 

i i i ), Kenya Industrial Estates Limited (KIE) 

KIP was established in 1967 as a subsidiary of ICDC, but was 

reconstituted in 1 978 as an independent financia 1 instituticn aia 

p r i n c "i P a 1 g o v e r n m e n t a g e n c y f o r p r o m o t i n g s m a 1 1 s c a 1 e i n d u s t r i e s 

t h r o I j g h o u t t h e c o u n t r y . 

In 1971, the Rural Industrial Development Programme (RJDP) was 

formed under the aegis of the KIE. The RIDP operates independently 

outside the main towns. The programme benefitted principally from 

Danish technical and financial assistance (the KIE program itself 

has received financial and technical assistance from both 

multilateral and bilateral donor agencies. Funds have been passed 

on to the KIE through the government as loans). The purpose of the 

RIDP is to establish Rural Industrial Development centres in 

smaller townships located in the centre of agricultural areas 

comprising central workshops, offices and classrooms, to serve as 

bases for extension efforts to scattered local artisans. 

i v), Industrial Developraent Bank (IDB) 

IDS is a. government funded financial institution. The IDB was 

established by the Kenya government in 1973 to facilitate 

industrial development in the country. Its main focus was to be on 

promotion, establishment, expansion and modernization of medium and 

8 
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large-scale "industrial entarpri It participates in the-e 

enterprise3 through equity and loan. 

Like the KIF, the IDR has received external assistance, ma inly 

financial, from the World Bank, r.he German Development Corporation 

and Morgan F rente 1 'I and Co. in association with the Export 

Guarantees Development of the U.K. 

In 1980, the IDS launched its Medium--Scale Enterprises Scheme 

to cater for the Afri can entrepreneur. 

LITERATURE REVIEW 

In order to achieve a three-dimensiona'l out look on development 

finance institutions in Kenya'' s industrial sector, we must perf or 

look at the factors that have influenced their creation and the 

formal at. ion of their objectives, 

In this section we shall explore existing literature in an 

historical, political and economic mould and attempt to establish 

a broader-based oonceotual framework in which to tackle tne 

subject, 

A 'Hospitable Investment C rimaT-ft' 

Under British rule, Kenvo was for many years an "export 

enclave' and the main intorest of the British was to develop the 

colony into a supplier 0+' raw ma to~ i a 1 s, mainly agricultural , for 

British industries as well as a market for these industries. 14 

L o c a l l y based industrialisation was actively discouraged, as was 

the case in other sub-saharan colonies until the 1350s when the 

large dollar deficits accumulated by the colonial powers after the 

Second World War prompted them to promote the export of row 

materials to the United States from their colonies, and tc 

encourage, import-subst i tuting industria I i sat ion by mstropol i tan 
1 r-

(forei gn) f i rms beh i nd h i gh tar i ff wa lis.'11 

In 1954, the Industrial Development Corporation was 

established in Kenya "to facilitate the industrial and economic 

deve 1 opment. of the co 1 ony" 

Those likely to benefit from IDC assistance were Europeans, 

s 
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Asians and mu'l 1;i-nat.ion:i.l companies. The Europeans w«ro must 1 y 

invo Iveci in 1 ar ge sca 1 € process ing of agr i ou 11ura 1 prodt.;ce wh i 1 e 

Asians concentrated their capita'! in printing, engineering... soap 

fabrication, furniture, clothing and apparel., mostly in small and 

medium scale enterprises. Multi-national companies (such as the 

ubiquitous Coca Cola.) undertook last stage f abricat.i on of mostly 
i IT 

consumer goods, 

The part played by Africans, except as wage earners, was of 

little importance. The few African craftsmen running their own 

business were blacksmiths, carpenters and cailors operating in 

rural markets. Restrictions imposed on African entrepreneurship by 

the colonial power, such as the Credit to Native Ordinance which 

imposed limits on the amount of credit Africans could receive from 

non-Africans, effectively blocked the growth of African 

enterprises.,1'5 The alienation of Africans from their own resources 

is illustrated by Orel's assertion that in 1958, Africans possessed 

only 3% of all physical assets in the c o u n t r y o 

It seemed inevitable that as independence dawned, a transfer 

of resources to the Africans would be a major imperative of the new 

government. In the few years preceding independence in 1963, there 

was a sharp downturn in construction, a decline in employment and 

an outflow of ccpitai, signs that the non-African population was 

apprehensive of the future,/''1' But this fear was exaggerated for 

Jomo Kenyatta had already declared that the British were not to be 

succeeded by a 'gangster government' that would nationalize the 

assets of foreign investors but one that would instead 'encourage 

investors . . . , to come to Kenya", and in 1964, the Foreign 

Investment Protection Act, entitling holders of 'Approved 

Enterprise Certificates' to transfer profits and capital out of the 

country, was added tc already existing safeguards for private 

property under A r t i d e 19 of the Consti tuti on of !<enya.1' 

The ''hospitable investment climate' trateg'y appeared to be 

popular in many underdeveloped, late-starting countries which 

10 



recognised the dearth of i nci genoua e n t r t w or- ?ur • hi p <! capita'; as 

critical i mped i merits to i ndustr i ul development.. Dy making 

conditions favourable to foreign inveci;ors, •.'"••-'-•/ hoped that their 

inflow would stimulate capital deepening and fester the mi gr ot-> on 

of techno Iogy 

This strategy probably owes a largo dor; t to an American 

professor. Albert Ki rschnann, a load i ng '-t ee-at- .of usba 1 ant oh 

growth and ar economic adviser in the i950s many ! a tin Amer i can 

countries. Hi rschmann argued that n i fc i n • »!.vh'u-.3,; b-/ a government 

in an underdeveloped ••". ::[,r. oScs"'h • pr i «•••: d : ng a oertE" 

minimum amount cf ¥eoc ia 1 ovarheosi h.l ' . whi oh includes 

transportation, ooomuc M M - on •• and * n v t r onts i n electricity an 1 

irrigation, that cou 1 d .-usterri 'dire..My p;-odu f • ve ncti M ti es ! 

which are, basics! iy« ndurstr 1 I acr-i v 11i ss Hi rsenmarn -was of 

the view that the scon* >>r,y snou''d bn unba ' s'o.od .os 1 ..-.•1 overhead 

capital so that sutssc;uer t": y in sstcierho- M d ot.cv. i \ product i vi~ 

activities are stimn 1 a Us J The. prof essi" advocated for last 

industries f i est, bMI seving those wcu : d create backward linkages 

and he also gave pro;ronsnco to the role of foreign direct 

investment and imported foreign capital "and loans which M s eome cf 

his critics to call him M? contact mr-n for the big multi-national 

interests of the I)ni ted 8tates" ) 0 

Anyway, so confident was the Kenyan government in the 

attractions o-F its ;hospitable 1 hvestment cl imate' that in the 

1966-70 Development PIan, some 86% of investment in manufacturing 

was expected to come from the private sector in vm \ -J\ foreign 

participation was most liKely expected to domirate, while the 

public sector was to continue providing investment in the fields of 

transport -and communication,24 

DFIs and Industrial .Pol icy_ 

Given the absence of technical and mcringaricl know-how, the 

lack of financial resources, and the "Mok of an indigenous 

industrial class, the gover11rnent of Kenyc thos eostirueJ wi th the 
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colonial ' open door pol i cy' towards forei gn •! nvestment, with the 

long term go a I of 1 oca! i nation of capi ta'i i cm' . 

Before ve continue, something needs to be a a id about the lack 

of an indigenous i ndwstr'a J cians Jr. K«nya, the Asi;-n minority 

already constituted "a me reliant caoicaiiss oTass which was poised 

to become an indigenous industrial bourgeoisie of the classical 
* r -type", but the prospect of replacing European political dominance 

with Asi an economic dominance hard1> appealed to the new 

government. Policies were introduced wi • i ch discouraged the Asian 

community from making long term i n-est mentis i n Kenya; ci tizenship 

became difficult to obtain, and special regulations denying Asians 

the opportunity for 1egal exportation of assets or profits, were 

introduced. IN !9C7, the Trade Licensing Act was passed, barring 

non-citizens from trading in rural areas and the non-central areas 

of the town, and from handling u progressively lengthened list of 

s p e c i f i c g o o d s . 

The displaced Asians were forced to experiment in other 

c o m m e r • c i a 1 a n d 1 n d \ x s t r i a 1 t i n d e r t a k i n g s a n d a s a r e s u 11, m a r. y 

venturad i n t o manufac11 i r1ng, tourism, construction, insurancs, 

tran®port anP antomotive trade. 

TABLE 
APPROXIM A.TE D13TPI 8!JT XON 0F PRIV ATE N0N - FARM ASS£TS ! 9 7 1 K? 
MI LI. ION 

ASIANS NON™ASIANS 

INDUSTRY 70 1 20 

SHARE.3 TM PUBLIC COM-A HIES 20 30. 

REAL ESTATE 200 1 5 

TRADE 1 00 

CASH 35 35 

TOTAL £425M' 
. .... 

£ 2 2 5 M 

Source: Colin Leys 
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Nairobi with only 1 inri tea branch out. i 1 n the larger towns 

and this encourages a pattern of skewed industrial development 

in favour of the immediate locale of the headquarters."*' 

ii) The institutions show an in--. 1 -'nation to invest in large firms 

(East .African- Industries. Uchumi Supermarkets Ltd., Ki comi , 

Associated Vehicle Assemblers) rather than small enterprises. 

They therefore end up helping already successful businesses 

r a t h e r than initiating and supporting new ones. Thus, they no 

longer act as catalysts for local industrial development and• 

the goal of nurturing indigenous entreprereurship falls by the 

way-si de. 

iii) The prol iferation of institutions has led to some unproductive 

competition by the financing of enterprises in the same lines 

of production even when market conditions do not warrant it. 

This has lad to excess capacity in certain industries while 

others are complaining of lack of capital.''1 The lack of 

investment co-ordination between the institutions is a waste 

of scarce resources. 

iv) T h e r e i a 3-ek of consistent supervision of clients which 

encourages a tenaency towaras f i nanci a. 1 i ndisoip 1 ine among the 

clients- resulting in loan defaults.. Since the machinery to 

conduct supervision exists 'in a ! 1 the institutions, poor 

supervision can only be blamed on wilful negligence, 

v) Clients complain that development finance institutions show a 

1 5 
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preference for prov iding fixed capital loans, whereas the 

grantor need is often for working capital. These institutions 

seem to be out of touch with client needs, 

vi) Finally, tor rowers complain of complicated procedures and long 

delays that can result in borrowers having to seei assistance 

elsewhere especially if theit requirements are for working 

capi fal. 

DFis have earned criticism not only as agents for 

industrialization, Put also as financial intermediaries. As 

financial intermediaries, these institutions have displayed 

consistently unsatisfactory portfolio performances. The ooor 

pe rformances a re gene ra11y the resu1i• of:-

i) Deficiencies in management. supervision and repayment 

col lection processes on the part of the DFis: and 

ii) Poor management arid financial controls of the client firms in 

w h i m the. nPis have invested eouity or debt finanoinu. 

Tn 1991, two DFis, the ICDC and TDB were targeted for major 

restructuring as part of the Public Sector Reform Programme. The 

restructuring programme for the DFis was financed by the World Bank 

and was termed the Financial Paraetata! Technical Assistance 

Project. 

Under the project the two DFIs were to undergo institutional 

and portfolio re-crganization over a period of twenty four months. 

The objectives of the exerci se we rs to i mprove the i nsti tuti ona 1 

capabilities of the ICDC and IDS to make them more commercially 
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K.! .:;•.:, fiftp'j# hyi i&tngft and technir.a i psrvv:^.! are rnaao svai Table 

re •/ s r j s»ia '11 -on le producer,-.,, Despi te criticism regarding the low 

oo:-u;;~.ncy ••nt.ss n ^stah;" end nentrf:v in some town-* , *nd the 

' cone | i ' of <e.nupents by providin-i them with subsidized services 

nnd i m ilitife end --hie idir--̂  them vrom competi in on and risks,"' it 

is :v-netn i iy - • c o r n d that a s•> gcit icar t n u m b e r of enterprises have 

toeun est^clisned over fne years. 

Hardly any mar/i on is made of the fact, thai: bFls have eschewed 

corrupt practices : Frank Chi ldn howeve: does remark on cases of 

!<i ok backs to loan off v:ers in two ol the institutions, but it. is 

not 1ikoly that the problem is of serious magnitude since no other 

commentator d'i scusses t, 

Surpr i s i ng 1 y. little is said about how factors beyond the 

control of o n % have contributed to an unimpressive performance, 

for ss'tsnne, no ment'or: is made of the fact that in the early 

years, to 1 lo'-"i v 4 rdenoncienoe, m l s takes were almost 'inevitable due 

no the po? it-ica! cl imate existing at the time. There was a 

.' a o '1 r n t. J i.?, t i r: > eel, r o m p o u • 'i d e d b y t h e m a s s i v e s u cc a s s o f t h a 1 a n d 

sett lament scheme which involved the transfer of land from 

Europeans to Africans, to indigenise industry. Additional factors 

such as the need to create employment, the government' s wish to 

a11 racf forei gn i nvestors, the po 111 i ca • dsr» i re to put peop 1 e i n 

key decision-making positions, and the overall policy to quicken 

the pace of industrialization all led to an emphasis on the number 

of projects promoted at the expense of quality backed by detailed 

18 
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;-usoare:-,. 

• ] if-j v-! . •• ;• was thiniy upi -.t:-,u riijnr. > rorT< the very 

.^ginning and the undertaking of too many projects or;'!y e -^acerbated 

.h« oroblem, Frequent 1 osses were experienced aw rusu' c, of the 

• cv proper management and pocr i of en^on ">y the .v stretched 

o.-.spi te fchi , the i nsi si.ence cn ' humber.-3' rather than 

' qua! i ty' by the government, per svetea for v.-mrs -ir- ' mi 11 ions o"'" 

Gfti 11 iny;, in the form of equity and loans were uti 1 i zvti to prop up 

eil^vg compan i es (token T©<ti 'sr-;, Uchum i Supermarkets. Salt 

hauufacturars Kenya Limited) even n>, new projects were being 

i n 1t j at. -jd . Tnia approach i nov tcaui v "caul tod in excess oanac i ty in 

isi'-iustr • es and since not ,•• ! i the salvage operations' were 

eucoessfu 1 , valuable resources were wasted and this wc.s man -r'esteri 

i,-i worseni ng f inaneia ! reports for the DFIs. 

As issue of o: cu ; ." pn if icance is that PFl's appes- to 

have i i i i nf i uence w 1 r.h ~> r. che government, without gaining 

access to high level deci si on~rm,hers in the government, DFX.- -annot 

oxerni ao. any control on the formulation of industrial tieve 1 opraent 

a I an;;. a- s economist^ has observed that Kenya's industrial ization 

plans arr- not consistently supportive cf industry and this is 

mainly because the bulk of the nation's politicians and senior 

bureaucrats do not have major economic interests in manufacturing; 

Thai r investments are in farming, trarn-p-rt. so! vices, small 

trading, and real estate. Due to the nati on's racist colonial 

1 c! 
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:'eabl e r-vterest; i n 

i industry, mai ntai n a low prof i 1e po'l i ti ci 11 y and their influence on 

government policy in 1. hi is e ,t. remei • iim;tee. 

DFT-: due to their ] ow standi net on the political to turn pole 

cannoi: exe; e \ Iecti ve 1ohpy en Pen «1 •.-tc 1 r.l 

.-! ki r..\ 

The sense of priori cy (or Iac-i- en ) that ene: government 

actual ly attaches to industrial development car, be gauged from the 

suspicion that the ohJ ar gu.ment that agri •:••..! fur e ar-o industry are 

antagor.istica 1 1 y involved in a zero-sun game appears to still lurk 

in the minds of policy-makers, This is despi be evidence that the 

fortunes of agriculture and industry are closely interwoven in that 

improvements in agricultural product!vity depend on adequate 

supplies of industrial incuts (agri cu 1 tura 1 implements , ohe-rn eal 

fertilisers) and that the expansion of industry depends to a le-ge 

extent on improvements in agricultural product! vi ty a"' 

Finaily( the high rate of importation of consumer goods as 

well as factory inputs has affected enterprises assisted by DFT.s. 

Trtis : import-culture' is, ironically, the result of two and a half 

decades of policies favouring import substitution industries. 

Measures to step up local production of import-replacing inputs and 

consumer-goods has been opposed by powerful political forces with 

v ested i n t e r e s t s in t h. e i m p o r t b u s i nes s ,'' 

Since many of the projects assisted bv the OF Is are of an 

5 ••a 
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'Q . . . 

import-substitution nature the institutions end up with 

deteriorating portfolios. 

DFIs do not exist in a social and political vacuum. Indeed, 

it can be said that the primary brief of DFIs was Kenyani zation 

(also termed Africanization or indigenisation) a policy that was 

obviously motivated by social and political considerations. 

Kenyanization in regard to DFIs included equity investment in 

foreign firms and local entrepreneurship development, as we have 

previously seen, but small industrial development and rural 

industrialization were later added to the list of objectives. 

Kenyanization and the country's industrial policy (we shall observe 

briefly the industrial policy in the next section) are virtually 

indistinguishable and they botn also translate easily into the 

government's broader social, political and economic objectives. 

However, it does seem evident from the available literature 

that DFIs have failed in their attempts to fulfil the closely 

intertwined objectives of Kenyani zation and industrial policy,, On 

a broader canvas this failure could be seen as a betrayal of the 

government's social and political agenda and also a setback to the 

socio-political and economic progress of the country. 

Bearing this in mind it becomes vital to understand how the 

activities of DFIs .can bs reconciled with the national interests of 

the government. to bs able to do this we must first establish 

whether empirical investigation actually validated the observations 

21 
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made by commentators regarding DFIs and their pursuit of the goals 

of Kenyanization and industrial policy. If the observations are 

shown to be valid, we can then proceed to search for methods of 

improving the situation at both the institutional level (DFIs) and 

the poli oy-mak ing 1 eve 1. 

RESEARCH . HYPOTHESIS 

Kenya does not have what could typically be described as an 

industrial plan. Instead, the government follows a series of 

policy pronouncements formulated within the framework of the 

principles and objectives embodied in the Sessional Paper Mo.10, 

which Kenyatta once dubbed Kenya's economic 'bible', and the 

constitution of K e n y a . T h e s e statements can be listed as follows: 

(i) The building of a strong, self-reliant and indigenous 

b a s e f o r i n d u s t r y . 

(ii) Promotion and assistance to the establishment of 

industries based largely on locally available resources 

whose products have export potential and" are also 

required by the masses within the country, 

(iii) Creation of increased opportunities for providing 

productive and gainful employment particularly self-

employment all over the country especially in the semi-

urban and rural areas; and 

(iv) Ensuring that as far as possible, the benefits of 

industrial development become available in all regions 

41 and parts of the country. 

22 
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DFis as government agencies can be expected to play a crucial 

role 'In achieving these goals, which I have restated as: 

(i) Building of a diversified industrial base comprising 

consumer industries as well as irrtermedinte and capital 

industries. 

(ii) Building up of :ndustriss utilising locally available 

r e s o u r c e s i r \ s t e a d o f i m p o r t e d i n p u t s ; a n d 

(t i i) Employment creation and widespread entrepreneurship 

development by sncouraginy rural industrialisation, 

assisting small and medium scale enterprises, and 

encouraging the use of faster appropriate technology. 

Preliminary observation however seems to indicate that DFis 

have fallen short in achieving these objectives and in order to 

determine the truth or falsify of this view, I have formulated the 

f o 11 o w i n g h y p o t h e s e s: 

(i ) DFIs lending practices have fai led to support a broad 

range of consumer, intermediate, and capital industries. 

(ii) DFIs have encouraged industries that are heavily reliant 

o n impor te d i nputs rather th a n 1oc a11y a vai1 ab1e 

resources. 

(iii) DFIs lending practices have encouraged the centra 11sation 

of projects in urban areas. 

(iv) DFIs have a tendency to support large industries rather 

than small and medium scale enterprises. 

23 
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(v) oris do not encourage their client"; to make use of factor 

appropriate methods of production. 

METHODOLOGY 

T h e r e s e o r c h d e s i g n w ill c o m p r i s e c a s e s t u d i e s o f t h e 

development finance inetitutione. These will be based on the 

annuel reports of the institutions which are expected to show 

souroes of funding, profitability of the institutions, and the 

sectoral and spatial distriDutrion of investments and commitments . 

In addition, I shal 1 visit, the offices of these institutions where 

I intend' to interview officials using a detailed interview 

schedule. With this interview schedule, I hope to determine, 

(i) Whether the lack of imported inputs is a major complaint 

among client firms. If it is. this would be an indication of 

reliance on foreign rather than local resources. 

(ii) The levels of investment by DFIs in consumer goods 

industries, intermediate goods industries, and capital goods 

industries. However, it needs to be noted that the divisions 

between intermediate goods and consumer goods, and between 

intermediate goods and capital goods are sometimes unclear. 

Nonetheless, i n termed i ate goods industries aire often understood to 

be industries that provide inputs to both consumer goods industries 

and capital goods industries and we may therefore consider 

intermediate goods as goods requiring further processing or 

assembly. Based on this criteria, we can list the intermediate 

goods industries as being textile, metal, vehicle components, 

24 
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leather, and wood products industries. Consume* goods industries 

would be agricultural processing, food, and beverage industries, 

while capital goods industries wou'l c.i be the tra-j it •» oral heavy 

engineering, chemical, and pharmaceutical industries. 

( i i i ) Tne firm sizes enjoying the most DPI as.'-, i stance, i . e, 

whether they are small sea le, medium see, 1 e, or larg^ scale firms. 

However, there is no universally accepted way of measuring ths si ze 

of an industrial establishment, Diverse measures have been used to 

rank firms according to the amount or type of capita! or assets of 

the enterprise. the number of employees, the volume or value of 

output .• f i oor area of workshops and offices.., amount of energy ussd, 

functional character isties like form cf management, or any 

combination of these criteria. DFIs use the amount of capital 

invested as the yardctick for size. According to the statements of 

policy appearing in the annual reports of the DFIs, projects with 

a total capital investment of less than one million shillings are 

deemed as small scale industries while those with c a p i t a ! 

investment between one million and five million shillingo ore 

considered medium scale. Those v.;i th capital investments exceeding 

five million shillings are considered large scale projects, 

(iv) Whether efforts ars being made by DFIs to encourage the 

use of factor appropriate techniques among their clients. 

Data Analysis 

The hypotheses numbered (iii), (iv) and (v) relating to the 

dispersa1 of industry, support to small and medi um sca1e projacts, 
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and the use of factor appropriate technology respective1y, seem 

amenable t.o evaluation using econometric methods since the related 

data are readily quantifiable. The number of projects based in 

the rural areas can be used to determine DPI lending practices in 

regard to delocalisation of industry, while the number of small and 

medium sca 1 e projects ass1sted can be used to determine DFI lending 

practices towards small and medium scale enterprises. The number 

of employees engaged in client firms can be linked to the type of 

technology used since in a labour abundant economy labour intensive 

technology would be considered factor appropriate, 

I have introduced a model which I shall use to display the 

effect of government policy on DPI loan/equity (loans and equity 

participation) assistance to projects- In an ideal world, 

loan/equity approvals should be a function of government policies 

supporting delocalisation of industry, building up of small and 

medium enterprises, and alleviation of the unemployment problem by 

use of factor appropriate technology. However, according to some 

of my hypotheses: 

LE # f (location, Smal 1 /Mediurn, employment) 

Whether the above expression is true or false shall be 

determined using the following multiple regression equation: 

L.E = a + h,, LOCAT + b, SHE •J- b, EMPLOY i • i i 

For the purposes of this study, Rural will be defined in terms 

of distance from the major cities, Nairobi and Mombasa which have 

relatively high "industrial concentrations. Regions outside the two 
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cities and their per i pher 1 es will therefore no termed as rural . 

In the model, the parameter 'LQCAT{ represents the number of 

rural-based enterprises, 'hMF1 represents the "lumber of o.mal 1 and 

medi urn sc.a 1 e enterpr ises, ?aid <SEMPI.0V' representr, the :iumiier of 

employees. For the purpose of this model 1 intend to u-*-e cross 

section nnd time series data for a period spanning the 1 b.st 15 

years or so, which seems a sufficient duration for a trend to 

manifest ito-elf . Tf the information i s available, parameters -.uch 

as 'collateral cover', ' COLi.AT' and ! foreign exchange impact' 

(Import substitution/Export promotion), 'FOREX', will be added to 

the model. Needless to say, the more parameters there are in the 

model, the less the likelihood of bias in the final estimate. si 

F r o m v a r i o u s F. c o n o ?m c Sur v e y s i t is app a r e r11 t h a t 

expenditures on loan/equity by OFIs are greatly influenced by the 

value of the Kenyan shilling ire relation to the major currencies 

these institutions being quite reliant on foreign banks and donor 

agencies. 

increasingly high exchange rates have made it difficult for 

DFIs to repay loans to foreign lenders and the government often has 

to make payments on loan instalments on behalf of the institutions. 

Loan and equity assistance to industrial projects has also been 

curtailed while due to tne unfavourable exchange rates, the nominal 

c o s t s o f in11i ati n g and ex pan d ing proj e c ts i i ave been 1ncre asing 

even though it is probable that real costs have not changed or have 

aci;ua'i 1 y f a 1 1 en due to the poftsb"; e rationa 1 i ration of production 
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methods. 

in order to attain the rani values of ican/equity assistance 

offered from one year to the next, it is necessary to dePlats these 

fSoure-s using either the OPT (Consumer P r a e Index) or a Foreign 

Exchange Index based on the rive major currencies that command 

general conf i dence, "i,e, the Amer-ioan col Tar, English pound. 

Japanese yen, German mark and French f ranc. I cons" der a > o o o n 

exchange deflator to be more approprfate to the investigation at 

hand because; 

(11 DFIs rely con si derab 1 y on foreign currency loans and when t he-

shilling depreciates,, or is devalued, foreign currencies become 

dearer in comparison. This makes it difficult to repay foreign 

d e n o m m a t e d loans and therefore puts a damper on borrowing by the 

PFTs. This consequent ] y diminishes their' ability CO 

c1i ents 1 oca11v 

Converssiv . v;hen foreign exchange a r e f a v o u r a b 1 e, 

foreign borrowing i s likely to be encouraged and the capacity to 

lend strengthened as a result. These fluctuations need to be 

e 1 i m i n a t e d , 

(11) in relation to the above, various .Economic Surveys Indicate 

that the Kenyan economy has been experiencing frequent, 

d e p r e o 1 a 11 o n s a n d d e v a 1 u a t1 o n s : t h e r e w e r e t h r o e d e v a. 1 u a t i o n s i n 

1931 and 1982, and in 1993 the shilling was devalued three times 

all in the first half of the year. 

A forei gn exchange def 1 ator i s th&ref ore necessary i f we are 
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to arrive -it rea^onahlv accurate values of financial assistance 

0 f f e r e d fo y t h a i n s t i t u t i o n s . 

CONCLUSION 

T ndnstr i a 1 i ;rn i. i on has a crucial re ' e in long-term development. 

It ten reduce dependence on externa i forces, provide emp 1 oymenr,, 

foreign on change end domes tic savings, For i ndus tr i a i i zaci on to 

ta!-:e off access to oaoit^i must he assumed. 

Unfortunate1y in Kenya, such acoeas is limited. Commercial 

banks prefer to give short-- term loans rather than 'he mnd->um and 

long term loans industry ne^ds. Alsoo in recent year". i*ne 

commercial banking sector has been the victim of crises wh . h from 

reduced pub11c/c11enf • confidence. 

The stock market. now forty years old, has all along been an 

Ovei—The-Counter (OTC} market with restricted access for the public 

resulting in. a low trading volume and low capitalisation. With tno 

formation of a Capita; Market a Authority reforms have been 

introduced; but it is rather early for them to have a significant 

1 mpact, 

Non-Bank financial institutions such as insurance companies, 

due to an overbearing government presence in their activities, have 

been severely limited in their ability to work as activators of 

resources, e.g the Insurance Act whioh limits access of Insurance 

Compan i es to the s t,oe k n; a r k et. 

As for informal finance institutions, e.g Rotating Savings and 

OQ 
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Credit, Association*, the resources a v a i l a M £ to thB.se mostly rural 

'orgatv; t • ons 'us too limited for ..hem to 00 of 'toy sop r eo ' ah1 e 

help 1.,;: industry o. 1 arge. 

Tost therefore i eaves development f i nance 1 nsti tuti :.'OS . The 

purpose of this v tody is to discuss end an a 1 yse their a o t i v ties 

with regard to the mariufantur : ng sector , T hop<-' that by c I o&u! y 

observing these institutions, freer, insights into thei " viab'i ;• rt.y 

and efficiency can oe attained and recomrnendat 1 ons made on how to 

i m p r' c v e t h sir e f i •' e o t i v e n e s s 1 n r < t g a r d t o t h e all o c a t i o n o f 

resources, financial or otherwise, to industries in Kenya 
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APPENDIX I 

{ 1 f R) E j M - O j ) Xj >E( (1 + iaj)Xj ( 1 ) 

Where, P is finanei a 1 loss per unit of principal loaned, 

(1 + r) "i s p r •» n c i p a i o 1 u s \ n t. e r e s t ri u e p e r u: • i t o f p r i n c i p a i , 

Pj -is financial loss per unit of principa! on a loan j, 

Xi is the actual size of a loan j. 

i is the cost of interest r.o the financial institution of 

raising resources, per unit of principal -
SJ 

a i s t h e c o s t. o f ad m i n i s t e r i n g a n d s u P a r v i a i n g 1 o a n s p e r • 

unit, of principal. 

The financial costs and the administrat:ve costs of a lean x'j 

can be shown in the following manner: 

t i - c) -CP (1 - oi l X./c, X, (financial costs), 

a ~ a j Xj/Ejj^ ( ad mi ni strati ve costs). 

Substituting this'back into the above expression, we then 

have: 

{1 - p) (1 f r) > (1 + i .) i- a (2 5 

or r > ( i + a + p) / (1 - p) 

The term on the right hand side gives the total costs of 

lending, including expected losses due to default, expressed as an 

interest rate. P appears in both the numerator and the 

denominators since the interest payments or. the good accounts must 

cover the 1ost pri nci pal in addition to the 1oat interest on those 

in default, 

(Source: Financing Small-Scale Industry and Agriculture in 

Developing Countries, World Bank Staff Working Paper No.SIS. D. 

Anderson and'F. Khamoata), 
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Do you .provide different maturities for loans of different usage? 

Small scale enter prises are unable to negotiate effectively for 

inputs. Ho you assist them in procuring necessary raw materials, 

machinery, spare parts, etc.? 

Po you fi nance the deveIopment of adaptations of imported 

technology to local conditions (appropriate technology)? 

If yes, now do you spread knowledge of this appropriate technology 

techni ques (i . a marketing, uti "I i nation and servicing)? 

Could you mention a few examples of these new techniques and where 

have they been implemented? 

Do you have a method of keeping in touch w*th other development 

f i nance ins111i x tion s (DFIs) i n t ha wo rid? 

If y es. pIease explain 

What is the extent of intet— inetitut1ona1 co-operation between this 

and other DF.Ts? 

C o m rn e r c i a 1 R a. n k s ? 

M o n - B a n k F i n a n c i a 1 I n s t i t u t i o n s ? 

Informal Credit Mechanism e.g rotating savings and credit 

a s s o o i a t i o n s ? 

Do you have figures showing regional distribution of projects? 

Regional distribu11on of 1oans? 

What percentage of your loans have you managed to recoup, on 

average, over the last ten years? 

Do you accept debt to equity conversions? 

Do you offer other financial services besides lending? 

What financial instruments do you use? 

4-0 
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APPENDIX IT 

QUESTIONNAIRE 

AGENCY INFORMATION SHEFT DA' 

NAME OF INSTITUTION 

P F R R 0 N B r 11! G T H T E R V T E W f D 

POST.TTCM 

Could you jive a brief background of this i net i tut i on? 

Do<•»s Ihe i nat.i11; t i o \i ft a vs a n,an d a ta a t a te ma n t ? 

Do you use the statement in evaluating and supporting project? 

What is your source of funds? 

W h a t d o r u m e n t a t i o n d o y o u r e quire fa e f ore c o n s i d e r" •• i g a ). 

8 p p 11 c a t i o n f r o m ? 

tooal i nvos tor 

Foreign ! nvestor 

T o i n v e s t o r s v o u p r o v i d e : 

Venture capital, encompassing managerial, 

M a r k e t > n g a n d t e c n n i c n 1 a a s 1 s t. a a a e 

Seed capital and equity - participation 

V e n t u r e o a p i t a 1 a n d e q a 11 y - p a r t i c i p a t i o n 

What do you ask for as collateral? 

Title deeds 

Machinery/Fixed assets 

Per s o n a 1 gu a r a nt.ee s 

Others 
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Do you ever lend without'. oo1 latere 1? 

The government in Sessional Paper No. 1 of 1980 discusses reducing 

collateral requi rement.s as tab I i shed by commercial and public banks. 

have you been askeci t> redi>ce co 11 atera i requ'i rements? 

If so. by how much and by whom? 

What is your current lending rate on security value? 

Do you nave figures on col lateral cover on your loans? 

What proportion of total capital do you provide to clients? 

How do you determine the following? 

Duration of 1 can 

Grace period 

Interest rate 

Limits >' amount) of loan facility. 

Describe your 1 oan structure 

Short-term k%): 

Long-term {%) : 

How do' you ensure finance is utilised for the objective? 

Whi ch Act governs your insti tution? 

Does the government require a particular debt: Equity•ratio? 

How would you term the following in order of importance in 

determini ng the organi zation' s 1 oan po 1 i cy towards projects? 

Emp1oyment creation potential 

E x p o r t p o t e n t i a 1 

I m D o r t ~ s u b s t i t u t o n p o t e n t i a 1 

L. i n k a a e s 

Owner s hi p: Af r i can 

A s i a n 
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• •mo t i on •••f p a r o i s f a t n 1 s o f war/ f> 

:.-..; n i her Aft f Cuftizat'ion as one oi 

y o r p r" rna r v a r> a 1 a 

What, proportion of you •: Menls: t a. j j under the to i lowing nategorh 

jo you a a a i sr. tne ~ or cams i oaa.rr in any 

ta.at ?n years? 

1 ) 3ma 1 I scale 

ii ) Mediurn scale 

s a rayed that oomoared to 33ns, i ar " 

io i lowing croup? tor 

•> 3 £ n s , l a ; je e n t e r p r i s e s cont:* ifcuia. 

; > r r a g ing i ndi rect amp 1 oyment t h ro•;.j: 

cages, Does your experience support a-

11 -

mo r e t o r; m p 1 c y m a • i > L • .• 

back warn a n -rJ o c a a; d I 

d"! 3mi as thi b argument.? 

Are figures availabia to hack your answer? 

ate tnat email scale enterprise;-• "i c 

capital needs no 

from -internal o 

ire met largely "i n e s tmen a ano wor a j ng cap11 a i 

ion, persona] savings and informal a p o !-• > 

intermediaries (moneylenders ana middlemen;- Institutional credit 

is the last resort. How do you respond to this view? 

Compare the costs for project promotion, appraisal and. supervision 

enterpr i see an 1 ar ger en te or i sea . 

=crsien i ng sma 1 "I projeots bsing prepared? 

3 m a 

Are new devices fo< 
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Often we f m d that, institutiona'l credit for large enterprises :s at 

an artificially lower interest rate than for SSEs. Comment on 

this. 

Does the government offer credit guarantees for loans given to 

SSEs? 

If yes, what are the condi tions f or compensat on 9 i ven by the 

government? 

Does the government subsidize any of your loans':-' 

Commercial Banks are we^ry of 'Sending to small enterprise due to 

costs and risks involved. Has this organization considered acting 

as a guarantor of such loana? 

If so, what percentage of risk.do you guarantee? 

What factors do you take into consideration when you accept tv act 

as guarantor to a loan? 

Do you have any foreign operations? 

Do you undertake any of the following functions? 

a) Re-f in anc1ng of loans 

b) Underwriting of capital issues 

c) Leasing 

d) Pilot projects 

Do you undertake business training, problem-solving seminars or 

What effect did government-control led interest rates have on 

horrowi ng by SSEs and 1 arger enterpri se3? 

Di scouraged 

Encouraged 

Hard to say, 
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if any. cl' d fchav have o n the refaym^-n. of i pans" 

Now that interest rat-a; have been I re--d, what t i this 1 ihely 

to have on borrow i 03 rw spi-s aurj of her er.terpr ise3r' 

What are your our rent lending r r e " ? 

How no you compare the . st ioo'-vi s on arid 0011 ecf 1 on of debt s f m m 

srna 1 1 - so a 1 e and 1 ar ger enter pri 

[JO you encourage large lndustrv tr collaborate with ->ma h! 

enterpr"] ae through eub-oordn act i rig ar r angements? 

.1 f y e a. p "1 e a e e g 1 v e e x 9 op 1 e s . 

Do you encourage SSEs in their transition f*~om smal 1 to larger 

e n t e r p r i s e s ? 

Please g i v e e x am p I e s , 

P1 e a s e a e s c r i b e a n I n. t! u s t r' 1 a E s. t a t s ? 

Wha t were the object Ivec af ee 11i ng up Industria! E s t aa a s ? 

Wl"iere are these Inductria 1 Est;at.es 1 ccated 

What are R.T.D.Cs? 

Where are they located? 

What problems have of Pasted Industrial Estates? 

How about R.I.D.Cs? 

Comment on the IPA and proposed S.R.D.C 

How does a revolv1ng fund work? 

Are R, I.D.c and industrial estate staff silo^ed 00 approve loan 

anpl i oat "i ons and collect: loan payments? 

If yes, what size cf loan car: they approve? 

What effect have Industrial Estates had on surrounding areas? 

How does a person join an Industrial Estate? 
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How about, -in R.I.P.C? 

Which sub-sec. tor of manuf actur i ng have you been involved with the 

most? 

Wha t wou 1 n y oin at.1, r" oi j te t h i s to? 

Please explain 'risk exchange' m regard to funds received from 

abroad, 

Please explain how it is transferred to- borrowers of the 

organization, \ 

Numerous projects have benefitted from loans given by your 

organization, creating employment opportunities; Do you have 

figures on the number of employment opportunities created? 

Do you keep estimates of va1ue- added for vour projects? 

Has the organization been approached to assist in the country's 

export-proiT-oton drive by assisting M.U.B and Export Processing 

Zones? 

If yes , whi oh pro jects has the crgan i zat i on assi sted? 

Do you have figures on the foreign~exchange impact of projects? 

Are there a n y are a s y ou co ns i d e r pr i o r11y a r e as ? 

Do you maintain, information on your clients regarding: 

N u m b e r o f e m p 1 o y e e s ? 

P r o d u c t a n a s i z e o f m a r k e t. ? 

Profitabili ty? 

Fxoort potent i a1? 

Production techni que? 

Can such information be made available to me? 

Do you share information on clients with other DFIs? 
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Have you had any fa'-ed projects? 

Do you have f t gores? 

What have been tae noon reasons t>r f m i ur e 

Please comment :n the chances of a project appealsa ! foreseeing any 

of the:? e prob 1 erne . 

What poiir.y and f i nanci a i ass'stance measure-. -.Jo you th ink the 

Government of Kenya •; GoK.) or donor oammunitv should extend to DFIs 

so that they meet thei" object-1 vec? 

Are latere plans to increase local soursing of funds? 

if so, comment. 

A World Bank report claims that- th<~ bad financial reputation ao 

small-scale enterprises results in part from the 'siipsnad" 

practices of lending mstifusions whan it comes to loan supervision 

and collection. It goes on to say that institutions should enforce 

eoayment obi igatiar>a stric11 y thus insti 11 ing f inanci a 1 di scipl 'oia 

in SSEs. Do you o c s e with this observation? 

Finally, would you he able to share a copy of a project evaluation 

summary with me? 

If not. would if look tike this? 
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• VALUATTOW SUMMARY 

Title of Project: 

Ou tp u t i n va 1 i-i e te rms : 

Output in physi ca't terms: 

Investment: 

No. of people employed: 

P r o j R o t. f o n t a r f : 

T o b e o o m p 1 e t e rj : 

ORITERIA 

n ) Oorrinierc i a 1 prof i tabi 1 i ty : 

1. Simple rate of return 

2. Net present va1 us 

3 . F111aiici a 1 aspeats 

A. 

EVALUATION RESULTS 

General comments about 

C amme rcia1 p r of i tabi1ity 

n at ion a 1 v a 1 u e add e d c ' t1 a r i o n 

Abso1ute effi ciency tssf 

1.2 Re1 a t ivs eifioienay 1" T •• T. 

.a d d i t i o n a 1 i n d i c e s : 

2 .1 Fmp 1 oyrnent effect 

2,2 Distribution effeot 

2 3 F o r e i g n e x c h a n g e s f f e c i 
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Sunpl emen tary conr. i dera 11 ons 

3. 1 In f rastruo tare imp i m o t i o n s 

. •? FPnv I ronment a 1 i mp ! i oa l i one 

General conclusions about 

Nati mal profitabi1ity 

i i i » lit*!oertair11y Ar>aiysia 

1. Break-even analysis 

,? . Sensi t i vi ty anal ysi s , 

3. R "i s> anal ysi s • 

Recommended policy, manager!a'i and other measures to s e c u r e 

successful implementation of the project. 
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