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V. -Hv y ' •CHAPITER |. 

INTRODUCT-ION ’■
; .

1. BACKGROUND TO THE PROBLEM4 .
*■

i

. ' The, Ken.yah*.Government has commjtted itself to
• * • ' - - - ' ' . ^

■ several general economic obj^^ives of which the major ,

ones are, Liniversal freedom from want, disease and#
f

exploi taction; \equal opportunities for advancement; and 

high and growing per capita incomes equitably distributed
1 The purpose of ,this thesi-s is. toamotjg the population., 

ascertain the- actual and potential role of the Kenya .

National Trading Corporation' (KNTC) in meeting these

economiccobjectives.

,* The economic objectives of the Kenyan Government 

'outnned,-above are .attainabie only with Increased 

specialisation and exchange.

/■

o

That i s t'o sayi ncreased 

specialisation and exchange is the basis for increasing 

prodiJcti vi ty and raising the levels of living of the

In a simple economy,- such as a more or less

- - - V

>

population.

sej/ contained v11lage economy, exchange may be a simple 

process, of face to face bartering between two individuals

However, in a more advanced economywith surplus goods.

■ ^ 1■ .^3^public of Kenya, African, Social i sm and its
. Application to Planning. Sessional Paper No.' 10 
(Ngirobi : Government Printer, 1965), pp. 1-2.

- ■<&
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- exchairge^wi11 be highly complex system involving a
T '

• fjp.w of goods, money, and information between groups 

of producerg,; and consumers, who' may be-.separafted frpm •

each other.both spatially and .temporal 1y. Exchange 

or marketing is thus an integral part-of ecorfomic 

development;

Adminustrations in. Kenya, both before and after 

^independence,, have involved themselves in both the
*

’v- • •

^omestic and internatibn'a.l- marketing system in attempts 

to rectify perceived shortcomings. Marketing boards, 

co-operatives, imp.ort quotas and tariffs are examples •
^ -■

of this involvement. Since Independence the Kenyan 

■.'Government has increased its-participation in trade 

with the fdhitiation of the KNTC. The first part of this 

thesi s looks at the nature of the, i.nheri t^ed economy i n0/
■an attempf'to determine the types of problems that existed

which'_^might have been solved by a state trading corporation. 

The second part of_this thesis attempts to determine how .

the KNTC has been in meeting its own limited^ul
‘ success

objectives.

A United Nations publication lists 12 possible aims 
2 ■

. ■ of state trading. ,
V

- 2. United Nations, "State Traaing in the ECAFE .Region',' .
■ E/CN.M-/665, pp. 1-2.

v-
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3
4 ,^to ensure i^dequate and-regular supplies at

. ■<•. .  ■" f - 'T"'-- ,.

reasonable and* stable prices of essential .

/
* sv

commodi t ies to mee't loCai demand;
■■4-

to secure better prices for export and, import
cf

• products through increased bargaininti power;

’oil I to'encourage-production of essentia,! agricultural 
and, Tndustri’al pommoditiejs by means of price 

and othe'r incentives;

IV tp stabMise the .domestic prices of specified 

. products by-control1ing their production and 

* marketing; • -

V to exptore export,markets for products and to 

dispose of exportable surpluses of commodities;

VI to®secure the advantages of bulk transactions;

VI I ‘ to faci l i tate-trade With centra‘l J y ,pj anned- 

economies; •

VIM to facilitate the import of goods financed under 

foreign aid programmes;
IX' to facilitate the implementation of trade agree

ments and barter deals;

to transfer trade from the control of non- nationals; 

XI to raise revenues for the treasury;

XII to facilitate sanitary and public health controls.

I

»
;

'v*- ■ ■

f •

o
.*

1

r-.

(S- .

I

. . . . . . . . . . . . . . »■

• ■ 'A . '■
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Tbe U.N. lis^ is not exhaustive} other possible
>• ' ■ W ■ ■

objectives might'inci tide:

XI JJ. to redistribute 'real, income bf manipul at ing the,

N*'

r,
i . ' n.:^ jet;;

price- system;
k ■

XlV to protect dofnestic industries'; i1.

w-

TXV to conduct .ecpnomic warfare-r-\^'
■' ■ 'S’ ' . ■ -

The KNTC might have been used to accomplish mariy

of the fifteen objectives outlined ab'ove. However, in 

^ p.racti ce. j.ts mai n ' objeqt.i-ve ' i-n Kenya to date has been 

the transfer of trade, both importing and domestic whole- 

sal ing , out. of the hands of non-Africans'-. • Th-i s -was- 

perceived as ah important, goal .because virtualiy all 

■ ■ importing into Kenya at the-time of ■ independence was through" 

■ European atid Asian firms and because almost .,al 1 domestic
i: -. - . .
wholesaling was by Asians and to a lessex..,extent £uropeans.

In "order to reach the dverali goals of universal 

freedom from want, disease and exploitation; equal opport-
U-X - ■ . . . . . . . . ■ . . ■ • •

unities for advancement; and high and growing per capita 

* incomes equitably distributed among the-pbpulat ion a 

number of sub-objectives have been agreed upon; one of 

whioh is the need to ATricanise.3. .

i '■

1

. ^
•*

1.

i

i -

o

!- n.-.-

S Repub 1ic of Kenya, African-Socialism and Its Application 
to pTanhinq. Sessional■Paper No. TO^ (Nairobi: Government ' 
Printer, 1965, ) p. 25.’ - .... -

>'

i’
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As. Ses^ignal . Paper J 0 of. 1"965 on African-Social isni'puts

■ it

l : , , ^ in'any
. ' reasonab>l;e. perspective i s ' l i kel y; to be of short-term 

duration. That'itwi11 be achieved.in the not too- ■■
^ distant, f uture is unquestionable. The problem is' ‘ ‘ .

rather'to' reconcile the urgency of the trfatter with.
' ■ - _ citizenship guarantees and'the desire forr rapid

' 4 economic growth'.-^; •'.. ■v ' - -
This citizertshilp guarantee is th^, under,;_the B:i fT'’of Ri.gh^ts,.

^ cl ti zens'regardless ■of. ethnlc, racial' or geographic

origin wi.lj have'the right-to follow the profession and
. . . . . . . . . . . . . . . . . . . ■■ . ' ■' ■

trade of their choosing and to own property.5 However,

the authors pf Sessional Paper 10 of 1965 appear ..to';have
■ been unable to r'reconci le the^ghts'of non-African citizens

■ to be treated'.as equals and the des i re for Af r i can i zat ion ■'

for they go» on to say, "Ne,vertheless, (racial ) imbalances
'' '■ ■ " • ' ■

■have-been inherited from the past .and these imbalances must

. ; -be corrected.” To part i al 1 y overcome th i s'problem of

rac-iail imbalance in marketing, the Government passed the 

Trade Licensing Act, which gaVe'a legal basis fof.confinilig 

goods to citizen traders, and create the KN.T.C which was 

expected to give assistance to African traders who were tra- 

dincjdn goods confined to citizens by granting credit and 

channel ing goods through.‘African traders.

I?- ■

. #
W‘- ■■

*•

0

.-.-r-Zs

1

<rr.

r- -•
■4.J. Ibid.., p.27.

. -"5 : lbid.>-^p.28. :

- ■

X.

• 6 Ib'id, p.27.
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.The basic^ypotlie'sis of this di sserfation'i s that 

/-V— . this role chosen by the Government for the KNTC is too

. narrow and'that by .concent'rati ng'i ts .effort's on-African-
•4'.

i'Sation the'KNTC .is foregoing performing many other useful
ti

|.t is further hypothesised

' that al though, the-KNTC'may have had, a measure of success in
' • - - 'A- • *■

Targel y because Lt has - .

performed'useful 'marketing functions such as ordering, bulk 

breaking, warehousings _and transporting', its usefulness in 

meeting even this_ 1imited objective will be ’curtailed if- 

. “it ,peases_to perform • these marketing functions.,,'..

functions in'the Kenyan economy.

i ts Af ric,^m satibh'-objective
iij

■ “v’- ■ ■

/

Cl.

I I ; • ORGAN! SAT-I ON OF REMAINDER OF THE THESIS . - .

While attempting to test the general hypothesis that 

the objectives of the KNTC are too narrowly defined-for, the 

corporat.ion to measure up to^its poten'tial' and, that
Hi' ■ , V ' - 9

recent KNTC policy changes detract from its effectiveness in
•r r *

meeting its own lim'ited object i'W.e'of African isation- a 

number of sub-h/potheses are tested using several different 

data sources and methodologies. Methodology, data sources, 

and problems of data-collection will be'discussed as they 

relate to specific sub-hypotheses and problems addressed in 

each chapter.

The'aim of chapter II i s to describe those features, of 

...the, inherited Kenyan econsmy'whi'ch are relevant to the ana- 

ly-sis of the role of the KNTC.,

/'
o

i
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This‘incl udes the Jmportance of internafional 'trade to 

the Kenyan econortiy; the dominance of foreign owned-

i.i ■

•sJ . ,, ■ ■■* .• '•

^ manufacturing; banking 'arid :;triding insti tutioris in the 

K^yan economy; and the complexities of the domestic 

marketing system 

• ■ A Gonseqoenep'of this pattern,of 'resaurca^ownership

and al locatiion was; that the immi.grant European arid Asian ; 

groups-had per capita/incomes substantially in excess of •

■’1

i

■ ■'S

> the per capi ta .incomes .b.f-the indigenous African population.
_ ■

Since Ihdependence much of the Kenyan Govjg,rnment's 

development, efforts have been designed fomak-e the'if ore ign 

owned .companies more responsive to the needs of Kenya and

to obtaining greater African participation in all sectors of

• the keflyan economy. Some of these Government policies and 
■ . ■ .

-programmes are summarised in the f i rst ha,l,f-.-of chapter III.

As'ri'oted earlifer, nori-fif ricans dominated international

trade>and domestic'wholesal irig at Independence.' The second

half of chapter .I LI attempts to determine the reasons for

‘ this lack of African participation especially at the.whole-

. saler level. Some of the.reasons'discussed include ;lack

of capital, jack.of skills and experience, and business

organisational problems.. . • ,

programmes for improving the marketing

system have concentrated orL_mcreasirig the responsiveness'.

of the i^fketing ..boards and marketing cooperatives to the

^ ■need's of African farmers and to increasing the number of, '

a ■

■„r\

w* *•
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African .traders at the importing, wholesal'ing. and "retai 1 ing
'V' - - . ' ■

It was to meet this latter objective that the Trade

The stated

• , levels.

Licen^jng Act was enacted Snd the KNTC was ;seE up.

objectives for improving trade'"of both the .government and the 
<5. ■ ; . . .

KNTC are much broader than Afrleanisatipn. Chapter IV

is devoted to an analysis of' the potential -role of the
KNTC given the nature of the inh^ite.d economy. ..

Chapter V rs th'e f i rst of three chapters that ana- .

^lyses aspects of^ the current role of the KNTC. The first

part of Chapter V describes the organisation and growth

of thp KNTC since its inception in 1965. This secjri.on •

also includes a'-description of the three basic methods

of KNtC involvement in the marketing process of goods

that are confined to the KNTC, i.e. trading on the KNTC

account* acting as an indent agent, and* acjting as a licensing

ag'ehf. The'marketing- services proyided by the KNTC differ

'v- • ••

i)

for.e^ch of these three methods, e.g. when trading on
—- - -it . - - ■

its own account the KNTC provided credit, storage, trans- 

-1 portatibn and purchasing services but when- it licences 

the pnly service provided i.s channel 1 ing ,the commodity 

through African wholesalers. The more services provided 

by the KNTC the more working capital that it requires.. 

Recent KNTC jDolicy^hanges have resulted in fewer goods 

beihg traded on the KNTC account. It is hypothesised that 

a contributing factor to this policy change is-that the 

■ KNTC has become short of working capital due to defaults
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. on 4t5.,eredi t. prQgrarrirae; Data which supports hypoths is 

is presented in the second part of chapter V,

I t js hypothesi’sed' in~chapter-: V’i that-the'KNTC hasv.r..

^ad a measure of success in'Its Africanisat ion objective' 

but hfas been hampered partly by shprtcomin§s of supporting 

rileasures'Such’as::,the Trade Lj^ns'ing Act and partly 

because of the lack of resources under-the control of 

African trader's. it i.s also hypothesised that the drift.. »V- •

. of KNTC.-pol icy from’tfading on i ts own account to permitting 

its appointed sub-distributors to purchase directly from' 

overseas suppliers and domestic producers wTM-.result in the 

KNfC being a less effective AfriCanisation agent and that 

' • in' some commodities the change of policy may result in a 

partPal de-Africanisation of the importing or wholesaling 

• ■ of that commodity. . - ^ -

Data sources'which te'nd to support these'hypotheses 

Inq^lude data extracted from the KNJC files, interviews 

with officials o_f the KNTC, interviews with manufacturers, 

articles appearing in the East African Standard, the Daily 

Nation and the Sunday Nation, studies made by two members 

oft^the staff of the Institute for Development Studies and 

finally information collected in a small survey of Nairobi
‘ ■ f •

based KNTC appointed sub-di-stributors conducted .by this 

researcher.

o
■yy.

^n'chapter , TV it is noted that the Gdyernment has 

a ‘powerful tool for-redressing real Income imbalances between 

the richer and poorer people in Kenya and between urban

i'.
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and .rCiraJ areas in^the form of the KNTC'S pricing policies. 

T.he aim of the first part of chapter VII is to analyse the 

pricing policies actually pursued by the KNTC to determine 

to^what extent they conform to overal1 government goals.

The finbl section of chapter VII is a critiqde of the 

di stributorship ’poircy of the l^tl^C. '■ „
■W

■ ■

^ •; r

£
>

/■

0
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CHAPTER I I

■ THE NATURE OF THE ,1NHERI TED KEN-YAN ■ ECONOMY > . 

-I. \ I NTRODUCtlON ■. • ' •ft.

. •
•&

6

'• The aim of tin is chapter i s-to .(^scribe fhe main
features’ of the Kenyan economy"^- Independence so that 

- ■ • ■ - .. - ' i . ' <■

subsequent chapters.on the objectives and operations of

■ : the Kenya National Trading Corporation may be seen in

pefspective. Factors considered important are the role o'f'^-y v

international trade; the ownership of both'domestic’and

"international trading institutions; and ownership of

. manufacturing and financial institutions. ‘ -

ipCtion II indicates the importance of international

trade tp Kenya and includes da-ta’ on Ken.ya's balance of trade;

. ;the 'major.^impDrts and exports; and the geograph i.c. origin

. ^

0

and. destination of these imports and exports. The ^ '

■dominance of foreign owned and controlled institutions 

, in inddstries such as'manufacturing, banking, and trading

1 s h ighl ighted i n section Ml. Th.e final section outlines .

the major features_of domestic trade in Kenya at Independence 

-and includes a brief-discussion on the history of internal 

trade, the functions and services provided by a marketing
- x-.. ■

system, the channels of distribution of .selected commodities 
^arid the jdominance of non-Africans in the domestic distri- 

. butipn system.

■ , ■
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II. INTERNATIONAL TRADE

• r
>>. >

. Internat-Tohar trade 'plays.^h lmp6rtant role in the
Ken ân economy.. The value of goods"crossing Kenyan 

bonders was put at.^K L 167.3- mil Lions in 1964 "(Table 
Imports^ weVe K k 87.9 miTlHons (Table 1 1.1.) inI 1. 1).

»
^=.1964 which was 25 percent of total Gross Domestic -Producf 

v“- • ■ ~ , ■ ■ 2 ' ' ■

L -of that year. ; Imports.increased to K k 127.1 million in

1968'" (table J^l. 1 ) which was 27 percent of the .1968 total
. Gross Domestic Product.^

f. ■ V

Kenya had a negative ;visible trade, balance with..the 

rest of the world of K-k 29.7 millions in 1964 which had ‘ . 

increased to K k57.0 millions in 1968 (Table II.l). This 

negatI ye.balance was partially offset by .positive visible 

trade-.balances." with Uganda and Tanzania. Invisibles., 
■^^^such as receipts, from tourism and large capital inflows

frortf private, government and multilateral sources, made up 

^the*balamce. This ,re1iance on capital inflows, to the 

extent that they have tO: be repaid.In the future-, may 

resullL in a foreign exchange ..

o
..

(
■1■' The Kenyan pound (K k) is equivalent- to 2,. 8 United 

■ States'dol lar-s (US $>. There are twenty shi 11 ings in one 
pound. .

t^a-i- Gross Domestic^i^pet was estimated to be K k_ 
355.6 mil Hons in 1964.. Republic of Kenya, Kenya Statistical 
Digest. - Quarterly Economic- Report. September 1970, Table 2, 
p.io

.2..,:To

3 Ibid. ,- p.; 10;
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problem jn coming years',, especially if the flow of '
'>■ ■" ' ... * '.

•imported goods is'not curbed.

TABLE I I. r\
KENYA BALANCE OF TRADE 1964 and 1968 ^ 

■ * , JC k mi'H ions '

<5.-.

•0

-A-• -w .
t I

*?■

1964 . 1968 ■. ^

imports ...

From outside of East Africa^ 
From Uganda and Tanzania 
Total ...

76.5 114/8
12.3

127.1

Exports ■ , ■
To markets Outside-of East Africa^ 
To Uganda and Tanzania 
Re-6xportsC 

■ Totpl ■ '

. 'Balance of Trade-
rc, ‘ ■ ■ . - -V

With markets outside of East Africa 
-With Uganda and'Tanzania 
—Total° • •

46.8 57.8
26.4 26.3

. 6.2 . 5.2 .
79.4 89.3

o

-29.7
+14.9'

-57.0
+14.0
-37.8-8.5

i

Source: Republic of Kenya, Economic.Survey 1969, Table 3.1
f .

^Described in. the Annual Trade Report as. "Net Imports". 
^ “Described in the-Annual Trade Report as "Domestic 

Exports".
‘^Defined in the Annual Trade Report as imported goods 
subsequently re-exported without change of form 
to places outside of East Africa.

■ - “Difference- between total imports and total exports.-

■ The coionMa^l economic development of Kenya was based on 

Kenya.'s abil ity to produce and export primary products such
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''as-coffee, ^tea and si'sal to Europe, 

change earned from these .expprts was then used ;.tp

y.
The foreign ex-

■ -.V
import intfustrial products fnpm Europe. This basic 

pattern of trade continued after'Independence. In.

■1:969, 8i, percent-of all imports'originated Trom out

side of Eas-fe Africa and 84 peT^nt of all exports 

for destioat ion,s outside of EasfAf.rica (Table-T 1.2). " 
Manufactured goods^- comprised 7^ percent of ali.imports 

of which 6A percent originated from outside of East 

Africa. Primary products comprised 80 percent of'ail 

■' exports of wh.jch Ih percent were, for destinations out

side of East Africa. By far the ^largest .si'ngie-category : 

in exportswas SITC 0, food and live animais.

• € In 1964, coffee, tea and' sisal- together summed to-

., over 50^perce'nt of Kenya's..exports to areas outside of ' 

East Africa. Other important commodities were pyrethrum,

— ffieat and meat products, hi'des and skins, soda ash,

wattlfe extract, petroieum'products and cement (Appendix A). 
The major imports in 4964 were cr.ude petr-^leum, motor 

veMcles'and chassis, agricultural machinery and tracto.rs, 

industriaT machinery, iron and steei , fabrics, paper and 

paper products, pharmaceutical products and fertilizers 

, : ■ (Appendix A).

we re
■4

• •* *.- ,

o

~ 4 The conventLonal definition of manufactured goods
when using trade statistics ..is SITC 5-8. Primary products, 
are defined as SlTCO-4. The same classification is 
used, here thougti much of SITC 2 might .preferabl y be 
included as manufactured products.
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Much/of the imports^ into. Kenya are luxuries. .For ex-
- V ; , s’''

• ample, in 1969 passenger motor cars valued at K t 

_ 4‘,914„thous|,n’ds .were imported Into Kenya; during the same

„_year buses, barriers, trucks, vans'and road tractors

valued at K k 4,979 thousands were imported.

In 1964, 46 percent'of al reimports originated from
- . ■

sterling a r^a countries... The percentage . fi.ropped to 40 

^ percent in. I968. ' However, the percentage originating'v‘- ■ ■

jfrom the .U.ni ted Kingdom.‘remained the same in both years 

at 31 percent. This drop in the propprtion orginating
1

from other s,.terlin5 areas wad. largely due to. a shift- in- - 

imports from countries classified under the rest of the •

world category (Table III.3).

. I r-1. . THE IN ST I TUT I ON AL TR AME WORK 

KENYiliN DOMESTIC- INDUSTRIAL PRODUCTION

The presence of a large number of relatively high- 

■ Jjisome Europeans and Asians plus the fact that East 

Africa jiad a common external' trade tariff, resulted in a ma-
i ' .

rket that was Targe eno.ugh to support a nurn|^r of local 

manufacturihg'concerns. Four of•the nine largest 

. manufaetufing, industries (when size is measured in terms 

oef the value of gross production) were processor^ of 

local 1 y produced primary products.

East:<African. Customs arid~Exci se, Annual "Trade Report 
of Tanzania. Uganda, and Kenya’1969 (MombaSa: East 
African Customs and Exclse Department, 1970), Table 1.-

c
Q

•5

;7.
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..^TABLE ri .2 ,

■ .IMPORTS AND EXPORTS OF KENYA BY MAJOR'SITC CLASSIFICATION

' ' 1969’

V'. y •

'T

. , SITC CLASSIFICATION e:^portsIMPORTS
Outside-- of East '

' East Africa Aft-jca --.EastvAf r i ca Africa
Outside of 'East

0

\' .
Percentages ,of Tota I --Jmports-and Exports' 

2 • 5. 52 - “ 40 Food and. 1 ive 
V- ■ ■ ^ animals.

.1 -Beverages & tobacco 
^ Crude materials; • ' . .

-inedibles except fuels 2 
3 Mineral fuels, 1ub- 

rleant & related 
. materials. . .

.4 Animal & vegetable 
oi1s & fats 

5 Chemical
■ '6 Manufactured goods . 

classified by materPiT22 
7 Machfnery & Transport 28 

■ /. equipment . . 
o 8- Mi'scel 1 aneous

. manufactured'art i cles 6 .. 
9 Unclassified commod

ities S- transactions' 2

1• • a

12f. ■

4 ~ lo.^-'-' '1■ .-9

,1 1
-.8 4- 1.3 . .

4 65
1

2 r. . 1
--V

, 0 .. 0✓ ...
Total 'Percentage 81 - 84 *1619

t

Source: East African-Customs and Excise, Anrfual Trade 
Report. 1969, Tables I, I 1 , and V.

3 Signifies positive flows but of less than 1 percent.

i

r.-j-
.*
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TABLE 11.3

ORIGIN AND DESTiNATION OF IMPORTS AND EXPORTS 

1964: AND 1968

y '

u:
•.V

”

REGlON/eOUNTRT. IMPORTS 

■^64 1968

EXPORTS 

1964 1968
fl

■ -W .!.
4 »•i •

Percen.tages

Sterling Area

" United Kingdom 
Other Sterling

f

31 31
15 -9 fl

■ > 3

North America
. European Economic Community 
European Free Trade Area 
(excluding-U.K.),

USSR' and Eastern Europe

Rest of wo r1d

-UnalloSated parcel post 
and special transactions

-y To’tal

13 9
23 19

4 3-
e

A
2 2 :3 . 2

-16 20
i:

17 ’22a •vrjr-'-.'-

4 ‘85 4
f•• % :• ••

100 100100' 100

1>

Republic of Kenya, Economic Survey 1969 
Tables 3.9 and .3.1 3

Source;

■ ; t

i.'

A

• i*
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■ x-These t.ndu%tries'were grain mill products, meat .

'products, dairy products, and brewing and d't,sti.l 1 ing . 

products.^ 'jhe remaining" industries;,, i .e. ’ miscel laneous 

chemicals, printing and publishing, soap, metal products . .

.and tobacco were last-stage processors of imported 

intermediate gpdtfs (Table 11 With the exception of

tobacco and meat products all the industries contained 

more than T5 firms (Table II.4). However, in most of these 

industries a few firms "dominated production, 

shown in the following paragraphs most.of'these industries 

.. were financed by local European settlers' savings or 

were subsidiaries of overseas manufacturing concerns.

'The two•1arges|e^miJ1ing companies in Kenya are Unga 

^Ltd. and Mai da Ltd.. Ownership of these milling companies 

is, complex due to the extensive use of "ifoTding companies 

(Fig.l).

rr

*•.

As wil 1‘^b‘e

0

'•O'...-•A- .
r

----- yt

1

Republic of Kenya. Kenya Census of l.rrdustri'al Production. 
1963 (Nairobi : Government Printer, 1965), P. Tol

<?

: 1
• ■ All of the following information on the nine largest 

industries, except where otherwise cited, was obtained . 
from National Christian Council of K.enya, who controls 
Industry in Kenya. (Nairobi : East African 

. House, 1968).
Publishing

^ ■'
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y •

KENYA'S NINE LARGEST INDUSTRIAL PRODUCTION 

■ GROUPINGS 196-3 ■ '
.’‘■J

Establishments Persons Gross
. • ' engaged procluction

Import 
content as 
a percentage 
of total 
valbe of pro-_ 
duction

•«

■4 ■V

Number Number K k 000
• »•

I:U|.
lii-:
lliE! ■ 
1:111

Grain Mill products 39 
Meat products 
Metal products 
Da fry products- - 
Miscellaneous chem- 20 
Teals
Printing & Publ ishing7.3 

'• Spirits, beer & malt.17 
Soap ^
Tobafcco

1,973
2,068-
2,870

881
864

5
8 0"

48 90
16 - 5

30

Z,977
2,058 25

788 6717
1 702 . 90

■ f
^ ^ ^ ^ ... ^ ^

. Source: '.Republic of Kenya, Kenya Census of Industrial
Production 1963, jD". 102. A more compTete census of 
industrial production .is presented in Appendix 
Table a;3 .

o

' ■

_ _ V

BothtMaida Ltd. and Unga 'Ltd. were controlled by a single 

holding company, Kenya National Mills which wasbelieved

to control over half of the maize milling capacity and
^ ' ' 8 

about 90 percent of the.grain milling capacity in Kenya .

Kenya National Mills Ltd. was controlled by Unga Millers

which was controlled by Holdings Ltd. which wasi 'Ltd.

5
.Republic of Kenya. Report of the Maize Commission of 
Inquiry, (Nairobi-: Government Printer June 1966) pp. 
107-8

■ ff ■
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FIGURE I

CONTROL OF KENYA.! S M'i LL'i NG I NDUSTRY
■ ■■■•■ ■ ■ . . .

March I967 &

tanzarii a' Mi 1 Ters 'Ltd. ■ 'The Uganda Grain 
Milling Company Ltd.

A '> *iC.

'v-'• ^ 33 1/3% 33 1/3%
?

i• ••
Riziki Ltd.

' . ;•■ 100 %+

Holdings Ltd.

Tf^ c , ICO %
/:

100% ■ 70 % %■o

■ ■ .--s:-'; - '-V

Unga Mi 1 lers Ltd,
•• • -N s

■60'%

Kenya National’ Mills Ltd.
}

100

MCtda Ltd. -

s

Percentages denote percentages of voting ordinar-y shares

Source : National ChrisJu^iH^ Counci 1 of Kenya, who control s
t. ; Industry in Kenya, (Nairobi : East. African Publishing 

House-, l9bd). ^

>.
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. controlled by RizU!<i Ltd.- Riziki Ltd. Was owned in
y ■ ■ : ■ . ■

• equal part by Tanzania Mi 1lers Ltd., the Uganda Grain
• . i-'t - y ■

Milling Go i,'Ltd.-and Kenya National Mi 11s Ltd.. Kenya
■ ■■ •

National Mills Ltd.'control led Tanzania Millers Ltd. and 

had a 33 .1/3 % interest in the Uganda Grain llilling Co. 
Lfd..^ Capt. D'.A^ Vaughh-Ph i Iji^t•a' Kenyan citizen 

as of 1968,« was chairman of Rizi.ki■ Ltd.,,fioldings Ltd., 

Unga Millers Ltd., Kenya National Mills Ltd. and Unga Ltd.

The.'Kenya'Meat Cormni ss ion (KMC) processes nearl y 
all Kenya's marketed beef!^ The KMC, a Statutory Board 

appointed by the Minister of Agriculture', has-a special 

arrangement with Leibig's. extract of Meat Co. Ltd.

■" ■ and Oxo (East Africa) Ltd. Leibig‘s supervises the pro- 

' ductiofi and canning of the Fray Bentos brand of corned 

-beef and Oxo i s the local distributor fo^G., KMC and-other

'y- ■ ■'
:

S'.

?

0

■ canned goods.

- Metal products industry Is a rubric under which 

many different industries fall each producing quite
--

\
i distinct products. Many of the firms were controlled 

by or were subsidiaries of British and other European 

firms.

e

9
This was before the extensive nationalisat ion pro7 
grammes carried out by Tanzania and Uganda in recent 
years

10 Nat foKal ■Christian Counci 1 of Kenya,, and‘controls 
Industry in Kenya’, (Nairobi : East African Publ ishing 
House, iy63) p^3l-33



:iw.

• -y<P-

22
The' remainder were local l..y owned, predominantly hy 

By As i an-s.' V :

The Da.i ry' Products l.ndustry-is domi nated-by, the Kenya 

Co-operati\/'e'"C'reameries ;Ltd. i.-a co-o'perative society 

owned by the producerj in 1969 it'had 1,509 ^supplying

■members, of .which.abou;f‘~600 were individual A'frican
■ft \ ^ ^ ^

farmers and ..T98'African co-oper^ives.
■ft

insecticides .and other chemicels are imported or*

- prdcessed by a small .number of firms with international 

The four largest in Kenya are the Shell 

Chemical Co. of Eastern Africa Ltd., Fisons (E.A,)/Ltd., 

• Murphy Chemica,]s (E.A.) Ltd. and Twigs Chemical Indust
ries- Ltd.'^ ■

. #

• »•
. ^ ■:

connect ions.

Almost siK-t^ overseas publishers are represented,

mostl y. British, including Thomas Nelsop, Heinem'ann

. Educat ional. Books j Oxford Uni versi ty-Press and Longmans

Several indigenous companies have been'

-;fdrmed since Independence^ Incl udihg East African 
" . , ■ ,. - ■ ]4

Publishing House and Equatorial Publishers.

Apart from the extensive brewing of indigenous beer, .

Kenya's supply comes from four breweries, owned by two companies.

o

r
of Kenya Ltd.. ■ V

11 ,JbTd. ; pp. 110-113. • 

31- 33.12 ibid., pp.

13 Ibid-., pp. 117-11.8..

106-107 ,14 ibid pp.• 9
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East Africa's * largest 

The fourth

The East African^Bxewer ies Ltd.,

■ . locally owned company,'own three brewaries.
is owned by City Brewery Ltd! ^ . ;

ft..

; - . East Ai'rTcan Industries 'ttd.V a Uni lever associated . 

company*'in which the Industrial, and Commercial Corp

oration has. a substantial; holding, produced over 50 
percent of soaps'" and deterges produced in Kenya.

.. Other large producers'.of soaps and detergents include

■ .^Cplgate-Pglmol iv€ (E.A.) _L.td. , Elephant Soap Factory Ltd. 
and Baby Soap Factory Ltd.^^ • • -

♦ The British American Tobacco Company (Kenya),-Ltd..,

• ,.',’ a whol ly owned-subsidiary of the British American Tobacco 

■ Company„,Ltd. is the sole producer of cigarettes in Kenya.

•

- 17

C 18
FINANCIAL INSTITUTIONS

ten commercial banks conducted bus'itiess in Kenya ino
rcj-

. ■::'';^fe„T968. Three,, namely, -Berkleys Bank D.C.O. Ltd.; National

^aad Grindlays Bank Ltd., and the Standard Bank Ltd.
sum of 174 branches.. Thedominailed'banking nn Kenya with a 

remaining 7 banks operated a total of 11 branches between

The three large banks are closely linked withthem.

British banks.

15 Ibid., pp, 0^- 07^
16 WH:. pp. 121-122.
17 Ibid... pp. 106.

All information; used in this,section was obtained from 
National Christiari'Council of Kenya., who controls 
Industry in Kenya, (Nairobi: East African Publishing 

, l96«) pp,;. 161-203.Ho.use
• ;
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. "" The eommerGiiaV banks make. short term loans and are

.thus involved in financing commerce (Table il.5). Each
>•1 ' r

of. the thr;ee biggest commercial bank-s’in Kenya has est- 

ablished development corporations in order to undertake 

longer-term investments than the banks nornfajly accept,

li^d'uTider private financial 

institutions include building SDcjeties-iwhich jend money 

for the purchase of -erection of houses and insurance 

P ■.companies. ' •

Other sources of^funds -classi

1
!

.I
'V- ■I-

■ - TABLE 11.5 ' -

LOANS AND ADVANCES OF COMMERCIAL BANKS. DECEMBER 196?

K L '000■ INDUSTRY

Wholesale and retail trade 
Agricultural enterprises 
Manufacturing enterprises 

. -Gove rnmeii t 'se'cto r 
. Private '^households ' .

Oil companies 
' Othfer businesses

Total loans and advances

25,728 .
9,325 

-.10,944 
■ 1,300 

2,944 
2,782 

11,090

68,002

o

r
■ <

-—V .

i

Republic of Kenya, Economic Survey 1968, p.,,27. 

TRADING INSTITUTIONS

Some 200 firms were involved in importing and 

exporting. Most of these were owned by non-Africans.'^

Source;

19
i-

Nat^^onal Christian Co^jncT^ of Kenya, who controls 
Indu^ry in'Kenya-, (Nairobi: East African' Publ i shing 

.House,- 1968), p.52

■ ■ . £
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'Their interests arid operations vary greatly, some being 

‘special I Sts, others covering a wide range of„ ac-t i y i t ies. 

These may flncAude. the f inancing, buyi.ng and brokering of 

exported'crops; arranging transport, warehousing,

• .insuring and shjpping, • Importi'ng includes goods needed 

both for producers .and consume?^., and may invol've any 

’or al r the .stages pf supp.l y-actfng 'as manufacturers! ’

Jk.

.’.5-
r,- V

\
y- «•

.. agent'sj wholesalers, stockists, distributors and 
'retaiTers.^® A few of' the . larger ones are discussed

below..
+

(a) Mackenzie Dalgety Ltd. - (the Inchcape Group)^' 

In 1965, Smith Mackenzie and Co. Ltd.' amal-gamated with 

“^■Dalgety (EA.) Ltd, and formed Mackenzie Dalgety Ltd., a 

. group ^that together had assets of ove'r K t 7 mi 11 ion'in .

East Africa.- -Interests include hides and ski ns; insurance,

' livestock and estates', merchandise, pharmaceuticals,
- •• -T ' ’ *

_..agr i’cul tural supplies, agri cul tural eng i neer i ng , building, 

auctioneering, 'ty'res, wines and spirits, shipping, ware

housing, travel agencies, tea mach-iriefy and brokerage, 

coffee machinery, dairy rhachinery, financing, and secretarial
tr ' *

and professional services. Through the 35 directorships 

of Lord Inchcape, the company is linked with, for example.

isT ■

\

0

■ %

>

■d

20 jUd,.., pp. 53-5^.
21 ibid^ pp. 5^-55,
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^v

Bri ti sh* Petrolegm Co." Ltd., P 6- 0 Steam Navigation Co. 

Ltd., and the National- Provi nci al' Bank Ltd. ’ ■
i

■4-

* '• V'-
■(b) The Mitchell Cotts Group (The Drayton Group). 
The Mitchell Cotts Group's ac-ti vi ties"* centre in 

South Africa where the Group-ha^ 21^'subsi.d-iaries.

Kenya, Mitthell Cotts have 11 subsidiaries wi th activi.ties

In
• .

'v‘- • ■ ranging from making f-ruit squashes, producing beef,

‘‘ distributing ferti 1 iserT and other large shipping,- produce

and commercial interests. 'The Mitchell Cotts Group was

cqntVolled; until his'ideath, by one of the blgge'sf

- tycoons in Britain., Harley Drayton, who, as chairman

-.of 23 companies, had substantial interests in Britain

including, British Electric Traction, railways, newspapers, 
* • ’ *

investment t'rusts'-and telev.i sFon, ■

.t.'

9f*-

0 v...,.L. .■ '

'*V

(c) Baumann's

Among the largest merchants in Kenya is A. Baumann 

, and C4. Ltd., a public company whose shares are quoted 

on the Nai robi ■ Stock'-;Exchange. A. Baumann and Co. Ltd.,

K t

- - - yt

'•V

has^wide interests in the building, refrigeration,

electrical trades, mi 11ing, exporting of primary produce,

supermarket retai1ing in Nairobi, warehousing and distribution

_ _ , pp. 55-56
23 Ibid., pp. 59-60
22 Ibid

T-- . ^
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*:

■ of"-th£ products^of local and overseas' industries.

Other trading organisations with similar wide
' ' • » • . r--, . T'

reach ing^'ope rat ions in .Kenya and the- rest of the world 

■ include:'Lonrho; Unilever; Tancot; the Twentsche 

Overseas Trading Company (EA) Ltd,'; R.O. F^amilton Group; 
"'Phillips', Hafri'sohs and Cro^elfatd. , 'WiggLesworth 

and Co. .(Africa) Ltd,; Jos Hansen-and ,§oehne ,(EA) Ltd.,' ' 

and the Old East'Afri-can Trading Co. Ltd.

A.--br^|e|,.''de'scrip.tl«n of the marketing of coffee, 

sisal, tea and pyrethrum., the four principal exports

from Kenya in 1964, indicates the importance of"these
• ' * 2h

foreign owne'd trading firms in the export process.

Processing and marketing-of coffee are in the hands of

producers co-operatives, the largest of .which is the

-• Kenya PI anters ' »Co-pperat i ve- Union. J.he final exporting

-is controlled by. largely p'rovate foreign enterprises.

-Scime 55 companies are involved as.exporters of coffee,

buying weekly. aJt auction in Nairobi. The largest ex-

porter is Tchibo Trading Co. Ltd. . Other important

■ ■

^ •;

a

,

exporters incl.ude A. Ba.umann Lt^i,. , Rail i Brothers Ltd., 

affd Kenna Coffee Ltd. ^5

24 The,information on the marketing of these .four products 
was-obtained from National Christian Council of Kenya, 
-Who Controls Industtiy in Kenya (Nairobi; East African

, ighk).■ Siilfr 18-19:25
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The marketTng 9f tea is not focused on Nairobi 

.' •as; coffee i.s, but is in .Lopdpn. .Four tea b.rqkers and 52 

f i rms afe^ .rhyol ved in; tea exporting from Kenya, of which 

the largest b.ro.ker is Africa Tea Brokers Ltd.. Over 

-.80 percent of the crop is. exported, mainly by arrangement 

between a few Of, the larger pT^ducers and'.e.Uthejr. over

seas buyers Sr thei r own overseas di strfbuti.ngL chan-*"

-nels. the remaining' 20 percent of the crop is sold 

locally in East Africa through the Associated Tea' Growers 

of East Africa, acting on behalf of the producers'.

The marketing of sisal has always been centred in 

London, fibre being purchased in,Kenya through-agents 

■'licenced by the'Kenya Sisal Board. There are eight 

exporting companies. The la.rgest are^ Belli Brothers 

.(Kenya) Ltd'., (20-30 percent), wiggleswdrth and Co.

(Africa) Ltd., (20 percent), L-T-C. Kenya Ltd., (20 '

^percent) and East African-Acceptances Ltd., (most of 

the i^emainder)'. "27 ■

Kenya is the world's largest producer of pyrethrum.^® 

The Pyrethrum Board controls production and the Pyrethrum 

Marketing Board (PMB) controls marketing. The PMB owned 

58 percent of the shares in the Pyrethrum Processing Co.

S*'

V - • ■ ^

? ■:

4

o

: K

»-

2b >|bid.T^.24-25.
27 .iW.) pp. 27
28 rbid.. pp. 35-36.
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q? Kenya’‘LtdT, which owns the only operative factory 

in' Kenya; processing th.e whole of Kenya's prop as .a 

contractor of '-the Marketing Boafd.. I^itcheii Cotts 

(Pyrethrum) Ltd. (who once operated a second^^factory in 

Nai^robi) held a 30^ percent -interest and the Common

wealth Development. Corpofation^T^DC) held the remaining 

* 12 percent.' These . p-roportions were, subject to re-arrah-

' - gement in 1967 when the CDC sold its shares at market

prices to the Kenya Government.

Industrial machinery, agricultural machinery and 

■'implements, pharmaceutical products and chemical were 

imported by the European, trading firms. Building ' ,

materials, hardware and consumer durables were imported by 

both European and Asian firms,, while clothing, groceries 

. and-provi.s] Otis were mainly handled by Asian firms...

In 1967, the texile imp,q.tt trade was handled almost 

'ex'fclusively by Asian firms,'the bigger companies carrying 

stocks and the smaller firms orders wi th overseas man-

■

f. '

ufacturers against an order from a retailer; a system

Among the firms with the biggestknown, as indenting.

turnover in this group were: HemraJ Bharmal Ltd. whose

chairman .and director was also chairman of'United Textile

Industries (Kenya) Ltd., Kenya Cork, and Agricultural
IndustrL^;-Ltd., TanyanyikaTt'd. of Dar es Salaam.

■29 Republ ic of Kenya, Report Survey'of Distribution i960 
(Nairobi; Government Printer, l963).
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'•Bhagwanj i gnd Cor* Ltd, was also a big textile importer 

'which had moved into manufacturing through substantial 

i rivestmen^ ..in Nath Brothers Ltd.

Ltd. and Shah Nemchand Fulchand Ltd. were also large 

textile importers.

Devraj Hirji and Co.

30 .

IV. DOMESTIC TRADE

HISTORY OF TRADE

Trade amongst the' Africans existed in Kenya long

However, it does-not 

>• appear as if^t was as extensive in East Africa as it

Trade 'spread

? ■

before the coming of Europeans.

31■ was in cert^n countries of West Africa.

nt of colonial rule as settlers, 

plantations, and new cities required workers, who re- 

.presented an important market and as the marketing of 

various cash crops by African growers increased in 

_ volume. The purchase of produce was almost entirely in the 

hands^of Asians,'and the normal pattern of trade was for a 

small Asian owned shop to be established to sell imported 

goods and to buy local produce from the growers.

■following the

a

30 National Christian Council of Kenya, Who Controls
Industry in Kenya (Nairobi: East African Publishing 
Hou§e, 96b), p.61,

31 M. Katzin, "The Role of the Small Entrepreneur", in. 
-Herskovits and Harwitz (EDS), Economic Transition in
Africa (Evanston, TTTTnois: Northwestern University 
Fress, 1961), pp. 179-.198 • ■

32 H.C.G. Hawkins. .Wholesale and Retai1 Trade in Tangany
ika, a Study of Distribution in East Africa (New York: 
Fredrick A. Praeger, 1965), P.20
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Marry Asians came-;to build the railway and remained 

after i ts'conjp let ion, others .came as clerks for, the newly 

emergent colbii'ial administration, whi'le others came' 

specifical 1y as traders.

■ ■ n.

The latter group moved up
t

from the coast along the' Ugarida'n ;rai 1 road and •irranched 

deeply into tlje countryside, es\^abl ishing'a distributive 

. network that stretched from overseas'via Mombasa.to the*- ’

•«

<
. ■

.remotest country store. With them they brought the, nec-
^ , « •— * •
essary ski 11s, knowledge, contacts and capital to thrive

in the commercial sector. This, together with the'fact

. ’thatthey were denied the right to buy land in areas
assigned to Europeans or in the areas reserved fo-r Africans^

and the fact that they faced little competition from

African^ of. Europeans, quickly resulted^ in their compl'ete

■domination-pf the entire domestic distributive network.

Between World WaV I and World War II Africans had'

-begun’to set up trading ahd-‘Other service enterprises

around (the rural'markets.'

supplies from Asians, often at retail prices and were there

fore unable to compete except in isolated regions and in 

local commodities where turnover and profits were low and 

therefore of little interest to the local Asians.

53 Peter Marris, Entrepreneurship and. Development- A - 
-Study of African Businesses in Kenya (An unpublished 
manuscript).

34
35 I^Ti:
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However, they-had to buy their
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The services provided by these Africans were minimal 

. , and. one of,.,the main reasons they were able to survive

y ■

at all was because Asians were confined by colonial
.36

policy to certain designated trading centres.

Some' indTeatibn of the ^x^nt-to which no'n-Af ricans 

control led ^wholesale distribution in'Keny;a is presented ; 

in Table 11.6. Cautibn-must be used in interpreting 

f> these data. ' First, the'.government had been carrying 

out a programme of Kenyanisat ion for more than two 

year5. Secondly, and far more important, the figures 

are classified in terms of Kenyans and non-Kenyans _ 

and thus include a large number of Kenyan Asians and, 

to a lesser extent, Kenyan Europeans.

Both these factors resul-t in the recorded figures

i

a

<-
'V- ■

a

for sales by non-Kenyan citizens of 71 percent being
. '.-3^

'lowe'f th-an the equivalent figures for non-Africans.

MARKETUNG FUNCTIONS

The foundation of economic development is increased 

internal specialisation and exchange. The marketing 

system is the mechanism which allows exchange of owner

ship to take place and is thus central to the development 

process.

36 Ibid.
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“ s- y •
. • TABLE 11.6

DI STRI BUT I ON;, OF WHOLESALE SALES BY KENYA-C l TI ZENS, '
RESliDBNCTS, AND NON-FiESI.DENTS, ; 1.966■i

7fu-,

£

Number ■ Percent ' Sales - Percent 
♦af-firms 'of firms/-' Kt m^ ojF Sales

Category
-•fl

-■ t •

./^Wholly owned .by 
^Kenyan citizens

Ma.iniy owned by ^ ■ 
Kenyan'citi zens

Me iniy owned by 
Kenya resideats l.,001 •

Main!y owned by 
non-residents , I06

»?•

35'5' . 49 1922V- ■■
r

143 ■ ■ 109 25

62 96 . . . ...-38 ■

862 .7 ■ '33

1 ,605 . 252 100 ■Total 100
£> •

. ;^:_SbunGe: Rep’Oblic of Kenya, Development Plan 1970-1974 
' (Nairobi: Government Printer, 1970). p. 414.

Therefore, the persistent idea, commonly encountered 
»in Kenya' as elsewhere, that distribution systems are 

parasitic is a myth. True, they may not be all they could 

be as^ar as efficiency is concerned, but that is true of 

many, if not most., primary and secondary manufacturing, 

concerns and;other s.ervice industries. Definite marketing 

' functions must be performed and,those performing these
I-—^ ^

functions'YnOst be compensated. ■ ,
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Several, authors have listed what they have felt to

be.the more Important functions and services provided
■. . . . . . . . ■ V- ' ~

;■ ■•by a* distrlbait^n ' system

A comprehensive summary of their lists would include:
• ' . i

Functions: creation of form-, time, place-, and 

•possession uti-Ttsty.

Services ; transpoVt ing, sfdring aricl’'wareho.using, - 
gredfpg and standardisation, processing,, 
packaging, creation and breaking of bulk,

. rbringingjpuyers and. sellers together,
■ financTn^ and risk bearing.

The purpose of a distribution system, is to supply

.the consumer'wi th what he wants in the right form,' at the

right.time and the right place. In order to create-these

uft'lities the marketing system must provide a number, of

-0 ■ .^•

-V-.- ^

•
. 9- ■:

t. •

services.

0 -•
The essence of marketing is the transfer of owner- • 

' sh i p of. goods. To do this, middlemen must provide market-
•

xngr services such as transportion, stockholding, forward 

purchas|ng, financFng purchases and sales, levelling of 

price variations and bul k-b'reaklng.

37^ M.C. Taylor, Outlines of Agricultural Ecortomics (New York: 
The Macmillan Company,'1931), Ch. 27i Clark and Weld, 
Marketing Agricultural Products in the United States (
New Yorkj me Macmi11 an Company, ‘1933), p.23 F.L.

; . Thomsen .^AgricuT tural Marketing (McGraw. 1951), ppI74-77.. 
J.C.^Abbott, Marketing Problems and Improvement Programs 
(u.N.F.A.o. 195b), pp,7'-ro^'h :
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'"With some goods the intermediaries may have to supply 

' servici rig and; repai r faej l,i t ies., ,, , >

r FutTierjTiore the middleman may.'be taking a variety 

" of risks which will be greater or smaller according&»
• , to the type, of,.goods he i,s dealing in and the circum

stances in.4n/hi‘ch, he is trading. He may run the risk of 

variations in pripe, of changes ' in., consumer tastes, anld

-fl

'v- • ■ ^
-fashions, of losses.during storage, particularly of

• r- • t• •• •
perishable goods, and of losses and breakages during tfans'-'.

f* ■;

port. The middleman must be compensated for providing 

■■ all these services.

Wholesalers and retailers provide the 1ink between, 

"the producer and the consumer. When the producer and cons

umer .are" riot very far apart, the distribution system may be
a ■■

' , comparati.yely simple, a di.rect exchange between producers

When producers, through 

-^-'Specialisation and the growth of manufacturing industries, 

grow^futher apart from consumers, both in time arid space, 

then a more elaborate distribution network becomes necessary.

and consumers in a focal market.

i

CHANNELS OF DISTRIBUTION

As will be demonstrated in later chapters, the Kenya 

National .Trading Corporation has attempted to not only 

increase African partic[£^t^on in distribution but in so 

' doingTtas also attempted to'alter the .chanriel s of distribution
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: and-marketirig'structures The foil owing sections are an

attempt to describe the channel s 0^ di strlbut.ionvof b'CQad

commodi-ty groupings and;'selected i.tenis. This analysis is 

severely handicapped by lack of adequate data and must 

be viewed only as-an indication' of the distribution 

system prior4:o the Kenya National Trading' Corporation.

Channels of distribution for different types of “ 

goods can take many forms; this is true for the marketing 

system in Kenya as for anywhere else. Goods can be'distfiT
- • - ■ --J-

• buted by the manufacturer himself or by his repres'e'ntatives 

■through systems_ of, excl us i ves qgencies of authorised 

dealers; theV can be ,distributed through wholesal-er'd or • -

direct to retailers, or by any combination of the above.

Most of. the 'services discussed earlier .in this chapter have 

to be performed at some stage of the distribution process,
• • . rQ' • • - • - .-rrf

when and how being a function of the commodity and channel.

I these facers and many others combine to make the distri

bution ^network an extreme1y'complex subject for analysis.

The problem of the analysis of channels of-distribution 

in Kenya is further complicated because, there i.s no clear-
f.-

cut distinction between 'importers, wholesalers, sub-whole

salers and retailers. Many importers are. also wholesalers 

and very often retailers as well. Only a-few of the largest 

wholesales do not also •seTT^tail, and almost all sub- 

wholesalers sell godd's in retail quantities. Instead of

••0

-. #

Q -

A

-AM

V

li-
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" iTaving a simple clTannel of distribution where whoiesaiers 

purchase a i ]_ their products,from i,mporters apd sell all 

the'i r produ6t.,s, to retai lers one might, have a channel of 

distribution which includes importers, wholesalers, sub- 

•wholesalers and retailers in which some of the good is 

imported by jjyholesa.]ers and somb^^ retai 1 ed'by wholesalers 

- and sub-wholesalers as wel l as by fetal le'rs. , .

.'-n. "ft

<■

'y-. ■

: ^ Produce and Provision's,*

Much of the demand for provisions is located in 

the towns s.ince this is where the 1 arge majoci ty, of wage 

earners are found, who buy most of the.i r food‘ requi rements 

for cash rather than' grow them thems'elves. In these areas 

where the turnover is considerable, the provisions whole

salers* nprmal 1 y sell direct to, retailers.^^^,

In’°the rural areas many of .the retailers buy their 

supplies of provisions direct from the wholesalers in the 

towns or large trading centres.

* are either too far from the towns, or their turnover is 

too small. These retailers buy in the local trading centre 

fronrthe sub-wholesalers, who almost invariably are also 

selling retai1. ..

O '•

- - V

However, many retailers

38 H.G.G. Hawkins, Wholesale and" Retai1 trade in Tanganiyika, 
A Study of Di str 1 but i’oh Tn East Africa (New York:
Frette-rick A. ..Praeger,' 1965), p.I17. •-

121.• 39 -Ibid P-
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The'“sub-wholesaler, outs}de the very largest towns, is

♦ ■

V .

V
normal 1 y a general store sel.l ing al l -types of goods :

40 .
to the smal l shops in the; surroLinding rural area.

^examples of the variety^of channels -

. . ri.. ■M

of- distribution., three .prdduc.e/pfovisions distrTbution
■•'0 . .r..,, ■ •

T^sugar, maize, and potatoes. 

(1) Sugar Distf)b,ution, 1963 • ■

- ‘ in Kenya, the enti.’re distribution of sugar was handled

channels will be.described, name
4 s

, ■

■ »*

by the'Minfstry of Commerce and Industry. Every month

the minijStry sent out directives to the sugar mills telling 

them how much to .ship-to each station oh the rail line. The 

ministry paid each-factofy**!for the sugar and for th'e 'tVans- .. 

port charges. The government then sold the sugar at each 

rail station'to a government appointed suh-agent. The price 

was .t-he.-same;tp; each sub-agent.-at each point along.'the rail' 

■—^ra^ine. The sub-agent wou'ld then sell to wholsalers or to 

govef-nment appointed local sub-agents. There were.four 

governmerxt appointed main agents who acted as bookkeepers 

and col lection agents from the sub-agents for the government.

.-Wholesale and retai:I prices'Were fixed by the government ,
. :■ r "

but as no elaborate inspection system existed there was 

no guarantee .that legal pricing was followed.

‘ o--'

■ :i:

: 40 Ibid. . p.; 123. v
> . 41 C.R. Frank-Jr.The,Production and Distribution of Sugar 

In East Africa, 'lEast African -Economic Review, December 
■ ; 19S3V Vol; 10 --------- ----------------------2, pp. 9W10., no.

i*
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^(2). Maize Di^^tributlon, 1966-]967‘-^^

'• .»'■ '

Maize marketing in Kenya was divided between the

government's Maize and Produce“Board and- the private traders

in .the markets. With some exceptions, all sales of maize had

to be made to the Maize and Produce Board. However, it

has«been estimated that in 1966-67 some 40 percent went to

the Maize an^l Produce Board with the remaining 60 percent t>eirig

^sold to private, trader's. _ The marketing board purchased

ipaize directly from the .laxge producers and i nd i recti y

through sub-agents from smaller producers. The price

paid to small growers was lower than the price, pa.i.d'to •

V'

••V

■ ■

S!-. ■

large growers. '

The typical mark^ihg sequence for private sales of

Growers carried shelled grain

to a lo.cal outdoor market and sold di rectly t.o a'consumer or 

■ _ to a retail 'trader for resale to consumers in the' same or

That the large volume of private trade 

in maize was predomjnantly local was in part a result 
* of the l^egal restrictions on its transportation and sale.

N

maize was simple and direct.

a ■■

a nearby market.

42 Vance Q. Alvi.s', "The Marketing of Staple Foodstuffs in 
Kenya.." African Urban Notes (East Lansing, Michigan: 
African Studies Centre, Michigan State University, 1970), 
voi. V-, N0.3, pp. 9-n ■

43 Vance Q.vAivis and Peter E. Terpu, Marketing of Selected 
- Staple Foodstuffs, (Morgantown': West Virginia University-,

l96d), p. 31;^. _ _ ^



■'V'

40
44

-i.(3) Potato Marketing, •; '

The marketing of‘potatoes is of interest because
V'

of--the-wide -variety^^^^ Ghapnel-s of di stributlon ;';employed.

Production iV p'rimari l y on sma-1-1 farms and co-operative

schemes,at altitudes of between 5,000, and 9,5/10 feet. 

Outride the,. imme,diat,e, y icjni ty'of the^^^growi.ng areas 
potatoes are "con sum,ed on] y by. cT^ dwellers.

Two marketi.ng-networks are distinguishable,’ one for 

■ rural retail .maf|<ets in potato-growing areas and the 

other for consumers in Nairobi and Mombasa. Potato 

marketing in rural markets is essentially .the same as . 

maize marketing-in the same markets.

The marketing of potatoes for-urban consumers is 

more complex. Some or all of the following agents are 

involved in potato distribution: farmers, co-operatives, 

assejnbief/irahsporter^, trade,c7transporters,'wholesalers, 

retailers and consumers. All channels of distribution

start with farmers and end with consumers. However, there
- . - - -i - .

, is a wiile range in.the number and types of. middiemen 

that may be involved. *Alvis lists the following seven 

chanrjpls as being the most common:

Farmer -  wholesaler.--- retailer -  consumer

/v*- • ■

'?!■- ■

O -

Vance Q. Alvis, "The Marketing of Staple Foodstuffs in 
Kenya, " African Urbanv-No-fees (East Lansing, Michigan: 
Afriepri Studies Centre, Michigan State University, 1970),
Vol. V, No. 3 pp.
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■^r-as^sembler/transporter --- wholesaler •— retailer 

---assembler/transporter — retailer ' 

c^p.-operatjve ---- wholesaler' --- retailer.u
■ - ■‘-1-

7--^c6-operati ve retailer

.‘---wholesaler --- trader/transporter 

-----wholesaler —trader"7^ansporter — retailer

wholesaler 
retailer•a

A
■ ' a:

*
v“- ■■ 45

Hawkins- reported that in Tanzania in the early 

sixties the breweries had a fairly extensive network, 

of their own depots, from which they supplied appointed 

di stributors-.in the various districts who had to provide 
certain' services such as transportation.^^ 

cigarette^7 distribution was' also highly'organized. The 

country was divided into sales distri<cts with a company 

. representative in charge of,^each district.' Within each 

district a hierarchy of distributors and deal.ers had been 

—%^stabli shed, all with carefully defined 

conditions and terms were laid down.

> ••

Tobacco and ^

o -

areas. . Rigid

45 H.G.G. Hawkins, Wholesale, and Retail. Trade in Tanganyika. 
^ A Study of Distribution in East Africa (New York: 
Frederick A. Praeger, 1965), p.91.

46 fhe companies that produced and control l.ed beer and 
cigarette production in Tanzania were the same ' 
companies that controlled production'and distribu- 
tTon of beer and ciga-pe<tes in Kenya. It is there- 
fo.i:e,,fprobabl y safe’to assume that the seme system 
of di stri but ion .existed "in Kenya. •

47 Ibid,, p. 91
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'Tex.tMei'atid Clothih^Di stribution 

■ ' • _ In 1963, most; of Kenya's domestic requirements of

texti le and cjdthing; were imported into. Kenya, al though 

somq were manufactured iri ’Kenya','primari 1 y Nairobi 

(Table Ih.ZOv {.

0
V-

-w .
TABLE.. 11.7

^ SOURCES OF’ SUPPLIES Of TEXTILES AND "eLOTH ING IN • 

. ■ - • .KENYA-. 1963 ■ ■ ■ ■

•• 'I
<■

,1

■ •

-K t'OOO

Kenya Sales Export. , ...'dmport 

7,180

‘ 1.630 '

365Texti1es I ,370 

• 9'65 - 1 .429Clothing,.

Total 1,794. 8,8102,335
*

Q .

•„S'ource: RepTabl ic of Kenya, Cens'us of Industrial Production ,
■ ■ 1963. (Nairobi:’ Government Printer, 1965), pp.46-51.

r

This researche_r was unable to find any research on cha
nnels of'distribution of textiles in Kenya for the early 

sixties.. However, the channels of distribution in Kenya were 

probab^fy very close to those in Tanganyika, especially as 

Kenya was the source of m.uch of Tanganyika's imports. 
Hawkins^® dispusses'channels of distribution for textiles

H.C.G.. Hawkins, Wholesare'~ahd-Retai 1 Trade in Tanganyika; 
A Study-of DistributiOff in East Africa (New.-York: 
Frederick A. Praeget, 1965) p. 77.-

48
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in TangartyikS'and the following is based directly upon 

his' work.

Impor'tThg -of textiles ancj clotHing was based in 

Nalrobi_-and Mombasa. Importing was most.l y ogen, i.e. 

onl.^y a few spec!aUsed Vines remaine^ as agency l ines with 

the-general hnpOrting houses. ^T^ere were comparatively few 

large importers, .but .there were literally hundreds who 

- imported in small quantities, many of them only occasion-
, (I .

ally. Imports from Japan were normally made through 

indentors, while those from India were mqre often direct.

The large, importers sold .partly to other wholesalers 

in. Nairobi and Mombasa and partly to wholesalers'and sub- . 

wholesalers outside these two centres. Often many links 

in the idi stf ibution chain were omi ttede.g. , importers ' 

’.and•wholesalers sometimes so.-ld to consumers and .wholesalers 

sometimes did their own importing. The diagram below shows 

th^ various possible routes'in a simplified form.

. ^
V-

■ **

O

K
FiCtURE 2

SCHEMATIC-CHANNELS OF DISTRIBUTION OF IMPORTED TEXTILES 

IN TO KENYA IN EARLY SIXTIES 

I IMPORTS .

impcherI

i

IWHOLESA -ER

SUB-WHOLE SALIR

J,
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Sourcer'H,C.^, Hawicins.-, Wholesale and Retail Trade in ;
Tanganyika, A 'Study of Distribution in East i 
Africa,- (New York: Frederick A. Praeg.er, 1965)- 
p..75v:.

The distribution of domestically manufactured
- d

.textiles and clothes was also.complex. Manufacturers
' '

distributed, ^heir products throTigh wholesafers, sub- 

wholesalers^, and retailers. Again-, not aV'T these level s- . ’ 

were-used by a .manufacturer to sell all of his product. 

’’The following figure shows the possible routes.

:'o

4

r

FIGURE .3

SCHEMATIC CHANNELS OF DISTRIBUTION OF DOMESTICALLY PRODUCED
TEXTILES • , . - .

Man uf actu re r:5S...

Wholesaler^]£} .fi
■ _ _ _ _ _ _ _ _ _ _

^•5'■fe . A Sub-wholesaler

Ar
*i

Retailer

I> :
Consumer

Hardware

Channels of distribution differed as between bulk fast

turnover itpms such as cement and corrugated iron sheets on

the one. hand and slow moving_Lines such as

decofato-F^' suppl i.es on the other.

49 H.C.G. Hawkins, Wholesale and Retail Trade in Tanganyika.
A Study of Distribution in East Africa (New York;Fred- 

■ erick A. Praeger, 1965), p.79

bui1ders and
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Two cement ^ants existed in Kenya in the early 

sixties. Cement was distributed by three ex^ati-iate trading 

" ins'titutiortSv/.Daigety (EA) Ltd., Smith Mackenzie, and
Baumann.' (Kenya) Ltd. and the Kenya Farmers Association.^*^ 

•Hardware, ironmoogery and household iterns were imported

T

-0

by either agents,^uj1 ding andTv^rdware merchants or general 

sundries importers'.; Outside of'Mai robi and Mombasa .there’

• .- were scarcely any firms that specialised entirely in
f . i

wholesal'ing or’retailing these lines. They were normally, 

handled as sundries by traders who dealt in them along 
• with their’ 1ines of either piecegoods or provisions.^^

V*-

■

s-., ■

• Consumers .durables., such as bicycles, radios'and 

e'lectrical goods, were almost all imported by agents, often

the lafge'importing houses. .The importing houses distributed 

these good^ rthrough their branches and appointed distributors.
& ■

'■CJ- ••V

'. The distributors sold'both retail and on a sub-wholesaling
r

— basis to other retai 1 ers.?^-

^ln i960 most wholesalers were based in the 10 major 

cities of Kenya (89 percent) especially Nairobi (45 per

cent) (Table I 1.8). Not only did wholesalers base themselves 

in the larger towns but. the firms operating out of the major 

cities tended to be larger than 

the major cities.

50 Interviews wi th KNTC 'per^nnel.
51 H.C'>G''. Hawkins, op cit p.80
52 P. 80: ;

h

those not operating from

.■
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. ^Thi s'" r&sul ted in ^4 percent of al l wholesal ing being 

■ .done by firms based in the major cities and over half

of . thi s wholesal ing was through Nairob'i wholesalers
: •- : ; ■... . ; ■ ■

(Table,I 1.9).

.....

'-t..

‘Although most wholesalers, ope.fated froQi one of the 10

thfs area-conceTitration
■■

major cTt i'es the degree^ to whJ-s|i 

took pi ace-» di ffered between the-yarious'types of commojdity
4
V*- ■ wholesaler. For example, over one quarter (26 percent) 

p of all prod'uce.'arid provi-sions wholesalers were bas.ed in 

. areas other than the main cities (Table M.8). However, '

thesfe wholesalers tended to be smaller than average.produce

and provisions wholesalers selling .only 7 percent of all

.wholesaled produce and provisions (Table 11.9). It is

possible .that much of the business of these smaller .
• <» * ' * 

wholesalers was retail even though these frrms were clas.s-

■ ified as‘°wholesalers .for the'purposes of the survey. .It

is Ijnteresting to note that Nairobi.did not dominate whole-
_ _ ....yt . '

saling of produce-and provisions,to anything 1ike the degree 

that it did for textiles and hardware wholesaling (Tables 11.8 

and 11.9).

In i960, 57 percent of all Kenyan textile wholesaling 

and 68 percent of all Kenyan hardware wholesaling was done 

by firms based in Nairobi (Table 11.9). Almost all the 

remaining wholesaling ofvihe^ two commodity groupings was 
done by^irms in the.other major cities-.

o

*
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TABLE 11.9

PERCENTAGES'QF WHOLESALE jESTABLlSHMENtS ANALYSED-BY KIND•/.-
OF BUSINESS AND (A) LOCATION 'AND (B) AMOUNT OF

ANNUAL TURNOVER - £

■■0

'Kind43f ‘ groceries Te^.ile Build- 
busjness Provigions £• Soft . It7g &

■; & FurrirsK- Domestic
■ .P'rdduce ing ‘ Hardware

Other Total

Analysis
. . ‘?y : :

PERCENTAGES

LOCATION BY AREA

'54 4570Nairob I
Nine, main towns,

•'• (Except Nairobi) ’ 
■Rest of Kenya

27 33
.. 44 .,47 41 29 • • -SI

V

26 ■ • 5'-. 1 15 11
100 ...Too 100IW100

Actual* Number of Firms 
264

a ■■ '^149 ' 398 1254,. 343- ^
' ■ AMOUNT OF TURNOVER'

50,000 -99,999
inn'n^n '

> 500,000
Total

26■ II . . 29 23 23
.2824 19 23
2621 22 2533

26 1627 35 ' 25
4 4'110 0 rM 100 100100TOO^

ActuaJ Number of 
Fi'r(BS '398 1254204 249

Source: Republic of Kenya, Survey of Distribution, I960 
(Nairobi: Government Printer, 1983), Appendix 
Table 6, p. 57.-C..

r-'.
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TASLE 1,1.9

I^ERCENTAGE OF WHOLE SALE E SJABJ SHMEIHTS. .ANALYSED . BY ,K I NO 

dSRUSINESS AND; (A) -WCATIO

V';. ■ - y'

•”/

OF ANNUAL TURNOVER
A

■■9

\
Kin^l of Groceries Textiles Bujld- -Other .’Total 
business Provisions & Soft'. ing & .

:. & Produce Furnishr Domestic
Hardware

• •• •

.' Analysis
. .by. , ,,

V- -■ ■

ing

PERCENTAGES

LOCATION BY.AREA .

68 -49Nairobi
Nine-main towns .

■ (except, Na_Lrobi) - ■
Rfest of Kenya 
Total

37 . 57 53
56 . 42 31 • '37 ■ 45

6.....
100

7 1 1. . 10
Too“ ■ ' Tm Too Too

o •
■ Actual turnover 

-(Kt'OOO) 64-,890 ..22'^639' 22,606 42,652 152,787 /

AMOUNT OF TURNOVER 
^Kt

•50,000 - 99,999 
100^000 -499,999 
500,000 

■ Total '

i

■ 1 45 3 3
8- • To123 7

9. ■■ 16 , 1420 17
6224.; 63 37 39_ v>-

•63 . 100 33 37
100. 100 100 100- 100

Actual turnover 64,890 
Kt '000- .- ^ ■

22,639 22,606 42,652 152-,787

Source! '^Republic, of Kenya. Survey of Distribution, 1960,
Nairobi : Government PrInter, 1963), Appendix 
Table 7, p.59. .
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There.MSre 1^,254; whdlesalersi-doing business in Kenya

in i960, 264. were produce ,an,d^provj sion wholesalers,

343' were textile wholesalers-and 249; were wholesalers of 

hardware. However, in other commodity groupings far fewer 

•wholesalers exi sted, e.g. , agricul tural supplies (9)

- A

I.■ '

and engineerj/ig‘supp.l ies (l8).''*^:[he three largest of th 

27 fi rms-sold over'half of the products of these- catego- 
ries.^^ However, in the absence of more disaggregated data

. i
•• ■

indicating the number of firms selling each separate 

commodity in each geographic market, it is impossible to

ese

*
p.

•

♦

■analyse further market structures.in Kenya during the 

early 1960's. , . . •

-.IV. SUMMARY

^t independence the Ken.ya'government inherited an 

' epoaomy tha.trwas dependent qn international trade 

exports were primary p'foducts such as coffee, tea and sisal.
r ' •

-Mafjor imports were secondary products such as investment 

goods,^semi-processed manufactured goods and consumer items. 

Europe, especially the U.K., was Kenya's main trading

This pattern of"trade with the U.K. and Europe 

continued after Independence partly due to the dominance of 

the', largely British owned and controlled trading institutions 

? which conduct much of Kenya's internationa.l trade.

Major e

partner.

. 53 Repub-l'ic of Kenya, - Survey-of Distribution,- I960 
(Nairobi: Government Printer, 1963). p.72

4
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Kenya also mhented a manufacturing sector that was 

^arge relative to manufacturing sectors of Tatizania and

Uganda.: Mdhuf.acturers were prjmariiy/^processors of agri■■ .

cultural products for both the domestic market and the in

ternational market, or were .f inal; stage processors of 

imported inte_j-me‘diate goods foT-^he East African market.
’ • ‘I .. . ' ■ 'i

Most of these manufacturing firms were owned by non-. 

-Africans and inmany caSes were subsidiaries of Europeans 
''firms’. The three major banks which helped finance inter- . 

national and domestic trade', as well as local manufacturing 

■and agriculture, were-also subsidiaries of British banks.

. Both the functions ,of the domestic marketing ■ 

system and the channels of distributiSn are complex.

s

a
V- ■■

r
i• ».•

The mar.ke ting function is the. creation of form, time,'

In order 'to create these
o ■■

‘ place and p.ossession utility.
‘ ' ■ 'n' ■ • .. , ■ .

uti 1 ities, the marketing system must provide some if not

-aW o'f the following services; transporting, storaging and
f

warehousing, grading and standardisation, processing.
I

packaging, creation and breaking of bulk, bringing buyers 

and sellers together, financing, and risk bearing, 

order for these services to be performed the intermediaries 

performing them must be compensated.

In

If an intermediary 

i-s not performing a valid function he wilUbe by-passed.

Channels of distributTort' in Kenya are extremely varied. 

Not onl y -d,o different'commodi ties have different channels

••
t
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wi:th differenist'numbers and types of intermediaries but 

tHe. same commodity may be distributed through ^a variety 

■'of channelsjl.one channel- may require no intermediaries 

whereas others may require several-so that commodities 

change hands seveitaj times between producer and consumer.

In a simple system jn which the''^.oducer sells to the 

. consumer in the local market for cash the only market!ng“

. Iservices provided are transportation and bringing buyers
f • • ■ ' • •

and^sellers together. When producers and consumers are 

separated both temporally arid spatial1y several levels 

of intermediary may be involved each performing one or 

more of the several marketing services. • '■

The problems and consequences of this pattern of 

resource ownership and allocation discussed in the first 

■part..pf this, chapter and some, of the goveTnment development 

programmes designed to "a 1 leviate these problems are the'
. r - ’ -

subfject matter of ch,aptef ‘ I I !.

1*

0

■...

i
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CHAPTER i I I>»• V •

' GOVERNMENT PROGRAMMES AND APR I CAN TRADER PROBLEMS 

I. INTRODUCTTON ■
r<- /',V-

i!

A consequence of this pattern of resource allocation 

and ownership^was fhat the immi'gTv^nt Europea'n ancl Asian 

, groups received siibstanti al 1 y greatef p^er cap i ta j ncomes- 

. Ithan did the indigenous Africans. Since Independence 

Ihe.. Kenyan’government has'expended much effort into-

y.

Creating new institutions, introducing Africans into 

.pre-existing institutions, and transferring ownership 

of resources. However, government efforts to increase 

African participation, esjaecially in the areas of domestic 

trade have been constrained by a-number of factors such 

■as l^ack of capital , skills and expefience" 'oh'the part 

_ ' the individual African.

0 ■

II.' CONSEQUENCES OF DEVELOPMENT PROCESS
i

One of the consequences of this development process 

has been a pattern of resource allocation and ownership

that has not been in the' best interests of the broad mass

The rewards of growth,, at the time of .lot Kenyan citizens.

Independence, largely accr'QSd'^o the immigrant Asian and

European group with Tittle accruing to the indigenous pop-, 

u Tati on. •• . ■
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Fbtv instance, yin 19?S African per capita income was put 

at'K t 9.9 per annum; Asian per capita income i^as.put 

.'...^t K t 170;O^Reir, annum; and;European per capita was put' 

at k t 656.0 per annum.

-'J

54,55
The resuit of this skewed

i

' income distribution is reflected- in the nature "of domestic
,:a .. . , ... - ^

production and^the fypes of prodTKi^ts that were being " imported.

As pointed oufearfier, at the time oT Independence 

.the. institulions.involved in trade, manufacturing and fin- 

anci.ng were almost complet'ely owned by non-Kenyans; often 

controlled from outside of Kenya. With the coming of 

political Independence was there anything inherent in 

the nature of these.institut ions that was likely to ' ■ 

make them more responsive to the needs of the board 

mass of Kenyans? The answer to this question was probably.

V ■

- *<•. •

O -
no

n>. ■■

^ ■ '

-cli Given a completely free hand, the most probable path 

oigro^th would have been that the -foreign trading firms
t

and the foreign manufacturing firms would have continued 

to invest in those businesses they knew best and for which 

current markets existed." This would have resulted in

i

54 M.W. Forrester, Kenya. Today, Social Prerequisites f.or 
Economic peyelopmeni;,' (Gravenhage: nouton and Co., 
ly62), p.,45

• 55 Estimates of this nature are difficult to make. How
ever, even if the estima^e""^f African per capita 
incomO'-was off.by a factor of 3 or 4 data would still 
indicate racial income imbalances..

i
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irvcre^ed, investmertf in the production arid'initial pro- ■ 

• cessing of primary products for export and the likely

irjyestment In lopal product ion; largely 1 uxury■'.2
•. ■

consumer items.
It has been argued^^ that the qhbridled'expansion 

of the export eri’claveV'given the^ i kVl ihood'-of further
/

■ .

decl ines in 4the terms of-> trade, would'havei resul ted in 

.more and'mo'fe land having to be used for the growing of 

export crops.' This, togfe.t-her with the growing population., 

would possibly have resulted in the necessity to iiiiR.orf " 

food stuffs.-

y- ■■
r.

a57'l.t has further been argued that private investment 

in manufacturing would have been largely directed to

producing luxury goods such as cigarettes, beverages and

radios; would have been dependent on imporited parts ando •

material s;"® and would have tended to be capital intensive. 

',Anothe^r consequence, of this development process was
i..

the conspicious dominance of Asians in domestic distribu-

tion. African consumers and traders feared they were 

being exploited.by the Asian traders. Part of this fear 

may h^ve stemmed from an inadequate understanding of the role 

of middlemen and the services provided by them.

However, to some extent this fear of exploitation may

Ann W. Seidman, Compara£4-v.e Development Strategies in 
East Africa, (Nairobi' : EaVt Af rican Publ ishing Hou^e, 
1971) Ch.I.

•57 Ibid.
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, Prave been jHstified because of the close connection 

between produce trading and.distri-butive trading.. This 

connect ion'-'between produce tr.gding and distributive trading 

enabled traders to sell goods on credit to growers 

■ against delivery-of crops.. In' itself this produce may 

not have been uhdesirable but^i\-was certainly one that
■». ' ■' .V . . •

was open to abuse.’.' for instance,' if the trader-was both
' • . . .

buying and also retai.ling manufactured goods it gave him
- . i

more' room to manoevre and to indulge in sharp practices.

He could give the appearance of making a generous .offer 

’■on one half of. the- deal , while, making a very large 

profit out of the 6t.her .half.This problem of 'monopbly/- 

monopsony , in rural areas has been encountered in other parts 

of the. world.

••4-

.' ■* ’<•
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- .. 58 H. C.G. Hawkins, Wholesale and Retail 'Trade in Tanganyika.
'Study of Distribution n East Africa. fNew York:

— Frederick A. Praeger,- ^65) pp. 99-103.

‘ 59 C.R. Wharton, Jr., " Marketing, Merchandising, and
Moneylending: A note on Middlemen Monopsony in - 
Malaya," The Malayan Economic Review. Vo. VII,
No. 2, Oct. 1962, pp. 24-44 and David W. Ames, "The 
d^ural Wolof of the Gambia," Markets in Africa.
P. 52; Vernon R. Dorjahn,. "African Traders in 
Central Sierra Leone" in Bohannan and Dalton (EDS) 

■Markets in Africa. (Evanston Illinois: Northwestern 
Univers,ity Press 1965) pp. 75-79
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I I IGOVERNMENT PROGRAMMES 

The Kenyan Government has intjated mapy -schemes 

since Independence designed'to introduce a greater 

number of Africans into existing institutions; to give

V ■

&
Africans greater ownership of existing resources; and to

make the foreign''owned institiN^.ions more responsive to

Kenya's development ndeds. A number of'these schemes'-,<•
^ ■. P

V*- ■ ■

.both trade and non-trade, are summarised in the following 

^ paragraphs in’order tb'outline the major thrust of 

Government-’s post Independence development effort-s.
♦

NON TRADE PROGRAMMES

-—• Thg .Kenyan .Government has rejected Nationalisat ion'as 

a means of controlling productive resources. in fact, it ,

. goes‘further and asserts its.beliefs "that ownership is 

not necessary for .control .'"-'
£? •

■

r Under African Socialism the power to control re- 
_ .V ’source use resides with the State. To imagine, how

ever, that the use of resources can only be controlled 
thorough the’i r” ownership or that the appropriate owner
ship will guarantee the proper use of productive assets 
are errors of great magnitude. Ownership cgp be abused 
whether private or public -and ways must- be found to. 
control resource use'in either case. African Socialism 

. " ^ust rely on planning to determine the appropriate
uses of productive resources on a range of controls to 
ensure that plans are carried out.60

A gpal of most post Indenpendence programmes, trade* 

and non trade alike, has been to increase African participation

■'*1 ■' '

60" Republic o.f Kenya, Ministry for Economic Planning and 
Developmenfc, African Socialism and its Application , 
to Planning in Kenya (Nairobi; Government Printer. 1965),
P. 11 7“^

*



»“/■

•»
■ ; ... 'V .. • - 57
a-nd entrepreneursiiip without attempting major changes- 

"to the fundamerital inheri.ted _ structure., ln„addition 

the-Kenyan^goyornment has attempted'to make the foreign 

owned firms more responsive to Kenya's needs by obtaining 

a say in the. runnjng of th.ese businesses by buying some 

of the stock.vand/pr.. having Africans appointed on to the 

board of directors.

To this end, the Kenya Gove'nmerit has set up a number
• • i

of ihstrtutions to provide finance for development projects v 

in various fields. The plan is that these bodies'will 

• lend money and. accept risks .wh.ere the private capitalist is 

not prepared to.put .his money as the level of profi’t is too 

low. Perhaps of greatest interest is the industrial and 

Commercial Development Corporation (icpc).

The JCDC, under the Ministry of Commerce and 

- Industry, has undertaken a wide range of operations,
t ■ ,

—with’'particular emphasis on the financing of viable African 

run en^terpri ses". '

The ICDC has equity in many predominantly foreign 

owned firms thus obtaining a direct say in the operation 

of these companies. Howe.ver, most of its money has been in

vested in Government schemes such as the Development 

Finance Company of Kenya Ltd,, the Kenya National Trading • 

Corporation, the Kenya Na^tTon^l Properties Ltd., the 

Kenya Industrial Estates Ltd. , and advances to tine Small 

Industries Revoking Loans Fund (Table 111. -|).

<•

**.

? ••

if

y
o

i
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TABLE rn. I

I CDC JNVESitMEfJTS FOR.,THE^ YEAR. ENDING ,30TH. dUNE 196?

V ■

S,,,

? •-

• INDUSTRY ■ K t

East‘Africa Industries Ltd.
• . Block Hotels Ltd. '

- ■ 'Development Rinance Company j3f
Kenya National Trading Corpor^
Kenya Canoe r Ltd'.
E.A. Packaging Ihdystries Ltd. '
Pulp and Paper Company of E.A. Ltd. 

■African Diatomite Industries Ltd. 
f. Lake Bari ago .Fi she r'ie's.- 

Unidn Carbide Kenya Ltd.
KDC Investment Co-Ltd.
Kenya National Properties'Ltd.
Kerfya lndustria-1. Estates Ltd.
Advances to.Small Industries,Revolving 

,Loan Funds 
Other investments®.

Total

Ken^a Ltd'., 500,000

■ •: '■

ki’.m

■ 1^
156,147

25,313 ■

1,171,888

ion
•* •• »

“v"- ■ •
f.

• /

■ Source : I CDC Report. and Accounts., for the.-.year. 1966/67 
. ®clndustriar investments each of which were less than 

• K t 10,000 . ' .

.  0

The Development Finance Comp.any was established 

to provide bigger loans to private companies than envisioned 

At the end of 1967,.the DFC, with the aid 

of loans from Commonwea.l,th, .West German arid Dutch devel- 

opfiient sources, had made loans* in excess of K t 1.8 

millipri to private industry in Kenya.

The. Kenya'National Properties Ltd. was established.

in 1967 to acqui re and dgvjplop vacant plots, in main '

1 ndust r i a 1' and .Comma rc i al Development bdrpo,ration,
Annual Report and Accounts 1968/69. p. 11.

_....v

1
for the ICDC.

a
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to-:^eve 1 bp'new shopping centres in thebusiness .areas 

•main ■trading areas-and to purchase existing buildings 

./and 1 eases surtable for redeveTopment... The' acquis it i on,

J

construction -and development of existing premises and

new shopping centres is undertaken with a view to leasing 

thema out to Af r ican';^bus iness’men.
During the 1976/74 develqpment pT^n p(

• 62
■ ■

•i-.

period,:the Kenya Nat- 

^ional Properties Ltd; 'i,s scheduled to 'obtain-f rom the 

i^enyan Gove^rnmenb a pianned Kt 1.5^ mi 11 ions.

The Kenya Industrial Estates Ltd., a wholly-owned- -

19.6i/8. ■

. «
■-

••

subsidiary of. the ICDC, was incorporated during 

This Company, is to carry put a programme, aimed at the

■ »

establishment of industrial Estates in Nairobi, Nakuru, 

Eldoret, Kisumu and Mombasa. The principal objective of 
this programme i s to provide we LI pl'anned_ f acjtory premises

£> ■■

:_at resonabLe'rents to -African’-entrepreneurs interested:s;'

in setting up small and medium-scale industries.' This 

project, like many others, aims at diffusion of economic 

'prosperity, promotion of entrepreneurial ability and 

provision of i.rvvestment opportunities to Africans with 
1imited capital.^4

62 Ibid..-P.9 , .

63 Republicpf Kenya, Development Plan 1970-1974. (Nairobi:
•'Government Printer, 19b9), p. 426. /

64 industrial and Commerci’af'Development Corporation, 
AnnuafReport and Accounts.■ 1968/9 pp. 7-8-. ■

i-
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In thei rst few-years, after Iridependence the ,, 

Government concentrated-i ts agriculliural deveI'oprhent efforts 
on land' resdttTement schemes.^5, Towards the end of the 

1960's ijipre effort was placed on agricultural^ marketing

IncJ uding ipcre^sed .e,mphasis oh agri.c^ul tural marketing
eval uat i^rN of

• V
the role of the many _co-operatives^and a re-e'

A a

sjfa produce marketing boards.
' ■ •.

TRADE , programmes' ' .
(a) Agricultural Marketing Co-operatives^^ ..

*Perhap's the most significant efforts made by ali 
three East African Governments to alter the inhe-fited 
pattern of trading institutions were those des.igned 

■ to accelerate the participation by African peasants - 
in marketing co-operatlves.“7

Market.ing co-operatives we.re not new to Kenya at- the 

.time'of Independenca. Prior to“ World War -I I', European 

settlers had organ i sed-i nto co-ope'rati ves to ajdvance their 

owg interests, e.g,, the Kenya Co-operatives Creameries.

In the ^ost war period, after th’e Labour Party came into 

office, the British Colonial Administration began to actively

S’. ■

Q ■■

ic of Kenya, Development Plan 1970-1974 (Nairobi:Repub I
dovernment Printer, 1970), pp. r9T-2d3.

66 Except where' otherwise cited this section is based’on 
information contained in Ann W. Seidman, Comparative 
Developnient Strategies in East Africa, (Nairobi: East 
African Publishing House, 1971), Other-significant 
chan'ges include expanded--fli^rketing board activities 
and the creation of state trading corpora.tjons.

.67 l-bid. .. .Ch. ■ VI I I.

I
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faster^ the organisation of' African cash crop farms into 

• cproperatiyes societies. By 1962 there were 64,0 co- 

operatives so^cieties, of wbich 600 were 'Af r ican. However,

in-1960,, of a total turnover of K L 18 millions, less

K t A mfllions, a little over 20 percent, cafne from

AfrTcan producer’s..^'' -
■ - \

By 196f! there'were, about 90,0 r^gisteTed and active 

co-operati ve societies-. - The majori ty, over 700, were
, -

V--

-63
egricutura-l societies. . .-Most of these agricultural 

. societies were involved primarily in marketing and.pro-' ” 

cessirfg thei.r -member's produce, especial I'y cof-feef 'pyre-^

thrum, and dai ry produce. ..Some of the societies also per

formed other services for. their members including the

supply of farm requisites, such as fert i 1 i sets, and spr.ays '
- ' ■ 69

and the provi sion of short term-^ credi t. .o ■-

- A number of problems ha\7a emerged with the co-operative

movement in Kenya. Too often the co-.openatives have been

poorl y managed wi,th numerous cases of fraud and dishonesty 
I

* or favouritism to committee members being reported. Due

to poor management' many of.,the marketing societies have

been '’paying members too low a proportion of the proceeds

realised from products sold. Just as important,. inefficient

EB Republio of Kenya, Development Plan 1970-1974 (Nairobi;
' Government Printer, 1969), p. 276. '

69 For funther reading on th^structure of marketing co
operatives and their problems see Ann W. Seidm.an, 
Comparative Development Strategies in East Africa,
GH. VIII.
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soG'ieties'.hav^ not ffeensable to perform certain va^able

fi/nctions, such as the supply of credit, for their members.

' Probably .the most important, factors, contributing

to the inefficient management of so.cieties have been the 
> . . ■ . £. 

lack of understanding of business principles on the part
■ft ■, ■ . •»

of co-operati.\^ committee'memberS\and staff-and £he. inability 

or unwillingness of societies to hire' experienced,staff - ’ 

at .competitive salaries. ' These problems are not unique 
t*o Kenyan-co-opefatives.'^^”^ In Tanzania,typical farmer 

complaints about; marketing co-operatives included; -low

• •.

. #

•

■»

prices paid to farmers; corrupt- running of co-operatives; 

and mi.smanagement of operating functions such as weighing-

and grading.

To. Repub 1 i c of Kenya, Development PI an *1970-1974 (Nairobi:, 
government Printer, I969), pp. Hb-lTl: '

o ••

71 M.P. Miracle and Ann Seidman, ''Agricultural Cooperatives 
" and Quasi-Cooperatives in Ghana, 1951-1965, "Land Tenure 

CeTitre Paper No. 47, University of Wisconsin (1968).
M.P. Miracle, "An Evaluation of Attempts to Introduce Co
operatives and "Quasi-Cooperatives in Tropical Africa 
as Reflected Mainly in the Experience of the Ivory Coast, 
Ghana, and Zambia, "in Kurt Anchel, et al (EDS),
Adapting Cooperatives and Quasi-Cooperatives to the
Market Structures and Conditions of Underdeveloped

-il

- - -rf

Apeas (New York. 19b9J.

72 Uni ted. Republic of Tanzania, Report of the Presidential 
Special Committee of Enquiry into Co-operative Move-
merits and Marketing Boards. (Par es Salaam: Government

. Printer, 1966), pp. 3-4 as cited in Ann W. Seidman,' 
Comparative Development Strategies for East Africa,
(Nairobi: East Af ric;atr-Pub,l i shing House, I9/'I).
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In Uganda,;^the problems encountered by co-bperatives" . 

■ i.n the mid-sixties Pncluded:'^ lack of skilled manage-

,ment and conflicts between managers and_commi ttee' members; 

concern of members with pbliticat matters instead of economic 

issues; mismanagement of funds; loss of. members'. loyalty 

as a resul t, of inadequacy of finanCial^benefi.ts and services;
■ and the lack <^f^member'education"^'to .the value of. the 

.Sfeo-operative'societies.',

^ , (b) Ma’rketiiig Boards '

Since Independence, Kenya has initiated'or continued 

. to.,s.upport a number of statuary market i ng boards to'handle 

agricultural products both'for export and domestic . con- 

surrtption. They have been established to provide government 

supported,, channels for marketing agricultural products '

^ and providing, stable producer prices.' Amohg' the first 

ppards established in Renya were those set up by Kenya 

catfee and pyrethrum produce.rs during the Great Depression 

prior to ^World War' 11. However, most of the marketing 

boards for handling export crops were established by the 

'British during or after World War II.

»

f

1

73 0. Okereke.The Strength' and Weaknesses of Co-operatives
Movement in Uganda, cited by.Ann W. Seidman. op. cilT

7,4 . Except where otherwise cited this section is based o'n 
information presented in Anh..W. Seidman . ~Comparati ve 
Development Strategies, iir'^t Africa, (liai robi : ^
East AlM-'ican Publishing House, 1971 }. Ch. V-IJI.
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The marketing boards handling Kenya^export crops 

■ jn the immediate post-Independence period era represented 

a variety of interests‘and functioned, i-n different ways.

The Tea Board of Kenya does not market tea at all. Rather,'

it.infdrms tea growers of government; pol icy j"'exerci ses 

cohtrol over the pj anti fig'of tea, and'manufacturing
■w ' . " \

factories, has power to, regulate methods,; and i s-concernefi
'?■

75. ■ ' ,with research.

Prior to 1967, twb.-hoards operated in the coffee 

industry. The Coffee Board of Kenya, with a majority of -■ 

producer-elected .representativ.es, was reepons.ibl.e .f-br policy 

in the production side of. the industry,. It licenced all 

: coffee.pianters, financed the Coffee Research services and

carried out other functions. The Kenya' Coffee Marketing 

Board had a monopoly empowering it,to ’purchase the entire 

■_ Kenya coffee crop. The two boards were amalgamated in 

1967' to form the Kenya Coffee and Marketing Board. The 

crop is brought to the market through various agents of 
whom tfie largest is the Kenya Planters

^ •:

V -V

Co-opera11ve Union, 

a producers co-operative which owns the mills in Nairobi thr- 
ouglr'which the majority of the crop is graded and processed.^6

I

The Pyrethrum Board controis production of pyrethrum, 

and the Pyr.ethrum Marketing Board controls its marketing. K.

' Ts National Christian Council of Kenya, Who Controls In
dustry in Kenya (Nai roBi7''East African Publishing House,
19bbrPP.;23-24.

• 76 Ibid. . pp. 18-19
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The. Pyretbrum Marketjng Board owned 58 percent of the 

shares in the Pyrethrum Processing Company of Kenya Ltd. , 

u which owns tl^e on 1 y operative factory in-Kenya, ■ processing 

the.whole of Kenya's crop as a contractor of.the marketing '

board.*

'■ At least 19’Ptjier marketinjg.^oa‘rds exis,ted Jn I960 

handling such,diverse commod i t i es as wheat,;, ma i ze, cotton ; 
^int and Seed, sisal,' animal and da i ry products, canning 
cfops, and horticol tural .b.Fops.^®

'v- ■

Many of these boards

were concerned with the marketing of domestically.consumed- 

product's. The role, usually envisaged for these. boar'dS was 

to ensure a steady supply of foodstuffs to growing urban
ef>

• areas at, treasonable prices, and to ensure adequate prices

to farmers to provide incentives for expanded food pro-, 

duction for the market.. Many of-the.se boards, we re dominated 

^_by farmer ah'd /or processing in'terests and it has only been

£) ■

since 'independence that Government has been represented on 

many of them.

(c) Trade Licensing Act

The major piece of legislation enacted to assist 

.Africanisation of distributive trading is the Trade Licensing 

The Act has provided fqr the specification of'79Act .(1967).

77- Ibid. . TT35 .

78 Kenya Colony and Protector^e, Committee on the Organiza
tion of’''Aqri culture. Report' (Nairobi : .Government Printer,
I960). ■

■79 Republic of Kenya, "The Trade. Licensing Act 1967, "Kenya 
Gazette (Nairobi: Government Printer., 1967), Cap. 33

(S>
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areas »f .ci ties-, niur},icipal fties and townships as general 

•trading areas where both cjtizen and non-citizen businessmen 

; V can be l icenced to operateonTy citizens are authorized to 

own. businesses in areas outside"’the general trading areas. ■

It would*appear, on the basis of conversations with licensing . 

offi’cers, that when;,l icensing businesses in^genet^al trading 

areas an effqrt is made to introduce Afrtean businessmen ; 

’^in these areas which'have:, in the past, been-almost 

delusively. non-Af ricari.

The Act further empowers the Government to declare - 

specific items as goods which can be marketed, on 1 y,.by 

Kenyan citizens.‘ AS of January 1, "1970 the following- -

. a.
v“- ■ ■

if

■:—r\

'S-goods were included in' this schedule: maize and maize 

meal, sugar, charcoal, rice, fresh vegetables, biscuits, 

ghee and* ghee products, cotton dri 11, and'twiJJ, second 

;_harid-clothes'. Soap, matches, sweets, salt, khanga's (printed 

cotton,^ squafes worn by women, normally bought in pairs, 

ope to be wrapped around the body, the other over the head), 
grey c|o'th, cement, beanS and peas, potatoes, corrugated 

iron sheets, barbed wire, nails, cigarettes, kerosene,

- onioner, .mi 1 lets, edible oils, meat, soft drinks, detergents, 

dry cell batteries, charcoal irons, cooking pans, second

hand gunny b^gs, blankets, building lime, galvanized pl.ain 

■ f’enfcing wi re, bicycles and ^M.c^le spare parts, hinges,

screws, m%-t'al beds., shovels, hoes and forks,' axes and pangas

• Q ■■

. >
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(a type-of.^hand axe)j^ padlpc-ks, lanterns, torches (f lash-
y"":: ■ - - ' - ■ ■

'lights), shoes and sandals, metal doors arid windows 

7^ i^paper and emery papor,' mi Ik,'g.ro~undnuts^{peanuts), tea

, Sand- ,

: -j..:
■.V-*

leavps and coffee.

Flexibility is built into the system by granting

■ extensive discretrdnary power to the of'ficers_resppnsible
• for granting l,icences.®® '

7(1) A persdn may make ah application for a,licence 
' in the prescribed'manner, and the licensing 

, .officer may -

a) grant a licence accordingly, either without- 
conditions or subject to such'conditidns

. as he may think fit, or refuse- to gra'nt • 
a. 1 i cence;, ■ -

b) where he decides to grant a 1icence-anti 
the app'l icant.-is not a citizen of Kenya, 
grant authority in the licence for the 
purposes of section 5 (2) of the Act,

■ y or refuse.to grant such-authority.

» apd

5(2) After the appointed day, no person who is not' 
a citizen of Kenya shall conduct a business-

a) in any place which is not a general business 
area' '

-

^ •:

4-.

T

't
o ■

_ _ _ .yt

I

b) in any specified goods, unless his licence 
specifically authorises him to do so. •

kt would appear that the underlining philosophy of

most government programmes, designed to increase African ■

entrepreneursh.,ip and participation in manufacturing and .

' commerce ia that lack of resources, both human and financial,

80 Republ i'e''of l<enya, "The Trade Licensing Act’1967, "Kenya 
Gazette (Nairobi : Government Printer, 1967), Cap. 33.

• pp." 326-327.,

i'
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are^^-the major cjonstri'ints to increased African involvement. 

This, would explain the use of development funds to,provide 

'physical and ?ioancial capital through -such schemes as the

Kenya Industrial Estates Ltd., the Kenya National Propert-
‘ ■ ‘‘81 

' ies Ltd., and the many loan and credit schemes. -

It would^l so d'xpl ai h the mai^y business'management

schemes and tt^aining cours'es that have'been 'ini tiated since’

, Independence. Ampng the' more important training programmes

arfe those op'erated by the‘Management Training and Advisory

Centre, the Management Division of the ICDC,.courses-offered

by. the Extra-M'ural Department of Un ivers ity ' Col I'ege'ahd^ the

many agricultural .extension schemes. . •

<<■

'v- - ■

■

IV. PROBLEMS OF AFRICAN TRADERS
.

Those familiar with bo„th East and West Africa have 
of ten. commented oh how few Af f icans'lH''the East.engage 
successful 1 y in.commerce-.-- In West Africa nearly 
everyone.engages in trade, be they full-time 
,traders, farmers, clerks or laborers. By contrast,

_ ^ East Africa seems largely devoid of what Adam Smith
described as "man's natural propensity to truck, 
barter traffic and exchange." 
is' left to Indians. 82

Q .

Much of the Commerce

81 Some of the more important schemes include the ICDC 
loans to businesses with'monthly turnovers in excess, 
of K t 500; the Distri'ct Trade Development Joint Loan 
Boards loans to businesses with monthly turnovers of 

I .less than 'K t 500; the Agricultural Finance Corporation; . 
. the Ag.ricultural Development Corporation^and the Cereals

and Sugar Finance CorporairToh.

82 A.B, Mukwaya, "fhe Ma'f'keting o.f Staple'Foods in Kampala, 
Uganda,."in Bohannon and Dalton (EDS) Markets in Africa 
(Evariston, il 1 ipois : Northwestern Uni versi ty Press, 1965), 
P. 643.



»“r

'TTr--.
69

The .aim of the^fina'i, section of thi s'chap.ter i s to
y ■ r

discuss some of the factors that may have prevented Africans 

,,from playing a'more dominant’roTe in trade, especially whole- 

sal i.ng and importing. Trade tooR place in Eastern Africa 

long before the arrival of Europeans. In Northern Tan- 

zan'ia» th i s trade was'^mostly in agj^cultural goods ..but 

there was som§ ^rade'-in manufactured goods ,such as cloth, 

^'ronware, utensi Is'and 'toojs.' This trade was conducted 

largely with, the surrounding Masai pastoralistst 

copperbelt, in addition to trade in slaves and ivory, there- 

was trade in salt, iron and iron goods, goats and gpat 

skins, honey and beeswax. Trader's came not only from the 

surrounding African kingdoms, but from both the East 

and West African coasts and from some SOOmiles to the 

north and*-possibly as far south, .

. 'After'“the introduction of'-coionial rule, Africans 

were unable to withstand the competition of Asians and
—_ _ yt ^ ■

Europeans. As the volume of trade grew, the numbers of 

non-Africans were augmented, and those who had come earlier 

and had accumulated capital expanded the range of their 

activib-ies so as to secure and maintain a virtual rnonopoly 

in foreign trade.

■ ■

83 the

- •

O -

83 • P.M. Gulliver, "The Evolution of Arusha Trade, "in Boh-
• annon-and Dalton (EDS) Markets in Africa (Evanston,

Illinois; Northwestern. Urviv^sity Press, 1962), PP.431-
456. . . • -

84 M.P. Miracle, "African Markets and Trade in the Copper- 
belt," in Bohannon and Dalton (EDS) Markets .in Africa. 
(Evanston, Illinois: Northwestern University Press, I962),
pp. 698-738. •
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PcJSsible Afrisc'an competition was reduced by the 

the 1 i censing, power of government to grant licences to 

only'a eomp^na'tivel y few Africans and.'to set fees above 

the ability of most Africans to'pay. ''

It is probably that Asians .have been abl% to maintain

use of

i

•fl

their dominant pdsiti.on for seve^l reasons. Miracle, in 

discussing .the role of Syrians and Lebanese in the trade"

- of-the Ivory Coast, wrote:
■ ^ •• •—

The" Syrians and Lebanese have gained and held their 
dominant position by- (1) knowing African tastes better ' 
than their European competitors - they mix more with"
Africcfns and-learn, thei r languages; (2) extend-ing -cV-edit to 
■Africans as European firms usually do not; (3) working 
longer hours; (4) operating in isolated communities 
lacking amenities Europeans consider essential; and'(5)

■ reportediy by their ski 11. negotiation, sometimes supported 
b'y collusion. The Syrians and Lebanese compe-te successfully 
with Africans mainly because of greater exp.erience in book
keeping, and Store management and'great-ei; access to ca'p'ital.

•

j.

0
.... In any community the large proportion of stores owned 

by Syrian and Lebanese usualTy practice tacit if not overt 
collusion because of their economic and social solidarity 
hence'^obl igopol iStic behaviour arises, wi th a larger 
ef-vsellers than would be expected otherwise. °°

The sam^ argument would appl'y equally well to the Asians

in East Africa. Other writers have also commented on the

difficulties of Africans to commence in retail trade in the

number

85 'M. Katzin, "The Role of the Small Entrepreneur" in 
Herskoviis and Harwitz (EDS) Economic Transition in 

• Africa. Evanston, Illinois: Northwestern Uni versity, 
1961- pp. 181-182

86 M.P. Miracle, "The" Economy of the Ivory Coast," in P. 
Robson and D. Lury (EDS) The Economics of Africa. 
(Northwestern'University Press. 1969) p. 230
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face of strong' prejudice on the part of Asians against 

supplying African retai 1 ers.
»•

■ilci ■-i- . 'V-*
CAPITAL

It is often voiced, both in the pub]ic “Sector and the 

pri vate sector of l^nya , ;that lack of^capit^l i s„ a major 

problem to Ljie aspiring African trader. . Two potential ; 

sources, of capita'! exl.st., non-institutional sources and 

jnstitutiop.al- sources. ’ IjOp.^ insti tut ional sources of capital 

include private savings, moneylenders and trade credit ■ 

and irfsti tutional .sources include the comme.rci.al :bah.ks and 

government backed credit and loan schemes.

It might be assumed that because most Africans have

small incomes, personal savings will not'be, a substantial
* ■ * ' * 

source of capital to rgn a business., However, a number

■ ’ksi' of writer^® have shown- that in-TVest, Africa especially in

Ghana'.^and Nigeria as a general rule, most traders with

substantial assets_had started with relatively small
amounts'of savings and had gradually built' up their position

by re-investmen't of earnings.

f

0

*

88

87 W.T. Newlyn end'D.C.. Rowan, Money and Banking in . 
...British Colonial Africa. (Oxford :Un i vers i ty Press,
1954) p.. 17.

88 P.T.-Bauer, West African Trade (London, 1954) pp. 30-31 
and P.C. Garlick. African ~Traders in Kumegi. (Accra: Af- 
ricaiT'^Business Series No. Tj 1959), Rp. 29-30.

r
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IrudiYidual savmgs may- be small but combined with
N** y •

■ • other peoples savings may be substantial enough for many 

.^trading ventures. One such technique of, pool ing' resources
; •

i s the rotat ing credi t associatib-n such as the-esusu of the - •
V-*-

Yoruba or»the meeting of the ibo. The basic piAtnciple upon 

which«the rotat ing-cred i t associat ion -fs founded i^s every- 

, ■ wh,ere the same^:^a 1 unip'sum_ f und comJ)osed of,.fixed contributipnS'

^from each member of the'association is "distributed, at fixed 

intervals and as a.whole' to^each member of the association

A variant ,of this basic theme is that individuafs

V.'

'v‘- ■ •

in turn,'®^- s. •

in tur|i,have the right to-borrow a part of -th i s ,f un<^ ,'at

Leaky— iow interest rates for periods up to three months.

-found the same principle fo'j lowed among the Kikuyu of

The main use of the funds was for education rather, Ken ya. 

than commerce.a
,-Finance-'from 1 oca-1 commefc-ial banks plays a much 

bigger role proportionately in produce marketing than in
-_ _ .-rf ■. ■

distributive trading.

(

-V

89 C. .Geertz, "The Rotating Credit Association: A 'Middle 
Rung' in Development", Economic Development and Cultural 
Change. Vol. 1, No. 3 (1962).

90 Margaret Katzin, "The Role of the Small Entrepreneur,"
in Herskovitz and Herowitz (EDS), Economic Transit-ion 
in Africa. (Evanston, Illinois: Northwestern. Uriiversity 
Press, 1964), pp. 191-192. ^

• 91 L.S.B.. Leaky, "The Economics ,of Kikuyu Life", East
African Economic Review.^V51>- 3, 1956 p. I80 see also 
S. Ardemer, "The. Comparative.Study of Rotating Credit 
Associations", Journal of the Royal- Anthropological 
Institute, Vol. 9A (1964) pp. 201-22«; D.G. NorvelI 
and J.S. Wehrly,"A Rotating Credit Association in 
the Domini can Republic," Caribbean Studies Vol. 9 No. 1 
April J969. , - - - - - - - - - -

i'
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Credi.t f PGm.^overseas ^pp] i^rs, from confi rnii ng houses and 

ps:. ■‘f rom_ overseas head off ices' is the major source of finance 

the trade. ^M’uch of the'finance from abroad, and'the 

successive wholesalers, sub-wholesalers and retailers are 

heavi1y dependent on credit from their respective suppliers.

ft i s f requen't'l said jn'Ken^^ that the w^holesalers 

and sub-wholesq,lers discrimjnate against. African retailers j 

^ the matter bf. giving c.redit. However, most wholesalers 

wou^ld be re luptant to‘grant* credit, to a retailer of what

ever race - European, Asian or African if the retailer 

is not krvown to. him or if the wholesaler considerjs tbe'; 

retailer not credit worthy. It is reasonable to assume 

that any retailer who ha's done ^business on a cash basis for 

some time and.proved himself reliable is much more likely 

a, to obtain credit from his suppl iers. •

KowevefV-the above- argument-notwithstanding, it is also 

probabl y-_^safe to assume that Asian wholesalers are-more 

likely to extend credit to an Asian since the wholesaler is 
li'kely to i<n^w more about the financial and family back

ground of the Asian retailer, and therefore can more easily 

judge hi/S credit worthiness. Perhaps more important, if 

the Asian reatiler de-faults., the wholesaler can bring

•■j

V- ■■

9 2 H. C. G. Hawk ins. Wholesale and Retail Trade, in Tanganyika, •
' A Study, of Distribution in East Africa. (New York 

Frederick A. Praeger, 19651l3l.
*...

• ;;
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various S0ci.al pressures to .bear on him, short of. legal
V ■

■ ’actiop, which he cannot bring to bear on an african
N**

.Potentially an important private institutional

source of loans to African traders are the commercial banks.

It has been argued that 'the eredit extended to Africans 
by the banks is.,far too smal..! both^i^ rel.atip;! to total ;

V-•• baVrk credit and deposits held by Africans.^d Banks have

been^ rel uctant, to make- loans to African traders. Partly this 

stems from the banks preference for iarge rather than small -- 

loans because of. the high administrative costs associated

But. primari 1 y. the bank wariness in 

•extending credit to Africans arises from previous unfortunate 

episodes on a scale sufficiently widespread to have the bank's

■y.

94 •.with the latter.

a atti tudeone which generally results iri; the* y i. rt.ual
. - , , 95

.'5bxc1 UsLon of the Af rican-as a borrower.
Rowa^^'list some five reasons why AfricansNewl yn and

—y . - ■

have not, in general, satisfied the bank's standards of
V

acceptability for borrowers;

93 Republic of Kenya, Development Plan 1970-1974, (Nairobi: 
Government Printer, 19b9),.P- 561.

94 ibid., p. 562. '

95 ; Ey Marcus and M.R. Marcus, Investment and Development 
• Possibilities in Tropical AfTica, (New York; Brookman

Associates, I960) p. 154-5T~ (fhB. Both Marcus and Newlyn 
and Rowaft^were discussing the problem in trop-ipal Africa 
in general and not Kenya in particular.)‘

96 • W.T.“Newlyn and D.C. Rowan.-Money and Banking in British
Colonial Africa. .(Oxford University PresSj 1-954.) pp.Bl-B2. , 

. - also see E.E. Jucker-Fleetwood, Money and Finance In Africa 
^1964), p. 1 3I.

i*
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•>" (a) the g^neralTy poor reputation of Africans for 
commercials and financial responsibility;

■ . (b) the absence of organised accounts in most 
African businesses; ' ' ' ' . .

(c) the fai.lure of many' African businessmen to make 
full uae of their banking accounts and their tendency 
to be secretive over business matters;

(d) the difficulties experienced by Africans in pro
viding the banks with suitable security;
' o(e) the .lack'of'^close persons relationship between 
European barring executives afTdx^their African customers.

The above statements "notwi thstand'i ng, Katzi n^?reports

that in Nigeria banks will loan to qualified Africans' in

the^ form of overdrafts and'that traders consider their

Harris ^^ghows that Kenya

when the■potential borrower is known by the bank manager,

the probability of obtaining financial assistance is

greatly increased. However, Harris goes on to say that

most African traders do not know their bank managers

partly,due to discriminatory patterns extending. to social life.

<•
-
V

■=r.

98
bank managers valued friends.

y

97-Margaret Katzin, "The Role .of the Small Entrepreneur" 
in Herskovits and Herwitz (EDS), Economic Transition 
i n Af r.i ca , Evanston, Illinois: Northwestern University 

' Press 1964, p. 191

98 However, the Nigerian and West Africa case may differ 
from East Africa in that Africans were more sharply 
restH-icted in the latter from many forms of commercial 
activities.

P. Harris, Entrepreneurship and Development. A Study 
of African Businesses in Kenya (unpublished

99

draft of book).
■—
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questions the thesis that capital short-'Schatz
N*' y •

•age is a major problem in developing countries. As an

,alternative^ypothesis Schatz argues that capital shortage
'. .  ■ ’ •'■V' r ■

is.an illusion created by a large false demand for capital

and that what really exists, is not an; immedia'te shortage of

, i.e. ,capPtal at al 1 , but;, b’shortage ji^vi sable projects 

projects that, all things considered,•promise to be suffioi- ' 

ently profitable 'to support indigenous private investment.

The governiflerit had'Tni t iated a couple of credi t and, 

loan schemes to aid aspiring African traders. Both of 

these schemes have, run into some trouble because of Joan 

•defaul ts^Tliese defaults, plus the defaults experienced 

in the agricultual credit, and loan schemes, connected 

with resettlement.

■ •

i> . .

102
would tend to support- Schatz' thesis.

o ■■

100- S.P. 'Schatz, "The Cap i taf'Shortage 11 1 us ion Government 
Lending in Nigeria" in Whetham and Currie (EDS), The 
Applied Economics of Africa. (Cambridge: Cambridge 

— University Press, 1967)'pp. 93-100.
"1.2,500 for Kitui Traders", East African Standard 
April 19, 1969. „
"Loans for Kisumu and Svarya Traders, Daily Nation,
May 22, I969.
Kenyans Now See Trade in New Light", Daily Nation, 
•February 2, I969.

102 Republic of Kenya, Development Plan 1970-1974,
(Nairobi : Government .Printer, 1969) pp. 203 - 204.

101
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SKriLS AND' EXPERIENCE f

■• Several authors have shown tha-t lack of entrepren-

eurial taienf'‘"among Africans is.jiot. a major impediment to 
private investment in West AfricaJ°^ Personal^ observation 

pius^the numerous .eases reported’In Maoris wouTd indicate 
that the same-was‘true for KenyaT^^

Marris. discusses,problems of ski.i is in relation to”

This evidence-shows that succ- 

are better educated than the population- 

in general and suggests that formal education may provide 

some basic skills and a degree of confidence necessary 

for success in commerce. .However, Harris' general'conclusion

r?-, 'i'-uv

'v- - ■

■ • -Afridan entrepreneurship.
f,-.. ' '

essfuf businessmen

is that initiative and intelligence may count for more than 

formal traihihg in skill formation. It is of interest to
0 ■■

note that formal education does not appear necessary- for

the illiterate "mammy" traders in— success in trade, e.g. 

West'Africa.

>

^ Ifineither the lack of formal education nor the lack

of formal business training crests insurmountable barriers 

to aspj^ring African traders, what does? Marris points 

to two factors concerning the organisation of African enter

prises: family relationships in business, and inability to

103 Entrepreneurship is used to denote the ability to adopt 
and adapt other peoples business ideas as’w'ell as the 
abil ity to innovate-.

104 P. Marris.. Entrepreneurship and Development, A Study 
of African Businesses in Kenya, (An.unpublished draft 
of a book).

.■
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delegate^aMthority, and to ,three factors concerning
J - y ■ -

e>?ternal relationships: restricted knowledge of markets 

(Restricted knoWiedge of productsr and'the extent’‘‘of '

competition.
: '..

Alternatively, Hawkins suggests there are<!three

prime .reasons why Africans have not progressed be,yq_nd their 
■present stage j^n^the Wholesale and^^etai.l tr,ade. 105. The

.5., ,,. ■ • , ■ ■ ■ ■ ............................

v‘-.. Trfrst.is the general lack of commercial ■’experience and

bas^ic knowle4ge of -trading‘techniques. The second is the 

absence of a competitive outlook. He argues that the backg-- 

round oft.most Africans born in rural areas does, pot.j.nolude 

any idea of a competitve business'’outlook, and that 

competition is a concept quite foreign to the traditional 

social system among-Africans. The thiifd reason is the

«. ■

,, absence of'a natural ladder of pragress for the African trader0-.

• ■^to’cl imb from'his start.-as a smahl trader to his establish-

ment as ,a successful wholesaler. Hawkins' arguments 

for this is that wholesaling requires more capital than is 
available ^o the retailer and that for the first time

the African will be direct competition with well establish

ed Asians when he attempts to move from retailing to sub-

105 H.C.G. Hav^kins, Wholesale and Retail Trade in Tanganyika, 
■ A Study of Distribution in East Africa, .(New York 
Freder.ick A. Praeger, l96^.pp. 150 - 152.

;
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- • wholesaling and wholesaling. 106Finally, Rutman suggests -

that lack of Af rican participatTon in'wholesaling i s due 

"-•'•'to lack of commercial experience/-lack of capital and lack.-

of a competitive business outlook,.
■ ilarris rpports^P^that.-the extended-,fami l,y and the 

. tradition of fannTly obligation is^o^en .blamed for :

'v- ■ fi^ustrating. African-entrepreneurship. Pressures are put , 

oh^th'e entrepreneur's to pravMe credit.or gifts to the 

family. Likewise, kinsmen demand jobs for.which others • -

may be m9re competent. To. succumb to such-pr.es.sures 

may result in the bankruptcy of the firm while to resist 

may result in family sanctions.; African may thus be torn 

between conflicting objectivesj efficiency in business and 

the ideal bf family co-operation;

: The problem may be managebkle for the owner of a 

■^rbpriet,orship as he has. it in his power to control the
_-.vf ’ ■ ■■ . . ■ ■

quantity of credit and to refuse employment to the in

competent.' The problem is greatly compounded in partnerships 

and internal friction, due to one partner yielding to 

these pr;essures, may result in the break-up of the partner

ship. Another problem arises'where the form of business or

ganisation results in shareholders.

t

■ ' Kii-

106 G. Rutman, "State Trading-TnNTanganyika" South Africa 
Journa}s_6f Economics. Vol. XXXIV (June 1966-1, pp. lAb-157.

107 P. •Marris, Entrepreneurship and Development, A Study 
of Af rican Busip.esses in Kenya (an unpubl ished man
uscript).
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Ofitqn sKar&holc^e.rs heid t.he same attitudes as the rela

tives of a proprietorship, i.e., they expected better 

- bredi t-arrang^ents and Ipwier prices than were offered

Problems that African traders108to non-shareholders.
, have encountered in employing and.doing businesV with 

relatives have also been mentioned^by MTracle,'^®^ ' 

and* others!.:noDorjahn ' 1.

'v‘- ■ ■ African trading firms tend to be small in Kenya. 

Katz-in^ .11 argues tfiat this.i"s because of lack of adm-. 

inistrative ability in conducting a relatively complex
•St. ■

organ!sal:ion and the relative scarcity of reliable dhcr 

trained subordinates. Marris,‘112 in addition, claims.that 

lack of integrity on the part of employees results in close 

supervision and the reluctance of employees to delegate ■' 

authority. Thi.s .inabi 1 i ty to delegate authority restricts
-T ■

-- ■ . *V>- '

• '._^^the growth of organisations.

108 bid. . Harris

1P9 M.P.'Miracle, "African Markets and Trade in the Copper- 
belt", in Bohannon and Dalton (EDS), Markets in Africa.

. (Evanston, Illinois; Northwestern University Press, 
■1962) p.732.

110 V.'^R. Dorjahn, "African Traders in Central Sierra
Leone", in BohannOn and Dal ton (EDS.) Markets in 
Africa, (Evanston, iMinois: Northwestern University 
Press, 1962) pp. 82-83

. Ill ' M. Katzin, "The Role of the Small Entrepreneur", in, 
Herskbvits and Harwitz Economic Transition in
Af ricav, ;(Evanston , 111 inois : Northwestern University 

‘ Press, 1963), P. 196 ■ . • . ■

112 Harris, Op.•Cit.

tf
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In most parts of th&; world successful shopkeepers

commercial experience by ,f I rst working fori someone

i^;f^^^y-iei'se. . Very, few^.'Africans in ;Kenya have bfeen able to do'this.

Most successful African traders in Kenya have built
themselves up from petty traders. ■ ^Systems of afjpren-

ticeship for African traders have "d^eloped in parts of
\f1est Africa''"'^but very few Africans in'East Africa have bdCn 

'v-.- ,
'• -able to obtain this training.

■In Kenya, almost al 1 wholesalers a^d retailers who

employ paid staff were Asian or Arab and they tended to

emp-loy Africans to. do the manual labour and not as clerks

or'assistants. The .one major exception to this was those

produce dealers and wholesalers who ran branch shops with

an Afri can .manager in charge of each brancli. These men

often, gained valuable commercial experience, but they have
115

—i^^ways been few In n'umber,,
f

—vApart from trade in locally produped agricultural 

commodities, the African trading in a rural market is at 

the end of the distributive chain which extends through

<t. ■

o

113 P. <Marris, Entrepreneurship and Development, A Study 
of African Businesses in.Kenya (An unpublished draft
of a book).

114 M. Katzin,v"The Role of the Small Entrepreneur" in 
'Herskovits„and Harwitz (EDS) Economic transition in

UniversityAfrica-. (Evanston, 111 ingisj-Northwestern 
Press, 19.61) p. 180

Il5 H'.C.G. Hawkins, Wholesale and Retail Trade in Tangan
yika A Study of Distribution in East Africa, (New York: 
Frederick A. Praeger, I9b5) p. 151
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a system of sub-wholesalers back to the majob urban^ce^tres,
^ V- . y ■ ; '

The extent of his contact with ther even overseas.

mairket is the Af rican customers to~ whom he sel ls and the 

. African or Asian sub-wholesalers from whom he buys.
im

The situation is not much better for the African^sub- 

wholersaler. The funciicns provided by such errtrepr4ses
■ 'W . V \

are limited. Th,ey buy smait lots and. sell in,:even smaller 

'V- ai^unts and they carry s'mal 1. quanti t ies of inventory. The 

rura^l . retai 1 trader knows a.Thttle about the sources of 

supply, storage, transport, ordering of biglots, and

buying from overseas,. . Thus’the African lacks the-personal ‘ 

contacts, fluency of communication and confidence to make 

his'way easi 1 y in the world of commerce that currently 

dominates him. «

•Much of the domestic,trade in-Kenya is.control led 

I has already been shown how the Asians 

came to be in this dominant position and .how problems of

o.

Asian s.

capital, skills, and experience faced by Africans have 
allowed the^Asians to nraintain this dominant position.

In addition, Asians have been active in preventing African 

entry. Both Miracle and Hawkins 117 mention the

.116 M.P. Miracle, "African Markets and Trade in the Copper- 
belt", in Bohannon and Dalton (EDS) Markets In Africa.

' (Evanston, Illinois: Northwestern University Press, 
1961) p, 199

117 H.C.6. Hawkins, Wholesale and-Retail Trade in Tanganyi
ka, A Study of Distribution In East ■Africa. (New York:

• Frederick A. Praeger, 1965) P. 153.
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1ikelihcod. of established Asian traders attempt ing to 

pre.vent potential African competition. Part of this can 

‘,b,e explained [jy the tendency, for establ ished traders
•O’

anywhere, of whatever race, to try to prevent the establish-' 

ment of a*new directly competitve business, whfch, if 

successful,wil1 rnevrtably redu 

market.

theTr share of ^the
•w

< t

'v- ■■

VI. SUMMARY

’ The pattern of resource allocation and ownership that 

was described in Chapter II resulted in a racially im- 

balanced income distribution. Most of the benefits of 

, development accrued to the.European settlers and to' a ’ 

lesser extent the Asians. Since Independence much effort 

has been expended by the Kenyan.government in order to 

get ..greater African participation in the Kenyan economy,
'(!.■■■ . --v

«'■fir '''’,-—_

■-^^S=not only to consolidate political independence, but also
r

to—raise the per capita incomes of Africans. Three appr

oaches ha?ve been used. The first approach has been to replace 

Europeans and Asians by Africans, In agriculture this was 

done by buying and resettling some of the land in the 

former,Scheduled Areas. In .Commerce and Industry a policy 

of Afficanisat ion has been pursued at the lower and inter- 

mediate levels.
The second approach haV^^n an attempt to make the 

foreign owned and controlled trading, manufacturing 

and financial institutions more responsive to Kenya's

• .»

0 -
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Pgjftial 1 y th i s was by means ofdeve 1 opmen t ..needs.
v

leanisat of lower and middle level of manage-
■fe^^h^^,,;ment positions^ primaril'y it was through means of 

' : purchasing stock through the ICDC"and getting Africans 

seated on the Board of Directors.

The th i rd apprbaj:h-was: to encourage-Afric.ans $o 

become entreprefieurs of new^ bus i nesses and tO;. encourage 

rfew overseas investment’. ". Faci 1 ities designed to encourage 

new,African entrepreneurs’i.hc.1 uded such new institutions as 

the Kenya Industrial Estates Ltd., the Kenya National 

Properties Ltd., and a number of loans, credit and,, manage-• 

ment training programmes.

Since Independence the. Government's efforts designed 

to improve agricultural marketing have concentrated on 

o. improving the responsiveness of ma-rketlng b'qa.r.ds to the

of the 'African farmers and 'fn increasing the number 

of marketing cooperatives. The Trade Licensing Act, 

by restricting non-Kenyens to trading in a restricted number 

of'commodities and geographic areas, is the principal

£

. 0Vi-
V

piece of legislation to assist Africanisation of the 

distributive trade. It will be shown in subsequent chapters 

that the Kenya National Trading Corporation complements the 

Africanisation pbjectives of the Trade Licensing Act.,

■ Asians came to dominatejjihqTesal ing, sub-wholesaling,

and to 1 arge’^^extent retailing in Kenya for histori-cal reasons.
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. . Africans, Wi thcJlit government assistance had been able to 

wrest some of the retai 1 irig ■f rbm_ Asians in rural» areas 
■ but had been 3nS'uccessfur. i:n gai'n,ing.entry in sub-■'.rs.,

.whoiesaling.and wholesaling, especially in distributive

trading. ' Several reasons have been' put forward ’attempting 

to explain this^l.ack :Of .African pafiicipatioh. These

.^nclude lack of capital,and Tack of formal business - 

y ' trainirng. Although these are impediments to aspiring

»

. ^

traders'thB'y do.:not appear insurmountable. Other factors if

such as family relationships in business, inabli1ity’to
■f

delegate.authority, restricted knowledge of markets, 

marketing and products,, and the extent of competition ’ 

from established traders all would appear to be greater 

• problems.. ’ ' . '
0- ■ ._ _ :V.... . ♦

;.

«»
if ■

V
i

■ >"
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CHAPTER iVy ■

•ACTUAL ANDPOTENTIAL ROLE_OF THE KNTC 

rNTRODUCTION . •

-■4 . 7

The Government and the KNTC both have a variety of 

objeptives designed to improve distributive marketing. 

These include increasing. African paVjticipatioh; increasing
A

.^ficiency; incfeasjng'cpnsumer prote'ct':ion and increasing 

market'penetrat ion.. The. KNTC has in fact concentrated 

most of 1ts'efforts to Africanising imports and distributive 

wholesaling. If is argued in this chapter that this 'is

. #
•r

V.

4

a restricted objective for the KNT.C and that the KNTC 

might be-, in addition, a suitable institution for parti’ally 

readressing some of the income imbalances which exist 

between the richer and poorer; the'rural ■ apd urban areas; 

and between, therracial groups. ,

11. OBJECTIVES OF GOVERNMENT WITH 

’ RESPECT TO MARKETING SYSTEM ■

It l^^as stated in the Kenya Development Plan, 1966-

h

0 ■

•nr

t

—.y

1

70, that the Government's policy for the commercial sector
118-was guided by the need to:

. . .
(T) ensure a rapidly growing African participation 
in retail and wholesale trade;

(2)' ensure that the network of wholesale and retaLl 
- trade is extended'so that people in all-areas of

the country can buy and^seJJ goods which they need or

T18 RepubTic of Kenya, .Development- Plan, 1966-70 (Nairobi; 
Government Printer, I965/, p. 27o
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which they produce, for the market. .

(3)'■ improve the eff iciency of wholesale and retai l 
trade so that trade margins can be reduced, curtail .

■■ the number of middiemen.between producers .and.con- 
sumers^' improve the selection of-goods as well as 
the standard of services 'to the .'consumers and ensure 
the opening of rfiarketing facilities to small farmers,' 
fishermen and craftsmen.

Some four years 1 ater the- government's sfated aims 

for commerce were'essentially the\pame, briefly summer-
A u

,.^ised they ware as follows:
'v-'- ^ . ■ ' ■ .

■ • ■ ■ • (a) To increase.the participation of citizens of
•Kenya .In’the distribution sector of the Kenyan 

' economy;
(b) To increase efficiency of the;distributipn 

sector of, the Kenyan economy;
(c) To- increase consumer protection and-education';
(d) To increase penetration of the market economy 

into rural areas.

9- ■:

Kenyanization of Commerce - The further Kenyanization 
of commerce is an important part of Go.vernment policy 
in. thi’s Plan.'“ As noted above, the. turnover of non- 
citizen businesses belonging to citizens. However,

' .. Governme'nf programmes for Kenyanization-have, had
to co'ntend with 'three baS'ic problems: the lack of 
technical know-how, experience 
'pn the part of Africans. 119

Efficiency 7 it is regarded by Government as important, 
thpt the distribution s'ystem both manufacturers and 
consumers to obtain raw materials and consumption 
goods easily and it the lowest cost. High distri
bution margins lead to high costs in producing 
sectors, such as. agriculture and manufacturing, and 
-^his In turn raises the prices of the economy's output, 
making its products less competitive with foreign 
produced products both in export and internal markets.

o ■■

and financial resources

_ _ If

120

119 Republic of Kenya, Development Plan 1970-1974 (Nairobi:
Gover^ent Printer, 1969),'P. 417. 7"

120 Ibid. . p. 41-6. ■
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Consumer Protection and Education The protection 
&ncL,education^of the consumer is a matter of cont
inuing Shd long term concern of the Government, In 
Sessional Paper No. 10 on "African Socialism and its 
Application to Planni,jig!',Government emphasirsed the 

, importance which it attaches to consumer interests 
wi th partircul aji:j;|eferencd, to .price and qual i ty 
controls and the^va i 1 ab i 1 i ty of necessary supplies.

Exjiansion of Trade - The inadeq.oacy of distribution 
in areas, outs-ide the main towns was noted in the 

^ 1964-70 De'G'e.lppmeht'Plan. This'^situatJon still
prevai 1 in‘sma.l 1 towns and\rural areas, where,
frequently, there are too many .shopsiwhich .are 
unde r-r stocked’an,d deal in the same items: it is- 
characteristic for-these businesses to be operated 

■ ’ on a part time basis with very small turnovers.*

. -
'V- . ■ ^

• iff •:
-<r. .

A major theme running through government policy 

since Independence-has been Kenyan i sat ion j .Kenyan i-sat ion 

of the Civil Service; Kenyanisation of Agriculture; Kenya- 

nisation of Commerce and Industry; Kenyanisation of Education. 

Clearly in broad terms, such a policy means..Kenya for .

£> Kenyans, but equal 1 y clearl y it-leaves uaspecified impor- 

^.tant variables such as the number of Kenyans, the’type of 

Kenyan,, ans the timetable. .

In industry, ajid banking, Af ricani sation has come to 

‘mean a greater degree of control over policy decisions 

and an increased employment, of Africans in skilled Jobs 

and itf management. Africanisation of these companies is 

not seen as being synonymous as Nationalisation. Rather, 

having Africans on the board of directors is regarded as

(

121 lbid.^.p. 416

122 Ibid. . p. 416
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. the'rnost approp'iate method of guiding pol icy and seeing 

■ these f irms operate in th^ best .interests gf. Kenya.

. Thermeartlfig. of African!satmn in trade is less clear, 

in addition to questions of ownership factors involved
i.

in-distribution variables such as' types of commcJdity,

level in the distribution chain, "pT^portion of commodity 
< ' •>

, to be Africanised and' the timetable must also be considered.

- '11 has a1 ready been demonstrated that the marketing
f • • • - *' . .

system performs a useful function by. creating certain 'uti 1 ities •. 

and by performing a number of services in the creation of 

these utilities. , it has also been shown that wholesaling 

and to a lesser extent sub-whoiesaling requires both capital , 

and experience in trading in general and of given commodities 

in particylaf. Final 1y, it has .been shown that most of 

these ...resources'and skills were possessed by non-African 

■■-■^feraders. •

’123’

'v’- ■ •

-c. ■

■ \

0

1

—.V iJ logically follows tha-t too rapid exclusion of 

non-African traders might result in a loss of these re- 

it also foil lows that such an exclusion might 

resul t in some-of the marketing services not being performed 

below previous standards resulting in a loss of efficiency 

at best arid total disruption of the marketing system at
.V .

worst.

sources.

123 See Appendix C for further discussion on the vari
ables involved in African!sation trade.
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To pceveN't .this the goyernmerit would have to injedt 

■ ■ i ts own resourees either to perform the marketing func- 

t,ions itself oj would have" to'provide pri.vate.’African 

tracle.rs the resources to do the j'db.
^ In an interesting articie, Donald Rothchiw'

discusses possible 'confMcts: between twcr-national goals, 
equity and development.’ He^ arguesro:hat equjt.y demands are ; 

^sential 1 y the demands qn the part of tfhe African comm-'v“- ‘

uni^ty for fulj part-icipation...in all aspects of life 
125

development demands .are largely advanced by European ■ ■’

and Asiao businessmen and professionals. ,

«. ■

Nevertheless; this (latter) point must not be over
stressed; many Africans are now assuming positions 
of importance in fhe private sector.and these men 
are just as, aggressive as their non-African counter
parts in pressing developmental priorities. 
Consequently, the confiict.between.eguit/demands 

• and development demands i s mere,as ingl y a. conflict 
..of economic interests; not simply a conflict of racial

-i ntereS't's. 126 -

This ;ahove : statement notwithstanding, Rothchild'^^ 

develops- the argument that non-Africans, citizens and non-

o

■Mi'
■ss

_ .v

\

124 D. Roth'child, Kenya's Af r i can i sat ion Program: Priorities 
of Development and Equi t’y,"prepared for del ivery at the 
Anrraal Meeting of the American Politicai Science Assoc
iation, September, 1969.,

125- Rothchild does not define his use of the word development. 
It would qppear that he uses it as a synonym for,growth 
-whereas development is usually defined more broadly 
to inc.1 ude other factors such as more equitable income 
distribution. ——^

. . . . . '
126 D. Rothchi ld, op. ci't. V p. 11 ..

127 Ibid.,
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ci-tizeris‘a-llke, will be essential in many industj-ies,.for,.

the forseeable'-futi^re and* that any premature departure 
C^^;;j^,^expa'triates would retard development apd create -

^aitid i'tl onar unernp 1 oyment.<3

Moreover^ any future employment policy which might 
distinguish between citizens on racial grouncfe would 
prove expensive in.terms-of economic growth. ’Not 
onl y do non-Afri-carj^' long: resident in'''Kenya _have.. a 
substantial sftare of ,existing sTcKjls, but present 
educational ..trends -indicate that their potential • 
role remain's, large i'n the highly sl<i 11 ed'oScupaTtens

rThese .arguments may apply equally as well to marketing as

they do to manufacturing.

iza
V-'-

However, in marketing the 

conflict may be between the goal of Africanisat ion and the

■#-. .

4- .

goal of increasing efficiency. The Gpve^rnment'sAfrican- 

isat ion programme attempts to take cognizance of this • '■ 

situation which accounts for the numerous credit and loan 

schemes, busigess training courses and the Kenya National 

Trading .CQ..rppratiQn-; - It is also evident that the Govern-
''O' •*w

nfi^^dPes not intend to force the pace of Af ricani sation

of trade.vbeyond the point which would result in a severe

Evi(fence of thi s is suppiied by theloss of efficiency.
i

gradualness of the KNTC in taking over new commodities and" 

the emphasis upon gradual phasing out of non-citizen trader 

under the provisions of the Trade Licensing Act. ^

128 Ibid.. p. 14 .

129 East African Standard. January 12, 1968, 
East African, Standard, Febr 13375^24, 1968,

p. 1.
p. 5.
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As mefittoned earl ier, the Trade Licensing Act and 

Keriya National Trading^orporation play- a central 
4^^&»k;.^Q]e i n meet i ngtjj'e Government' s, object i ves-for distri-

i V'- • ^
butive trading. - Higiro-Sernajege lists the following

ias being the bbjectives of the KNTC:

to remote the part fci pat ion ofi^fric'ari busJnessmen 
in the field^f commerce by providing wholesale credit 
faci1ities;4 —

to participate in export and import trade bycha- 
. nneling imported goods'through African traders;

to act as an export agent for certain goods in those 
cases where state trading cpuntries, with which Kenya ' 
has trade agreements, require such an arrangement;''

■to assist in lowering the livin.g costs of the majority 
of Kenya people' by lowering prices of essential 
consumer goods; . . .. • ’

to establish and maintain an efficient and equitable 
distribution network for essential foodstuffs and 
other Qomm'odities. 1 30 . ‘ _

.' An I.CDC pub.lI'Cation states that the principal object-

■•'ive>.sof the KNTC is the Afric’anisation of the distributive

This is further supported by the following

passage extracted from the introduction of the 1968 annual

report of the KNTC.

V-.- ^

o ^ ..

tradersv?^^^''

130 F. Hitfi ro-Serna jege, "The Role of National Trading Corp
orations in Stimulating Eas.t African Entrepreneurship, 
"Economic Development Research Paper #150, Makere.re, 
Kampala, 1968. Regrettably he does not cite his source.

131 Republic of Kenya, The Industril and Commarical 
Development Corporation (Na_LjjQbi , l9feB) p. 8
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„ Sincd' tfae attainmeint of, independence, the Kenya 
. . government h'as Witiated various important programmes 

aime.d to one objective: the Africanisation of the 
^:j3!^^ownership and m^agement. of ttie ,e_conomy of Kenya^b.y- i ts

objective, if .^has. beten necessary 
” • to create new-institutibns. The Kenya National Trading 

Corporation is one,such institution. ■ Its purpose is 
..twofold. First, to assist the traders,.particuiarly 
the small traders, to.participate-more fully in the 
sommer'tial sector b'f .odf eco'nomy; 
as the vehicle for more.effective 
of the distributive trade.132

Although the Minister states that the KNTC has two

purposes to date it h"as'concentrated almost all its efforts
on the first of these, i.-e. Africanisation.'^^ The '

remainder Of this-chapter i s'an analysis of how the KNTC-'

might broaden its objectives so that it might, in the words

of the Minister, "act as the vehicle for more effective

control and regulation of distributive trade."

seTiondl y-to act 
octroi and' regulation

<•
'v- ■ ■

•

a-
1II..POTENTIAL ROLE OF KNTC 

According to the 1970-74 Development Plan
f '

Government's strategy for redressing the imbalance between 

urban and rural incomes will be the following:

134
the

' •*;

132 The Mbn. Mwai Kibaki, Minister of Commerce and Industry, 
"A Message from the Minister of Commerce and Industry," 
Annual Report of the Kenya National Trade Corporation,-
19687

133 : See Appendix H for alternative methods of effecting 
Africanrsation of trade.

13.4 Republic'ot Kenya; Development Plan 1970. -74.' ' 
(Nairobi : Government Printer, 1969), p. 2.
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'■ f i rst;' bysthe use oft taxation, but also by other 
Government measures which have the effect of

■ • raising publ ic consumption and iniprpving the.health,
educat i bn .; and other' sery i ces ava i l.ab 1 e' to pec3p 1 e i n 
tfie rufaft.bc^as. Real incomes jn the-rural areas 

.are also very much affected'"by the prices paid for the 
main-agricultural crops, which are to some extent 
within the control of the Government, thoifgh ulti-

■ . mately dependent on world market trends; arfd by the
prices paid for:;,various inputs' such as seeds 
ferti1izer4 and fuel, which'THp Government also has 
some freedom to -affect.

■-t-

In addition, a' major contribution'towards improving 
. the’d i str ibut.ion of income between urban and rural 

^ .. areas .w.,i 11- come'f rom.tbe operation of an' incomes 
•policy which, among other things, regulates the 
growth of urban wages in a way cons stent with the ■ 
interests of the nation as a whole. 35 '

'v- • -

• • In essence, the Kenyan Governmen.t plans to increase 

real incomes of areas outside the main, cities byincreasing 

pubT-ic consumption and by endeavouring to increase the 

monetary ipcomes of people living fn the-smallef cities 

and .i,n ..fural areas. The Governpient makes no mention' of
r-..- • . '■C' ■ • . ■

, . . -..-TWftSvr-r,
-■-=5Sfte alternative or complementary method of raising real 

incomes in the sraaller towns or-ci ties by increasing con-

o -

sumer pricps in urban areas and using the revenue to lower

In addition, the.Governmentthe prices in the smaller towns, 

j makes no mention of the possibility of increasing the prices

of more luxurious goods and using the extra revenue to low-

The KNTC would be a moster the'prices of necessities, 

appropriate institution for doing this.

135 Ibid.. p. 3

'(S':
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The': KN "PC can sel 1-; the'commodities confined to it at 
any price i t wi shes. ’ . Fo.r example, one method .'would be

to sel 1 :at cb^t-plus, T .e. if tlie KNTC buys a commodity 

from Nairobi manufacturers it would charge less in Nairobi 

than in, say K,itale, because transportation costs would be- 

lower in the former. c.ity thah th^l at ter. Alternatively,

*'■ -^tbe KNTC could absorb-traiisportation costs by averaging 

' - out 'air transportation.charges and charging the same price

for-commocli ties regardless of from which warehouse they 

are bought. This would result in a price higher in/. 

Nairobi and lowe.r in Kitale than would have existed under 

a cost- plus system of.pricing.

V- ■
«• .

•
r. •

In fact, there are many alternative variations of . 

this basic theme that the KNTC-could use,. It could keep

.al l commodptife's'separate and-absorb transport-at iofi. costs
a--

—“tSC within commodities. Alternatively, it could- increase
f ’ •

p-r-i-ces across the board on its luxury items such as wines

and spit\its and the more expensive textiles and then use 

the extra money to subsidise necessities such as the less 

expensive cloths.

In addition to affecting real incomes through its 

pricing policies, the KNTC, by being the sole purchaser of 

a commodity, could be a countervailing power in the monopolistic

I

•-' '

136 This i^ not true. for all commodities., for example sugar
prices are controlled at alT levels of the marketing 
system under the provisions of the Price Control Ordi
nance, Cap. 504, 1962
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and ol rgopol i s^t i c market structures that Kenya finds . . 

itself both in international’ trade and indomestic manufact- 

- V uring.. A domestic monopo.l i st, .if trying'to maximize. prof i ts ,
• s

will produce that output where marginal cost is equated 

, to margi.tial revenue. This would, require him to^ produce

i'f' he w'e-re sel 1 ingOQ^ and seT l at pVice' OP^ ^(Fi gutr^^) 
to competitive mi ddl’emen'.-*'Given the demand and'co'st

configuration presented’.in Figure 3 this would result 

in. monqpol.y-’prof i.ts of " OA) x OQ^.
f*

■--af.

FIGURE .3
4

A MONOPOLIST SELLING TO PERFECTLY COMPETITIVE MIDDLEMEN
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137 A market structure that would be very closely approximated 
if the commodTty was confined to the.. KNTC and KNTC did 
not trade in it but instructed the manufacturer to sell 
to the many KNTC’appointed sub-distributors.-

.̂.. '■



-'•V'

97

„ The--KNTC, if purchasing from a domestic monopolist ■ 

wi.th the above cost and demand configuration would have 

,v.:. > sever.ai chpi ges. First, it, could continue as before, agree

ing- to purchase quantity OQ at price OP (Figure 3).
■ m ■ m

If GQ^ was then sold to African sub-agents, th% KNTC ■ 

would have performed'i ts AYricaoJ^atiori object! 

would have forgone possible benefi.ts of reducing prices and/ ' 

or increasing quantities purchased. A second alternative 

would be for the .KNTC to-'agree to buy as much as the.mono-

•<.
V *

ve. but

V-

s. ■

polist is willing to sell at,a price something less,than “ 
^ The'mpnopol i St woul d rpta i-n the •sameOP 5ay, OPg.

decision rule of equating marginal cost and marginal,, 

revenue if its objective function was profit examination. 

Hpwever, as the KNTC would have agreed to purchase al1 .
' 4 - ■ j

output at a, price of OPg the firms-' new average revenue 

.^pi^.and-margina'i revenue.w'i 11 be ho'rizontal at a price of OP
—. ■ e

and^wi'jl be identical to the average revenue and marginal 

revenue curves under a many buyers regime as depicted in 

'Figure 3 for all prices lower than OPe (Figure 4). .With 

this alternative the KNTC would purchase quantity OQ^

(a quafitity greater than OQ^^) and the monopolist would 

still make'a monopoly profit but of a smaller size than- before.

. - m

o ■

138 Ideally, OPg would be the price where MC = AR, i.e.
the-economical 1 y efficlgjt^" price. However, as neither 
the ojo^opol i St firm nor th^ KNTC is likely to know 
the ejcact level of OPg the' rule of thumb of setting 
a price of something less than OP would have to be 
adopted.
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If this commodity was deemed a necessity, the welfare

V ■-rt

„ African consumers would be increased If more-of "^he •

How-•'commodity was produced and. sold at a- lower price.

from the African optimum welfare point of view i.e. 

one that:,maximi SOS Afri'dans ' welfare vis a^yis non-Africans 
.. welfare the optimuirf price offered by'^^e KNTC would be .OP5 

".fo'ii^n agreed .quahti ty. OQ^-where OP^ < OP^'X OP^. and’ OQo>

ever

O'Qe >^0Q^' (Figure. 5)139 

that 'could be produced at the price OPq without the

Thjs would be the maximum amount
«. ■

monopol i St j ncurri ng losses and without the monopplj st 

making monopoly profits above normal’profits.

If on the other hand the commoidi ty was deemed a 

luxury, a fourth alternative would be for the KNTC to 

purchase at a price, above average cost, say OP^, but instead 

,(^purchasing quantity, Q^., the amount the manufacturer 
w^id wish, to sell to maximixe his profits, the KNTC

_ _ .V .
could purchase a quantity less than OQ^, say OQ^ and 

sell* it at tl\e equilibrium price, OP^. The profits thus 

made by the KNTC could be used as undesignated revenue or 

as a source of development funds (figure 6).
140

139 These optimum numbers OPp and OQq would be unknown 
: .to the KNTC.' However, these figures possibly could 
be approached with time using an iterative'process
of recontracting.

'
It should be pointed out that an, appr.opiate tax/

• subsidy policy could have resulted in the same price/ 
quantity relationship that have been discussed in 
relationship to the KNTC and a domestic monopolist.

140

-.»• -
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.Th.us far^we-'have discussed,the possible economi.c 

^cS^e of the. KNTC with respe'ct to domestic monopolies in
r • •

manufacturing. The KNTC could also play a significant 

economic ro\e in importing.

Currently, the KNTC trades in commodities considered 

as necessities or at least non-luxuries and the expansion 

of production and consumption of these is desirable. 

However, there areother imported commodities that are 

consid-ered luxuries that are not imported by the KNTC.
A reallocation of resources away^'fl^m itfiporting these 

commodities to importing necessities-or importing capital

V
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goods-^ to niate necessi tJies might be considered desirable. 

The KNTC would be well suited as an organisation to re-

i^vvail.ocate scarc^foreign away fyom the importing of luxuriesy-.

•‘.'uy
*.h

towards importing necessities or capital goods. Because 

,of the rela'tively small quantities involved, it 1s probably 

true tlfat the offer’prJce of-any i jld^str i'al

imports is lil<e4y to stay the same per qnit-regardless 
V- ■ o^.how much Kenya buys, i>e.- the foreign supply curve

good that Kenya
' .

<•

isH-kely to be perfectly elastic over the. relevant 
quantity rapge (Sf in Figure 7),.'^^ If there was perfect • 

competitibn among importers the quantity purchased would 

, . be OQ) and would be sold at price OP] (Figure 7). For 

. some commodities this model may-approximate the market 

structure of imports, i.e. some of the texile products. 

However,' for many-of the i,ndustria-l commodities.being- 

•■■^imported into“Kenya there _is llke'ly to be a degree of im

perfect fc,ompetition to the extent that tfie.re will be few . 

importers. Under these conditions a quantity something less 

• .than OQ] will be imported, say OQ2 and will be sold at price 

OP2, with monopoly profits accruing to the current non- 

African 'Tmporters (Figure 7).

Let us'assume that the importing of commodity A is • 

currently done by'non-Africans. Let us further assume

.

This ignores the possibiiTty^that 'if there was one 
large Importer instead of many small i.mporters it is 
probable that a large importer■(i.e. the KNTC) would 
be able to negotiate price discounts for quantity 
purchases which'could not be negotiated by the smaller 
importers.

141
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PERFECTLY COMPETITIVE■IMPORTING AND OLIGOPOLISTIC 

IMPORTING.'WITHOUT GOVERNMENT INTERVENTION
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«-that Tn order to Africanise commodi-ty A- the government' 

panfines al l imports to .the KNTC."''lf it is not the
3=^-.

governmenti's intention to reduce imports .the KNTC could 

either purchase quantity OQ] and then resell to its appointed 

sub'-agents or else it could approve imports licences up 

to quantity OQ^ and allow the appointed sub-agents to do 

thei r own’^importing. Wi th both of these alternatives no mon

opoly prof i ts'are made. • ' . •

However, 'if it is the government's intention to de- - 

crease the quantity of imports jif-^ommod,i ty A as well as 

Africanising "the impoftatlpn of corfimodity A, the analysis 

becomes much more interesting. It has already been shown
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.fhat mbnopsonisti%/monopol i^stic profits may currently be 
^^J^^^made in- some commodities because ^jf the. smal 1 number :of 

^^^^^■im'porters. - If thfeVe is a further reduction in imports

then there is likely to be a further increase in ^the per 

unit profit. The important question .'is who will be the 
recipient of these, monopsonistic/mon^ol i Stic profits. 

This may best b,e explained with the. use of an ■

r

r...

\ hypothetical example; Let.us assume that product A can 

be produced for 100 shillings per unit in the exporting

■

■

V■••sr. •

country, say country X, giving a perfectly elastic forejgn 

supply curve (S^r in..Figure 8)., Let,us also assume that 

the Kenyan domestic demaad is, represented by curve DD‘, ’

At a price of 100 shillings per unit Kenyan consumers 

would purchase 5 units, making a total expenditure of 500 

, . .units.-. -Let us'fufther assume that the government decides
■ ' - >B- ■ ' . ■ .-V

■■ reduce the number of unites imported to 4 and instructs
I

the st^te trading organisation^ to whom the commodity has-

been confined, accordingly. Let us finally assume that 

consumers in Kenya would now be willing to pay 130 shillings
,r... ■ ■ “

per unit when only 4 are available, making a total ek- 

penditure .of.520 shillings for.the 4 units. But the producers 

in country X would be prepared to provide the 4 units at 

100 sHi11ings per unit, i.e., for a total of 400 shillings. 
This leaves a^gap between the tot^ purchase price and the 

total seijing price of 120 shillings, or '30 shillings per

" ,v
K
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un it. be tween V the rice-wh ich-the consumer-i n Kenya would 

prepared to pay for the 4 units and the price which
■ ■' ■ .'Ji . ,

supiil ier in country X .wou1 d be-prepared to

: accept-for them (Figure 8).
i

-a ■’FteURE 8- 

DEMANO. FOR IMPORT-S INTO KENYA.'
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Let us now consider who might receive this margin. 

When imports are res-t/icted by..the fiscal means of a^tariff 

or by the'^monetary means of a multiple exchange rate, this

I
\

problem .of the' margin between the demand and the supply 

price does not arise. This is so because this margin auto

matical! y accrues to the authoci.t-i.^s of .the importing

country in the form of- a.revenue ffom the import duty in the 

case of the tariff and in the form of a profit on the
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' deal ings 6n""th.e exchange^control authority in the case of
. .N** y"

a multiple exchange rate.
*. » «• ' .«JS . . ^ .

Wi an exc^bange control w,hich merel y-restricts, the-

’‘amount of money which may 'be spent on the particular im

ports or with* a quantitative import restription whfch 

limits a’lDarticular impott; either by^eans'of a quota 

' or' by means of state trading,th i s prob 1 eni of the marg.i n 
'v- bet^.en demand and suppl y arises.

fil.f the state'trading organisation buys and sells on
■*. ■

its own account this 'surplus may accrue to one or. more of. 

five groups'; the-state.trading corporation; the official's 

within the state trading corporation; the sub-agents pur

chasing from the state trading.corporation; the consumers or

the foreign manufacturers.
• * *

_ The state trading corppration could purcjiase at lOO

i ngs per uni t and co.uTd sel 1 at 130 shillings per' 

unit and thp margin would accrue to the state trading

This money, could then be used to further the 

aims'of the state trading monopoly or handed over to the 

treasury.

0-.

_ _ V

corporation.

Howe'SPr, if the state corporation purchased at 100 

shillings per unit and resold.the commodity to its appointed 

sub-agents at lOO^shi11ings per unit the surplus would 

ac'crue to the-lucky sub-agent, was to resell it at

1 30 shi 11 ings '^"r un i t. ■ ' .
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Under*-th;gse circumstances; being a sub-agent for .the 

sa'Te of commodity A would be a lucrative business. 
•ii&iiSiinptential traders^might be willing to use their political

Certain

T<r*.,
/ -V'-

influence or part of this surplus to persuade officials of 

- ;the state trading corporation that they would be »«iorthy 

recipients of sub-age'nc.ieS enabl ing tti^m to"-sel 1 commodi ty 

In this case part of the margin would accrue to (Jfficials 
V- wit^n the State trading organisation.

A.'

.• «*.
V\.lternativel y, the' statd .irading corporation could 

resell at 100 shillings to sub-agents but place re.strictipns' 

on the price that -the, sub-agents could resell.' This wouTd

,result in a situation' in which there was excess demand, i.e.
■ , . . ■ ■ ■ ■

if the price was less' than'1 30'shi-l 1 ings per'unit than'lt units 

would be demanded. Therefore, either an official, system 

(Of rationing would have to b.e. introduced ^or else, there would 

bjSgjiop shortages, queues and under-the-counter sales. ' 

Moreover, ft would be difficult, if hot impossible to prevent 

satisfied customers at the front of the queue from re

selling to frustrated customers at the rear of the queue.

■*.

142

The final situation is one in which the exporters 

in country'^ are able to appropiate to themselves all or 

some of the margin between the high demand price at which the 

restricted quantity of imports could be sold in Kenya and 

th’e lower price that they would iabnormal competitive

142 Prices are, of course, a means of rationing but based on 
ability to pay rather than some other criterion.
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coil’d i t Tons* be gprepa red to supply these exports.

• The other a1 ternative. wqujd be. for the importing of 

_ " commodi ty. A to>’:^^ confined to the stat.fe-trading organisation

but instead of trading on its own account it could issue 

' the restricted quantity of Ijeentes to appoint^ African 

sub-agents. Linder thi,s system fn^.surplus could accrue 

,^to one or more of the' following six groups; the. previous . 

.non.-African importers; the new Africans importers; the 

officials 'approving the import licences; the state trading v 

corporation; the consumers;, or the manufacturers in'the 

exporting country. • ,

If African traders permitted themselves to becoftie 

fronts to pre-existing non-Africans importers then the 

margin wquld accrue to the non-African•importers. Such' 

a resyl t wou.ld rrot accompl'ish. the objective of Af ricanisation 

#bf importing of commodity A, and instead of a flow of 

pjjrohasing power from non-Af r-i cans toAfricans there would 

likely b^ an increased flow o'f purchasing power to non- 

Africans.

■•>1

f. •

0

—ras?

145

If an African trader does not permit himself to be- 

come a front for pre-existing importers the margin of 30 

shillings will accrue to which ever African importer is.
■y

fortunate enough to have been granted a licence. Because

a licence to. import a unit or'cbmmod i’ty A i s so valuable a

'145 This would depend on the magnitude of increased profits 
due to restrietion and the fee demanded by the African 
for acting as a front.

>S“
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part of the JO shilling^ may.accrue as a bribe to the
- • y ■ .V ‘ ■

pv. ’officinal who has to decide whether to grant the licence 

A; or to^^r. B. Mr. A', or Mr.

. to use.some of this difference between the purchase price

B. may be .prepared
r<' .'i

and the salefs price to help the offical to decide^to whom 

he shell'" hand out the yaluable licence.'
■ 'W .

Alternatively, instead..of the margin accruing to 

"v- pi^^existing non-African" importers, African importers or 

. government 1 icensing/off icer.S.-the. margin could accrue to 

the state trading organisation. This could be done by the ' 

simple expedient .of ei ther charging private traders a.. .';-, 

commission, by sellFng the licences for a fixed sum or by 

auctioning-the licences to the highest bidders.

In this way a state trading corporation,- trading on its
• • * *

sown account, by restricting the volume pf imgarts and by

■,l3£k§ij>sei ves absbfbing the monopoly "prof its on such restricted 

trade, could have substdntial1y the same effects in'reducing 

the volume of trade as could be achieved by a system of 

impbrt licences sold to private traders.

State trading organisations could also be used for the 

purpose of- expanding import or export trade which would re

sult from the payment of import or export subsidies. A 

state export organisation could, for example, purchase.

I’arger quantities of the home pxg^ce for sale abroad than 

would be expo>ted by private traders. This would’result

t

rss^
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in a loss andvwoul.d correspond to an export subsidy which
- V- ■ J ' 5, • - ^ .

a-regime of private trade'would have been necessary to 
^^^^^.ropigte thi'S increase in expo’rts.:

Similarly,- with a state import'organ i sat ion, it could 

- purchase larger quantities of imports than the ordinary

competitHve amdunts and ;put these on sale'on the-Jiome^market
■ -w , ^ ■

......at a loss. .This Joss would correspond, to the. import siib-’

if-• siwhich would be ne'ces'sary.to promote thi 

anti ty .undeir a* regime.-of priv.ate trade.

The KNTC could be used as a means of African!sing imports- 

and at. the -same t ime perform numerous other i ntemail opal;- 

trade objectives. Two approaches exist and have been 

discOssed, ii.e. the KNTC can trade on i t s ;dwn account 

or it can licence African traders to do We importing.
This method of allocating licence/to African importers 

be-diff ic’uT t to determine, (yaotas set on the basi s of 

past-import performance are obviously inadequate in meeting 

Af ri can i sat ion-.object ive.s because almost all importing 

in the past has been performed by non-Africans.' Global

quotas which are gradual 1y realjpcated to Africans would
(*

be a move -in the right direction. However, several problems 

may emerge from such an approach. First, it is iikely 

that the greater proportion of the quota would be allocated, 

to the original African importers^j^ther than to newly 

appointed Afri'fcans. Object ions' to this stem from the basis 

of selecting the original African traders and from the

«i

.1.

1

s increased qu-. #
y

•

0 ■
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freedom of*entry that imp]ied; Thi5 freedom of entry

be necessary to counterbalance the danger of collu- 

from developing which might result in-price increases, 

’■ monopoly profits and an unjustified" flow of resources from 

consumers to' importers.

The granting of import i icencgL^to'a'select group 

of African importers i s' 1 ess-than sat.i sfactory;, because the 

'v'-. ■ Kllrt loses .control over imports, because of- the dangers of

•J-tM

, monopoly si tua£ions,.'developlijg and because of the dangers 

of Africans becoming fronts for non-African, traders.
-a-. -

■l.t.

is obvious*that any system of Africanising the import-.trade'

based upon a system of restr i cted 1 i cens i n-g i s bound to fail

. if it is both possible end advantageous for the primary

recipients of, the licences to resell the licences or resel]
* ■ ■ ■ •*

0 the commodi ty'wi thout performing an-y of ; the marketing ■

'.^Sjctions. Ei'fcher one must have a'law-that makes it illegal
:S,\- . ■ ■ .

to sell tp the non-Africans and pOTiced to ensure that it is 

effective or one must use the price mechanism to ensure that 

it 'is financially advantageous for Africans to perform the 

marketing functions. Unfortunately the latter solution 

implies pfice increases which run counter to consumer 

interests. In addition this, would result in a bigger 

commission being-offered to Africans with licences when 

handing over-the commodity to noorAfrleans.

The adv'&titages of the KNTC doing the importing on its 

own account, or acting as an indent agent for appointed
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sub-agents^ a,re numerou^.
■ ■ y. . . . . . . . . .  : ■ ■

(1) Only two levels of the distribution system

■ V would h ave to be po 1 -i-ced -to en's u re n on Af-r i can s^ we re 

not. trading ,instead of three;

(2) Importing and the vagaries of the international 

product and money’market are complex and much_ furjher 
removed f rom ^v^fyda'y knowledge of^the .ave tfge African

trader. Many economics, exi st if personnel wi thin the

N*'

• ■

K^TC 6btain§d in depth expejrtise in this field rather 

than somewhat superficial knowledge being gained by ■ 

dozens or even hundreds of individual importers,whose; 

primary role is that of whojesaler;

(3) The objective of protection*would be more easily 

accomplished with a single state controlled monopsony than 

fj., with numerous importers; , -

i^]' The'“KNTC could-canvass for cheapest sources of 

supplyiand to negotiate quantity discounts.

.■

IV. ' SUMMARY ■\
KNTC objectives include increasing African participation 

in distributive trading by providing wholesale credit and 

by channeling goods through African traders; by acting as an

export agent for certain goods sold to socialist bloc

couritr-ies, and by increasing efficiency and market pene-

The"T<[fjT& has,' in practise con-tratioh into rural areas, 

centrated almost al1 its “efforts on increasing African part-

It is argued in this
,»■ .-i

icipation in distributive trading.
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chapter thatVthi.s is a restricted •objective. ■ *
;'V- ■ . y; ■ ' ■ ,■

First, the KNTG pricing policies might complement

^^^_^er,^goyernment efforts to redress real income- imbalances 
^^7‘: subsidfsing prices 'in rural "areas and by subsidising co- 

. mmodities more commonly consumed by poorer people. 4n 

addition tc» affecting real/;^incomes through its priejng ^
■. policies, the KNTC,.,^ bei hg’the sole p^chaser ,qf 

'iod.i tyf^could be a counterval I'j ng power in the monopol i stic 

and ol igopol istic.tiarl<et-strudturcs that Kenya finds itself 

both in international trade_and domestic manufacturing. 

Several models are presented which demonstrate how the KNJ.C;- 

might reduce purchase prices and/or increise quantities 

purchased in both domestic manufacturing and international 

trade. .In addi tion, the advantages of the. KNTC import ing and 

tru^ding on its own account rather than^ficensin'g^AfcicanS:,

■ a revise us sed. The' remaining three chapters .are an analysis 

of the actual operation of the KNTC.
—-.V -

a comm-

j



■■ c?"-;

■/. ••;. -

11.3
V

y ■ chapter V • .

OPERATIONS and FI NANG IAL ANALYSIS OF .KNJC 

?I^VrNTROD.UCTl;)N

S*'

?*>

re, <

The aim‘of this chapter is to review-the"hi story

of the kN»TC's operation ‘dur ing-i ts first fi-ve years.
.. During the coursethis'- 'review it wM^i be shown that ;

*•.V, .*•*

, thevT^NTC has steadi.ly itioved'.awjay from apoTicy of- trading 

;on i’ts^ own account-thi^ supplying marketing services such 

as providing credit, transportation and storage to a policy : -

of indenting and Licensing. It is hypothesised that thp,';-

f.

accumulation of 1 arge'amounts of bad debts has left the 

KNTC-short'of working cap-i £a1 and .that this has resulted in 

the partial withdrawal of,the KNTC from.supplying these
"'•V

services. It" will be shown i n Chapter Vj, tha’t the, wi thr, 

d^^T of.'these "marketing services'-has resulted in African

wholesalers_^having increased problems in providing the full
-——.... '

range of marketing services to their retailers thus making 
it increasingly difficult for the African wholesalers to 

compete with non-African wholesalers who are able to provide 

these' services.

•"res

II. ORGANISATION GROWTH AND MODUS OPERAND I OF KNTC

r : -

The Organisatton of the KNTC

The Keny^National Trading Corporation was fo'rmed 

in 1965 with ah authorised capital of 10,000 shares of

All 10,000 shares have been issued and20 shillings each

i-
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fully p^idvand are hejd by. the Industrial and Commercial 

Development Corporation. As mentioned earlier, the ICDC Is 

a, statutory bgdy reporting to the Ministry of Commerce 

and -Industryi Therefore the KNTC, although not a statutory 

, body, is closely controlled by the government, 'it is 

from this close relationship with^he government that the 

KNTC obtains much of its power.
<■ . ■ , . ’ ' ■ ' . '

The KNTC obtains the.legal right to become a monopsonist/

mopopolist of certain good's.-di stributed in Kenya through the

provisions of the Trade Licensing Act. Once an item

comes unfder the Trade Licensing Act as a specified good, '

that is, tradeable only by a citizen, the KNTC can take

over local distribution pursuant to*the Imports, Exports and
Essential Supplies Act.'^^ The source of the KNTCs powers

0 to control certain imports emerges d irect1y from the pro-

;;5^^isions of t'he Import, Export an'd Essential Supplies Act.

Part 2 tjf the Import,’Export and Essential Supplies Act deals 
_ .v . .

with import licensing. There are three schedules of goods
I '

requiring licences outlined in the Act. Schedule one is a 

list of all goods imported f.rom countries other than Uganda 

or Tanzania which are prohibited without a licence issued 

in accordance with the Act; schedule two is a 1ist of 

goods which ma.y not be imported from any country without-a

'v- ■

«■. ■

144 Republic of Kenya, "ImpoT^tT^Export and Essential Supplies 
Act, "Kenya Gazette (Nairobi: Government Printer, 1968), 
Cap. 502 and Legal Notice 348
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licence issued in accordance- with the Act; and schedule

' ^ those goods which may not be transferred

Ken.ya f rom^Uganda and Tanzania except yia-the Kenya

■ National Trading' Corporation.

In addition, goods on schedules one and twojnay also 

be confined to the KNTC.'' These goods afe^ conf i'ned to the
■ -W .

KNTC not by being put qn a special schedule, b.ut by insfru-, <

■ cfTons being issued by the. D-i rector of Trade and Supplies

to the Licensi-ng'OffTcer to-'the effect that these goods,

should only be imported via the.KNTC. The.instructions,are '

issued by*the Director in accordance with the powers given

to him under the Act to lay down the procedure for licences.

The principal objective pursued* by the KNTC is the
1

Africanisation of wholesale distributive trade.,
* • ■ »

, The KNTC Board of Management “consists of a-chairman

'.-pfed seven otheV members. represnting the government arid the

trade. ^ The day-to-day affairs are delegated to the General

Manager. There are trading divisions in the KNTC, Produce 
K

and Provisions, Textiles and. Hardwares. Each is headed by 

a commercial executive. The commercial executives report 

to the cdfhmercial manager who in turn reports to the general 

manager, In addition, there are the staff divisions of 

accounts, finance, and personnel. In May of 1970, the.

i.

**.

•sf. •

0-

145 I am inf^bted to Charles Lub^, ,Legal Consul tant to the 
East Afncan Development Bank'and Michael Phelps of the 
Insytute for Development Studies for guidance in writing, 
the section on the source of the KNTC rights in the field 
of distribution.'

.146 See Chapter IV. _
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.. •
following ■toramodities wgre handled by the KNTC:

.A. Product and Provisions

Sugar: local ‘and imported 
2; Sai.ti-• local and impprted
3. Rice: imported
4. Edible oils and vegetable ghee {liquefied butter)
5. ' Soap: local and imported ; ''
6'. Shampoos. .. ■ '

° 7. 'Local sweiets (East Afji{^ca)'
8. Imparte'd .confectionary \
9. Marches: local-and impo.rted-

10. Jaggery (s.'ugar byrproduct) ..
11. .Battery' cells - 

- ’ 12. Torches (flashlights)
13. Razor blades

■ 14. Household insecticides: Local and imported
15. Rat traps - ' .
16. Brooms and brushes: local and imported

Wines and spirits ' -

*n

" '..V

'V- ■ •
«*.

\ :

1^7.

B. Textiles
• . 147

. NytH Jinja fabrics *

. MuTco textiles - '^8 - •
3. . Cotton piece goods: local and. imported 

Second hand clothing , '

'■i' ■

1
V'

S'? 2.

'4.
•5. Shirts: Local and imported
6. Kni'twear
7. 'B'lankets : . 1 ocal and"'imported 
8; Socks and stockings

',9. Suiting materials
Japanese and other'Khangas 

11. Ready iriade trousers

o-

x<
—-V ]0.

I
C. Hardwares

1. Cement
2. Galvanised corrugated iron sheets 

^3- Galvanised plain fencing wire 
Pangas (hand axes)4.

5.. 'Axes
6. Padlocks
7. Shovels and spades
8. Hose and forks

147 Textiles'^anufactured (n Uganda. 

148’ Textiles manufactured in Uganda. »
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. 9v- vBarbed wi rg . '
10, -Nails- ;
11. Lanterns'

Cooking pans, . , ...
13. Ch^coal irons' . ' • ■

. 14. : Met-slv.beds: l ocal and'. Jmpprtfed 
. 15. Bicycles, spares, tyre's arid tubes, .

GROWTH OF THE KNTC

Pn the ft rst 'twee t)T three ye^j;s p'f'''operations., produce 

and provi sions 4orni nated the KNTC's .trading,activi ties 
• l^l.gure 9). ' . Texti le' trading became an important activity 

in J968'and, hardware became'important in 1969. The value 

of goods traded has increased in each of the three cat.-, ' 

egories with time. However, as a proportion'of goods'traded, 

produce and provisions have declined with time and both 

, textiles and hardwares'have ,increased. Jn the second half 

•of 1'969 the respective proportions'were 46 percent, 31 

£). percent an(5 22 percent (Tables V. 1-, V..2'and.J/.,3).

■ -The Kenyan government was r'esponsible for sugar dis- 

tributioF]^ before the formation of the KNTC. Sugar'was
—.-.V ■ . , • '

confined to the KNTC ijnmediatel y after the corporation was 
fo'rmed and'for the first two years sugar sales dominated the 

KNTC's tradirig operations i.e,, sugar sales comprised 93 

percent -and.96 percent of the total KNTC sales in 1965/66

•12.

i

149 .Data for the periods 1965/66, 1966/67, and 1967/68
Were extracted from the KNTC annual financial statements. 
•Audited statements for I968/69 were not available. 
However, the KNTC mada a^^ajjable unaudited trading acc
ounts for. the two six monThperiods, July to December 
1968 atrd-''July to December 1969. Although the KNTC 
was not organised along the lines of produce and pro
visions, textiles and hardware at its inception, the 
analysis was made along those lines. ,.
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FHGURE. 9 ■-V.
N** y ■

NTC:; AVERAGE MONTHLY SALES OF PRT)DUCEyPROV I SI ONS, TEXTILES 

AND HARDWARE .1965-1969
■ y?. '■

/ -V-

V
I TbT-ft^

• •a
•w .

'•-V »
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'y- . ■
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I9fc5
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Source: Developed for audited f+rraqial statements for the 
years^-965/66, 1966/67, and 1967/68 and from un
audited monthly trading accounts for 19.68 and I969.
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1966/67 ^cespect-ivel^, Imported rice was an important KNTC. 

oduct.in two of its first'three years (Table V.l). 

vejral other produce and proyi sions, commodi t i'es became 

important in 1968 including local salt, local soap and 

edible oils and ghees and to a .lesser .degree imported salt, 

imported soap, imported confect ionary--a|id sweets .and “’imported 

matches (Table V.H. “

Small quantities of textiles and second hand clothing 

, have been imported into' Kenya by"the KNTC since its for-
j’ 1.

mation,. however, it was not until 1968 that large quantities 

of these products began.to be imported by the KNTC. 'Other' 
textile products, such as imported Khangas, imported'^® 

shirts and imported blanke'ts were also confined to the KNTC 

in'early I968 and have been imported in increasing amounts 

s^lnce that time. (Table V.2).

Local 1 y produced cement, has been the dominant commodity, 

within the hardware division accounting for-more than 50 

percent of the divi sion.'s-sales in. the latter half of I968

%■

:■!

\
and slightly less than 50 percent in the latter half of I969 

(Table V.3). Other important hardware products handled^ by 

the KNTC in'^1969 included bicycles and bicycle parts.

charcoal irons, iron sheets and nails.

150 The KNTC Oses the word impor-t-i-ng. very, loosel y.^ These 
imported sf(X<'ts and blankets in^ude transfers .from 
Uganda and Tanzania as wel1 as imports from out
side of East Africa.
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TABLE
N** y ■

, KNTC PRODUCE/PROVISIGNS SALES

1965 - 1969' :. .

Salts (t >000) Percent of Total KNTC Sales
». 1- U

-VOa> <D0)
tco 00- GO- -Q

' 3 <UO>>

JD
I E*

4)00 >- 4) a\
vO — OvO — UvO,

■OA .cn - '0^ 3 4) CA 3 4) cri .
— — -50-rr -50-*--

I E§ crP\n VO 
— UvO >o vD

LA VO
VO VO VD

. €A CA 3 0) CA 
-3 0 —'4<-

'v“- . •
Local
sugar , ,.7579 7653- 84f67 4766.-4826 93 96 75 55 33
Imported 
sugar . 
locaT 
sal t
Imported- 

.salt . 
local 
soap ■
Imported 
soap 
Edible 
oy. &

Ti'-lgg.f erred
. ■ sw^^V 0 0 0 ■ 76 55 0 0 0 0. 0

Imported >
confection- t) 0 0 20 . - 8 0 0 0 0 0
ary
Imported 
matches 
Imported 
nice
Drippings 21 6 000
House of 
Manjr
products 0 . , - 0 260 0

V'
■■■a-. •

0 0 0 - 0 . 55 0 O' 0. 0 ,0.

O' 0 121 127 . 213 0 p ■ 1 '1 -‘i--

. 0 , 0 ■ 0 16 . 31 ’ 0 0 0 0 0

0 - '553.'. 1009 ^0 0 0 6 7

0 0 q 19 . 45 0 0 0 . 00

■0* 0 0 ■ ,79 415- 0,. 0',,.p. 1 3

\
0 0

'•«'

i
0 84 18 ■0 1 00 00 0

4

483 0 430 18 6 ' 0 
0 0

4 0 0
0 0-0

0

2 0 00 0 0

Total 8082 7662 9327 5694 6693 99 
Produce/Provisions

Total alT 8134 7959 11296 8590 'T4~>39
. KNTC Sales .

96 83 66 46

V-

Source: Developed from audited financial statements of the
KNTC for the years .1965/66, I966/67, and 1967/68 
and from unaudited monthly trading accounts of the 

^ the years 1968 and I969.
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- - y •

KNTC TEXTILE SALES ' 

—,1965 - 1969' : ^ '
-•n

.»; H

Percent of Total KNTC silesSales (t '000)
L.- L. 0••a

s ■■ci;
•— • 0CO

vO vD ^\0 D , UvO '*15 o^' q^ o\ _ .CTI 0m ^ 0_m

■

00
0L,vD JD E

LA .rN. •« 0)00

m m.m

^.(UOJ 
— ..UvO 
3 o OA

ur\ ■ vD
Hf

D

lmporte4;..
'Textiles ' • 5' 56 1671 1746 2984 0
KNTC 2"^
Hand
Clothing 26* 95 
Indented- 2'^°

, Hand
Clothing 0- 0 0 . 190 521 0
Japanese 
Khaagas 
Non--.
Japanese . . .
Khangas • 0 0 -0 45 34 0 0 0 . J 0

: Sh-g£s_.
; ImpisrSed 
Blankets 
Loca 1 
B1ankets

• ».»
0 14 21 22 ■-s-_ .

.112 7 • 0 0 1 1- 0, .O.'i- •

0 0 2 -4 ' ’
i

0 8 -68 36 ■ 27 . 0 0^1* 0 0

*-

- 0 O’^"' 0 59 , 180 "-0 .0 -0 1 ' 1

0, 0 : 0 '89 .184 0 0.0 1

0 3 31 0 378 0 0 0 0 3

1

i

31 163 1853 2172 4608 0 2 16 25 31Total 
Textiles

Total all 8134 7959 11296 8590 14439
KNTC-Sales

Source: Developed from audited financial statements of
: the KNTC for the years 1965/66, I966/67, 1967/68.

and from unaudi ted month 1 y trading accounts o-f the 
' KNTC'for the year 1968 andj.969.

A
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'‘•KNT£- HARD?)ARE: SALES 

1965 - 1969. .

■ ^ ■ '

•

Sales (t >000) Percent of Total KNTC sales
i

U. U. .j) -
-Q N/ jQ

• /-.Q) .0)0
VO r>* CO VO J3

E r- EI E I E 
>- ojoo Q)<T\ 

— uvo»- uva 
□ 0) cm 3 0) a\ 
-30—T5Q^

>*0)00 0) o^
vO UvOrr- UvO

'3 (U 3 0) 0^
— TO Q — -3 0 —

LTSVO
vo.vo
o\o\

un vo
vO vOvo

o\ <y\ o^

^ ;>
0 _5 • 249 '384' /Q-. 0 0

0 0 211 1006 000

Cement; ,0 
' KNTC Agents ■

Cement: 0 
Manufacturers 
Bicycles & ^
Spares-• 0 0
BatteriesG 0 0
Torches 00 0
Charcoal 
Irons 0.0 0 0 249
Razor
Blades: ’ .
Ijnpprted 0 0 0 0 63
iron '

Razor Blades
Local -...^0 ’ 0 0 0 12
Barbed
Wi re 0 q 0 O' " 48
Wi nes' and
Spirits 000 4 398
Pipes 50000

Total 5 0 5 719 3138
Hardware

■3 3 ■
■ff. ■

2 ■ 7

o’ 249 184 3 1
0 0 
0 0

^ S S
n n n 0 0-0

*
0 0 0 0 2

0 0.0,0 ‘0. .

0 ' O'-
0 0 0

CO

0 763 
0 r66 -

0 0 '“0
0 0 0 “■ § 5

0. -0 0 '0 0

0-0 0 0 0

00003 
0 0 0 0 0

0 0 0 8 22

Total all '8134 7959 11296 8590 14439
KNTC Sales

Source: Developed from audited financialstatements of the
KNTC for the years 196575S>-1966/67, 1967/68 and 
from uha'ud i ted month 1 y trading accounts of’t-he 
KNTC for the years T9d8 and I969. •

«■
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The f i fst-.two and one half years of the KNTC's .
.... If- , : ’

(^^'■v_,^^ex^stence vyere used to clarify the corporation's objectives 
■'■•'^^‘^^“d .t'O.. bui Id up the .administrative machinery, 'necessary

to run a -trading organisation. A number of false starts 

were made, most probably due to, lack of .clearly defftied terms 

of reference.- Evidence.of these' earl y-j^roblems i s-found 

"in the trading accounts of .the-^KNTC for-.the. finarvcial 
yearf^l965/66. and 1966/7. A-number of oddly assorted 

■ . eommodiftles .were.-traded' in smal'l-'amounts'for short periods. 

Their.inclus ion appears to follow no rational, well thought 

out policy objective and their' trading was subsequently*' ‘ 

abandoned. Examples of commodities initially traded but 

later abandoned include sisal ('fc. 16-, 1-82'/,' 51 radios (t-47), 

pipes (t 4,7.86), pencils .(t 336), typewriting oil ft 38), 

b&ef drippings (t 20;587), sewing machines (t I69)j- bolts 

(b^y and canned’ goods (t 4'74). ' " ■ '

By the',end of its second financial year the KNTC had
_ _ _ -rf . - ■ -

abandoned this apparently-directionless trading programme 

and had organised itself along the lines of a produce and 

provision division, a textile division and a hardware 

division. ft also appears to have made the decision to 

trade in those, commodi ties that represen.t the African

■f-.

151,The values in parentheses are the total value "of goods 
traded befcTre the line was subseq.cjentTy dropped from 
the trading..vJ^L’St. Most of these commod'i ties were, ex
cluded from the abbreviated Tables of salesof the 
three KMTC divisions (Tables V.1, V.2 arid V.3
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consumption i1:ems that are^sold through commercial channels 

and which are not sold through the marketing boards, market-

through manufactur'ers channels, 

These goods have been confined to the KNTC irrespective 

of whether they are imported or,produced in Kenya.

1 n dd'ciding which" commodi ties wojjJ^ be''bonfi hed to
' -W .

\ 'the KNTC for Af rican.isatiohj the government .and-the KNTC ' 

'^‘atso ^pear to have taken cogn i zance of the fact that the 

- , emerging traders did not.-possess all the skills and

resources possessed by the well established no.n'-African , . ■ 

traders. With a very few exceptions the commodi ties that •

, have been confined to the KNTC for Africanisation have been, 

low risk, non-perishable, rion-technicaf goods and are not 

subject to changing tastes. Possible exceptions to>this 

mif^ht i.ndl ude" battery cel 1 s which do have a limLted -shelf - 

1 i;,®£and possibl y'^some of the .texti le’^products which 

subject to^ s6me style changes.

However, except for these two.products, few marketing

<r. ■

are

risks are.involved in the trading of the commodities thus 

far confined to the KNTC. Nei the r. demand nor supply is 

subject to Ifrge unpredictable changes as might be expected

with certai.n agri'cul turaT products or with the more fashio- 

able textile lines.v Therefore, the new African traders 

(or 'the KNTC for that matter) doe§__no:^ face, the problems of

152 See Appendix D for a description of consumption pattern 
of Africans, Asians and Europeans in East Africa.

.•
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In^addition, none of these productsfluctuating ptrices.
■- V .. j. ■

particular! y perishable providing that they are. kept, 
•^i^&steji^,dr.y,.and away f rc^, vermin, ' fhi s means that: the-bnl y

storage requi remen.ts necessary are those sufficient to
-r:,

prevent the ‘commodities from getting wet and to prevent 

vermin from attacking the’produce, ^iilo extra capJtal,, 

equipment, such as refrigeration unit.§, are required. •

■’Tl?fs lack of per i shab'i 1 i’ty. also has the added advantages that 

if a^new trader over.stocks ’ a‘pertai n line the only cost to 

vhim is the opportunity cost of the capital tied up in excess ■ 

stocks whereas with overstocking in a perishable commodity • 

losses may be the loss of the product itself or at best a 

. large price . reduction to clear the excess stocks.

KNTC sa.les during the Jul y-December 1969 period were.
* • ' ♦

^>-K t 14,499 thousands. .The,KNTC imports., from.ojjtside of
‘p^ya are estimated at K t 5,524 thousands'and the' KNTC

saies of 1,ocal manufacturers are estimated at Kt 8,915

thousands for the si^ nionth period. To obtain an estimate 
K

of total KNTC imports and total KNTC sales of domestic 

manufactured products for 1969,. these six month estimates 

are multi'Plied by a factor of two giving K t 11,048 

thousands for "KNTC imports and K t 17,830 thousands for KNTC 

sales of domestic manufactured products.

I .

o

153 Cal cual tedi from informat iorv^^sent'ed in Tables V. 1- 
V.3. Su^r valued at K fc. 800 ■ thousands .was transferred 
from.Uganda. The value of imports were adjusted 
accordingly.

. ?• -
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. Totat imports into Kenya Jn 1969 was K t 128.2
V" .
;,;-154

y • r

and the-gross output of Kenya's manufacturing11 ions
ipns.. l^^therefpre‘, KNTC imports .

r>i - .

■were approximately 9 percent of total, imports into Kenya

end KNTC sales of local products were 13 percent (5f total

percent of totaloutput 6°f local industry."' Wifh only->9
■ -W . . \

imports and 13 percent of salves of domestic manufactures
t-'. ■ .. . ' »■ - .

■ co^lned to. the KNTC it is-clear that the role of the KNTC
r

in Aftricanising aiid meeting dt-her governrhent international 

trade, and domestic trade objectives is serip'usly. ci rcum.-, 

scribed.

V

*

KNTC MARKETING OPERATIONS.

Kenya is divided into some 50 districts. African 

traders of p.roduce and provsions or textiles, or hardware 

are appointed to- specific districts by the KNTC.. • In 

■"principle, these sub-distributors are restricted to trading'
I *

in thedne district to which they are appointed.

The KNlTC uses three approaches to meet its objective 

of Africanising the wholesale trade of those commodities 

. that have been confined to it. In all three, approaches the 

KNTC's ability to Africanise stems from its being granted 

monopsoniStic/monopoliStic powers over importing and purchasing

r

£}■

f/om dbmestic manufacturers under the provisions of the

Trade Licensijt^;Act and the Imports, Exi^brts and Essential

154. East..African Customs and Excise; Annual Trade Report Of 
Tanzania, Uqyida, and Kenya, 1969 (Mombasa: East African 
Customs and Excise Uepartment,.1970). Tables 1 & V.

155' Republic of Kenya, Development Plan 1970-1974 (Nairobi : 
Govefhment Printer, '1969), p. 307' .
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Suppl ies Act, '■

In the fi rst.approach the .KNJC exerci ses i ts Jegal. 

•i-'ght to. purchase^'ahd buys ahcl; sells, on its own account.

.y'

Under this system the. KNTC imports directly, imports through

an intermediary or purchases directly from local mahufactu-
•.'0 ^ , . , . ■ ^

The purchased c'ommo.di ty. is then\stored in' the KNTC 

''=^own^. warehouses, at Kitale^^ Eldoret, Thoms.pn's Falls, •

rers.

a
v‘- ■

■ Nany-uk.i1<aratina, Kisumu, Maragwa, Kericho, Nakuru, Thika

The commodityNairbbi,-Machakos, Naivasha, and Mombasa.

is then purchased by KNTC appointed African sub-distributors 

from the KNTC warehouses who in turn,sell to retailers, 

sub-wholesalers or to .f ina.l consumers.

The services providied by or through'the KNTC include 

credit, storage, transport, securing a source^of supply,

Commodities

■i^^canised using this approach include sugar, salt, edible
X

oils and'fghees (before pol i cy change), imported matches, 

razor blades certain textiles (before policy change) and 

cement.

£}■

ordering,.-bulk breaking, and price, setting.

The second type of marketing procedure used by the 

KNTC is purchasing on behalf of appointed sub-distributors. 

Sub-distributors piece their orders with the KNTC which 

then iplaces it with the manufacturer. The KNTC pays the

156 The KNTC iras two warehouses at .Narobi , Karatitja.-and 
Kisumu and one warehouse at each of the other towns
■mentioned,

157 A description of the marketing functions performed by the 
KNTC and its appointed sub-distributors in the marketing 
of these commodities is presented in Appendix I.
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manufacturer who.^sends the^oods. to the railway station
V- . y ■ . ■ . .

' clo'sest to the sub-distributor.'

rr-','

TheKNTC sends the 

^eas,e papers to the' sub,-di stri bu'tors"' bank wh i ch; wi fl'
'.'O

iSnd over .these papers only after the 'sub-distributor pays

the K'NTC. The sub-distributor takes the release papesrs. 

to the railway station arid‘;;^t-akes po'ssessTon of the goods.^.

.-The major services provided by t^he KNTC are loca^rng • 

"iSourc^t of supply and guaranteeing payment toithe manufact- 

-• ufer who^ might otherwise-be unwj'li.ing to sel l to unknown 

African traders. Commissions are paid to the KNTC either 

by the manufacturer .or by the sub-distributor. Examples 

of commodities traded in this way J nc.l ude domest i c salt, 

certain Ugandan textiles, and Japane.se >Khangas.

, The final approach employed by the KNTC has been to

pe^mit .some or al 1 of .the appointed sub-agents to,purchase ■

'^'ireJotly from locaT'manufacturers and'-to import directly'fr- 
. ' ■ - -

om overseas manufacturers. • In the case of Africanising the

products of local, manufacturers the KNTC instructs the

manufacturer that all of his output must be sold to KNTC

appointed sub-agents. The problem is siightly more complex

in the ca.se of imported goods.

Certain goods require import' licences under the pro

visions of the lmpoi;t. Export and Essential -Suppl ies Act.

A number of goods handled by the KNTC require licences either 

because they are^chedule.. I I I items of. the Import, Export 

and Essential Supplies Act or because they are schedule I or 

I I goods of the Import, Export and Essenti'al Supplies Act

i .
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Which have also been confined to the'. KNTC by Trade’and 

The major reasons foh placing goods on one 

^three schedules was protectioh' oF-locaT industry 

• it’SCTe'Sule 1 and I I goods)' and AfriCani sation (Schedule 

I II.goods) or both, protection and Africanisat ion in the<case 

of goods placed on schedule j‘ and It which have^also been 

confined to the KNTC.

Th^e are three basic-type.s of licences issued

for goods' conf ined to the KNTC: • •

a) Licences may be issued without restriction as 
to quantity provided that the application has 
been approved by the KNTC.

ISS""
uppl res'. !

•w ,

■ ■

■S’. •

b) Licences may be Issued without restriction as
to quan.tity provided that the price of the good is ■ 

• above a certain minimum 159 .and provided that the 
application has been approved by the KNTC eg., 
bo.i led sweets may be imported provided that they 
are over ^2 shs. per pound, imported shirts above 
20 shs-. ■ ‘CTF Mombasa and import'ed blanket's above 
15 shs. per blanket. . . .

O'.i -

''O'

^^The commodity may be under a quota restriction 
and also confined to the KNTC, e.g. , imported 
mat.ej"ia’l is under quota and .is handled'by the 
KNTC. The quota is divided between manufacturers 
and KNTC .sub-agents.' Manufacturers quotas were 
based upon their 1967 usage figures.

It should be emphasised that irnport licences are not. 

issued by the KNTC but by Trade and. Supplies, 

sent to the KNTC by the KNTC's appointed sub-distributors.

Indents are

158 Department of.Trade and Supplies', a division within the 
Ministry of Commerce and Industry'T^onsLble for 
issuring imporij—l icences.

159 The presumed: rationale for this is that it will protect 
local manufacturers of .inexpensive products from cheap 
imports.

Ci
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If the KNfe approves 9the Indent, copies are sent to Trade

It Is stamping of the-Tndent,by Trade and,

^l^t-ies which t,rari^;o:rms the indent into an import

licence. The import is returned to the KNTC which will

release it to the sub-ageat upon-receipt of commission-.

In al 1 three apB/oaches to Africaii^tion it would appear

that ,^e. government, and the'KNTC haye taken'cognizance of,

the fact that one of the.contributing reasons for the lack

of African' participation’ in wholesaling is that sources

of supply were controlled by non-Africans. By granting ' ‘

monopson-y/monopoly powers to the KNTC the government has eff-

ectivel y placed supplies .under the control of Africans. In'- 
■ * • * *» , .

addition, by ordering commodities, arranging for their

transportation,,by warehousing theni and by selling oh 

credit i't .woold appear-that th^ KNTC has taken cognizance'of . 

the^^t that many African traders lack capital and.ex- 

perience>.,,yTh^se marketing services are onl y'provided by. the 

KNTC when it trades on its "own account. They are not 

provided when the KNTC acts as an indenting agent or as a li

censing agent.

• It would seem that the KNTC orignally adopted three 

different approaches as a result of a realisation that 

different-commodi ties require different channels of. dis- 

tfibutipn. For instance, the.^KNTC'TTaaes oh its own account 

those coimodities the demandfor which is relatively stable.

r'
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• . e.g. .sugar'" sal t,-vegetable oil-e and ghees and certain .

The demand, for certain other textiles, such, as . 

is hot :Sb tfas:i,-l y predicteci. Therefote, to prevent' 

the, danger of overstocki ng the KNTC pi aces orders only 

after receiving firms orders from its appointed sub-agfents. 

However, by not tradiog on its own acco'urNj, the KNTC is fore-

going,^.e of its greatest potentials, the abi'.iity to use -its ' 

market .power to influence both quantities purchased and 

prices paid^ This potential use of market power is important

^ is

•

and will become increasingly so if the KNTC takes over a
•f . ,

wider range of commodities.

III. FINANCIAL analysis; 0F-KNTC

The KNTC has been steadily shifting away from.trading.

on oi.ts own account to becoming,a purchas i ng., agent _-a.nd approv-

' , ing,:^..b-distributo'f‘s di rect purchases;'' Evidence of this '

change in emphasi^s from trading on the KNTC account to 
_.„v ", " . -

approving imports-iS presented in Table V.4. As mentioned 

earlier*, goods confined to the KNTC are marketed in three 

different ways. First, the KNTC may purchase the commodity 

and then rese*!"] it to' its sub-distributors; secondly, sub

distributors may order goods from the KNTC which then purc

hases the good for, the sub-distributor; finaliy the sub-dis

tributors may purchase directly from_d^estic manufacturers 

or import di rectl'y-trom the overseas suppliers wi.th the- 

approval of the KNTC. In the trading accounts of*i,the KNTC, 

the;second and third methods of marketing are aggregated under

■ ^
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the .r.ubric'of ihd^ntea orders. :

In 1965/66, the first year. of. i ts. operation, the-« r . 

oBta i ned 93' pe rSe’nt- of its prof i ts.^f rom goods traded

on its. own account and .only 7 percent from indented oi^ders 

and other'commissions.. Since then the proportion of profits 
derived from goods traded'on the KNTG's^ov^

• -^stgadi^ dec! ined except for I966/67, a year of majpr ' 

reorganisation. By the latter.half of 1969, the last 

period for which any data were available at the time of 

writing, only 45 percent of the KNTC's trading profits were, 

derived from goods traded on the KNTC account. Since Dec-

account have ,

y

■

ember 19.69, a number of goods including vegetable oil and' 

ghee and some textiles have ceased to be traded on the 

KNTC account and. are now imported directly. For.this

i t- i s-probab.l y feasonable’to-assume that in 1970 .\

l.es's-'Wran fifty percent of the gross trading profit of the
*■ . I ' . •

KNTC was *frJ5m goods traded directly on the KNTC account '

and that over fiifty percent of the profit was from comm i ss ions 

on indebted orders and imports.

By the end of 1969 the KNTC had accrued K t 800,00Cr of 

bad debts on credit sugar sales. This compares with corr- 

e’cted assets of K-t 922,570 in June 1968 (Table V.6) and
. • y

is substantially in excess of the gross trading profit of 

ma,^e by the KNTC on sugar Sales during, its160
Kt 550,000 ■

160 Audited and unaudited trading accounts of the KNTC.

(#“ f ' ■ ■
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JABLE V.4
- ■ V;

-ORIGIN OFKNTC TRADING PROFITS 

1965 - 1969 t.»

••fl

\• -i-v
Gross ■ Percentage- 
Trading of Trading- 
Profit ■ ‘ '
t '000

Pj-ofit ■ Profit 
on Di rect' on In - . 

. Sales ' 
k '000

dented 
Orders 
k'QOP-

Profit from
Indented
Orders

'v"- - •
-- if

Periodv- . ■

.2061965/66

1966/67

1967/68- •

July-to December 128 ^968

Q- . ■ '

Jul y to‘December .:149

16 7 -222

100 17 - 117

296 ' - 45 f ’

15

342 13

19667 • 34

120 ■ '■ '45270
rR'

: -Audited trading accounts of-KNTC for years 1965/66, 
1966/67 and 1967/68 and uanaudited Trading accounts 
of individual commodities J'uly-December I968 and 
1969.

Source

»
i ■.

An excerpt from the East African Standard summarises the

problem: Th€ Kenya Nationaf Trading Corporation had run
into difficulties because traders had failed to 
pay back loans granted for sugar, the Minister of 
Commerce and Industry, Mr. Osogo, said in Nairobi 
yesterday. Some k 800,000 was still outstanding... , 
As-a result the Treasury had refused to give-further 

’ advances to traders until tfiejiioney was repaid.
The KNTC for, i ts part had stopp^ granting loans to 
traders. I6V"

161 East African Standard. February 10, 1970.

- ^
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It is not-al togejther. clear^how the situation got'so far

- V- , ;v. , y • . -

was that the(^^N^_^ou^of h^nd but? ^.rnajor contributing' factor

.... ’^,p.h§cl set up, no .system of credit control. -Some' traders

w’e.fe able-to buy sugar on credit for several consecutive 

weel^s or even months without repaying a single shillfng.

In fact, causes exist of’sub-distfibuto
' -

of consignments of sugar oh credit and then .ceasing to 
Vpurch^e.

■ collection on these bed.-debts, .ft-transp i red that the traders 
had long, since disappeared and were, untraceable.'

An analysis of- Nairobi credit sales revealed, that 

, the 26 Nairobi sugar sub-distributors had credit still 

outstanding or had had thei'r debts'* wr i tten off. 

a number- of case.s the sums of money involved were sub

stantial.- The debts of 10 Nai robi sugar sub-di stx.i butors,

/ ■- . toj^kj.-! ng 1.6 milTion shillings, had Been -written off.

The largest d.ebt written off was 460 thousand shillings 
- y . ,

and the smallest was 15 .thousand shillings ( M = I6I 

thousand shillings, cr = 41 thousand shillings). In add

ition to debts written off, sixteen Nairobi sub-distributors 

still owed mdhey totalling 1.9 million shillings. The 

largest, amount owed by a sub-distributor was 630 thousand 

shillings, the smallest 3 thousand shillings (M - 119 

thousand shi 11 ings, cr= 64^ thousanX-sJ^i H ings). An

-

jis^buyi'hg a number

Later, when tlie KNTC-was attempting to make
> ■>

■S’. •

163 In

162 Cpnversat.ions with KNTC officials and data from KNTC files.

163 Data extracted from KNTC credit files.
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additional^ 120 thousand shl«l 1 ings was owned by government 

tut ions (M = 11 thousand shillings, dr = 9 thousand 

1 i-ngs). , The sum of Nairobi sub-distributor's debts 

written off and credit still outstanding was 3.6 million 

sh i 11 i ngs. ‘ ^

A priori there i s’nos/feasori to beJ-^eve that defaul ts,

write-offs and debts outstanding should he different in .

'^Na'i rol7 than in other districts wi th the exception that

.almost all insti tutional' purchasing was done in Nairobi.

Subtracting the debt outstanding from institutional, sources

from total debt outstanding leaves us with total Nai robi . •

debts of 3.5 million shillings. Approximately 20 percent

of. all Kenya sugar sales are throiigh the Nairobi depot.

To obtain a rough estimate of national debts, the Nairobi fig- 
» » 

ur% was, mul t ipi 1 ied by a factor of 5. -This gave a. total of

- 111 ion shillings, of which 8 miTlion shillings would

have been deb,ts written off. This estimated, figure of 
_ . .

K t 912,750 approximates, the figure of K t 800,000 quoted 

by the*Minister.

During the period that these debts were being accumu

lated the KNfC sold approximately K t 38 millions of sugar.

*. ■

Defaults of, K t SOO thousand represents just a little

However, the gross tradingover 2 percent of total sales, 

profit on sugar-sales was approx in]a.te4.^y K t 5550 thousand.

i.e., credit los^s on sugar sales were much larger fh'an the 

gross trading profits derived from sugar sales.

^ ■ ‘
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As mentioned^earlier, the KNTC has an-author!sed equity 

of 10,000 shares of 2.0.00 shillings each,, a>i 1 rdf 

fWich are is sued full y pa.id and hei.d by. the ICDC. Some 

working capital is supplied by credit on' sugar purchases. 

Sugar man^ufacturers are-.paid by the'Ministry of Commerce and 
Industry at the end/of' the-month for^^l purchases made

^ ‘ a . . . . * - ' '-I

■'dur^g the month. ■ The,KN.tC pays the miriis.try at the rate ■ 

■fof one third at the time the ministry pays the manufact

urer, one third on the 15th of the following month and the 

final third at the end of the month. This gives' an average 

credit’of approx i'mate.l y one month's sale of sugar. However, 

the KNTC was required -to’-have 1- 1/3 months of sugar in '

i tal
r!.,i

V

.

-

.stock; one month for commerciaT purposes and a third of a

month at the .request of the government for strategic 
164

Therefore, if the KNTC did, in fact,- keep. .. purposes.-.

• ■ ■ '-"th^^s required amount of sugar on stock, it would have to

have obtained working capital from other sources.

It woulid appear that the required amount of sugar had 

not been stored for in all three balance sheets stocks at 

cost amounted to less than two weeks sugar sales. In 

addition, some of this total would have been made up of 

stored texti1e and hardware products.

16'4 Infpirmatron supplied by Mr^-Od^ry.

165 KNTC audited f inancia.l, statemen'ts for the. year’s' 1965/66, 
1966/67. and 1967/68, Summaries of these financial 
statements are presented in Appendix E.
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TABLE V.5‘

SUMMARY OF KNTC BALANCE- SHEET'1968 ' ;
•■n

* *»
K L K t

i

Share Capital

Unappropriated 
P.rof i t

10,000

13.421-'
■Fixed .Assets' 39.020

•'5.650Subsid-Taty 
^Company

-^Upsec^ed Loan 1,4,072 • ' Trade Investment 30,090

Current Li’abi 1 i ties
-‘■l,305;879

<4

■ - ft

‘Cj,)rrent Assets 1 ,338,612
•». ■

Total
Li ab i 1 i t.ies

4
1,41313721 ,'413,372 Total Assets

Adapted from audited KNTC, balance sheet 30th June 
1968, ,

Source.:

This credTt arrangement could have accounted for app

roximately K' t 800;'thousand of the s'burce K t 1.3 million
■ ’ ■■

current ;i iabi,l i ties in 1968'. No further information was
_ ' -

available concerning the remaining K t 500,000. Either

the KNTC had re'ceived more liberal credit on its sugar

purchases or it had secured some kind of government loan.

ProvisjiOns for bad debts were K t 104,948, K t 3,878

and K t 200,372 in 1966, 1967 and 1968 respectively,

summing to a total of K t 309,198 giving a figure ,of K t

1,338,612 for ciirrent assets, in I968 (Table 2). In 1967

the auditors of the KNTC's books repor.ted that, in their

opinion, the'prbvision for bad and doubtful debts might prove

insufficient.

0--

i
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TABLE V..6 ■

^REVI SED KNTC ^A^^NCE SHEETS igS.S%
• ^• \

.K t K t t
w

10,0,00 , '■ -Fixed Assets'

83,42r

Share Capita1.,i

Unappropriated
.Profit

,.39.020 >
. 5,650'. Subsidiary 

• ■Company

Trade Investment 30,090
■ • .'St

. ■■ .Unsecured Loan. 14,072

Current 
Liabilities

' 1

Currdnt 
Assets

■*. •

1 ,305,879 847,810

*
Total
Liabi1ities 1,413,372 •- Total Assets 922,570

Source: Adapted from audited-KNTC balance .sheet>30th June 1968.'

time |i.roved .the. audi tors. to be correct for i n Febrliary 1970 , , 

-Mr. 0,s^o,: admi’tted that some t-800,000 were outstanding.

If K t 800,000 had been allowed for bad and doubtful debts
___ -rf

instead of K k 309,198 the 1968 correct assets would have 

been reduced to K'k 847,810 giving the following revised 

bal ance. sheet

SUMMARY-1^

The KNTC is organised along three division lines, 

produce and provisionSj textiles and hardwares. The first 

two and. orie half years of the KNTC's existence, apart’from

166 James Osogo, Minister of Commerce and ..Industry', as re
ported in the East African Standard. February 10, 1970.
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Africanising-suga'r distribution, were' spent clarifying 

^bject'ives and creating the administrative machinery nec- 

jchi eye thes§'objectives; ~

’ Almost all the goods confined to the' KNTC are non

luxury jtems largely consumed by African... Also, with 

one of two exceptions these’ gejp'ds are relaiJvely simpl'e
' “W . ■- \

to wholesale. To a lange extent these goods., are- low.-vri.sk • 
' , gotjjds bemuse suppl y and demand are. rel at i vel y predictable

and because^ very few are pe.rsihable* goods. Not one of the, 

goods confined to the KNTC requires special storage dr

.'n

■?. •

processing equipment other than a secure, rainproof, yermin-.-'i'

Finally, not. one of these comm-^ proof storage faci1ity.

odities requires a great deal, of technical knowledge for 

its marketing .and none of them require any after sales .

Not surpri singl y, given the nature of aJJ. ..theseserviging.

're'stri.i^ldns, onl y 9'fierce nt of al 1 Kenya''s imports and only

13 percent of al']. Kenya's output from domestic industries have
_ _ _ -rf ' . . .

been confined to the KNTC., . _

The‘KNTC is movi.ng away from, a policy of trading oh its 

own account to a policy of approving .indents for importing 

and buying on behalf of sub-distributors. When the KNTC trades 

on its own account it provided useful marketing services such 

as credi t,; transport and storage. This systerrLof marketing 

reduced’the capital- requirements of Afris^n wholesalers but 

increased the working^'capital requirements of the KNTC. ’ • 

Credit data and “the financial accounts of the KNTC show
■h-

ff
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that the KNTC is' short of wopking capital and it suggested

is this shortage of working capital which has 

in th.e shift^in marketing policy exhibited by the

■' KNT C ,» ^* *.

I

•a

<•
'y* - •

ft

1

^ ■:

«. .

*

'r, ■ • •>
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'■ CHAPTER VI :

ROLE- or: IN INGREASI.NG. AFRICAN
:’y‘^-|^ARTTcil=’Atl6N IN/WHOLESALE TRADE IN'.KENYA :

iINTRODUCTION

As was'^Tioted earl ier tbe’KNTC has pQncehfrated -i ts
' -W .

effort's on African! sat ion of ; importing and.,who.lesa1-.lng fn •
’ ...... _

, Kenya, ’^ith onl,y'9 percent of all- imports and 13 percent of 

-a) 1 domestic manufaotures.'conf ined .-to the KNTC its inipact 

on total importing and wholesaling is. severely limited.

The aim of this+chapter is to determine how successful- - 

the KNTC has been in Afri'canising those commodities that 

have, been confined to i t and-'to disc?uss somesof the factors

that may be preventing- KNTC..appointed sub-distributors from
■ • • ' * , - ^ '

tradd^g. . ‘ ‘ : *r . - •

J^4.'i,s hypothesised that, the KNTC Pfas had a measure 

of success in ’f,ts Af r i can i safion objectives bu.t has been
—V . . .

.hampered partly by shortcommJngs of supporting measures

.  such as the Trade Licensing Act and partly because of the

lack of resources under the control .pf African traders. It 

is also hypothesised that the KNTC policy change from 

importing and trading on its own account to appointing African 

importers wi11 resultyin a partial de-Africanisation of 

wholesaling of that commpdity.

•f.

- .ft

•<r. •
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I I. \THE SUC,gESSj,OF THE KNTC TN AFRICANISING 

IMPORTING AND WHOLESALING OF 

- ; SELECTED COMMODITIES , . ’

The KNTC had appointed 635 produce and provisjons 

sub-distr.ijbutors, ,124 teXti le sub-distributprs and 131 
, hardware sub-d i str i bljtors', by early 197^'^^ Of the 

^.SS^^bduce and provisions- sub-distributors-, 414 were permi

tted'to trade in all ptovisions including sugar whereas 

the remaining 221 were permitted to trade in all provisions., 

with the exception that they were not permitted, to purchas.e 

sugar from the KNTC warehouses.

■ in chapter III it was showrj that African traders may be 
' ■ -

constrained by lack of capital and experience. It.is 

l^ypothesised Chat many sub-distributors are not trading due 

. ■ to-.,these constraints. The hypothesi-s that many sub-di s.tr i-

butors were,not trading was tested using the sales slips,

v/-

■5r. .

168

167 The KNTC has lists erf African- traders that it has appointed - 
as produce and provi^sion textile and hardware sub
distributors. These lists are periodically updated and 
are for circulation within the KNTC. They are not pub- ' 
lished.

1.68 The apparent reason for not allowing certain produce and 
. provision sub-distributors to trade in sugar is that the 

KNTC-allows each sub-dist'ributor to purchase up to 500 
bags of sugar per month, any appointments of produce 
an3 provision's sub-distributors over the requirecT number 

. necessary^for sugar distribution would not be permitted 
to sel1 sugar. If for examp+eT^assume a district has 
monthly sugaT consumption of 5,P00 bags. The fi.rst 
10 produce and provisions sub-distributors appointed to 
-the district would be permitted to purchase sugar. Any 
subTdistributors appointed subsequent to the apppintment 
of the first 10 would not be permitted tb' sel1 sugar.

a. ■
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indent orders and import 1 icences.’frdm KNTC file.s»1^9

The''“KNTC irt 30*’commod i t i es during the period under 

There was . insuff icient ..time to conduct tfte-^ - : . 

'anaTysis on al I- conifhdd.i tiestherefore, a .sample of 

six commodities^was chosen; sugar, vegetable oil and 

ghee, tex.tMe fabrics, stored in the KNTC.'warehouses, 

imported blankets and^domestical 1 y produi5,ed 

■ ^ six c^modities represented. 7-0 percent of the KNTC sales’

bfetween July and December 1969 (Table’s V.1, V.2 and V.3).

In addition, to representing a major proportion of 

sales, these pix goods represent the full range of operations 

of the KNTC. For example, two of the six commodities are 

classified as-produce and provision and both were stored'by ’ '

the KNTC in the i7 warehouses. Three of the'chosen commodities 

are classified .under the textile division. One. of these
0-- . - ■ -...A •

, three, texti.le clothj was sold oh the KNTC account and w.as.

r'!

•s

cement. These

-
«. •

169 When ^ KNTC sub-distributor makes a purchase from a 
KNTC warehouse, or when the KNTC makes purchases on 
an indent Osasis on behalf of a sub-distributor, or 
when a KNTC sub-distributor imports directiy commodities 
confined to the KNTC a record containing the date, 
sub-distributors''s name, warehouse, quantity purchased 
price paid is filed at the KNTC's headquarters in 
Nairobif

A,sheet of paper was prepared for each sub-distributor 
with columns for the relevant sales information, i.e. 
date, vyarehouse, quantity, price and total,yalue.
The 'information contained on each sales sTip in the 
six files was transcribed to ..tbe^rel evant sub- 
di stributor...;j^; sheet of paper. The end result of this 
exercise was ^detailed information' on the number 'of KNTC 
appointed sub-distributors who were; trading and the value 
of the product they were purchasing. This data was used 
for the. fol 1 owing an'alysis.
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■ - stored in •and purchased,out'of the KNTC warehouses

Nairobij-MombaSa ar»d Kisumu. The remaining two textile

143 
in ..

^^^l^ducts.were imported shirts and Imported blankets .from.. 

, Tahzan ia and...the i rest' of the,.wor 1 d.‘ The.se two
comniodi ties were not traded, on the KNTC account but all

k . {.

"V imports had to have the .approval of the; KNTC and Tra'da 
Supplies.

and

The Hardjfvpre division was'dBnjinated by cement 
«pha|es so cement sales were chosen

V-.' ^ .

pur-

to represent hardware.
^ ft •.

Sugar • ».•. f •:

Two hundred and thiry commercial traders purchased 

sugar from KWTC warehouses during the month of January,-, 't' 

One hundred a'nd ninety two of these

■C. •

■ 170• 1970. were KNTC,
appointed sub-distributors i.e. in .the month of January, 1970 

les.s than.fifty percent of all African traders permitted
t^. purchase, sugar from KNTC warehouses actuairy._m.ade purchases 

distributors^^ trading in sugar but no sing 1 e. f i rm
---------- If • . ' .

of .firms dominated sugar distributed in Kenya; the three 
largest firms between

Not only were there'& large number of sii'b-

or small gtpup

them diStributed on 1y 6 percent of the

sugar wholesaled during January 1.970 and 81 percent of all 
sales were made by fi individually selling less than 
1 percent of the-total Kenyan sales'{Table VI. 1);

rms

170' Sugar sub-jdistributors make purchases relatively frequently

would suffice to.,determine the.number of active traders 
and the'degree of market concentration.

iV
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iABLE ^1. I

Q^~l!KJ^ER AN’D..CONCENTRATION OF SUGAR SUB-DI STRI BUTORS
S’i

it'- ^ • IN. KEN't^ivJANUARY 1970 .r..'
“•’i ‘

• x
NON-KNTC^ 

DISTRIBUTOR SUB-DISTRI-• • 
. > ‘BUTORS '

PERCENT OF 
NAT TONAL. 
SALES PER’ « 
SELLER

KNTC SUB- ALL DISTRIBUTORS

j

Number Percent Percent" ■ ■ 'Percent 
of

National 
Number Sales

of ofV- ■■
- fr

National 
■ Sales - Number ‘ Sales

National

0.49 6120 - 30 3651. 171J
42.0.50t0.99 59* 

1 .OO-.l .49 11

64 455 3

13 141 12

1.50-1.99 0 ■1
■ J . 1 1

2.00 2 5' 0 2 . 5
£>■.

250 ' I'Ol*^58 11TOTAL ' .19.2 9.0-
*r> •

Source: Origi.nal data extracted from KNTC files

Two hundred and,fifty separate individuals, firms 
or organisationp purchased sugar from the KNTC warehouses dur- 
in'g thd month of January .1970. One hundred and ninety-two 
were positively identified as being KNTC appointed sugar 
sub-distributors i.e. they -appeared on at least one of the 
iJsts of KNTC appointed produce and provisions sub-distri
butors. The-^remaining 58 organisations that purchased sugar 
during January werenot on any of the 1ists of the KNTC 
sub-distributors that are periodically produced by the KNTC. • 
Twenty of these identified as government institutions. The 
remaining 38 were either appointed sub-distributors who 
did not appear on the lists of sub-distributors or-they were 
not appointed sub-distributors.

b Does not' sum to 100 percent due to rounding'.'

(a-
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, - ‘.JABlfE VI.? -
^|fW|E^ND ;raNCENTRAn OF OI L SUB-DI SJRI BUTQRS 

^^S;:fN-KENYA, OCTOgE-Rv>l969 TO 'JANUARY 1970
* ••

PERCENT OF KNTC‘SUB- NON-KNTC® ALL
NATIONAL DISTRIBUTORS ..SUB- • ■DISTRIBUTORS -
SALES PER . . ’^DISTRIBUTORS '
SELLER

i

Number Percent ’'Numb'er Percent'' NumbeV
. . of . •
.: . ' National

JSales ' ■

Percent. ' 
of
National if 
Sales

■5-.

ofV- ••
National
Sales

9.

^ .

0.49 < '92 • 16 130 7 222 . ■ 23.
f

^0.50-0.99 ..15 611 4 21 15
L

1.00-1.49 7 . 9 3 . 3 10 12 • •
4-1.50-1.99 

2.00> ,

7 • 2 ^ 5 9
7'. - 5 !8.■ 23. . 12 ■ 41

/t-

125:’' ’o'66■' TOTAL "3^ 270 100

Source: Original data extracted from KNTC files.

Two hundred and seventy separate individuals', firms 
or organisations purchasedvegetable oil from the KNTC ware
houses during the 4 months of October,I969 and January 1970.
One hundred and twenty five of these were listed as KNTC 
sub-distributors^ Of the remaining one hundred and forty- 
five ; n i neteen were government institutions and eighty five 
were considered comm.ercia 1 non KNTQ appointed sub-distributors. • 
The remaining 4| individual 1y purchased less than 50 cans 
from the KNTC warehouse.?. Commercial sub-distributor whole- 

,,salers each purchased hundreds or thousands of cans during 
the same period so quite .obviously they were not sub-distri- 

. ^ ^ Ma.ny were identifleH^s employees'of
the KNTC working at'^e individual warehouses. ■ -

a

■: 'V- .
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Vegetable GTIS"
^vl»'[j;pi^red and ten commercial traders pyrchase.d vegetable .

seventeen- KNTS.'Warehouses diiring four nlonth period 

■October 19.69 to January 1970 (Table VI.2).,

y '

170 •Only 125 of
rf

these were KNJC appointed prod.uce and provisions sub-disti^i- 

butors. The KNTC had apppinted 635 fi

vegetable^il and’ other .produce and provisions; i.e. o*ver 

80 percent.of -the African traders who were, permitted to

a^di stri butors ofrms

f •• ■ , • r"

.purchase vegetable oil directly from KNTC warehouses did

not do so during October 1969 and January 1970.'

Although there were almost as many distributors selling 

oil as there were-sel 1 ing sugar distr.^ution was more 

concentrated with vegetable oil than with sugar.' For example 

12 oil distributors^ representing less than five percent of
O- . - ' ■ - •

the total nUmbe.r;, of act.ive traders, each individually 

• sol'd mi^^than 2 percent of total national vegetable oil 

sales and between'them they sold 41 pe.rcent of the national 

sales' (Table VI.2).

170 Vegetable oil purchases were made less frequently than 
■ were sugar purchases. It was therefore decided'that data

collec.ted over a four month period would provide a more 
accurate picture of the number.of traders actively 
trading and the market structure rather than one month 
as was. the case wit;h sugar. The same reasoning was used- , 
for ahl' the other commodities.

171 The reason for this is that where'is~^otas are allocated 
for sugar sales^i.e. no individual sugar purchaser hiay 
purchase more than 500 bags df sugar per month, no quotas 
are placed dh the amount of vegetable oil that may be 
purchased by individual traders. The sqgar quota system 
is not strictly adhered to but it does appear to prevent 
individual purchasers from buying several times their quota..

• -r ■
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TABLE VI. 3
>n

■.

■ •-’.

f..
•V'

•' lillJMBER AND .CONCENTRATION OF TEXTILE SUB-DI STRI BUTORS 
- PURCHASING TEXTILE.CLOTH FROM KNTC WAREHOUSES 

BETWEEN’OCTOBER 1969 AND JANUARY 1970 I

TOTAL PERCENT 
.. OF NATIONAL ■ • 

• SALtS

^ NUMBER OF 
. KNTC SUB-.
, DISTRIBUTORS

PERCENT OF 
NATIONAL 

r-:BAlsES,^R 
•SB-LLER^

.. k
1..

1
■ .■

f* ■;

f. .

0.9 < 6 . 3.

1.0-2.4 

.2.5-4.9 

10.9-9;9- 

20.0-39.9

>4.g.o

9 17*

' 6 24r

1 14
j .

1 22

0 ...Q .
'C ‘ 203. ■

■ *V

t

26TOTAL 100
t

i

Source; Original data extracted from KNTC files.

V

.
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Textiles V .

y ■
One hundred and twenty four enterprises had been

^ jpci ,^s. KNTC sub-d^^stributor's of tex’tl les and. texti le 

prc^uCts. During the four month period of^October I969

to January 1970, 26• i,e,, just over 20 percent exercised ^this

right and made purchases from' one- or more of the ,-three ■ 

KNTC-warehouses situated, rn Nairobi Mombasa and Kisurnu. 
‘ v I'n CJjapte i^j I , it was shown that in I960 text!le "whole-. 

sa.lers were based in Kpnyas ' -1 argest* c,j t,Les especially
•s. ■

Nairobi and Mombasa. .This area xoncentration has been un

changed by the KNTC's involvement. -Approximately one third 

of the country's textiles were purchased from each of the

Twenty two of the 'twenty six distributors . 

that were active during the period under analysis were based 

in Naigpbi, Kisurnu and Mombasa and between „them they $old 

- 96 'perce^:_of the textl'le cloth purchase'd-f rom. the KNTC.

Not only was there a smaller number of textile sub- -
—_ y . - -

distributors appointed than there was produce and provisions
sub-distributors buk 'the proportion of those actually trading

was also smaller than the proportion trading in sugar.’ In

addition, there was more variability in the size of'purchases

For'example, 15 of the 26

active traders individua,! 1 y purchased’ less than 2 i percent

three warehouses.

■172,. .

amongst textile sub-distributors.

, 172 This information is not presented’^rrTeny of the tables.
However, the soQi?ce is the same, i.e..the KNTC files-of 
sales from each of their warehouses.
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of total nati'Onal sales»whetea's the largest firm purchased

(Table VI.3). « - .
•r'.

' ■'itufted Shirts •V'

Thirteen of the one hundred and twenty four appointed 

texti le sub-dfstributors imported, sh;i fts betweetv.October 1969 
and.January 1970 (Tabl^ "til .4). All^of theT^ thirteen were . 

bas^d. in^fei ther Nai robi .(10) or Mombasa (3). No't only.
' ■ f, , • ^ '

were more of the firm^s based in Nairobi than in Mombasa but

these firms also imported more.i.e. Nairobi based KNTC

sub-distributor Importers imported-85. percent of the sh.i rts.

The market structure-for shirt importers during the

period under analysis was charaterised by one 1arge sub-

distributor, two intermediate sized importers and several

• -smal 1 ^.importers. The largest importer'[mported 49 percent

•of all^hifts imported'dur i ng this period and the smallest '•

seven importers .comprising more than fifty percent of the
___.>r ** " ' . . • ^ -

total importers,.imported less than 10 percent of the total

(Table Vh‘4).

Imported Blankets

The situation was similar for imported blankets. As 

with imported shirts-, only 13 of the one hundred and twenty

y'
■«. .

\

C'5 _

173 Figures, developed'from data extracted from KNTC files of 
import licences for shirts granted between .October 1969 
and January 1970.

174 To the best of my knowledge this was a. genuine'African 
owned KNTC-appointed sub-distributor of textiles.

. -I
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-

CmJM^R AND-CONCENTRATION OF TEXTILE SUB-D1 STRI BUTORS
SHIRTS BETWEEN OCTOBER -1969 AND JANUARY. 1970 •s-j. .

KNTC^SUB- .

, DISTRIBUTORS■

TOTAL PER i 
. CENT OF NATIONAL 
- SALES

PERCENT OF - 
NAT IONAL 
SALES PER ■ 
SELLER

' -W .

'..1.0-2;4' 

2.5-4.9 

5.0-9.9 

;10.0-19.9 

20.0-39.9 

■ 40.0 >

-1• 3- '
- ft

. -3 • . 5
. ^ ■:«. • 1 3 ,

203f

2 22

0■ 0 -

491

totaI 13 100
• V

'T, •T'y:-'
■

SOurcel;^Original data extracted from KNTC files.
. S

four KNTC appoint^ed text! le "di stributors actually exercised
i

their right to import blankets during October 1969 to 
January 1970 {Table VI.5).'^^ Again there was a concentration 

of .purchasing by firms based in the major cities, i.e.,

Nairobi 73 percent, Mombasa 22 percent anjd Nakuru the 

remaining 5, percent of total blanket imports.

■ _ ■ ’ ' '—' "x

175 Five.of them-al^o imported shirts. ,
.f-

176 Figures developed from data ex,tracted' from KNTC files 
of import l icences for, blanktets.
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Table VI .5 . , .

and -CONCENTRATWN of TEOfT HE SUB- DI STRI BUTORS 
^.IMPORTING BLANKETS BEtWEEN OCTOBER 196'9 AND JANUARY

1970.

i ■■

6I
■ a •■L-

• ‘NOMBER of
KNTC SU^B- 
DISTRIBUTORS

, "A-PERCENT OF 
...NATIONAL

TOTAL PERCENT 
• OF. national•

• SALES

i ■ "W .

1 t.'
■4

- » /
i

■ 0.9 < ■

1.0-2.4 

2.5-4.9..

5 2
■

■ -63

.1 3

5.0-9.-9 2. 11

10.0-J9.9 

20.0-39.9 ■ 

ko'i o > .

1 ' 15

0 0

63 •1
'-w'•B'

I

TOTAL 13 100_ _ _ if

■Vi ' I

Source; Original data extracted from KNTC fii'es. !•
't ■

■

rf.

>5^ .
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Importing of bl.ankets^duping this period was dominated
■ . .• V- ■ t y ' ■ ; : ' *ii
a’single large importer which imported 63 percent of al 1 

^^ejs imported during the period under anal ys-i s.,'‘ :

'■ '^th'e‘, majority of blanket importers imported smal 1 quantities, 

i.e. eight of the thirteen between them imported eight 

percent of’ t?he total, blankets-imported into Kenya (Table^

. VI. 5‘ Again, Nai ro^T dominated^ importing with oyar 70 p&r- 

‘’cent imports of blankets be'j%g imported by'Nairobi 

: based fifms.

r .

!■

'■IIt

•

Cement

Market structure of cement distribution was more 

similar to the. distribut ion of produce and provisions ■ ■

than of textiles. During the four month period of October 

1969. and January 1970, sixty of the 13.1 KNTC appointed 
hardware' subrdi stributors actudll-y made purchases of .cement 

(TaS^VI.6). There was no concentration of p.urchasing 

in any ODe.,-are'*a as sub-distributors based—Ltl'twenty two 

separate distric^ts traded in cement.' Neither was there
t

any one large sub-distributor which dominated trade.

Instead there were four i n termed! ate s'! zed distributors 

which together distributed 37 percent of the cement distributed

m'

177 This firm was HgmraJ Bharmal Ltd. and was riot on any , 
of the lists of KNTC approved textile sub-distributors.
'It has already been shown (Chapter II) that this firm 
was one of the,large Asian importers (and manufacturers) 
of tdxti les "p-rior to these commodi.ties being conf i-ned 
to the KNTC. • ’

-
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by KNTC sub-(ti stributors- and ^6 smaller sub-distributors who 

the' remaining 63 percent of the cement (Table VI,.6).

table'VI.6

NUMBER AND CONCENTRATION OF HARDWARE SUB-DISTRIBUTORS PUR
CHASING' CEMENT FROM THE KNTC.BETWEEN OCTOBER I969 AND 

oJANUARY' 1970

r

.' '■v*

NUMBER OF '' 
KNTC SUB
DISTRIBUTORS

■‘TOTAL PER'
CENt OF NATIONAL 
SALES

.PERCENT . .
OF'jgAT I OIWL 
SALES

■ar. ■

0.9 <
1.0-2.4

15 ■33

'18 31

2.5-4.9 5 17

Ah 145.0-9.9 2

10.0-19.9

20.0 >j

2 23

0 0

5i•4;
• • TO'TAL'- 60 100

Source: Original data extracted from KNTC files.
K } •

Evidence presented thus far in this chapter suggests 

that a large number of the KNTC appointed sub-disfributors 

are not trading on a regular basis! This evidence is 

summarised in Table VI.7.

.• POSSIBLE REASONS MANY SUB-DISTRjBUTORS 

A-RE INACTIVE ...

A number of possible factors might be hindering 

appointed sub-distributors from acting as primary

■
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distributors. First, some of the traders may have’
... • ■ y • ■ ; ' . •

red for and been appointed to sub-distributorships 

for a variety of reasons'decided not tp ex’er- 

■■ their option to, trade, i .e. better ’ilses'for their *

money, have too many other interests and therefore have 

not had the’t4me.

' y

:Second].y,‘^other appointed sub
distributors may have ^had a genuine desire\o be active 

t't^aders^ut may have lacked stiff icient capital "to buy- 

.commodi tie^s f rom the. KNTC or- to ‘impg.rt.

they may not know how to go about importing especially if

Thirdly, . ,

A1 ternatively
V'

they have no contacts with overseas buyers, 

some may have been appointed as sub-distributors and may 

have actually done some t.rading but .fo.r.a number of reasons 

Possible reasons for this might include

i

no longer trade.

econgmies of scale and too many appointed sub-di str.ibutorsj; ,

. . i'nsuf;^c^ieht services' provided -to reta’i-ters in the form of'-

variety' of stock and credit faci 1 i t ies; and possibly ‘

connected with the previous reason competition from the well 
established ,non-AVrican traders.

178 A primary,^sub-distributor is here defined as a KNTC 
■ appointed sub-distributor who purchases directly from 

the KNTC and/or is an importer of goods confined to 
the KNTC; However, a sub-di str'i,butor who trades in a 
commodity confined to the KNTC by purchasing from 
another sub-distributor is not regarded as a primary 
sub-distributor because anybody (African, Asian, 
European, .citizen, non-citizen)n5fT3'^has a valid trading 
1 icense for the-^'cemmodity in question may purchase-from 
a jDrimary sub-distributor.

C)

■ ^ :
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VI.7

NUMBER -OF APPOiNTEB AND ACTIVE 5.UB-DI.STRIBUTORS OF 
■ "“SELECTED C0MMOD I TES

153
/

- .
. NUMBER OF number of ■ ’' percentage: ■

'...APPOINTED SUB-..-, ACTl'yE- SUB- OF. ACTI VE SUB-
D I.STR I BUTORS DI STRI BUTORS DI STRI BUTORS

C§
.<A

• . *»* *

. 414 46-,.... 192 ■

‘ 25

Sugar 

Vegetable oil 635 ■ 20 

; 21
• -w .

- 'I
124 • -26Textiles

I’mported -Shi rts- 124

-e Imported Blankets '
124 •

■ ■
- ft 13 10

• J

13 10’

60 • 46 •13TCement ^ -

' Source: Original data extracted from KNTC-files.

Some light is shed on the possible reasons for,1ack of
&.

partlci p§t io.n b.y.,-African, sub-di stributora, i s provided by • 
some bhgSmg. research being conducted by Jasper Okello.'^^

which attempt-s. tfo determine how successful African-retai 1 ers

have been in taking pver textile trading 'which previously had 

been (and too a large extent still was) in the hands of non- 

Africans and to determine those factors which lead to success 

for African textile retailers,

“ • Certain areas of Nairobi are reserved for citizen
I ' ' ■ •

, tVaders (both African and non-African) under the provisions
‘ j

.of the Trade Li censing^ct. i .e. non generaP-trad i ng areas.

179 At the.time df doing this research (1969/70), Okello 
. was a Junior Research Fellow in the Institute for

Development Studies, University College, Nairobi, Kenya.
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Okel lo obtaine<^ a pop'ulatyah of'textile - retai 1 outlets in

area by walking along these streets enumerating 

" re tail putl^t,and classifying .outl-.ets,’as

b,e[ng..operated‘by Africans or non-Africans. For his pilot
* . ‘ . . i

project, >Okello randomly selected,fourteen of .the:African * ' 
operated- shops to test his quest-ionnaire.' 

knpwri'i^at percentage of’’the total population of Af ric^ tex- ' 

f fci.le ¥e'tai lers doing business-in re’stricted areas of Nairobi

•For this reason

-.V

It is .not

^ this fourteen' retailer^'’ represents.

and because the sample’size is so small caution isexer- 

^sed when interpre*ting the results of Okello's pi lot project. '

- One of the questions put to each of the fourteen reta- . .

filers was, "who are your.suppliers?" As four of the four-’

j-'

teen retbilers were appointed’'text i le sub-di stri butors they
* . . - *

are initially excluded from.the results of the anal ys-i-s 

, to thi sf.^^t.i 

some of thei r^si^p'Ues directly from the manufacturers,

6 obtained some of their supplies from wholesalers other 

than KNTC appointed textile sub-distributors and 6 obtained

'n'
Of the ten remaining retailers, 8 obtainedon.

some of their supplies from KNTC appointed .textile sub- 
181distributors. It is probable that any African trader in

• p

■■ 180 Mr. Okello had not published his results by May 1970.
However, he very kinflTy available all information pert- 

' inent to this study on state trading. Okello's results
will probably be'available in the fomKof a.staff paper 
of the irtstitute <to’r Development Studies, University .. 
Col lege, Nai^bi , Kenya.

181 As some of the retailers obtained their supplies from 
two or three different sources the number of suppliers 
sums to more than 10. •
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textiles large enough to be dojng wholesaling is also a 

f^RXCappointed textile sub-distributor. This is likely

tinders best classified as retailers 

have‘been appointed as sub-distributors ah'd it would be 

logical for the KNTC to appoint the larger distributors ^s 

its agents. Fdr this reason ij:'i s likely^ttmt most,

f}

* -j

' 'W ,
if not all the wholesal.ers who-were., not KNTC. appointed sub- ■

; d i S'fribu^rs were non-African traders.

.’Two of the four..retai.Ters who.‘d-id not purchase from 

KNTC sub-dis;tributof5 stated that the reason for this was 

that the KNTC subr^di str ibutors would not give them credit- 

whereas the non-KNTC wholesalers would’sell on credit. In 

addition, one of these two retailers stated that he could 

purchase from .a much greater selection of stock from his 

non-KNiTC suppl ier. The other two retai ler^s who did\ n.p.t.

■ pu’rchagg^^.rbm the KNTC'stib-d i stri butor ga've no reasons for ’ 

their not doing ^o.
...------tf . -

As mentioned above, four, of the fourteen textile sell

ers that wfere interviewed by Okello were KNTC texti1e'sub-, 

distributors. Two of'the four were acting as primary sub

distributors, i.e. actually purchased from the KNTC. The 

other two did not purchase from the. KNTC but purchased from 

other wholesalers. Both of these textile sellers claimed that 

the .reason they bought from other wholesa.l^ers 

that way they could'^u'rchase on credit whereas if they bcJught 

from the KNTC they would have to pay cash.

...f'
*. ■

f-

was that in
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L A secorrd quest-idp^put to' all; fourteen retailers was, 

^jiwR^^^j-e the-services the non-l<NTC whol,e_saler,s provide, that .

an^ the KNTC agep-ts do not' provide?". Eleven of the 

fourteen claimed 'that the major difference was that non-

KNTC wholesalers were willing.and able.to- grant retailerS"
^' ' ' '• ...

credit facilities and thqt it was imppssibT^. to obtain credit

r

m -!
» . r

<■ ^

.f r6m-^the.:.KNTC sub-di str.i butors or when credi t' sales could .

be arranged the terms offered by the KNTC distributors were
f- •• -f '.' *

•». . less favourable than' the terms offered by non-KNTC whole

salers.
4

In addition to lack of credit being a problem, three 

. of the fourteen retailers mentioned that the KNTC wholesalers • 

were far less willing to sell lots than'were the non'-KNTC 

wholesalers. 1n' a.situation where shelf.and-storage space 

is 1 imi ted'and,..where money is scarce the wi 11 i ngnes's of.
rf, •

' - s.uppT-p^^ to break bulk and sell in, small units is a
I

valuable sejr.vi’rce\

-•W

It is the provision -of credit and bulk 

breaking services ^hich is likely to attract a retailer to

a textile wholesaler who is willing to supply these s'efvices.

This reseacher's interviews of 'produce and provisions 

sub-distributors revealed that over 50 percent of the twenty 

sub-distributors interviewed did sell some of their sugar
V

However, in genera?, credit was grantedand m1 oh credit.

sparingly and only to.their well knowfTlciJstomers.

Tentative conclusions might be drawn f rom Okel lo's pif'ot 

First, it would appear that retailers -see the grantingstudy.

; t!'
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■ .,of .credit facitities as aW important service when provided 
b^l^v^f^^alers -and that ngn-KNTC wholesalers were more 

—?i/jjf^^^>^’and/'or able to p1-ov.ide thi s'.important servl'ice than
•a

•, ^
were KNTC sub-distributors. The most probable-reason for 

this was'that-the KNTC di d not. .grant cre.di t faci 1 i t ies to *
-’fl

its sub-distributors.
h^. already been shown'that importers get credit from 

the!r -overseas-supplier or from the commercial banks in 

'< Kenya. Importers then give the-wholesalers credit and so

down the distribution chain through the sub-whoTesalers 

^^nd retailers- to the consumers. The KNTC, by not granting 

credit, breaks thi-s cfedi t,chain. This puts a very heavy 

• burden .on the African sub-distributor who not onl'y must

{

A-■ .

It
. ■

- ft

on

ft.

find cash to make'purchases from the KNTC .but sometimes

as a means.of competing for
0-.

.m u s t g i y e c fed i tto ret a i: 1 e r s 

■custpme-ps!?:-

A second--tentat i ve conclusion isthat there-ex i sts an 

alternative source qf supply of goods confined to the KNTC

And not only is it

an alternative but to some retailers it i^ seen as a pre- 

ferableone because it grants credi t faci 1 ,i ties and is 

more willing to perform bulk breaking services.

Offici^l-s within the KNTC were also questioned on. this
* . •. -ts? i'i- - - - - - - -^^

182 This problem of'bTternate. sources of supply-is discussed 
again later in this chapter during the di scu-ssion of 
the wo'rkings" and shortcomings of the trade Licensing 
Act.

r--

182other than KNTC sub-distributors.

i

-V
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phenomena of sub-d.i stri butors^ not' be! ng active traders., 

■^he cbhs’ensus" Was that these traders had insufficient

that ’the appointed" sub-distrib.utor.'had . 

■'othbr business activities which as; yet prevented them from 

spending the time‘necessary to initiate their trading 

activities.

Another possible, reason- why „a large number of,sub- 

di'iStrib^ors are not tradin'g fs'.that economies "of size

. ''tlrsr'V.
■to] trade or

-1., 1'-.

r
'-i-

-ft
9.

f exist in trading in .some commod i t ifes-mo re than In others.
; j-'

■S'. ■

More importantly economies of size may possibly exist in

If this was trge';importing that do not exist in wholesaling, 

it would result in a pyramid of the .number of intermediaries

in the different levels of the'dl stribut.ion system. At 

the apex would be a few importers, the importers would, 

sel 1 £>.to a 1 arger jnumber of wholesalers who in turn would 

• sel lvtO:_:a larger number of retailers. F-inally, at the base
• ■ ■- -ja^

of the pyramid ,4re the mass of consumers. This line of ■
_ _ _ _ -vf ' , . ■

reasoning is supported by the data on the number of active 

traders already presented in Tables VI.1-6 of this chapter, 

e.g. there were 13 importers of shirts and blankets, 26 

purchasers of t?extiles, 250 purchasers of sugar and 270 

purchasers of vegetabj[e oil and gheel

Another way of Ipoking at this is that as more of the 

distribution functions are performed^_bx^he KNTC the greater 

the number of- Africarl traders that become i'rfvolved. When the 

•KNTC performs no marketing functions other than permitting 

its sub-distributors to do the importing bhly a few of the
i

i

fSf.
\y:c
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sub-distributors^ atre active ionporterS. When the KNTC 
' V ~ ‘ - ■ ■ 'I

and. stores a commodity in three of its warehouses.

are. active ..and finally when it transports-

commodities-and. stores them in 17 separate locations 

hundrejd traders are active.-

In the Fight of this’ i.fcwbu'ld' seem

£.

Jitjat tlie gene-ral 

drift of KNTC policy away from trading on i.ts own account • 
. t&v-ideh^ng orders ’ and approving- import licences is likely 

■to result ^’n. fewer active Affican .traders being created 

than might otherwise have been- the case and to the extent

' ---v .

it

■». ■

that importing requires more, capital and experience I th i s- 

Rjolicy change places a greater burden on African traders.

. . Data was presented in chapter V which shows that there 

has been a glradualsh i f t i n ,KNTC policy away from trading 

on ibs own account to approving sub-distributor trading.

i^gypothesi sed t’h'at this ma'y resul f'l ri-'-a-reduct ion in the

number of African wholesalers^ • ,
... • • .

Early in 1970 the KNTCjnade a major policy change with 

respect t*o its role in the marketing of vegetable oil and 

ghee.

it in the 17 KNTC warehouses.

Prior to this change, the KNT.C purchased oil and stored

The policy change involved 

the appointing of 29 sub-distributors of oil who would do

all importing of oil. v The KNTC no longer performed any of 

the marketing func-tions.

The new’syst^'of vegetable oil and ghee marketing-had 

not been in operation for a sufficient length of time to
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col lect data, on Hhe..number and concentration of importers 

field research was completed in May of 1970. 

the interview^, wi th the twenty produce and^ 

‘^provisions sub-distributors and casual observations along

. ' Sv

■v.

fthe-shppping stree’ts of Nairobi, especially Bazaar stre&t, 

suggested that? this change" i,a:,p6l icy had ^x^atad!'a number 

of problems, not the least of which was a parti.aT, de.r 
, AfT^icanf^tion of the wholesal ing of vegetable oil and ghee.

■ ; Of the., twenty KNTC produce and-provisions sub-distributors ■ 

interviewed, two had been appointed by the KNTC-as' importers 

of vegetable oilt

> ■>

•nf. .

Both in fac.t import oil, thej pne paying '

55.50 shillings per 16 kg.' can of vegetable oili and the

other paying 56.00 shillings peV 16'kg.- can of vegetable oil.

Both■importers claimed that they resold vegetable, oi1, for
58.50j'.shi II i‘ngS'. This figure of .58.50 sl^i 11 i.ngs pe_p,l6 kg|. •

■ ■ of ye^^^ble oi 1 was"°conf i rmed by two other interviewed sub’-
• ■ . . - ■ ' 

distributors who, purchased oil from these importers.

Prior to the price change al1_KNTC appointed sub-distributors

were able'to purchase oil from KNTC warehouses at 58.00 shillings

per 16 kg.can.

Both of tlTese African importers of vegetable oil com

plained, bi tterl y that non-African wholesalers were.getting

■ ■;■■■■ ■ ■ ■ ;■ v f . iii

183 Information obtained from file of'vegetable oil^sales 
sTips. The price was not ajway%„5fi,00 shi 11 ings "but 
fluctuated a few. cents around this^ice. The actual 
price paid appears to have .been a function of time,’ ' 
place and brand of oil being sold.

i.':

!
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possession of^^lar^e .quanti ties.«of vegetable oil .and selling 

resale for 55.00 shillings per 16 kg. can. This . 
’‘^^^^iv>^het.;,was unable tp, confirm this..price of 55-;0-0 shill

ings but observations of trading activities along Bazaar 

street oonfifmed that quite substantial amounts of vegetible 
oil was being vJholesaTed by’non-Af f ican.J^^i-^Altlibugh - 

unable to confirm a purchase of price of 55.00 shillings per,- 

; , ■ , Ib'litg.' can of vegetable oil,' three of the produce and

pfq^j^ions, wholesalers ihtefviewed .admitted to buying oil 

on credit from Asians for 56.50 shi11ings.

Some of the*produce and.provisions sub-distribUtors- 

were unhappy about this change in marketing policy. For 

instance-, one sub-distributor claimed that he had applied to 

the KNTC for a 1icence to import oil but had received no

respopPse to his appl ication. He further claimed, as„-.did
. . .... .,••••*. • ' * *■

/ two sub- d i s t r i bq'to r s, thafoil distribution was no lon

ger an important',part of his business because, although he 

could now buy oil more cheaply from Asian importers than 

he couid from the KNTC, it was now difficult to make any 

profit because his former customers could also buy oil 

from the Asian wholesalers or from the KNTC appointed sub-

- i-

., *•
■ '.

V 4

184 Vegetable oil i’s a specified good under the provisions
of the Trade Licensing Act. Therefore the Asian traders- 
were ei,ther non-citizens dealing in Oil illegally, non
citizens trading legally because^hejr trading licence • 
had been endor^^: to trade in oil, crtizehs dealing' 
illegallly in oir'without a trading licence or citizens 
dealing leg.ally with a trading licence; Regardless of 

' Which of these alternatives is appropriate, non-Africans 
wholesalirig oi1 obviously defeats the objective of 
Africanising the wholesaling of vegetable oi1.
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distributor importers..for the s^(n^ price that he could
' ■' '• " y - :

pOTKihase' oil-..

^.^^jeiiyjews-w KNJC appointed'produce and provisions 

sub-distributors and observations along Bazaar street
i.

. ■ and other trading cehtres in Nairobi suggest that much of^^ 

the wholesal j!pg 6f vegetable'-oi i'in Na’i robi jjt^s frrmly .. 

back in-the fiends of non-:)Af ricans in J\pril 197P. No
' 'Sr. ‘ ■ ■ ■;; .. qvicfefice br“whether. or not this occurred in other parts of

Kenya is avai^lable to this re'Searchet*..-A1 though it is Clear 

that Asians were trading in oil it is not so clear how they 

^^^^tained the oil. *0ne suggestion put forward by sub-distrl- 

butors was that one or more of the appointed'importers was 

acting as a front for the Asians.’ Any citizen, regardless 

of whether he is.African or non-African, may wholesale .
j ■ • - .

vegetable oil providing that'he has. a val id.;'who]esale_.. , .

1 icencei^vj^ addition,'‘non-citizen' may a 1 so* wholesale vegetable 

oil providing that,they.possess a wholesale licence which 

is endorsed for vegetable oil distribution.

Given'that non-Africans-possess these licences if 

was perfectly Ipgal for them to buy oil from the oil imp'brters. 

In fact it appeared that there would have been nothing illegal 

about them approaching-African sub-distributor.importers 

and requesting the importer to make some.purchases special 1y 

' for hiri). ' If the African trader was unaM.e^o obtain credit 

from the suppiier so that he could not purchase large, 

amounts forhimself he might be willing to buy for the non-

^ >

■

/
f.

i ■

, ■ ^
I

, 1

. ^

A
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African and once, in pos,sess,ion of the vegetable oil the' 

■Asi«n,s^ay “be-wi.l 1 ing to sell oil cheaply in order to 
att-ts^l^^^tpmers for theij’other non-KNTC products.-. - 

No evfd'e'nce was.col lected to test this hypothesis.
tM

This type of practice is difficult to prove although ' 

one piece of evidence suggests’th^t'onerof the two'oi1 

importers interviewed may have been doing this... This 

" :importeV-dialled he had been in'busiVess for only a'few years

and before get|i.ng a produce and provi.S ions sub-d i stri-

It was obvious that much’ of the '
.

butorship he had a retai-ler.

trade at his store was retail. Yet he showed this re- ■ 

searcher an indent for oil for an amount,substantial1y 

in excess of 100,00,0 shillings.

•; 1

As' this trader had never

received a .gove.rriment loan and as he had insufficient storage 

space i t fpeems reaspnabl e to-assume that'th i s_ purchase'of , 

oil- had b^£;^made for someone else. ■ '•V

-• --gi^ ■■

The real effect of the KNJC’policy change with respect 
—y ’ . -

to oils was to withdraw the sub-djstributorship from the

635 appointed*sub-distributors of oil and to appoint 29 '

importers. The previous sub-distributors of oil no longer 

have any advantagesdn oil distribution because anybody

with a valid licence may- purchase oil from the importers. 

Not onl,y is this true for pil distribution but will be true

■ for any otlTer commodi ty which is first trade^on the KNTC 

account and stored in i'bs" warehouses and later imported

■ by a select few A-frTcan importers. In addition, such policy
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changes may^ make i'lx easier for non-Africans to' regain'- *
■ If' :

'coa^rol b'i/er. a sizeable amount of the commodity being

- - '**'Aripther reason that-'some of the appointed distributors 

do not exercise their right to trade is that they may 

be unable to compete with.rion^'Afr-ican.traders.' Okello's. 
evidence suggests this ma^y^be ,sd. for textile"”~^b-d,istrihutors ..

‘ in' Naj-robi^ It is hypothesised that the i nef feet Fveness .of

the.- Trade Licensing Act. i s a contributLng factor..

To engage in wholesale or retail requires a licence

Non-citizens may tnade in.'general trading areas but they
•• . ' ' '

may not trade in areas outside the general.trading area or 

in specified- goods unless their licence is.specially endorsed. 

There are,several ways in which the law may be evaded; e.g. 

tradingjjwi thout a-licence or after the dea'dl i ne date* o.f

- a-qui t n^jee; trading’ib'y non-ci ti-zens without an endorsed 

licence outside a tgeneral business area; or tradeing by 

non-citizens in specified goods without an endorsed licence.
The problem of'non-cltizens trading without licences 

and trading after the expiring of quit notices exists--and 

several warnings h»y government officials have been reported 
on in the newspapers.'-^ In addition, a' problem during 

= the first few months of the Act was that a large number 

of citi.zen traders were also trading without licences.

It was reported in the—Daily Nation. '

185. "Embu warning to hon-ertieen traders,"Dai1v Nation, 
May 9, 1969, and "Licensing Act being 'undermined', 
"East Afridan Standard. March 24, 1989.

I
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In a Jetter to the^District Commissioners* 
for Kakamegai'.'Bungoma aTid B.usia, Mr., Nj 'ang 'a 

-stated: It has come to light that a majority of 
radefs.'in Western Province have not obtained their 

•'k^Ss^^r.ading licences for this year.^oo" ’ - • ■

'• ‘. A more difficult problem to tackle'is that of non

citizens persisting in trading in specified goods without

-r

an endorsed i iacence. .The di'ff i cul ty stems from'-the fact 
that it would be very ej^pensiVe to, ef fectT^l y police all

tradpirs.^ Accusations'have beeti'yolced that the" police

are not concerned about, enforcing the law and the suggest

ion has been made that the Ministry of Commerce and Industry
187 •

. sr. ■

should operate ap inspection system of its own.

The frustration felt by African traders in the spring

of 1970 was voiced at a. meeting of the .National Chamber

of Comrtierce, and Industry where they condemned the Government 

for failure, of the Trade, Licensing Act. This‘condemna-. . 

■ t'ion ;W.a.s^ iafgei y due^oto the fact that non-citizens were
188still trading in specified goods.

_ _ V
It is not altogether clear whether the source of this 

frustration is th^t non-cftizens are trading in specified 

goods or that non-citizens are trading in specified goods 

and at the same..»-time selling these goods at a lower price

«»

187 "Problems with Tr^de Act, "Dai 1y Nation, July 7, 1969.

188 "Police 'not bothered' - wholesalers, "East African
Standard. Februa'ry 4, 1970. '

189 "Trade Act has failed, claim Kenya traders.. East African 
Standard, April 20, 1970.
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than the Africans. TOne. often reads about African traders 

■ compjain ing about the cut throat competition that they faced 
,f rc^^^^^e^tabl i shed non-citizen traders. ^9^ ' ,

"^*11;' i s to be expected that the non-ci t izens who have been 

adversely affected by.the Trade Licensing Act are going <

to do all in their power to reduce the economic con-,
the~n^w

■under»,Jthe pl^isions of the Trade Licensing Act

sequences as much as possi^bl'e. l.f j after zpning 

, a "non-

citi.zen trader^'s premi se. fal 1 s-outside* a general business
✓ V. ■

area the.trader has.several options to-alleviate the ,

economic consequences.

The first thing that the trader might do is to attempt 

to get a licence which would allow' him to trade. The Trade 

Licensing Officer has discretionary power to grant non

citizen Jraders. 1 icences outside the general_ i^usiness'area 

in h i &;.pp i n ion , there’ would be a shortage of citizen 

traders and subsequent disruption- of trade. There will,
_ _ V ' . ,

of course, be genuine cases where such licences are issued. 

However, it is equallV obvious that this situation, a situ

ation in which the Licensing Officer has such sweeping 

discretionary powety, is open to abuse. ^9' It is easy to 

imagine a situation in which a non-citizen trader will be 

willing to offer money to persuade a Licensing Officer in 

his decision.

if.

190 "African trader complain of illegal rivalry, '.‘East African 
- Standard. February 17, 1970

191 "Trade Act will bring corruption says Mr. Odinga."East 
African Standard. May 14, 1969 and "Licensing powers under 
fire," East African Standard.. June 21, 1969.

i
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rr : A second, way-^of,. obtain ing^a licence is to enter.'.into
'--I, • ' In.' y • ■ ; ' ' •

• a^^i^m^ship with ci ti zeri traders. .At first this was 

Ul way of obtaining a l icence. ’ ffowever, -the 

G6v^rhhient.-quickl y passed an arnendment whicfi prevented this 

window by defining a*partnership as’ being a citizen of 

Kenya, if, and only if, ali the^members were^^themsel ves :ci t-.,. 

izens'of Kenya. A newspaper account suggests the..-;,

: amerfdment fai rl y effective.''5^/. .

Anothet; al ternatLve ■ is .'for th'e.'n.on-citizen trader 

to sell his business to a citizen of Kenya. This 

^^ccompl i shes the objectives of Kenyan i sat ion. However, 

if;the ,citizen to whom the business is,sold happens to 

be an Asian it does not accompl i s^h the ob-jective of 
Af ricarii sation. ;^^^ ; ■

Pjjielps, -in his study jof textile and garme.nt manufapt- 

■ irrers ijT^aifobi , drawS"'some interesting conclusions 

about the Trade Li'censing Act.^^’^ The study consisted 

of interviewing 19 of the 21 manufacturers of textiles

i
!

.

-v. ■

■i-

K

192 "New bill to stop 'window dressing' - Licensing 
Abuse," East African Standard, June 23, I969 and "Front 
of shop. "East African Standard, 'june' 24, 1969.

193 "80 percent citizen firm to close,. "Daily Nation, July
17, 1969. , - . -

194 "Change of User hampering Trade Licensing Act, "Dai 1y 
Nation; June 11, 1969.

.195 Mr. G. Phelps, Marketing Problems Tn~TfextiTes and
Garments in Nair^'i, Staff Paper of the Institute 'for ■ 
Development Stud.ies, University Col lege,- Nai rob i ,
July, 1970. “The information used here was drawn 
from te>rtual papers 7,1 2,14,22-24, ■ and 27 and tables 

■ 3, 7 and 20. . . •

b
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;and garments.based jn Neirobi^who employed more than
y ■

people. Phelps., on the basis of these 19 

reports that, typ.ical cbmpjain"ts of maniifact- 

rs- concerning the operations of the Tra'de Licensing 
Act were;

i
i.>V-

•U•»
i

a) that new African t*fad^rs 8olight l.^s than the -
Asian . traders who prece,ded them; Ih i s they ^ai.ftied- reduced • 

•s'dj^.s,. pfi^babl y permanent 1 y;' '
- fc

;t>) that African?

■to prevent sales from falling; - • ,

^ c) and thaU sales .fluctuated 'a lot because the' remain-'

: mg Asian traders delayed oYdering at,.the end of the

until the,y were sure of receivi^ a .licence for ^he following 
year. • ' ?

were.-not replacing Asians fast enough

year
f

' ghelps also, asked the question, "what are'theUhings 

- :'|that p^^rit you from'*expandlng, your sales-'faster?". |n

answer to^th i s^quest ion , three manufacturers m.entioned a ’ 

drop in sales due to trade licensing, four mentioned 

temporary shortage of retailers duea
to trade licensing

and three mentioned the difficulties of obtaining 

licences that
retai1

were- complementary to the manufacturing
process.

The evidence on th$ effectiveness of 

sing Act .in preventing non-citizens
the Trade Licen-

fro4iu-ta:ading supports 
the Impression that African traders still pterceive Asians’ '

traders as a threat and that manufacturers of text! les and
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It-*garments face proHems in sel 1 ijjg the’i r products.

■ '.^+'So^suggests_ that both groups bFame the Trade? Licensing 
■ '■^^^^vWaders because, ]t does not prevent enough -Asians 

f rom trading and the manufacturers because"! t prevents too 

many Asians from trading.

The evideftce from the two;; Nairob',! newjg^ers^sugges,ts ^ 

that at times the Act ha^ been ignored by citizens and;,

7? non'^itiz#^s al ike and that the ‘new African perce'ive that 

they face i llegal competition f rom‘A^.i-ari's. 

presented by Phelps suggests that the Trade Licensing Act 

l;ias been quite effective, in preventing Asians from trading.

•in texti les and in the case'of texti le,.'di stf ibution the 

problem has'been the lack of Africans' coming forward to., 
replace the Asi^s.

' ' • i' ''

IVv. -SUMMARY ■ •

ifefeugh the KNTC has managed to place much of the
I • • V ‘ ■

commodities corrfired to it in the hands'of Africans, 

thus transferring tj-ade from Asians to Africans, .through
. . ‘ f- ' '
May, 1970, at least, it had been nothing like aS; 

successful as ,it claims in increasing 'the*number of African 

traders'. Although the KNTC has appointed 635 produce and 

provisions sub-distributors, only 250 firms purchased

i
-J.

s

Yet the evidence

a-

4-

. - sugar and 210-purchased vegetable oil during the period

Of the, 124 textile suB^^TT^tributors 26. under analysis.

purchased textiles from the godowns and only 13 imported

shirts and blankets.

' ' ^
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The ev;j:dence relating, to se^feral .tentative hypotheses
D--' ' r . '

in this chapter that might explain why' h a grl3.^gn^^^mtna r i. sed

■'"■ ’̂^■|^^^,the_,appointed sut'-distributdrs'.were aeti.ve.as 

primary 'traders..

>*5 '

- SO
■ >. r-vi-,

These included (a) the more'marketing1.;

functions performed b/ the KNTC the greater the number of ‘ 

appointed sub-disfributOrs that'wpuld’be active’andH ts X.

coroljafy that the fewer the functions,perform^ bythe,

, -KNTC ftfe-fev^r will be the number bf/tcaders. One possible 

reason for thip .that there may.-be econ.bnwes of size in 

importing which exist only to a le'sser degree in wholesaling 

a^ retailing; (b) a»number of sub-wholesalers may not ■ 

have the capital and experience to be successful this may 

be especially'true where importing is concerned; (c) 

some of the commodities confined to the KNTC are. still 

. wholesa^fed by non-Afrleans and that these non-Afrleans^are, 

to ex.trac^^&ustomers by providing better ser'vice.

. ■ Insufficient d^ata is available to rigorously test
_ _ _ vf ' ' . , ■

these three interrelated hypothes.es. However, the evidence 
that does exi*st tends\o support these hypotheses and suggests 

that not all sub-distributors have the resources to trade 

especially when the^^ face competition from nbn-Africahs.

' .

•••••

i

V"
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CHAPTER VI I

i^^RICING- AND DISTRI.BUTORSHIP POLICJE_S 

INTRtIDDGTION , ■ : ’ ...?! , \i
• . S

As noted .in Chapter I, the. stated objectives of the
■ ■9 ■ .-r. ^ .. < '

Kenyan Government include an equitable income*^! stribut ion

involving r^dj stribution between
" ' -.v1. ambng^ the p^uTati

the richer and the poorer people and between the urban 

■a-.and rural areas. - The government has several means of

on
i

doing this including progressive income taxation, high 
*■ . . ■ - ■

^les taxes and excise duties on 1 uxury items, a 
i;- ■ . ..

proportional increase in public investment in rural areas

vis a vis urban areas and using a system of state 'trading.

It‘has also been noted that, most manufacturing .and
o- ■ ■ " ' ■

importing is through establishments based,in Nairobi and 
... . , . '' . • •

* Mombasar-^^ is therefore reasonabie to expect that under 
1

a private enterpfise profit maximising economic system 

prices would be lower\ in these two cities'and would increase 

the further one moves away from these cities because of 

the increased transportation changes. Even' assuming that 

per capita monetary incomes were the same in'these larger 

cities and the rest of Kenya such a pricing system would 

^result in lower real per capita incomes in the rest of -

\

Republic of Kenya, African Socialism and 'its Applicat ion ' 
td' Planning, "Sessional Paper no.10, (Nai robi Government 

^^765) pp.1-2
1

Printer,
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Kenya because of-the^higher prices,. The KN-TC,. by having 

m0h<3^1 y/monop.sony of goods confined to it has- it in its ■

1-^.] tar:, the .d i st r i bijt ion of real income by man i pul at i ng■ 

The objective of the first part of this 

chapter-is ,to describe* the actual pricing system fol lowed 

by the KNTC and td°determine tbe,economic conseguences 

of such’-a-pricing system. ^

The- KN^. pursues distributorship ,.pol icies which 

appear, to be designed to .'restr i'cf conipdt-ition presumably
n_.
in order that an appointed sub-distributorship may be • 

e^nomically viable.* Examples of policies which may lead • - 

to restricted competition include assigning distributors 

to specific districts and instructing them -not-to trade 

outside of those districts; preventing ftee entry by refusing 

- to grantvall appl icbnts sub-distributorships;-and, by 

.suggest Tngy^.ices at which sub-di stributors'Should sell 

, to retailers. An ari,plysis of these restritive practices 

plus an analysis of the consequences of introducing sub

distributor wholesalers into marketing channels which require 

no wholesaler intermediaries is the subject jnatter of the 

second half of thi s'^chapter.

a
'•V-

- ■—- . . . . . . . .

' . the price “.system-.* •

-■ ' ..v.
. #

■ ■

- it

vr

II. AN ANALYSIS OF THE KNTC PRICING POLICIES 

- It was shown in earlier chapters that both the Kenyan

government and the KNTC.^erceived that ma7k?b‘ng was less 

than adequate in areas outside the main' urban centres.

■- ' #5^
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For example, the government hes declared increasing 

^pene * 

objepl

rural areas to be one of its marketing 

hd'the KNTC l ists ^reducing pr.icing. i n rurpl 

' areas some of its-objectives. The essence of economic 

development is increased' internal specialisation and • 

exchange. It is therefore imperative that the marketing 

system sho_Lild facilitate this by ensuring that low .cost 
• farm. impil.tS an^consumer goods are made, avai 1 able to rural

’ - . . r ■ * * ■

inhabitants as inexpen.slvel'y as possible- aTid that the produce 

of farmers is also marketed as inexpensively as possible.

: u‘i

*

The^mpl ication of the*government a'nd KNTC objectives is

that the marketing system was not doing this.

Some.very interesting evidence on the sufficiency

or otherwise of rural,distfibution is presented in the

Survey of, Dft stribu'tion published by the Kenya gCvernments- •-..

The evidencgStifi that document indicates, that many people,

- although not 1iving^ihs the main towns, do much of their

purchasing in those towns (Table ^VM. 1 ), although caution
\

must be exercised in interpreting these data. First, 

retailers' sales included sales to British-Army and Air 

Force personnel and vfsitors to Kenya. Much of these 

sales would prbbably. have been in urban centres. Secondly 

and probably:more serio.usly,^the data on retailers' sales

rC •

■t-'

'2 Republic of Kenya, Suryey of Distribution, I96Q. (Nairobi 
Government Printer, 19b3), pp. 14-15.
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exclude the sales Q.f reta'i-l shops employing.no full time 

.emplo^(§&s,^^,o^retai-l shops having sales of less than t 1,000 
’'‘'^^^'iFfija^l 1 y -some of.;?the retail ,sales may in fact

Both of the last two factors

.•’} ... r

include .wholesale sales.

would probabl.y result in'a relative under.-estimati.on ■ 

of rural retail sales vis a vis urban retail sal-e^. 

proviSOS h^twithstanding, the evidence presented in, Table 'i 

- > Vl:l.I, suggests^'that for-the eight towns, :i.e. Thika, Nyeri, 

Nanyuki', .Kisumu, tKeric.ho., :E*'ld6ret', ki tale* -and Nakuru,

T'fiese . '

A

TABLE VI I.1
“ESTPf^ATED CASH WAGE BILL AND RETAILERS' SALES OF. GOODS 

ANALYSED BY TYPE OF AREA

r--
'Estimated Retailers'' Retailers'

Receipts as a. ■ 
Bill ‘19o0 i960 -Percent of;

... wage -Bill ,-1^60

LOCATION

a
• •••;

Sir- -•*-=
K + 000 K t '000 

44,782 

16,093 

15,011 

76,427

I
t

Nairobi & Mombasa"'^43,872

8,093 
22,670 

74.635

102 ■

206Other Eight Towrjs 

Rest of Kenya 

Total

66

102

Source; Republic of Kenya, Survey of Distribution, I96O
(Nairobi : Government Printer, 1963) Table 6, P. 14

tha retai lers,' sales are 206 percent of the wage bill
(Table Vll.l) which sugges.;^s that much of the~trade in these .

towns is conducted with persons living outside of theni.
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It willalso be seen that. the oppos ijte is true for the areas

" outsTde^the ten main towns which was probably partiy due 

to the^ cy, to shop in the'towns and-parit.lV'due to the • 

fact thax'fn’; such areas retailers' sales' are more likely 

to be understated because of the large number of retail 

shops which individually sel1 less than Kt 1000 per 
. annum. In-, addi tion, it i s possible that muchof^tl^e

■<A
•: 1.1

I

■

•• '..I

, , shies of',^e srfla^ler towns which are 'recorded as retail 

are in fact 'smal’l ^wholesale_. sales-and the* products are 

later resold, in the rural areas. No definite conclusions-

can be drawn on how adaq.uate the marketing system in rural-
- -
areas of Kenya ’is other than the'-evi dence suggests that 

much of the goods consumed in rural'areas Were ■ retailed' 

in the 1arger areas. While this does not prove inadequacy 

of the marketing system fn rura.l areas , i t does_possibl y ‘ 

help cl ari fy|i|h_e. character i’s't i cs of an- i nadequa-te rural 

distribution system. . Distribution’might be considered 

inadequate in the rural areas of Kenya if the more common 

articles consumed by rur^l Africans i.e. provisions, 

basic cloth and the more essential hardwares were not avail

able within reasonable^wal king d-istance at a reasonable 

prtce and/or if there was inadequate means of transport for 

Africans to get to the larger- urban centres where these 

and'other goods could be purchased.

Because manufacturin'§-'and importing is largely based 

in Nairobi and Mombasarit is reasonable to assume that whole-

. ft /

I ■:

e

\
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sale and retai l prices wM Ube higher^the further one moves' * 

away frr 

and vtrarji

• •• pr ide data‘'dh’.consumer i terns in Nai robi' but regretitab'l y 

does not collect them for other cities or in rural areas.

. For this reason no date exist to see vjjhether retai 1 prices

r

y . :
piTU^esV centres because of increased handl ing

■if -
The government does" co'l lect

A

•is.

• -w .
•are higher■'in-towns such a.s Thika, Kisumu, ..Eldoret, and . ,

■ _ ' Kitale thaw-reta^.-prices in Nairobi and'.Mombasa. Nor

is it possible to t;,est the hypothes-is that/ratail prices .
. -If. .

in the rural areas are higher than in the urban centres. 

However, there are data suggesting that transportation 

costs are a much higher proportion' of total costs in areas 

outside of Nai robi-j,and Mombasa for both wholesalers and 

retailers, a cost disadvantage that'is partially offset 

by.higher prqperty "rental s‘ i n the larger ci t'iies (.table VI I’.. 2).. 

- I t was ilgjed in Chapter IV that the Kenya "government

plans to correct imbalances between urban and rural incomes 

through taxation, provision of public^services and incomes 

It was'also mentioned iri chapter IV that realpolicies.

incomes of rural and poorer people could be .raised if the
1

prices of some of the mere commonly consumed goods were 

lowered. It was also suggested that the KIJlTC might be an 

appropriate organisation for dping this.

There are’, however, a number of 1 imi tation^ to the 

KNTC's powers to redress th'e-^ncome imbalance that exists 

between rural and'urban'areas. first, the KNTC can only

If.
I

t
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TABLE, VI 1.2
y •

PWLCOSTS OF DISTRIBUTION ANALYSED BY TYPE OF COSTCURR
-•n

•: c

"retailers
Mombasa Rest of Nairobi Mombasa Res 

Kenya

WHOLESALERS 
Nairobi

• ^*
Type', of Cost .

oft

'■ Ken
0 . ■

Percentages \
4

7" • ”8": 21. . 4 . '; . 30.Running ot5n tcsns- 7 
^ ;pbrl? ^- it

Transport .'contractors
84^' 6 k■13 13

8 16'll10 11 19Rent

OlJfi^r current ■ ■ : 70
costs ,

Total

79 54 7,1 64 59

100 100 . 100 IOC'100 100

Source: Republic of. Keruya, Survey of Distribution. I960.
(Nai robi :'GoVernment Pr i n ter,. .1 963) Table 20, p!._28^.

'vr ♦V

control the^jyrices of those goods that'have been confined
J

to 'it. Second 1 y-,-the’KNTC must trade in the good oh its 

own account including itts transportation and storage or 

it must act as an agent. The KNTC loses almost all its con

trol over prices when it permits individual ^ub-distributors 

• to do their’own importing. Thirdly, the p.rice differentials

iv

between the different centres must be no greater than trans

portation costs between the centres otherwise arbitrage

There is no evidnce, up to Ma^PT9yo, at least,■ may occur.

that the KNTC had used its powers over prices to meet any
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of the possible, object^'ives oiyil i nedn above ^as is shown 

, by tl^|§S£j(^n^ing de^'cription and analysis of the'pricing 
pol t^^^|fr^v^;i.ected. commod L-tfes fol lowed. |by the KNTC,’

When vegetable oil and ghee were traded on the KNTC 

account and stored in the 17 warehouses any given, brand 

of oil could be purchased for the same price fr-©R^any''bf the- 

.i ■ warehouses^.' In addition, the price, paid-was i r respective'of

. t ;; the quan'-tTty purchased, i.e., there were-no quantity
• '4 ' ' . . • ‘

discouhts. The)* KNTC .was: therefore, fol l-ovsring a policy

of transport costs absorb'tion i.e., instead of charging'

hi^Jj^r prices for oil *the further away from the sources

of supp-ly corresponding to higher transportation costs

the KNTC charged exactly the same pricb at all points.
I

if oil had been, manufactured , i n Nairobi or Mombasa 

or had beeri> imported through Mombasa such pricing policy-- • 

would have.:^sulted in people in these .two cities paying a 

- higher price and p^opT,e in the rest of Kenya paying a lower 

price than might otherwise have exi-sted with perfectly 

competitive marketing. This would have resulted in a re

duction of real income of Nairobi and Mombasa.dwellers 

and an increase in re's!! income of people living in the 

rest of Kenya, However, vegetable oil and ghee consumed

;

3 ' Interviews, with' senior KNTC officials and analysis of
pricing policies.

4 Information obtained from the KNTC files of'vegetable • 
oil and ghee, sales..

r '
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in-Kenya is.largely trarisf^yVed in from Uganda (70 percent) 

(30 percent).^ .-Therefore .transportationand .•JJ

S^^f^'tjp' country areas such'as Kisumu and K-itale would.

be lower than transportation costs to Nairobi and'Mombasa. 

Under these cohdi-t.^ons, the KNTC-by absorb!ng’ transport 

costs and charging the same price at all ware

a tricing pol jcy-which. de facto may have resulted

h^uSes was

^folTdwj^/

in the people-of Nairobi and Mombasa paying lower prices

i'nd people of other parts of Kenya paying higher prices than

would have occured if the KNTC had followed a full cost plus
Ol^sportation ’pricing policy,

The pricing system described above was in existence

at the ti.me the KNTC was trading vegetable oil and ghee

on its own account. When the KNTC changed its policy .

to allowing, selected sub-distributors to do the importing ' 
< ... ^
it' also gave"up almost all control.over prices. The new

^ .... -
system had been'lrt' operation insufficient'time to determine

whether price ,differentials existed in the different parts

of the country as a result of this policy change. However,

■!

what evidence there J,s suggests that the wholesaler price

of vegetable oil in Nairobi was lower after the change than 
6

it was before. Why this should have occurred is not easy 

fo explain.. One'hypothesis is that the KNTC had a very
«>•*■

5 East African Community, Annual Trade Report of Tanzania. 
Uganda and Kenya I969 (Mombasa: East African Customs and 
Excise, 1970) Table V. '

6 interviews with Nairobi based KNTC appointed sub-distributors.

>•
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However, ..ah analysis of the KNTC trading 'large mark-up.
V ■

Hfr6v.^oWs that the gross margin on oil was approxi-accoj

An alternate hypothesis, to“accoLint-for .

•' the lower vegetable oil prices in Nairobi after the KNTC drop-

mate l.^fe

iped trading yegetable oi'l on its own account is that a 

number of non-Afric^s who previously were unabjj^to'trade _ 

in vegetable oil have been able to do so.,due to tine KNTC 
pol Ipy change ^.d that these nori-Af r'icans may be using 

vegetable oil as^a.-loss leader tp attrac.t,-retailers. No 

evidence was collected to-either refute or substantiate ■ 

th^s^hypothesis.

Two different pricing systems of (textiles were 

followed by the (ICNTC depending on the degree-of KNTC 

involvement in the.marketj^ng process. - When the KNTC purchas.es 

textiles orwbehalf of its appoi nted sub-d i str ibutors or ‘ .

• when■ it apjj;Mves licences to import textiles it receives a 

commission from the sab-distributors. This commission 

is 5 percent for imported second hand clothing, 3 percent 

for the remainihg imported goods and 1 percent for local 

products. The KNTC exercises no further control over the 

prices of textiles and textile products marketed in this 

fashion. As most imports of textiles are through firms 

based in either Nairobi or Mombasa one may hypothesise 

: tha.t wholesale prices of-textiles and textn^_.^roducts 

increase with distance awi¥y'from these two centres. It

4.
. * ■;

7 Unaudited trading accounts of the KNTC for the years 1968 
and 1969.

- • ^5?*-:S.'
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is also hypothesised that prices of l;pxtiles imported, by ' -

sub'-d i, 

closer;i:

^vObut’ors from Uganda would be lower in towns

'^.iUgapda border i^e. Kisumu ahd'.Kita'le than ■ • 

they woufd be in Nairobi or Mombasa. No price data has

been collected.by the government to test these hypotheses.

The pricing system was differeijt f ro rtexti les traded
Although all textiles traded^y the .-v 

■ _ ^ ...KNTG are ladught^nd sold by the KNTC in'.bales, pricing 'is on - 

the basi's of metre,s.. Regardless of' the qudUty or price 

of the cloth the KNTC had a mark-up of 11 cents per metre;

In addition to its own mark-up. of 11 cents, the KNTC also ' 

recommends that sub-distributors have, a mark-up of 16 cents 

per metre if- the cloth is sold by the bale and- 21 cents
'f ,

per metre if b'aJes are'broken and cloth i s sold- in un i ts 

of less thanaa bale-. ■ - , , , .

• on the KNTC account.

The Kf®t^,in suggesting different mark upsr if .sold by 

,the bale or in units of,less than a bale, is taking cpgniz- 

ance of the fact that different services may be being performed 
by the marketing*intermed\aries, i.e. breaking bulk.

■ However, this method of pricing ignores the different services 

involved in, say supplying a retailer in Kisumu out of the 

Kisumu depot with 500 metres of cloth costing'2.00 shillings 

the cost of supplying a retailer in Kitale 

out of the sam’e warehouse-wi th 100 metres of_cl^th costing 

4.00 shi 11 ings per metre, "'^el 1 ing in Kitale involves 

greater transportation costs, involves capital being tied 

up for longer periods of time, and requires more capital per

i.

pe r met re
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unit of cloth, moreover,-^tlie fixed co^ts of filling an or- 

"decsara^^^sere^ ovei; a smaller number of metres of cloth.

It is re., unreasonably' to expect.'sub-diitributors’

•• •' to charge equal mark-ups irrespective of quanti ty, quality

-■fl

. --'•v

.S'

and place of sales because* of each sale provides a 

different set of services. . s,'' ' —

In addi tion, the system ©f specif ic mark-ups,., i .q;

_ , a markrup'of-a grven amount irrespective-of the cost 

is regressive wi thf^a.. d i sproportionate amount—of the
■ -S'. • '

marketing overhead being placed on the least expensive 

textj^s. Some marketing costs are a function of the weight 

textile, volume of textile, or number of metres being 

sol'd, r.e, tfie. Costs are a. function of the. physical 

quantity being marketed. .This typeof cost includes 

transport costs, bulk breaking and certain storage.costs, . . 

Other marketi^jjCpsts are a function of" the cosf'of the gpod 

being marketed, i.e. the, greater the cost per uniti of. the 

good the greater the cost of marketing. This is so because 

more capital is tied up in expensive lines not only because 

they cost more expensive qualities of cloth tend to have a 

slower turnover.

The KNTC's method of pricing textiles ignores costs 

that are a functi.on of value, with the results that the 

percentage mark-up is much-lower on the more,.eJipynsive 

texti les than on the less expensive text! I'es. Fdr example,, 

the KNTC purchased the leaSt expensive first quality textile
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for .1.50 sh i 11 i ngs .per ^e.tre and reqpmmended that sub- 

d i St r(trtttgrVj-esel .1 at 1.82 shillings per metre. Eleven 

cents**'’'.... jnark-up. was fot;'the KNTC ahd Zl cents for- • 

the sub-distributo-r. This gives a total percentage mark

up of 21 percent. On thS other hand the most expensive 

textile purchased by^the KNTC was' 4.^ shi:l 1 ings,^r metre. ■_

Applying a 32 cent KNTC and s»ub-d i str i butor mark-gp gives • 
■ _ ^ s.ub-c(i st’Hi'buto^resale price of 4.'82 cents. The 32 cents

mark-up' representis.a percen-tage mSrk-up o‘f.-7 percent.
IS-.' . '

4>'

■ This problem of specific mark-up. is further aggravated, 

government imposing an-excise duty of 29 cents per 

This, when summed with the marketing mark-up, gives 

a total mark-up of 6l cents. Assume two clothes are sold 

ex. factory-at 1.25 shillings per metre and.3.75 shillings . 

per metre. i>The KNTC could purchase the. first of these a,t ■ . . 

1.54 shj ] 1 i.giqa...per metre (1.25 shillings plus 29 cents)

- and suggest-that sub-d'lstributors re'sel 1 at 1.86, a per- 

centage mark-up of 49 percent.

metre.

The_more expensive cloth 

could be purchased at 4.04 shillings per metre by the metre'

by the KNTC which would then suggest that its appointed 

sub-distributors resefl at 4.35 shillings per metre. This 

represents a mark-up of only 16 percent'. .

In addition to consumer, goods, the KNTC also handles 

. goods that are inputs such as cement, corrggaJ:^ iron sheets 

and nails. Currently, the^NTC follows a pricing policy for ’ ' 

cement which"is basical 1y ex. works price plus transportation.
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One cement plant 'is si tutted outside Mpmbasa,' the other 

outslde^l'^ai^^i. 

in

, Therefore the price of cement is lower 

lejor, ci ties and gets progressively higher ■

■ ' the further one moves away from them, the price of cement

is 192.00 shillings per ton in Mombasa, 246.00 in Nairobi 

and 271.75 in Kitale.•8. To encOurage.co'ristructionJjn
■ ^ i ■ \

other than Nairobi and Mombasay the KNTC could raise the :
■ T'-=' ■' '

TjjrTce of dfement Tn, those two cities'and use- the proceeds

to lower-the .'price fOf cement .-in other part^..of the country. -

The above examples suggest that the KNTC.is not

using-^ts control over prices to compliment the government's

attempt^to increase the real incomes of people living

outside, the main; cities such as Nairobi.and Mombasa nor

is it using its power over.prices to increase the real incomes.

of . poorer people by reducing prices'of 1 pwer ,qual:i ty goodsi.^ . .. , ,

afe'as

■sr. .

'R ■
111.- AN ANAtT^ OF THE KNTC DISTRIBUTORSHIP POLICY .

Two aspects of—the KNTC's distributorship policy 

appear to ignore the fact ^that different commodities may 

require different channels and market structures if they 

are to be marketed efficiently. The first is the method 

of assigning sUb-distributors to di stricts-;-wh i 1 e the 

second is the requirement that certain products must be
V

marketed through appointed sub-distributors irrespective 

of whether or not. there are^alid marketing sVrvTtes for

‘ V-

8 Prices on June'7, 1968. Data supplied by KNTC.
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the sub-distributors .to perform.
y ■ ■ ■■ 2.- - .

Ag'‘flientTo‘ned ip Chapter V Kenya is divided into

,.and the KNTC^appoints sub-d.istributors-;

' ' to.most o-R these distriots. The sub-distributors^
■.V-

*

are al lowed-to ^distribute feither produce and provisions,' 

textiles or hardware within the dis'trLc't boundarythey 

are not allowed' to sel 1 to retailers outside of h i s ..apppi nted, 
_ i cfis'triqt. •• ^

(•

f

. tThe stated, rg,tIonale of.- the KNTC foV.'appointing a 

restricted number of sub-distributors and restricting 

themoperating in a gfven district is that this would' 

ensure a market for each, sub-distributor of sufficient

...f'

size for the. busi.n'ess to be viable. .-The. large number of

inactive sub-distributors, .especial l,.y in textiles suggests
• * »

that such reasoning IS questionable. Other evidence provides... - 

~ additional suatfont for this <56ncl usion, ' By Japu'a'ry 1-970, 

sugar sub-distributors h^d been appointed to 40 districts, 

however, in 5 of the districts where sub-distributors had been 

; appointed not one‘of the appointed distributors was actively ' 

'trading. A similar situation prevailed with vegetable oil 

for which sub-distributefrs had been appointed to 40 districts 

but in 9 of these districts not one of the .KNTC appointed 

distributors was active.between October 1969 and January

}970.
■ ;This method of appoin^'^ng sub-d i st. ri butors was even 

less successful with textile products distribution jwhere

!

■
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textile sub-distributors were appointed^to 32 districts,
. ' .. -■ ■ •" ' ‘ *■ ' 

but, of l(h^^6 active sub-distributors who purchased

• ^’tex t i 1 e sjg^^l^e one of the thi^e warehouses'at Nairobi, - ■

. I , . •■..'-Mombasa arid .KTsumu ortl y 4 sub-distributor's represerited
Ir^ i ‘ . I ’ ...

29 districts other than Nair*obi, Mombasa and Kisumu. 

Appointed sub-distributors in the remaking'26 distjMcts’ 

were, inactivej

: I n thei,“case %T imported shirts,' 10’of the 13 sub- 

di stributors w.ere fr9rn, Nai rob.ior-Mombasa and.jio information 
was available on the base town of^"^ 

imporfing shirts. With imported.blankets, 10 were from

r
\

.'■K

" ’ -.v

e other three firms

these two c-ities, one was from Nakur'u and the remaining
•9two could not be assigned to a district.

.The other reason given by the KNTC for appoliiting 

sub-.distributoi2)S was to ensure that they were African traders, 

■and that they v^£e_ fel iable businessmen. -Neither-'of these 

arguments has much validity. First, at best the only thing 

that the KNTC can do is ensure that goojds confined to 

it are sold to Africans. Tlie African traders may then sell

'f * '

*

to whomsoever they please. Moreover it is perfectly legal 

for non-Africans citizensi-^to trade providing they have a

trade liqgnce. Second, ensuring-that sub-distributorship 

were credit worthy and otherwise^ reliable was certainly 

valid.when the KNTC was selling on credit. However, -
■r^\

9 Original data were restricted from the files of KNTC • 
sub-distributor sales for the four months October 1969 
to'January 1970.. .. - ■

- -
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evidence presented in.*Ghapte^r V ,indic^|e.s that these checks ■
V ■ ■ .......... - ■

were ■'imF^'Cject: * In addi tion, "thi s arguiTjent :no longer has . 
.-^v*va1idity»^^^^^s5les are now made on arcash 'and carry -

i•> iv-^'r.'-t. V -
. .^ba^sis,

when the KNTC ceases ’to trade on it s own account, 

abandons its transport-and storage-functionsrand changes.— 

its trading-poflicy to a system appointing sub^di stributor 

j’lTipotrter's, '-i't. i s ^ facto cancel 1 ing’ the 'sub-distributorship 

of all those sub-di|tributors..not fortunate-'ejnough to 

be appointed importers. Thi-s is so because it is no longer

■ i.

;

any advantage being a sub«-di strlbutor because anybody

with a valid trading licence may purchase frorji the importers.

In chapter II, it was noted that ‘different goods require

different channels of distribution and that the same good •

may be market^ through several different .channels at. the .

- same timel ■ Tl;^_e_ is some evidence that the KNtC 'does,

not always take cognizance of this fact. An article 
' ' •

■ in the East African Standard, quotes Mr_. J. Karan i Gitao, 
the KNTC manager as followsS

"From now on we. will not allow manufacturers 
to sell to shopkeepers at wholesale price unless 
these commodities,^o through our appointed agents", 
he said.

•<

'Asked if some of the big.shopkeepers would be 
allowed t6;buy- direct from the manufacturers 
5uch items as trousers, knitwear, socks and 
stockings, Mr. Gitao replied, "No. They~wT>'l, 
have to buy them from'^otir agents."

Mr. Gitao said that the corporation would see 
to ensure that only genuine African traders were
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appipinted as its distributors.^ He warned 
' against windoff-dressi'ng arid other business 

.(naj.era^ices.'.10
■ ■

•
'.of manufacturgd goods, the-mpst ~eff- ~ •

•i-cient method of distribution is for manufacturers to

For’i^•;

sell di'recti y to retai lers. * E i ther the retai 1 ers may take 

•the initiative by contacting and'orde’ring ffom’ manufa^tuferrs
• 'W .

or the manufacturers may take the in i tiative ..by contacting-

retai’lers thTubugh fljesmen. In either case, all the

V functions performed tj^y. the marketing ."system' pr.e being

performed by one or both of these two groups. It is

apparent that certain textMe product marketing is done 
r

iri this way and 1 i ttle purpose is se'rved. by introducing 

redurdant intermediaries.

The role of the KNTC and its sub-distributors in the 

distribution ofotextiles and textile products is especially, - 

interesting; bec^ae textiles are an input‘of the cTtithing 

Some interesting insights into the problems 

this creates are provided by a study by_Michael Phelps.

Sixteen of the nineteen manufacturers interviewed made 

no mention of the KNTC or its appointed sub-distributors

10 - "KNTC Takes' Over More Items," East African Standard,
May 5, 1970. -

11 M. G. Phelps,".Marketing Problems in Textiles and 
Garments in Nairobi, "Staff Paper, Institute for 
Development Studies, Uniwrsity College, Najx^,

■July 1970, pp.7, 8, 24, 25,.26 and 29 and Tabl^
4, 6, and ,7.

(

i nd.ustry.
• 11

‘ I
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when, they were asked about t-he factors^that were preve.nting

their sales, faster. However, the■t h e m f r n d i n g
■ -r^Vemaini^^^ " "

•••'•/'system of .distribution involving the KNTC. All three 

of these firms were shirt makers and had previously 

solicited orders d i rect°l y f rom ■wholesa4efs of from--t|ie 

larger retailers.

_ .t;/. -Each of”'these firms complained that nothing had really 

.. ^ changed in the marketing system except' that-‘an extra . 

middleman had been intrdduce'd. The fi rms .continued to 

sol icit„orders from Wholesalers-and retai le'rs but instructed'

i^.;-man.ufacturers cWd; f ind faults .with the new
• h

•.V

-4 '■ ' .1

the potential buyers to send their orders to the KNTC 

sub-distributor who would then pass them on to the manufact

urer. This not only caused delays d,ue to extra lines of 

communication'but a,l so involved the payment of commission 

This., the.maoS^turers claimed, could only resul? in- 

. a Toss of efficiency and'a rise in costs. .

An analysis of the retail price, data supplied by the:
\

Ministry of E.conomic Planning and Development and presented' 

in Appendix G indicates that the KNTC involvement has resulted 

in neither an increase nd"r a decrease in the Nairobi retail 

prices of those goods which have been confined to it.. This 

suggests that, if the manufacturers were correct in their 

assertion, that the new system would raise costs-,-~tJie.se costs 

have not been passed on to c^sumers and were absorbed by the 

manufacturers and/or any other intermediaries within the

a. - '. . - -

■i,



4-

C?

r.: 190
• J*

marketing system.

bni.the nineteen manufacturers claimed
y ■

gblegis marketing^thei r products, through • ••'tiiat they ;;fe
—^•Vi

■ ,*j r-sBT’c*'’ ‘

• - •the .KNTC. * '^ However,- twe 1 ve of the nineteen manufacturers
icomplained they h,ad problems*in obtaining their raw

the KNT'C ap'poiji'ted sbb-disiM 

Before the KNTC became responsibte for textile distrib.utipn 

,m^ny gariT)ent'’-fflanuf^t

textile manufacturers^ or did their own import'i.ng. 

the KNTC took over textile distribution these garment 

manufact^ers were permitted to import .some of their 

= textile inputs but increasing!y their requirements had

to be obtained through the KNTD appointed di stributors.

The problems of obtai.n.ing textiles outlined above 

highlights a potential-1 imi tat ion in the role of s-ta.te 

trading.' Manu.fe^uri ng firms having to buy the i r r-mported

ibiitors.materials due to KNTC and

urers bought di recti y-from local

After

V,

or-domest i cal 1 y produced i'qitermed i ate goods through the.
_...v •

state corporation can lead to special problems. The 

knowledge and skills requLred by the state trading organ

isation become much greater when they involve purchasing 

inputs for manufacturing.Not only is a broad knowledge 

•of the market required, but, in addition, the technical

4.

- t

It'Will be recalled that many manufacturers claimed that 
sales were down because there were insufficjjat marketing 
outlets. It is interesting-to note that this wbs perceived 
as being due to the workings of the Trade Licensing Act. . 
insufficient African traders was seen to be a problemby 
these manufacturers but the role of the KNTC in assisting 
African tr;a^ers

12

was not criticised*.
13 Information supplied by officials of the KNTC
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• process of manufacturing .must-be, clearl y understood so 

that "the' in^<s,^h^^ the. proper specifications. If 
th^-produet-jigl^^l;^; p>urchased throygh the state .’trading 

, . --organisation' a*nd'if the-state trading organisation doe's '

y ■

1,

.'v

npt possess this expertise. thert 'the marketing system contains 

a redundant middleman which is unable tb ,perform'any ma^e t itig

function or, service.'

■ . In- Tanzafiii-ai where the same, problem J,s -encountered,

* - r.l

*>
^ a number of firms' both pin. the pub.llc and privat‘e-sector 

have expressed a concern over the loss of control of their' 

imported ^i^uts due to del i very del ays and to the problem 

of the STC's purchases not meeting specifications, require

ments. The problem has largely been solved by. allowing 

National Development Corporation companies to do their own 

importing, by al l.Qvdjpg .private companies to import the.i r 

own plant and eq.Lgjpjgent, and by al lowing imports of 'rnter- 

mediate goods that are speci'^ic to a given'firm to be impo.rted 
by that firm.'^

-V

v_.;. .-

_ y

. 4,
)

IV. SUMMARY

The KNTC could play a vital role in complemehting 

other-government programmes for redressing income.imbalances 

between the richer and the poorer people in Kenya and between 

, urban and- rural areas through its.pricing policy. However,

14 Interviews with senior offica'l's o^F the National Develop
ment Corporation and the Ministry of Commerce and Indust
ries during August', 1970'.
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the actual pricing po'-l i cies'.fol l|Owed 6y the KNTC suggest- 
that thO'^pCHa&i-t'le policy objecti 

by thejB^

prie to .draw the tentative conclusion that the pricing, pol icies ’ 

actually being followed by the KNTC tend to-aggravate the pro- - 

blem of income Imbalances betweeri the "richer and tfiS^poorer 

and between the two major cities and the rest of .Kerfya.'

• The KNTC pol i cy, of restri cti ng. competi tion by means of 

yits distributorship*'pb..l icy, and to :a' lesser "extent its 

pricing pol i.cy, has not been a success in ensuring the 

v.iabi^^J4h;y of sub-di.stributorship as the data suggests that • 

most sub-distributors are not actiyely trading. In addition, 

as the KNTC no longer sells on credit, the policy of restr

iction to ensure that the sub-distributors were reltable and 
credit worthy^is no longer valid-. Data presented in earlier ' .

- chapters.'suq'qs^s' i t never was an effective method of ensuring 

reliabi1ity.

V•r/.

ve is not being followed 

"fact, the^evid’ence that rexi-.sts- allows •

« >

'•fl •

I «»
—.-"rf

Finally, data on the^channels of distribution of certain
i ' " •

textile products suggests that the KNTC is attempting to 

introduce extra levels of intermediaries where.possibly 

np extra marketing services are required. If sub-distributors 

are unable to perform valid marketing services it is unde

sirable that the-distribution chain should be lengthened 

in order to include unnecessary in termed iariesrr"*'^

■>

4

4.
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«

ARY AND CONCLUSIONS

TFrrs-- ^ei t:s ;has attempted to anal yse the poteirtial 

• and actual role of the Kenya,National Trading Corporation 

in the economic development of Kenya.. ■'In-order to do • 

this it was,first necessary to

- -‘.tn ••

- - . . . . . . . . . .
de^sc'r i be •.artd.ana 1 yse the

structure'of,J:he K^l^yan economy at I ndeperi'dence and

to identify, the- associated problems. .

Tn 1968, exports were approximately 20 percent of

i

the gross domestic product ^and imports were approximately
' 25 perc^^ of gross domestic product's The negative '

' visible, trade balance was offset.by positive receipts

from tourism and capital inflows from private, government

and multi lateral sources. . MOjor exports were predominantly *

.primary producte„ the more important of wh.ich were.-cbffee,

tea, sisal,- pyrFtFifurn and meat products.. Major imports'
' *» ■ - -

.were predominantly manu/actured goods incl ud.ing'crude 

petroleum, motor veh.icles ani chassis, agricultural 

machinery and equipment, industrial machinery, consumer 

durables and luxuries.

The industrial sector in.Kenya is large relative to 

the industrial sectors of both Uganda and Tanzania but is 

smaller^ than th.at.of most other developing countries.

This industrial sector develope.dMargely because of,the 

presence of a high income immigrant group in Kenya and 

because the three East African countries were one large

•'i..

Vs
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economic blpc with common external taritfs and few internal 

barriers The.major local industries include food
•'^^ocessing^^^^l^rgitt. consumer gogds products! This" lat.ter 

. - • •• group of industries a-re 1 argel y-fi nal processors ofimport- 

ed intermediate goods. Nairobi and, to a lesser extent, 

Mombasa, are the manufacturing centres gf Keny^a.

• At the time'of Independence, almost al L of the 

manufaGturi:n^®-capa^ty of Kenya was owned by non-Afrleansj‘ ~ 

.. either subsidiaries af ..European, firms'or f inanced by \.' ■ 

local non-African capital. This pattern of ownership was 

also true for the major import and expo.rt firms and the 

„ financial institutions, especially the commercial banks.

It i s airgured .that because these'economic insfitUitions 

are owned and 'staffed by non-Af ricans.they would continue 

to operate as before. This would result, it is argued, 

in Keiiya.conti..^tog to export j^ifimary prpducts and'-'impo.rt 

secondary products. A state trading corp'bration might 

.play an important role in Kenya's development by diverting 

demand from foreign‘to domestic sources where the latter 

exist.

y '

)
•Vv

1

■A-

■>

: -4

'' ■*

In addition, almost <^11 ■ importing was through non- 

African- f i rms. European importing firms were dealing 

.mainly in industrial machinery, agricultural machinery and 

equipment, pharmaceutical products and chemical s.^^^ui Iding 

materials, hardware and consufhef durables were imported by 

both European and Asian firms. Piece goods, clothing.
r'
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groceijjes ’and prbvision§, were 'mainly" handled,by Asian

was done by the European firmsit^§S:W^o|^sa T i ngf i rms So-

'but most he abends -of Asians, ftetai1ing was.

• ■ done by both Africans ‘and Asians' but the African traders.■•r-v

i
although more numerous, tended to have smaller, businesses •' 

than their Asian counterp'arts.
.fc*-

■

■ .

\
Data .ph t^e number of importers and .whol^esalers 

ehbws-that ..thS'jre'was a rel ati vel y small number of European 

' ipportejs arid, domest i e d i stributors of industrr'a'l machinery, 

motor vehicles, arid agricultural machinery and equipment. • 

The, dat^,^hows that Asian importer's and-domestic wholesaiers 

ofhardware,-piece goods, clothing, groceries and.pro

visions .were far more numerous and also shows that' most

of the wholesalers'were located, in the 1 arger. cities, 

especial 1y' Nairdbi. .
*

.Eyidencev^^p re sen ted which i nd i cates .that there is 

considerable variation in ffie number and kind of distribu- ' 

tipn channels through which commodities ere marketed. In 

some cases a number of channels of distribution are employed

at any one time or over time to market a singie.commodity. 

Evidence is a.lsp presented'^which indicates that terms 

commonly used in describing intermediaries, such as 

importers, wholesalers and retailers, may be imperfect 

in defining the actual functions being performed,—^

A consequence of this pattern of resource-owne'rship 

and al location was that the rewards of jgrowth accrued largely..



»-/•

■ ■■ t
r

196
r

•••■:

*Since Indepeadence-.^the

Kenyan has initiated many schemes designed
•'to introdij^^^^ji'e&ter number of ^Africans, into existing

to the non-African .group.
.V.'...

• etonomic institutions-; to give Africans greater owner

ship of existing .resources; and to make the foreign , 

owned' institutions more fesponsiye to' Keri'ya's yevejQptrient

■ - .The Kert'^an Government has rejected Nationalisation as
"X ^ ^ ,

a means of cont rol 1 i ng productive resources. .‘ .fnstead i t has 

attempted to make the,foreign' owned firms more responsive to' 

Kenya'.s^^eds through government participation on the oper

ation of these businesses by having Africans appointed to
t'; * • , ,

the board of di rectors. The major way of do.ing this- is for

the Industrial and Commercial Development Corporation of one
* ' ■ - - -

of its subsidiaries to'purchase shares of the fore-ign.

"owned/co'mpan,ie:^£^ip 'addi tion, ‘the industiVal and 'Commercial 

Development Corporation ha'§ created a number of subsidiaries 

designed to assist African.entrepreneurs including advances, 

to the Small Industries Revolving Loan.Fund, the Kenya 

. National Properties Ltd., the Kenya Industrial Ltd., and- 

the Kenya National Tradind'Corporation.

Europeans arid Asians came to dominate importing and. 

domestic wholesaling and to a lesser extent retailing, 

largely for historical reason's. However, even wbeo..^the 

barriers which may.have prevented Africans from trading 

trading were reducecf or removed, non-Africans still remained 

dominant in trade. An attempt is made in. chapter III to

• needs.

• ^

V.

were .
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' i solate ,some of ‘the facto/s vjhiEh may prevent,Af ricans . 

from being i^iT:^.^^^u^essful in wholesaling and importing.

■' s of-ten blai^e^ J^or th?: iack- of

• •‘Afrlcatp participation in wholesaling and retailing in 
' i . . • ■ ' '

Kenya. The evidence presented’suggests that capitai from
' ' , * i

commercial sources was easier to obtain.!ri West 'Africa-

,1

&

■ •

\• -W ,

than' East Africa'-^ Part of this ma/ be due. .to the poor •• 

■record of•cred'pt"Jwortiiiness and loan repaymen't of Africans 

in Kenya. Wi th the large; number. Of Government-cfedi t 

and loan programmes ihat are now in existence lackof 

capital s^h^ld not be a insurmountable problem to 

competent and^responsible traders.

Lack of experience is also cited as: a .contributing 

factor to lack of African participation. Opportunities 

1 for on-the-job tr^initig for aspi ring, traders h.ave been- . , 

almost non-ex ist^^in Kenya, largely because .As i an f1 rms' 

place Asians in posi tions^pf^responsibi1ity and employ 

. .Africans for manual tasks.. In addition,- although formal 

trahing-may assist traders it appears that it<-. may not’be 

essential. ,

f •

J

I*- '

•J

-

A summary of the, work'of one author suggests that two 

^pncerning the Organisation of African entreprises: 

family fejationships in business, and inability to delegate 

authority; and three factors concerning external p©-l-afionships 
restricted knowledge of markets,^estricted knowledge'of pro- 

. ducts, and the extent of competition may be greater barriers 

to African traders than shortage of capital and formal'ski11s.

factors

:

7
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The government perqeiveV Tack^o.f Afn'caa participation, 

efff^>eti^^^exploitation, and poor market penetration 

.the main prob 1 ejns, of the dis;tributive , ’

■ • '"merfeeting system. ' However; the operating features

of the Trade Licens.ing Act and the KNTC suggest that the 

Government has thus far concentrated on .the'objective

11 is. argued that '

gtyen; the naturte'of the i nher i ted .economy, th'i s'obj’ective 

" i s ^too' narrow' for the .KNTt;. ,

In Chapter IV economic theroy is presented which 

suggests ^^t certain pricing" policies, if adopted 

" by the KNTC, would be,complementary to one of the*govern

ments Overall development goals of redressing income imbal? 

ances between rural and urban people and between richer and

r/
.t

■ 1ack of
into rural „aimm

-

.
of increasing'Af.rjcan participation*.. -■ t

i
y

«
poorer people. Fc^r example,' if a greater variety ofgoods 

were confined tq^^fe KNTC, it could, by setting prices- 

in: rural areas below prj^ce^ "m urban areas, increase 

the price of goods consumed by the majority of the more affluent
■ ■ ■ -■ .■ 4 K

and use this money to reduce the price of goods consumed 

. by the majority of the less affluent. Simi lar. pri-ging 

policies could be fol 1 owed i'n a given product, i.e..

increase the price of the better quaiity lines and use 

’this extra money to reduce the price of the poorer quality 

1ines.

The KNTC might also partially offset the real income 

imbalances between the two major urban ce^ntres of Nairobi 

and Mombasa and the rest of Kenya by increasing the prices

«-■

■ .
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■of commodities sold in these tw6 ai.ties and -using the proceeds 

to subsidise t(^i:i^^rtation costs and thus prices in 
' oth^i'^reas^^^^^^i.S . ^ _ ^

One of the most pressing problems in Kenya is the 

wide disparity of incomes between’ the Africans, Asians and 

Europeans and between African's living in urban'areas’ arid- 

Africans 1 iving ini rural areas.

i s tjigtjmuch of ^he 'country's surpl us which might-be gsed for ' 

develo.pment purposes if flowing out •■of' the country .-in the 

form of importing items and both legal and illegal repa-

It is argtied in-chapter IV that 

-the KNTC might be an effective instrument for alleviatihg 

■ some of these problems,' and economic theroy demonstrating 

now a monoppOnistic state trading corporation might be

.

A closely related problem,.

triation of iof i ts.

effectively used to-r^ncre.ase the quantity and reduce the.

prtee of goods .pro.djged..by domestic’“monopol ie,s'Is reVaeiSed. ■ 

Not only might state tradling corporation intervention ,
— ...V .

■ of this kind result in an increase in domestic consumption 

but it might also result* in- a transfer fo funds from the for-:
■' '. 4..

.eign owned firms to the state trading corporation o4the 

This would result’lln more funds in the handsGovernment,

i
of the Government for development projects and less profits 

in the hands of the foreign firms and'therefore reduced
r •

repatriation.

To date, few imported luxury rtems have been confined 

..to the Kenya National Trading Corporation. A useful
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• function that a state .tradjng *coi:poration irwght perform

of luxury imports.’ Not only would 
■'■■^“"’‘"■gn 'exchange but Qould also result in 

. ■ -the'State tradirtg’corporation making’ substantial profits.

One use of these funds might be‘to hand it over to the 

treasury for development purposes, a secbnd m’i’glit' be fqjt^ 

the KNTC to tetaid, i t in order to provide better-service .. . ■

fdc gub-dj strlbtlCors. thi rd use might be as- a-source 

of ^nds for subsiding ,tde; price necessities dr.-far reducing 

the price of goods sold away from the mai.n urban centres . 

of NairobiMombasa. * - - '

. . Finally, theory is presented in Chapter IV which shows

where monopoly profits. might accrue when the KNTC restricts, 

imports. All’ three theories suggest that greater benefits 

■ will accrue to Ken’S?a. if , the KNTC import? and purchase-s 

f rom dom.est~lc-manjjiagturers on i ts own account,

. - Chapters II-IV presented the problems and the potenti.al

■ ■ role of state trading in the economic development of Kenya; 

chapters V-ViI analysed the actual role of the KNTC. The . 

KNTC has three operating divisions, produce and provisions, 

textiles and hardware. Product and provisions sales have 

always been greater than either textiles sales or hardware 

sales but its relative importance has declined with increased 

textile and hardware'sales.

By May 1970, some 51 commodTfies had been confined to 

the KNTC, however, during the July-December 1969 period goods ,

is to restri
5

• ' thi’s'^conservdrs

v._.<

, -

/
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' confined to the KNTC represented'■§ percent of all imports 

■ ' into Kenya an^^'>3-^rcent-of the sales of domestic industry.
■ ' ..'V- ^ '

The KNTC ernpj^3^^^!5;ee’'diStinet methods of marketing .the r

• ‘ 'goods that have been confined to it. Certain goods such

as sugar, salt, certain textiles and cement are traded on.the- 

KNTC account. That -is to sa°y, the KNTC estimates natiOfravl^' . 

demands, purch.a.ses;,f rom domestic and"* over seas suppliers, '

stores;-in d ts ,17’^wa'reh6uses,, and, in the case Of :sugar prior ' 

to S^ptemt^r I969,'sold <Sn-credit. - For certain other 

commodities the-KNTC acted as an’indent agent. In this 

case., _the pUC purchases^ commociities.'only after it has 

“ received a firm-order, from one of its sub-distrihutopS. He 

services by tHe KNTC are guaranteeing payment to the'sel ler 

and initial Chanel ling and goods through African traders.

In the final methoeP the .KNTC permits a sub-set-pf i ts“appoi nted--- 

sub-di stributors -te^gurchase from domestic and joverseas 

suppliers.

•V.
.i -

., . Trading on the KNTC account requi re-s-the KNTC to have 

more working capital than dp either of the other two 

"methods of marketing. Data on credit,sugar show th^t the 

KNTC has accumulated large amounts of bad debts and an analysis 

of the KNTC financial accounts suggests that this has left 

the' KNTC short of working capital. 1t is suggested in chapter
« r ■ - ■ '

• . r ■'

V that .this shortage of working capital has resulted--fp 

the shift in 'KNTC policy of trading on i ts own,.account'and 

thus’in a partial withdrawal of the KNTC from supplying 

valuable marketing services such as credit, storage and

■' ■ ■ -4
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• ■ transport. This in turn ^has >esul t^d in t-ha A/ri'can traders 

having^ incr^r^e4^^,.^^t>1ems in.-providing the full range of 

services - to 1 e rs. thus mf^ing. it increasingly

, ■ ••difficult for the -African sub-distributors to compete with 

the non-African wholesalers who are able to provide these 

services. ...

Data presetrted in chapter VI ^supports th& hypothesi s ,.' 

that--the-KNJC Ffa's haa a measure of success in-'Af ricanising 

' thc^se commoditi.es that have been conf ined'• to it'.." However, 

the same evidence suggests that non-Africans are still 

trading ip^ommod i t ies confined to

many commodities only a small" proportion of the African 

traders entitled to trade as primary sub-distributors were’ 

in fact doing so. ^ ^ . '

.'■V

» .
*0

-•" '

the KNTC and that for
t

•f *
..-Non-African^ cohtihue to trade. in goods conf ined- to 

the KNT.C fbr.twQ;^^sons. The first reason "is that the
i

righ-ts of citizens to be ^rehted as equais regardless of* . 

ethnic origin is guaranteed under the constitution of Kenya. 

The Trade Licensing Act allows discrimination between 

, Af r i'can .ci t i zens and non-African citizens. Once .in possession 

of a val id .trade l icence it'I's legal for non-Africans to

purchase commodities confined to the KNTC from -appointed 

African sub-distributors and then perform the wholesaling 

functions. .

The second reason is that Yh order to compete' with 

the KNTC appointed African sub-distributors, the non-African 

wholesalers must provide equal 'or better service'. Evidence
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•' available suggests that, inMai ttobi at lea^t, non-African 

textiles and produce and provisions givewholesalers (p 

bB-t’fe r c red i;fe

• , • ■-appear to be more willing, to sell in smaller lots than are 

their.African counterparts;

J nab i lity to compete'°wi th non-Af f1c,ati3'may: be a

than do t^t i le wholesalers

.

' -w-.• 'k •• . - .

contributory factor accounting for <he large number of KNTC,'

apj3ointed s,ub-3'4Strii?Utors who are inact'ive. - Another factor
' * '**'•.»*

'to be that the fe.wer thg servi ces.-such .as cred i.t^-transport, 

storage and bulk breaking provided by the■KNTC the fewer 

the numbep^f active sub-dist'ributors. When the KNTC stores 

commodities in all its warehouses several hundred,sub- 

distributors ar-e, active but when sub-distributors do their 

own importing, the number of active sub-distributors is 

greatly reduced. aThis may result in a partial de-African- 

i sation/of .whole,^^i-ng when a commodity whi.ch was drfginally 

imported and stored by the KiNTC is then imported by a
• .-rf .

restricted number of appointed sub-distriliutors.
■ ■ I

Finally, when th‘e KNTC trades on its own account it

reduces the amount of capital, skill and experience needed

on the part of the African stib-di stributors by securing

sources of supply, transporting, bulk breaking and storage.

The. pricing pol icy of the KNT.C could play an important

role in redressing income imbalances in Kenya. Data,on

pricing policies pursued by the^NTC presented in chapter VII

shows that the KNTC is npt currently using*this potential

•/
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• I'to correct imbalances., In. fact, ..the data suggests-that at
■ y ■

times the ■aclrDaJ:^rlci ng policies may have aggravated the 

p ppB’-rem • of. i '■ ' aj ances,

• The KNT'C policy of - restr i ct i ng-compet i f ion by means
* ■

of. its distributionship policy, ‘and to a lesser extent 

its pricing policy, has nof’been a success J n: ensuring ^the '
• .

viability of sub-distributorship as Jthe data sug.gests tha.t 
most; sub^di-striBiTtors ^re not act ivel y ‘trad i ng. - in additiop,

as the kilTC no- lon.ger sej l.s on credit-, t.he pol i cy..t)f restri- .. 

ction to ensure that the sub-distributors were reliable 

and creditworthy is no longer valid.

. earlier chapters suggests it never was an effective-method

Data presented in

.of ensuring relai.biT ityi ■ . . ,

Finally, data on the channels of distribution of certain ■
V ■ ” * - ■ ■ . •

textile- products suggests-that the KNTC is attempting-to

intreduce extra .1 of intermediaries where possibl'y .

no extra marketing services ai;e required. If sub-distributors
■■ • ■ ■'

. ' are unable to perform valid marketing services it is undesirable

that the distribution chain should be lengthened in order 

to include unnecessary' intermediaries.

In conclusion, much of ■the KNTC's potential has not to

date been realised largely due to the narrowness, of its 

objectives. If it i s ,:to achieve i ts, potent ial contribution 

to Kenya 's economic development broader ob jectives such as 

transferring demand from overseas'^S'ources to domestic sources

In orderand redressing income imbalances must be considered.

c3
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■to be effective in meeting thesfe b-roader dev4lopment needs 

it is impoftar^SJh^t^he ■ KNTC continue to trade on. its 
own’'account and^^

•importing.

f

|i^.impl;y permit selected traders to dp ■

■9

■ ■■ /4
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APPEND TX A S' ■
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PAL DOMESTIC EXPORTSPRI
■" • •

9 Kt '000p
I a
s CatMory 1964 1968^.I

15,396 

. 6,028 

.. 6,056- 

2,453 

2,167 

1,, 294 

708 • 

• 883

. 2,124

Unroasted Coffee <■ 12,808' 

2,020 

10,041 

3,040 

3,026 

1 ,671 
i ,132 

1 ,1 34 
6", in 

1,174

5?
s 'v- ■ ■

3 Sisan4-

I Tea

Pyrethrum 

Meat aad Me^ Products 

Hides and Skins 

■'Soda Ash 

Wattle Extract 

. Petroleum Products

<S. ■vi

I

•■■V

III
I

802Cemen t
is

Source: Republic of Kenya,^ Kenya Statistical Digest, 
- September 1969 Table 13.

I
•/ •

f \

tJ

I
j-

i

i
J

is



• •*' •'
■ ■>

• 214r
/

TABLE A.2" '
■»<t

y ■
NET-IMPORTS 1964 AND 1968.

?k ,t '000

SELEC:>

•4

< K

'Category .1968 .1964

. 7,274 • 9,656.• 
'8,072 —

Crude Petroleum

Motor Vehicles and Chassis 4,940
• 'a

■ .

Agricultural Mach i ner.y 
and' Tractoi'S. .

■ - > >'/• •'

Industrial Machinery; 
Iron and Ste^el 

Fabrics of Cotton

Sh 1,468.• 
■ , .?.'l38 . 

3,818 . 

2,39.9:

, .2,295
■ .1^,690;

6,147 

• 2,752 ■■ 

3,183 ■ 

■4,798 

2,194

■ ' 1 ,'875 .

- *»

Jabrics of Synthetic Fibres 2,212 

Paper and Paper Products • 3,198 

Pharmaceuticals Products ,1,415 

Ferti1isers

••V •

■1 ,33Q‘\£>- - ;
Kg'

Source; Re’public-of^^^ya, Kenya Statistical Digest, Sept. 
1969. Table 12. ------------------------------ ------- ------f
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table a. 3,
*■..•’ H** •

CENSUS OF' J^DUSTRI-AL .PRODUCTION 1963 •
V .

y ■

EstablTshments-' Persons -'■Year^

? £.ngagedL Produc.t ion
i' •‘•i-V-

Industry _ •»; -A

Number ' K t'OGO . .NumberA.

«... a.'8=Meat Products 
Dairy Products .
Canned Fruit and Vegetables 
Grain Mill Products. .?• , 39
Bakery Pr.odudts, ' ^ 37
Sugar anci Cdrifectiohary , 5-
Miscellanebus Foods ' >3
Spirits,./Beer .and Malt ^7. ■
Soft Drinks arid. Tobacco 
Cordage, Rope and Twine 
Textiles
Clothing and FopstWear 
Sawn Timber

■ Other Wood Products'- 
' Furniture and Fixtures 

• ;Paper Products ■ '
Printing and Publishing .73

• . Tarring and Leather Goods 10-
Rubber Products ''ti
Basic Industrial Chemicals 

^'Paints 
^ Soap

Miscellaneous Chemicals 
T Clay and Concrete Products 
.Glass arid Products 
^ Cement"and Other Minerals 
Metal Products 
Non-electrical Machinery 
Electrical Machinery 
Shipbuilding and Repairing 12 
Railway Rolling Stock 
Motor V^l q1 es 
Motor Repairs
Miscellaneous Manufacturing 24

■ /-■•

88116
r'- 994 ■

' i;ll ■ -iiS
4

589535
^ ■

2;058 
1 -,.454 
2,233 
1,820 . ■ 1,342

2,876 
1,199 ■ 

■ 217 
•1 ,113 

1 ,5'21 
4,102

",•4,063

I:f4 ■
19
6 .
10 . ,

■

. i.if?
.. 17
64
7 .

74
70611

■

■ 276
553
543

. 301

I?,
'4 'C-! -

78817-
86420 . 

■^1,7 ' 
3
7

533
462307

921 2,312
5,276

612
. > 48 2,870 

■ 711
251 

2,107 
6,392 
464 

1,454

35 ■
27819

1 /-
17-
96

491 792
S'. '

- ■?

Source: Republfc Of Kenya% Kenya Census of Industrial Prod
uction 1963. P.- 102. "

.
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‘v'A- VERTICAL MARKET •■STRUCTURE' :THE DEVELORMtl • ^
..N

■ The purpose of thei,s Appendix Is to show how the in

troduction of middlemen between 'f)roducers and' consumers
-A-

,T ■' will, under certain circumstances, results in a Towering of
' - . . - , if. . • • ‘

marketing’costs.

■ V A vertical market' structure or marketing ehan’ne‘1.- 

may be viewed as the set (A, - A

*v, , .

V-.. ^
«■

- Xf^), where A; is 

the ith producei^nd Xj is the jth'consumer.' Membership 

,d.f„the structure is characterised by each firm having at

m]. ’1

least one cooperative. relati'onship with a consumer and ■;

each consumer having one cooperative relationship with at

'.least one producer. Efficiency then concerns a comparisons
■ '■ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . •

of costs of exchange gugg^ .the following two systems,
(A, - An,, X-,-- Xj'

■ -V '

'•V

t

;• 2_ _

•, arid•/ •
' 1

(A, - A, R, - Ro. X, --X^) 

where Rj - R^ are competing intermediary firms.

«

Ttig sources of costs and theT-efore the potential sources 

of efficiencies are contact and communication, inventory 

carrying and storage, financing, physicaL distribution costs.

1 , Based upon material presented H. Bal i,gh and L. Richartz^^ 
Vertical Market Structures (Boston?^A11 yn and Bacon, 1967).
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supp-Iying of non-waiting utili ties *to._ buyers, the implem-
■ , V, ^

ehting of exchafige-x^ans'a'cti.ons, production, buying'and 

se'1.1 i ngi"r:.7;i

.. Ass-ume a’A^'ti^]', market structure with m sellers each 

of whom are in contact with n sellers. Also assume that 

the cost of each contact is 1 then^the. total-»contactual costs '

V.

are n X. m -or:

, The entry of .one’middTeaman who is^ in contact wi'tti. al l 

sellers (contact cost of m) and with-all buyers (contact 

cost of n) reduce total Costs to''n<+m o.r:

.i. . ••

.. ^ 1
*- p.

A

V 2. ' TC„

Assume the n sejlersand the n buyers are'indifferent '
S’- . ■ '

•to the'entry, of the middleman, providing that their net income.

is at least', as high af.t^r the entrance of the middleman as 
■ ■ " - ■. , . • . ' . ,

' -it was before'. Given;^;Ujl.s assumption the middleman, gains' —
■■■ ; ' : 

r a total equal to -the contact costs prior to his entry, i.e.,

m -t n

''V • s

.

v/mn.
■/ '■

3TR„

Therefore middleman's profits are:

TPii = m/n - (m+ n)

Because profits are made new entrants will be drawn into

= mn

4?-

the system until the number of new entrants has increased to. 

the point where total profits in the.system are zero: 

w (m = n) =0

- (m + n) - 0; j"= 1 ,2... .w--’6

5*

----5- -TPi : mn

TPj, = mn
wi
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wh icIt so 1 ved for the optimum number^of.^ middlemen^yields :

w I = inn • ■’ - 
m+n

The formatipj^

■y '

7
. i’eVel of (TiiddTemep allows for the 

■formation of additional levels of middlemen for exactly
** •

A-

the same reason that the first.level was created. E.G.-, 

if, m=n=8 then no middlemen contactual cost%,^are S4. With 

one middleman contactuaT cpsts would be 1§ yielding a" 

profit of‘48. ' However-,c the entrance'of further middleman 

would redtfce to^a] contact costs.. Cooperation between'level s _ 

and competition within levels would lead to the following' 

vertical market^^s^fructure :

TN-

4,

4-

0 0 0 0 0 . 0 0 0 ■ m sellers '
'-*r '

(c)O'

■ (.b)0 -.p

0-T^- (c) -'iv •

(a)-0-0 0 0 t

r •=_ _ yt

0
•/ •

' \
0 .0 (b)

(c)■ 0
•■'v

0 0 0 0- 0 0-0 0 n buyers0

Let us assume that the m sellers and n buyer would not be 

indifferent .to the entrance of new cooperating firms 

.at,existing profit levels after the realisation that, thTou^ 

bargaining wi th intermediaries, profits could be iri'creased, 

i.e., new cooperating firms must grant rebates 4;o existing

firms in order to gain entrance and cooperation from firms
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r
a 1 read y Tri the st ructu re.

Assume the lers- and. n buyers are indifferent to

the- entranee of anytte*t3T^ 
a.rebate pf at^rrfl^Vf

middlemen ,in the first level df intermediaries is:

r

Tian provided the-middleman grants - '

the _total rebate."gfanted-by al 1
' ■ Si '

MEm:
** •

9.

R, = w I ■ro
Z rj,

. J=1
-The- total rebates^ranted by the fit*st level- of.'^-in-

' .

, termed far ie^ can be expressed as some proportion of‘th'e-
/ '■-J .

total 'cosl;^ of the system;

• R, = k(mn); 0 K

The total ^^enue withiQ.the system,' to be allocated 

among the intermediaries at the primary level', is reduee'd 

-from'mn t6.{l-k)mn, thus:

TP I = (l-k),mn - w.i (m-tn)' =0-

•

■91.
V

)

■•V *

---10 --
-, and .

. (1- - .kOmn-'--^
(•m -m) = .0

,g.iving an equilibrium number of J.ntermediaries at the pri-.

.3g£- n -TP-j . = W|

^^mary-level of:
V

i

-w I- = (1 -^klmn
12m-Hi

'
Thus, the number of intermedi.;aries at the prlma-fY^

level js reduced in proportion to the size of the aggregate 

This analysis can be expanded to several levelsrebate.

of intermediary'with each new level having to pay a rebate
i.

•9-

to';existing members of the structure iiv.drder to join.
■ " . ■ V-

|f we now assume that the cost of information transmittal
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is not one- (as was assumed for equgtions 1 through M ) but ■
.y '

is made up'of ■twD_^rtsr -a fixed element q and. a variable 

. . el-ement.'f-which amount of information’transmi tt-ed. '

|.et-~us •f.u.rther'a’ssi^^that the total cost'of di rect 'contact- 

between a memher of the. m group and a member of the h group

's. C

f ■

i s now a cost of contact and cbmjnunicati.on, q V. 2p,.. then 

TC = mn (q+2p ) -,:,qmn+2pmn

• eac.h m‘sends’ai^t, hi s^rice to al 1 ri and-each'n his

r

13

i .e. ,

price to all m.

The-total' cost of a .single middleman of attaining the 

, given output of information for thf-,system is the sum of the 
costs' of conta^?s and the costs of infofmati-on transmitted: '

(f
- 4

' TCj , ■= (q (m+n ) ■■+ pn (m+l ) ■ +'pm(n+l) ---

The total prof i t .of" the system in eq.ui Tibri urn is:

. . TP, ='qmn +2pmn -^w, (q(m+n) + p{m+n+2mn)' = 0--15 " ’

----14 ^
■.V •

I

and
t

= qmn+2pmn - q-(f^+nj -'p {m+n+2mn) =0- - 16TPj
W I

•/ •
' \therefore }

w I = qmn-<-2pmn
qCm+n) + p (m+n+2mn)

the introduction of an- information trarismittal cost (p) results

in a reduction in the number of intermediaries in the primary

This then leads to a reduction In the number of

levels of intermediaries and the num6er'-of middlemen in—eSsh

level.

. level.

Finally let us drop the assumption that ,there are no
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fixed costs'associated with the entry of middleman into.
- N''. - s. y ■ '

assume that in order to'inducethe structure

the middleman is'assured the[niddiemen.-into th
i ' .■ ,, .V, . . . . . . . . .

opportunity cos'f"OT‘'^i 'capi tal inputs;

if S., are the setup costs of the jth middlemen into
•

' .'v

j

the primary level of intermediaries

and I is the acceptable- rate of retut'n 

a f i rm wi i r 'h‘pt.^.ente'^=unless expected prcfi-ts .are
- j

4

equal to or greater, than IS.',, ■ i

■ *•

Min (TP,.) = IS. 17 •i .e. ji J ' .
4-

therefore ..

---18 ”(m+n) ^ w, (ISj,)-----TP: =mn —
J.'

- or '
■.V •

ISO' = mnI
j-' (m+n),‘for ail w 19w' I

' 0
■ ■ ^

and. -vV* ’C’. •

*

(m+n) + I S j ir

again the number of intermediaries at each leveh and the - 
, 1 

number of level s of intermediaries is reduced.

w. = . . mn
I i

20/•
f.

/ •

*
•Bringing rebates, fixed and variable costs of communi- 

cations7~costs of setting up a business, and minimum rate of 

return, into:one model gives:

(T-k)mn(q+2p)- IS ------

TC = w, (q (m+n) +p (m+n +2mn) - -

~(l'-k)(mn) (q+2p)
I S Z+q (m+n.)4f) (m+n+2mn)- —

J

21TR

22

w.I
--23
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So far we have looked at the optimal market structure.
V .

.... . N*'

when the onlY costs^l^re contact and communication costs. 

A ’ s Fm i 1 a.P.'t-ype of can.be Carried out concerning th'e- 

C9..sts .o.f ipyentory^'aT'ryi'iig and storage, financing,- arid 

physical distribution. .The introduction of each new function

.••ii

*■* •

introduces the further possibi 1 i’tides of increasiffg.efficiency 

through economies of spale -and further reducing the'number 

of level s Qf ..iriterme'di.aries ^d the'numbef‘of agents in 

each level.

■A-

■ i*•
The conclusion to be drawn from this analysis is

4

that provided there is

a.) perfecr competi tion 

b) the ability to reduce costs so that ..

i) new entrants are adequately rewarded 

ii) old partici-papts. receive Sufficient rebate^

- to induce new ^entrants _ _
—7-5^ ...

then either.a new level of intermediary will come into 

exiptence- or a new middleman wfl 1 enter into an existing 

level.

4-

.V

■•'-V

./ •
1

}

There, is a rnajor drawback in the above analysis. There 

is a total revenue in the system mn^from which some or all 

of the following is subracted:

R = 21 Tij

S “ 21 Sjj where sjj is^fixed 

and'new entrants wi11 enter until, 

mn - R

where r-: is fixedij

S - I - = 0
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i.e*, new entrants wi11 occur until costs have increased 

enough to el imMhate'i^qi^s';' This' leaves the impression 

that CompethtiOn |ns-t^^^^.,re.ducing costs results in an' 

increase, in-.costs, i.&/j'c6mpeti.tion decreases efficiency

' -4 '•
• ■.-r-

r

rather than increases efficiency where efficiency is measured 

as the quantity of resources- to produce a given outjDtit.^ ;*

.*■.

True, excessive competition may result^ in tod.many_, 

resources- entering an inji.ustrfr¥or all resources ’to‘be,'full y 

utilised,,
.*• . •• •• •

. competition of the threat of competition results in pressures

to reduce costs, i.e., use resources more efficient-1y. An
- .....

increase'in the number of firms, instead of increasing the 

quantity cf i nputs may. reduce • the quantfty of inputs. •.

. The second point is that' r j . , i s fixed. In.reality the size 

of rj,, w, and.R will all.^e function of the degree of 

Competition the greater t^^£^potent'ial competition the-greatef---'

T the size that r:
r ' .

R.'atiy may or may not increase costs.
*/ ‘ ■ o

Example:

4.
V ,

What is not; men.tioned|^ in the abpve model i s that

v ■
1' ^

*;

will be. In summary, competi ti.on■ increases

1

. Assume a vi 11 age of woodcarvers who produce woodcar-vings ■ 

for sale in^Nairobi. Further assume .Ahat this village contains 

ten ggod woodcarvers and ten mediocre woodcarvers. Finajly 

assume that a good woodcarving can be sold fpr 20 shillings 

and a mediocre carving for 14 shi11ings..'-The initial 

pfoduction/niarketing system consists of daCh wood ..carver 

producing one carving a day, working six days per week and
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carving for two weeksi After two week^^ each has.^roduced- 

1 2 carvings.' Each'£-^rver"then takes the bus -to Nai robi 
and'spend-s-'^rhe r®st'^^^^_,:month selling his carvings.'"

Th.e bu&.far^ is 50 S'h^rTibgs and put of pocket expenses are ’*■ 

two-shi 11 ings per day while in Nairobi*.

■«r

• ? ■ S'*
y ’ V

This product ion/marketing 'system woul d' y iel'd - the >; 

following profits. ■ -W .

»• 4

<*. , -
.. ^Good ,woodca rve r *■.*. ..

■ - .t.

profit,* price t imes .quant i ty fixed co%ts • - ' vari abie‘cpsts

= P k Q - FC -VC
■ ^

=20x12-50- 15x2
'■= 240 - 56^ 30 

'= 160
s

Mediocre woodcarver 

•profit * P X Q - FC - VC.
'.M-

= -14 X 12 - 50 --^5^; 2 
=168 - 80 '

= 88 •

Let us assume that one of the mediocre woOdcarvers, 

that is mediocre at carving not at business, realises that 

both he and...a good woodcarver could make more money if the 

good woodcarver specialised in carving and he, the mediocre 

woodcarver, specialised in selling. For instance, if the 

good woodcarver carved all month he would produce 24 carVTn^^ 

Providing- that the middleman offers at least 6.66 shillings
• • A*

per carving the good carver will be at least as well off.

' o
'"0 •

f

;•
'i

; ^•/ ♦

K

*
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Let us assume that after a-period of negotiation the,final 

price settled an- is 8.00-shi11ings per carving.,

>
■r-:- ■ •■V

f

V

Good* woodcan^ ■ --r
*•* •

• p'rqfi-tV' = total revenue - total costs

=PxQ-FC-VC- 

= 8 X 24 - 0 - 0 

. = T92 (up from760)

M^Locre woodfi'arver' cum middleman 

profits =^total^ revenue - total .costs ,

= P X Q - FC - VC

■0

' .
4 •*

- i

= 20 X 8 X 24 - 50 - 36 X 2

= 480 - 192 - 50 -60 

= 178 (up from- 88)
•

The introduction of a marketing middleman has made everyone
*

better off. This, example^could be expanded so all 20 people ■ ;

could be. made better n-f^tf-the ten good woodcarvers- sold 

to the middleman who then sel 1^ J;o'<the remaining niner

■^woodcarvers who become permanent retail lers in Na-irobi. 

Such a production/ marketing system would consist of ten 

producers, one wholesaler and nine retailers.

./ '•

i? ‘
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■APPENDIX C •-<T
V ■

AN. ANAL?(SivS^F’_AFR I CAN I SAT I ON 

The pol i ? ■,'.
TVeof African! sat'i'on''may- be' formul atad

.♦ •

'•V • • . . 4-

in terms of maximising the proportion,of trade being handled 

- by the favoured group•subject to .one or more constraints.- ;

One such objective might be the maximi satioh of the proport

ion ofJt-Vade being'h^dfed'^. Africans, subject .to-the
' i'i '

constraint that there is no increase in prices__or deer,ease 
in servic^s off§red.

The variables important in Africanisation are the 
number, of commodities, the vaTiie of these commodities ■ ■ ■ -

as the proportion of all commodities, the levels-of distribution 

involved and, the proportion of each commodity taken over.

4-

> ■;

-

• Assume that 100 commodities exist, that Africans trade
' u ■ ■ . ■ .....

in 70 of: them and that-ithese 70 commodi ties compri se 40-' 

percent of the to.tal vaT^of all goods traded, further, 

'■assume that 20 percent of the VaYue of trade is derived from 

imports, 35 percent from wholesale tVbde, and 45 percent from
-./ '

retail trade. Finally, assume that Africans control 30 
percent of all impo'fts, 40 percent^f the wholesale trade*,

90 percent o*f the rural retail trade, 60 percent of the • 

urban retail trade and that 75 percent of the retail trade 

is carried out in rural areas and that the remaining 25 

percent is in urban areas. Given this-v^asic information the . 

percentage of trade that is conducted by Africans can be
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J
calculated.

SV

, 1 2 pe r^cen t, oj^th'ee.g.. Imports . .-3 x — ‘12, 
value of al.,1 importsv'j^^ide. by Africans .• 

Wholesale

Rural Areas .'9 x .4 = . 36

I .e.
>

• ^
*• •

Urban Areas .6 x . 4 = . 24 ■

The total retai l trade control led by A'fricans is then 

obtained by weigh ing‘tjn^ Truf^-k trade by. the' proportion of

goods retailed in rural areas'and'urban retail trade by,-the 
. ■ . • ^ ■ ■: ■- 

proportion‘of gbSds, retailed in urban areas.

.3^ X .15 + .Ik K .25 = .33
thi'f*^ypothetical’ example, 12 percent of the 

16 percent of the Value p'f the

e.g., Retai1 

' Thus in

value of the import trade 

wholesale■trade and 33 percent of the Value of the retail
i

-.•r •

trade'is handled by Africans. The proportion of ail trade 

- Carri.ed out by Africans-!^, calculated by,Weightihg t.hese''

’■ ^ percentages by the, p report Tons of the value of trade carried

Out-,at each level.

-e.g., . 12 X .20 + . 16 x .35 -t .33 x ’.45 = .23

i.e., using this definition of Africanisat ion, 23 percent of 

■trade is Africanised.

Such a ‘definition of Af r ican i sat ion has merit in terms 

of very broad poiicy goals. For instance, it may be decided 

that the goals fdr Africanisatioti are, say, 25 percent by 

the -end of 1970, 35 percent by the end of_.;1972-, 60 percent 

by the end of 1975 and 90 percent by. 1980. However, in

” -.f

_
■ i

•/

’‘i
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r
terms, of implementing programmes suc^h objectives would 

have to be narrowed to have operational' content, '

. Fors,j[nstance,,^$h^^al. that say 35 percent of all trade

ricans by the eny'-pf 1972 could 

■ be accomplished using a number of strategies;

(a) increasing the number'ol commodities, handled by- 

Africans so that, they bandied another 5,0-percent
• j' '* • • '

of the vaVup,'*i.e^ from 4‘'0 percent to 60-percent;

(b) leaving the numb'er'of commodities the same-b,ut 

‘increasing the proportion of each commodity at each

level by 50 percent; ^

(c) or by^'f^reasing proportion at different levels by ■

■ different amounts; .

(d) or by a combination of (a) and (c).

There are an infinite number of ways that Africanisation can
• . ■ 'O' ■ .

- be accomplished,

. In conclusion, a tTmetab'ie for accompl i shing African^

. \isation could be establ ished'aTfol lows :

i s to be j n the•
.V

•

\

•/ ■

Commodity Class "A"

- 1970 1972 1975

No change ^ 

No change

20% 100%Import

-Rural’ 100%100%

Wholesale
-Urban No;change 

100%

' 50% 100%
. >9

-Rural 100% 100%-^

Retail
-Urban 50% 100% 100%
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Commodity Class,"B"

1970
'■» .

1972- 1975. - '■V*

iFchange

No change 
No ’Change

^ .
No chartge

.No change 
100%

No change-'Import . .

-Wholesale
-Rural

100%
100%

Retai1
-Urban 100% 100% ^ . 100%

A

r:

- fc

I

♦

'v.

ii

- O

‘

«»r

•/ '
K

• ‘i

»
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APPENDIX D -
S''

3NSUMP^sQN PA'T’TERNS. IN KENYA
■ 1

CO

Most Africafts^^^^^^ya obtain most Sf thei r day to

day requirements outside the commercial distribution system, 

by growing them, by making them, themsel ves O-r buying or 

bartering in the local market. Only the comparatively
A

small number who-»are in''ful^ime paid employment or, 

estates buy their requirements from retailers. For most 

Af r leans,‘“pi ece^oods (cloth) and-cheap'cl oth i ng , which 

they cannot produce themselves, form by far the most 

important p'art ^f^their purchases; the next most important

on

are staple foodstuffs such as maize-meal, rice, beans,.sugar 

'and salt. These staple foodstuffs are more heavily consumed 

in towns, but are a 1 so, consumed in most rural areas to supple-
■■ o

ment the local produce.^ ...

Other major i terns -'5^ African consumption which are stocked
■ f

-in almost all small shops are-cigarettes, soap, kerosene,- 

'"tea, tinned milk, various types of c'opking oils, matches,' 

ious patent medicines, razor blades, aluminium and enamelware, 

frequently biscuits, and cotton thread.

■

var-

■ i

1 This appendix is based on information contained in.M.C.G. 
Hawkins, Wholesale and Retail Trade in Tangainka, A Study 
of Distribution in East Africa (Frederick A. Praeger, 
1965), pp. 12-19. The similarity of stages of development 
in Kenya and Tanzania justify the use of Tanzanian 
.consumption pattern as a proxy for Kenyan consumption 
pafterns.

f!p

"Off.. ■



V-

231

,.-|n the towns and trading centres ..where thefng is sizable 

rrav,4regular cash income, there is a demand

■;

populatjon receivi.

s which include ^heat flour,'.manyfor a varfety of fqi
- ■ ...

varieties-of peas and beans, potatoes, onions, various veg-•

etable also, coffe,e and tinned baby fdod. *

Items which are brought on 1^ occasional ly,. qut fof whicjx^ 

.. . there is a relatively large demand are shoes, hoes, bicycles 
and spare_ garts,; cprrtigated^ron sheets, sewing" mach.ines, 

radios-, cheap crockery and cutjery, padlocks, Jiurricanfe.- 

lamps, watches, and radio batteries. 'These are normally 

only found in shog^ in towns or tracking centres.,

. the Asian population is highly urbanised and has to 

buy almost all its requirements from shops in towns or

' . trading centres. The range of basic foodstuffs bought
* '

does not differ greatly-ferom that bought by the African popr .

: ■ ul-afiort. The main diff^ences are no ma'i ze flour and more

’ , wheat flour, ghee',' on ions , potatoes'and other vegetables,
r " - ■ _ _ _ vf ■. -

' -tspVces, butter and milk. Much of the clothing and materials 

used by the Asian community a‘re imported from India.

-r ■

•/ •

The pattern of consumption by the European community

The Europeans togetheris practLsally the same as in Europe, 

with the wealthier section of the Asian communi ty prov.ide the

Hoy/ever, possibly themain market for consumer durables, 

most rapidly expanding market is among-the wealthier Afri,caiis.
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■' p^PENDIX ,E
T--*:e^ 1. - - >‘r-

. . .; syMMARY^'?fff^t*hAL .accounts' 1965>1''966r' -V

*.
(A)'° Profit and Loss Account K t , K k •

. 222^837' ■
■a

Gross Trading Profit

■Staff Costs.

Admfn fstrat ion and , 
^Financial Expenses

■

38,894

121,822.,. > i

fk •

160,716
*

Net”Trading Profit 

*• 1\|bn-Trading Income’

■Net Profit Before. Tax

62,121 ■

15,253• >-<r •

77,274
' a

■0'P. ■ '♦V

Sk' -(B) Balance Sheet K k K k-
1

■ ■ LQL,1300'* Fixed Assets 6,898 . .

624-Subsidiary 
Company

--Share Capi tal 

^ Unappropr i.ated Profit 38,•/ •
i

. 4,607 Trade
Investment

Unsecured Loan
10,000

1 ,436,361. Current .1,472,694 
_ _ _ _ _ _  Assets _ _ _ _ _ _ _

'r,489',592 Total . 1,489,592
Assets

Current Liabi1ities

Total Liabilities*?

Source: Audited accounts of the KNTC,
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. •-rt.TABLE E, 2
SUMMARY OF ffll^TW^yAL ACCO.UNTS 1966/196?

' ■■

...................................... . Kt .

‘■-^9,282 . 

31,056'

y ■

(A,) Prof.i t -and LosT^A^^UQt 

Gross Trading Profit 

Staff Costs

•-T
-1.,

.K t
111,385

■ .

Administrative and 
Financial Expenses,?.

''Vv-' ’’
/■

. 90,338 , • • I^ •.
Net Trading-Profit’ 27,0.47

4,498Non-Trading Income 
Net Profit Before*^ax

35,545

* •-
(B) Balance Sheet K .t K k

10.,000 F'ixed Assets 25,209' ,,

57,657 Subsidiary 
Company

■ -2.,357'’Trade Invest- 10,000. -
merit

Share' Capital.

■ Un app rop ria ted P rbfit
' o

?

Unsecured Loan
;

A./ •
1,249,237 Current Assets■ Current Liabilities

i,284,042

■(

Total Liabi1ities 1 ,319,251-Total .
Assets

1 ,319,251
I

r'

Source: Audited accounts of the KNTC.
K ■

V.
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V . -rt- f , TABLE E,;3 ■<" V ■

■ CntetteAAL ACCOUNTS 1567/1968SUMMAR'Y OF

(A)' Prof I t-and Loss' "At^ocint

Gross Trading Profit

Staff Costs

Adm,ini*Strative and- 
Financial Expenses

K t K t•- •

342,088/ -
■ «87,861 .

■A'b

266,085

- 353,9.46.
■ i

■ (11,858')Net Trading*' Profit . (Loss) 

Non-Trading Income 

Net Profit (-Loss)^i?^fore Taxati.on

11,395

(463)

('B) Balance ■ Sheet K t K L\<v •
s

10,000 Fixed Assets,

.83,421, Subsidiary 
Company ^

14,072 ,Trade Invest- 30,090 
—. y ment

1,305,879 Ctipent 
Assets

Share Capital 

Unappropriated. Profit

39,0.20.

■ 5;65P. ■ '
' 0

-T=5^...

Unsecured Loan
r

Current LiabM ities•/ ■ •1 :338,6I2
i

Total' Liabi1ities 1,413,372 Total 
Assets

1,413,372''

Source: Audited accounts, of the KNTC.
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APPENDIX • F V ■

.u

NAME

LOCATION

DATE . •4

Which of the foll.owiag KNTC distributed"*goods do you■ 1.

trade in?.
— .ft

■V- .

a) ,Sugar
b) Cot,feon se^pd oils

5 J ???■’■
i• «*p ..

L

2. Are there any'other KNTC distributed goods-that you 
trade in?

Which one of the above is the most important part of 
your business? ,

3.

' ij
-4. ■„ ^flhat other goods do y^ trade in thatniare not di stributed-, 

through the KNTC? ' -
I
Sr

‘What proportion of your business is with KNTC distributed, 
goods?./ '

1

6. How many manufacturers do you supply?
‘ ■*

7. How maTTy wholesalers?-

8. How many retailers?
ft?

9. How many government insitutions?
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s *** fv5i
you-to put in an oraer for. . 

low ? ' .

■ ■■ {>

a) What s.f imulat^ you-to 
i) When s^ocK.s'raH^^^o 

' i i) ...Wlien you

;.. ?

m order from a customer?
' ■ ■■ ••r-

“.'V'-*•• •
b) Would you.please tel 1 me how you*order. ?

z. >
•a . /

V

c) How is«it delivered, to you? •
-4

. #.. > ^-
. l

d) Dp ypu stp^e it? - All of/it?.

Approximately how many weeks storage do you have-at 
preseat?

-

V

• e) Do you sell •...in the same units that you buy it in?

' iJt*

f) Do you ever sel l 3^^ /
'a '
retai1?

i f

r ■ ------------->f

•/ •
transported fVomg') How i s i you to your customers?

.V

h). Do you think the retail price of . . . ...has increased,
decreased, or stayed the same over.the iast-three years?

i)Are there any problems in the distribution of . . .
■ that we have not dicussed?

TVTn
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10. what sort of technique do you u.se to increase sales,?

i) Advertising 
i i ) Price cut4Jr?g--._ 

i i i) .;V4 siting ,
' ets ^

y ■

mmBrochure^Ljiv
: ■y) • .Sljbwroom - 

I 5' Giving credit
• t’-•

vl.V

Has financing your business been a major pfbb.l'em? , "1 ]■;
.'A-•

. -4

Have, you ever 'h'a£i^=.a .lo'ajT-br been granted oredi t ,f rom12.
r

i) ICDC
* ii') PTC ' ■ ■ ^ :*■

iii) Trade.Development Joint Loan .Boards

■ i

A

'4.

1,3. Have you e\fer had a loan, or credit from any of your 
° customers? ' . ‘

.14. Have you ever taken, any business courses?
- a

'a '
-m--'

15. - In what year-did you first sta^-t in business? 
What kind of business was_it;,? 'r

./ •
i

16. When did you first start this business?

• How?

17. What other business do you currently run?

Are you :sole owner or do you have* any partners?18.

19. Are there any improvements you would like to see the 
KNTC make?

/s-
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APPENDIX G ■ ^

HIGH 'INCOME pNDEX -OF COST OF LIVING*’

g:: - MarchItem Jui1e,i, Sept . Dec
• ^

Shillings

44.06 44.03 44.04, , ■ 
44.04 4 ^4'.. 16 46.'"do 46.00

. ^ 2:45 - '2:31

’ll ^
-- -igr 

2.78’
H?,3.00
3.83' ■3.83 J.80 4.00

4.00 4'.oo ■ 4.00“ ' ■
4.00 n4.00 4.00 4.00.-.
4.00 ■ -

John Halg Wh1skey
(with duty increase) per bot. 44'.06 

per bottle 1968
1969II 11 'A-■ .II

■ Wi'’• ' Soap .. 1 bar
, l, bar>-.. 
J^ar-'

l.^bar
Blankets each

1.’*63 1.92 ■‘1.92
• 2.28-. 2.46 
2.21 •■2.18 

,2.21 , 2.16,- ,.2;^p6

. 84.75 79.50 80.00
84.75 84.75 84.75 “ 
85.00 84.75 85.00 ■
86.26 86.25 86.25

2.70 2.69 2.-66
2.80' 3‘.00 3.00

.. 3.00 3.00 • 3.00‘

,1967 
.. 1968

II

II

II

1970 
'1967 :
1968
1969
1970

.Razor Blades Packet 1967

II

Matches each
11

II

II

5
11

II

AUGUST 1939 
1966 T54.9

357.8 , 
. 371.2

379.1
396.0

= 100r
355.3 '354.9 

-373.7 37-1.0 .
377.8 378.2 .
389.2 391.9

'FOgd, Drink and 
^Tobacco

355.4 
367.6
377.4
386.9

1967•/ ■

1968
1969
1970

Average Weighted
Index of All Groups 1966

1967
1968

340.5
346.4
357.8
361.9
394.7

342.2
.351.1
360.0
365.5

343.6 344.7
355.4 354.9 
361.0 361.6 
367.0 371.81969

1970

Source: "Or Iginal'data provided by the Mjjristry of Economic- 
Planning and Development.
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., MIDDLE INCOME INDEX OF COST. OF LIVING^
y • ;

rY-ear ~ ’ March June Sept ' DecI tern
/T.

Kimbo peY" 1 Ib . '-V
" "
'I ^ 1. kg. xm.

I'.lo -^5.5«>
• ^

1968 . 2.40 2.40 l.'kO 2.40Gheeper 1 lb. 
per I kg. from 
June 2.46 * 5.30 • 5.30 ' ‘^5-.-30 f1969

II 5.40II 1970 ■w

:.3.00 3.00 .3.00 '3.00

'1969- 3.00.- 3.00 3.00 3.60
3.,25

0.25 0.25 0.25 0.25
0.25 0.25 0.25 0.25
0.25 0.25 0.25 >0.30-
0.-30 0.76 0.75 40.72
0.74

Salad Oil bottle .igES-?

- > xll *

1-970II ' 4

4. - - .-C. .

Salt (fine) per 1 I966
1967
1968

Per 1 kg. -from^^ I969

lb. II

II

May 1970

Shirts Shikibo ea.I965 25.00 '.25.00 -25.00 25.00 
25.00 25.00 25.00 , 25.00 

.25.00 25.00 25.00, 32.50 
32.50 ' 32.50 32;50 32.50 
32.50 31.00 32.-50 ,29.00

" 1966 
" 1967 
" 1968 
" 1969,^
" 1970 29:00 .

11 .* •w •
II

11

II

II

'•5'

196S5S?r 28,33 30.00 30;00 36.OO 
30.00 -30.00 30.00 36.00 
3O.-OOV 36.00 32.50 32.50 
32.50 32.50 31.63 32.50 
32.50

Blankets each
1967li

1968II

1969II-

./ ' 1970II K
Lifebuoy Soap 
1 Cake

1966 0,80 0.80 0.85 0.85 
0.87 - 0.85 0.88 0.93 
0.95 0.95 0.90 0.90 
0,95 -^1.95 0.93 0.93

1967
•ii 1968

1969II

II 1970- 0.93
II

Raleigh Bicycles 
each

II
1968 435.00 435.00 435.00 435.00 

435.00 435.00 435.00 435.00 
435.00

1969
•if

1970

f .
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'MIDDkE. INCQME .C0ST_0F LI^NG INDEX ^

March June . Sept DecINDEX
N-; ^* ■■■

•July,. 1964 =100.-

if iiiil-
,969 ,,|.8 ,,5.9.- n5.6. „7.,

• >>
■■ ' .’."Food Index

■4 -

Furniture and Uten'si )s 'v- ■•
Index ' ^ -,.965 ..100.0 100.0 100.2 1,00.4

■i f ]|;r
1969 108.,9 109.7 109.9 107.3 ,
1970 107.3 * - -

4 -V. ■

Average Weighted Index . 
• of Al 1 Groups' 1965 101.7 ■ 103.9 101.7 7 102.4

.1966 104.8 106:2 106-.8 .106.7

.1967 107.1 109.6 108.6 109.6
1968 109.8 . 110.0 Ml.l 110.4
1969 ■109.'9 .110.9 • Ml.O 111,6
1-970 11-2.6-

0|'

'K

: '■ .

Original data provided by the;, Ministry of Economic 
Planning-and Development- ’'

’ Source:

-/ •
\
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WAGE EARNERS INDEX OF COST OF LJVING
N*' y '

. Year ■ March JuneI tem Sept Dec

^Shrlirng§- 
.20 :0.20.* 

0.20 
0.20 

0.45 ‘O.-SO

6Salt (per 1 lb. 0 0.20- 0,20 

0.50

1967 -0.20 
.1968 0.20 
-1969 
1970 0.70

IL n 0.20
0.20
0.50

*• •
II

•per 1 kg.
II

-?o
9.99^ 9:|7.. 9.56
9.7Q 9.90 10.06

|0.|9 10.10,
. 0.05 0.-5i .11-.01
10.35 10.43 10.58

Khaki Drill shirt each 1965 10.15

\370 . 1,0,55
- .ft •II

11 ■ 4

Whiteshirt' each
A.

1965 12.50 12.50 12.50 12.50
1966- 9.65 10.40 10.81 11.00’
1967 10.80 * 10.77. ,11.31 11.47
1968 H.55 11.69 11.56 11.47
1969 11.67 1-2.00 '12.00 12.00
1970 12.25 - . .

IIft
II

II

II

II

3.00 3.03 3.40 3.01
3.05 - 3.05 3.00 3.00

1967 ' 3.00 . 3.00 - 3.00 3.00
" ’-1968 3-.00- 3.00 ■ 3.05, ,3.09,-r .

• From Feb. 1 meter J969.- '3.50 3.50 3.'51 3.-S3
'■ 3.52-

•• Cotton Blanket each 1966 8.32' 8.99 8.95 9.17
1967 • -9-.07 ’ 8.83 9.06 8.7-3-
1968 8.44 8.62 8.90 8.93
1969 8.97 -^ 9.24 9.50 9.85'
1970 ‘ 9.93

Blue Soap 1 lb. bar 1966 0.91 0.86 1.26 1.22
■' " 1967 1.22 1,24 1.36 1.4^

1968 1.47'^ 1.48 1.50 1.50
1969 1.50 1.47 1.50 1.-5P'
1970 1.47

Matches (Swedish) ea. 1967 0.25 0.25 0.25 0.25
1968 0;25 0.25 0.25 0.25
1969 0.25 *0.25 0.25 0. 25_
1970 0.25 ,

‘Jinja Fabric each 1yd 1965 
"1966
II

II

II•/ II

II

'I
II '

II
ft?

II

II
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\ • ‘W^rGE EARNERS INDEX OF COST-GF tIV-JNG
. -- .. ■y ■

Index rch -June Sep.t Dec

’December :]958''=?''T00
•^^.Iqthing- and 'Fopt- 

' '^^'wear' Index.•
*• •

■1965 103.4 104.4 104.7' 103.6
1966- 1.03.6 ' 104*. 7 104.9 104.4
1967 '103.4. 105.1 104.5 103.3' ..
1968 104.2 “ 104.6 TO3.6’ . ..ro6.6 r
1969 T07..6 107.1 108.6' .109.7
1970' 109.8 i ..

<, ,

. 'i ■ 112.8 115:1 
.. 117.3.' 117.8 ■ 117.8.- 

•121.7 120.2 120.1" 
120.0 121.0 
120.3 120.9

•110.3 ■ ■ 113.9
11 7.^5 
118.5
119.9
117.4 
121.8

Ave rage Weighted 
Index of all"". 
Groups 1968 119:7

120.01969
,1970

96.8 98'. 9 106.0
105.5 113.5 - 118.5,
116.8 • 121.8 121.0
121.5 120.5 122.3

125.6 127.6

93.6 
102.6 

1967- ■ 117.3 
1968.
1969 

• 1970,

1965Household Index
1966

120.1 
123.3 123.2
126.2

N

' £>

A- . n’.'

r

Original data provided by the Ministry of Economic 
Planning and Development

Sojjrce:•/ '

Vv

ft-



• -N
' ■ ■ ■ ■ ■" .

■■■■V-

2^

243t rj

X

«^w. . •, ..APPENDIX -H y •

ALTERNAT I VE ING'POSSIBLE THE OBJECTIVES OF
^ ■INGRE-ASW

Before testing' the hypotheses concerning, the role- 

of the KNTC in Africanising wholes,al^e trade and imports 

and exports and its effect on other aspects ofvmarketing it 

is wofthwh i le , to, di soUss bifieiy^ the alternatives th.at 

existed at the time of Ind'ependence 'for meeting the goy-^ 

erment's Af rf.cani sation objectives.- An outline of these 

alternatives follows:

Rf-CAN I SATION ^
*• • *

4-

’}S ■ t!

♦

'.A.* Prevent non-Africans from trading.

1. Expulsion of nort-Africans from Kenya;

2. Make it illegal for npn-Afrjeans to engage
in trade; , "

' o ■ ■ ■ , , . .

3. Persuade local manufacturers_ to Africanise the . _
di s’tr ibutio.^Bf thei r produc'fis; . ' .

,4. Di rect'government invol'^^ent in trade;
(a) ' producer mafketPhg cooperatives and/or ■ '

consumer cooperatives, . -

(b) product marketing boards,
(c) system of state trading at import/export 

and/or wholesale and/or retail levels 
of distribution,

(d) system of 1 icences'^and quotas.

,4- •

r

./ »

•>

B. Allow non-Africans to engage in trade but give positive 
assistance to Africans.

1 .\i Provide trade credit, loans, subsidies, busiijess.,^
.^ courses and extension services to Africans;

'*S—,

2. Discourage non-Africans;
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3. Di rect .government inVOIvemenf in'*'trade; :
cooperatives and/or(a) pro^bc^j;jrtiarketi.ng 

ra t i ve s ;
(b) prg|i^^:^rl<et.ing boards, .
(c) sys*re»^frs'tate trading af frrtport/export 

■ ' and/or wholesale and/or retail levels
ofldi stribiition, . . - '

(d) "system of licences and quotas,

4.* ‘ * 4

C. Prevent non-Af/icans from trading and give positive ’ 
-assistance to “Africans.

The . government has cfiosejp-to pursue s imul tapeoual y
' ^ it' I ■ , * .

a number of alternatives tb mee-t its'object i ves rather .than 

concentrate 6"n onl’V one.

• .

4

..^ •;

A. ,1 Expul si^rf of T
non-Afribans from Kenya.-. This could

have been done by passing residence or immigration-iaws

which could have made non-Africans illegal residents in

Kenya thus forcing non-Africans to leave Kenya'.* A major

advantage of solving the problem this way yvould have been •- 
■ - ■ ' . '■ . .

' that it would have guaranteed the non-Afrleans no longer

However, there"w&uld have been noengaged in trade! 

guarantee that this would have accomplished the real object

ive of having all trade in the hands of Africans.

'*
4/ '

Even

with the assistance provided by the government it has at 

times been difficult to get Africans to replace non-Africans 

after the non-Af.ricans had received quit notices withdrawing 

their trade licences thus preventing them from trading. 

.Given-, the importance of the marketing funjp^ion, it would

1

"Potential Traders Criticised", Sunday Nation, May 11, 1969.1
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V '-tl
■ *

■ . have been highly del.eterous jtp have' removed ndri-Af ricans

f rom Kenya i nsuff

forthcoming to mai1' standards^

On occasion non-Africans have been^expelled under

Kenya '-s immigration and residence ' 1 aws after the^first

declaring them non-residents.. However, by far-^the largest

of exodus of.non-Afffcan|~(most of whom are .Aslans)

has been by the w i th.d r'awa 1 \of trade- licences under the . ^

provisions of'^.the f-rade Licensing Act and the refusal to

grant work permits. Most non-Afrleans^who left Kenya after

losing their trade Affce^ces did ^6 in 1968 and early 1969.^

A.2-Making.it illegal fOr non-Africans to engage in .

tra*de. This could have been accomplished by making it

illegal for goods to have.been sold, to non-Africans unless 
• . ' ■ ' a ■ '

the non-African wa.s the fiaal consumer; or,,by making i t i-Megal

for goods to have been puf-cRl^sed from non-Africans. A

s1lgh.tly more-sophi sticated, and possibly more effective ■ '

v.afiant would have been a law re^qui r i ng' 6l 1 traders to have

been in possession of a trade licence. By refusing to grant

licences to non-Africans the governmetU could effectively *

have prevented -non-Africans from trading. A variant of this

licensing theme would have been to reserve part of trade

to African traders'by piacing^festfictions on non-Africans

2 "No signs of Mass Exodus of Asians, "D^ y Nation, April 
.2, 1969 and "Another Asian Exodus Unlikely say Embassies, 
"East African Standard, June 25, 1969.

leans'were available and

** •

cause

</ '

•9-
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on the types of c6rnmodi ties .they could have s5ld, the 
areas -where, scales cou^^^^Sheen made, the quantities

fra^^eh; sold and the time's" when. ' 

goods could have been sold arid the Kenyap Government has

of goods that could •k

.V

.*■.

used 1 icensing to restrict the tradi.pg activi ties of ,, 

non-citizen traders.
V

Under, the provisions of h:he Trade
3 'V-

_ Li censi ng .Act. dcertai n •'a.reas of^Kenya (npn-ge‘neral trading 

areas) arid certain types of goods (specified goods) are , 

reserved for citlz^q'traders. In the goods that non-citizens 

are a^l lowed tO'''t:rade no special restrictions have been 
pl aced on.-non-ci t i f^s as to • the'quanti ties that, may be sold

and the hours of business other .than they must be sold in- 

a general trading area.

A.3 Persuading local manufacturers* to Africanise the 

^distribution of their products. It has alTr,eady been shown' 

that there was a re) at i vel '/^arge manufacturing sector in 

. Kenya,at the ti.me of Independence"."11 has al so been shown ' 

that the channel of distribution employed is a function of 

the type of commodity that is being marketed. For some 

goods the manufacturer perfer to sel1 ^to a wholesaler and leave 

distribution to‘ him. For other goods where specific services 

are required, such as quality control and advertising, the 

manufacturer may find it more, convenient to retain possess

ion or at least control of the product thr.o.'Jgh to the retailer 

or in some cases right through to.the.final consumer.

./ •

3 Republic of Kenya, "The Trade Licensing Act, 1967, Kenya 
Gazette (Nairobi; Government Printer, 1967) '
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Examples of this type of commodit^_ mig'ht-.be oigarefetes,^ 

and footwear. Jt wol^fd^ljave 
^ facturef s •fo' have tr^''^ ' “

^ buf ron- of •• thfese goods.

Other goods do not require the manufacturer to maintain 

possession or control of the product through to ’the,'retainer
o'

.. or consumer.

who 1 esa 1 er .w|io/ d:ea 1 s,

a manufacturer of nail-s would noi want to go arolind to 

every 1ittle^ retai1 outlet trying to seli 2 or 3 lbs. of 

nails. Rather, it^j^uld be more effidient to sell- his hajls 

to several hardware wholesalers who would sell to ret'ajler.s 

or sub=-wholesa.lers. If African hardware wholesalers did 

• not exist it would have been diff ic.ul t-for manufacturers
4 ■

of nails to Africanise the^distribution of their product.

; It has already been shown^faat few African^wholesalers.ex- 
‘ •

" istedin the earl y s'ixt ies. It is thi^refore logical to
' ' i —_..v

assume that most locajly manufactured products which were best 

suited to be distributed throug'h wholesalers were in fact 

marketed through non-African wholesalers.

If a manufacturer had been unwilling to Africanise 

hi s marketing channels the responsibl l i ty'for distributi.on 

could then have been taken over by the government or its 

■ appointed agent. Given the &1ternative -of developing its 

own charihels or having the government tafe'over distribution 
through some state trad'ing agency, it is probable that the

been.no problem for these manu- 

jlirican personnel j-tq do- the distri-
•<

♦- •

/ .

' .
• Instead if is more efficient to sell to a- 

in'^that ?Viype of commodity. For example

■

6 •

./ •

/

9’
*9

fa-
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manufacturer would have chosen .the -forntervas it would ‘ 

have allowed him tom
.» -

^Hia^'ggreater control over '
•i _ di str ibuti on “'*

. This'.method of Africanisat-ion however; would not
f.,

have counteracted'some of the, problems associated with 

imperfect competition and foreign owilership In th’e .raahufact- 

• uring sector<.such as high-profits and repatriation of funds. , 

would ha'v'e hao^the advantages of'forcihg- 

the private sector to farther tradn Africans and .any 

programme that would have resulted in greater training 

for Africans would^li^e been to Kenya'^ advantage, - In 

addition, any training that does not require the expenditure 

of scarce government resources i s doubl y.'advantageous/ Th is 

is especially true of training inbusiness where the private 

• sector is better equipped to give on the job training than 

./ is the public sector.

A.4 Direct goveYnment involvement in trade,' Both

-

^-Nevertheless.^ it

■ •

'a '
.

—

-c-

, ' producer marketing cooperatives and producer marketing■/

I
boards could perform all the maHketing functio^ns necessary 

for export crops, thus excluding all private intermediaries 

In addition, by having a monopsony/mor^poly of domestic 

distribution they could effect Africanisat ion of domestic 

> distribution by selling to African wholesalers. The actual

role that producer cooperatives and producer marketing boards—,.,^
•9-

;

4 A.W..Seidman, Comparative Development Strategies In East 
Africa (Nairobi: East African Publishing House, 1971). 
Ch. I I 1
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* . T play in di stribution In ::.Kenya has a^^ ready-beeny di scussed: 

in Chapter M.
Another possih]JM government involvement in

- •‘ •domestic marketing might have,been the introduction .of
•

consumer cooperatives as was tried in both Guinea and Tanzania.•• 

The principle is that cooperative consumer retg^i 1 ■un'lts

'would be set up throughput 4:he, country which yould then
• ■ ' 'V' - ■ ' ■ ' ■ -

be suppl ied'b'j' cgoperbtivd .wholesalers. Consumers cooperatives

were not a success ^in ei ther Guinea''or Tanzan ia.^'

A final form of direct government involvement in 

trade might have bepf^'the creation of a state trading corp- 

. oration" which would have'been granted monop son i st ic/monopoH st i c 

rights m some-or al I comtfiodi ties produced agd traded in

«•
. I

A.

Kenya. This trading corporation could Have acted as the initial “
• • ^ fJ ' ‘

purchaser-by importing ior purch.as'tng from producers.‘arid
• ™ •-•V

. " manufacturers. The state ■%*^ihg corporation could have'

effected Africanisation by sel 1 ing..to African wholesalers . .

• or %)y performing many of the wholesal ing ^functions' i'tself
1

and selling to sub-wholesalers and retailers or it could

■/

•i-

5 For more reading on consumer cooperat ive,s . i n Tanzania 
' see E.J. Berg, "Socialist Ideology and Marketing Policy 

in Africa," in Moyer and Hollander 
Marketing in Developing Economics,

(eds) Markets and
^(Richard D. Irwin, 

196b), pp. 30-35; United Republ.ic of Tanzania, "Report 
of the Presidential Special' Committee of Enquiry into 
Cooperative Movement and Marketing Bo'iVds, " (Dar es 
Salaam, 1966)j H.C.G. Hawkins, Wholesale^and Retail Trade 
In Tanzania, A Study of Distribution in East Africa,
(Frederick A. Praeger, 19fa5) pp. 154-l$b
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have gone the whole way and sold directly td. the^f Inal'"

• consumer through its owrh?re-frajJ. outlets.

fading corporat^pn could•Alternatively, thg^

. -hay-e set up different channel s'for d4 f-fe rent commodities.
i.

»
■'"Certain commodities could have been .imported by the state

-•fl ^ «

trading -corporation and sold to wholesalers whereas -otTiers

could have been imported.and ,^old. through the sVate

* trading corporation's own retail outlets. In addition, the'

quantity of' ser..vices ^such as transpdrtption,-sel 1 ing on

credit aqd storing provided by the state trading could have
♦

varied from commodity^^ commodity... Yet another alternative

might hav-e been a state trading corporation which would have 
- • ‘ ■ '» ‘ ■

provided no marketing services at all but father would have.

acted simply as a licensing body; granting trade and import*

licences to. Africans and refus^ing to grant trade and ■ 

import 1 icences to non-Afric"^^ ■ -

• The first approach to Africani.s^iOn of trade 

disciissed might have been to have given Afijicans an ab'solute 

advantage by preventing non-Africans from engaging in trade.

. The second approach, to be discussed now, could have been 

to allow non-Africans to continue trading but attempted 

to give Africans special advantages so that they could have' 

'competed with the vyell established npn-African on a more 

equal basis. , '

B.T Providing trade credit,loans, subsidies, business 

courses and extension services to Africans. The finq.!

• 4

K

./

* V\
I
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section of chapter III involved a discusS-ion of why^nonr 

Africans had conje to

. •
®liH4iate trade and why Africans had 

■f uf wholesalers.^4. number .of . .

, .‘•■..■-reasons we're''discussed including lack of capital education ' 

and experience and the inability to delegate authority. . 

Probably, most of these deficiencies°could have been made 

■ up by well conceived p.rog'rgmmes of credit and loans y ..bus fness 

education courses and .suS'sJ d i sed rentals. Regrettably,'. '

. problems in becoming^
.'V

*• •

• i

this would sl^i 1 1 have left a ma jOr-bar r i ec •'i n the form • 

of lack of experience. In agriculture, extension services

assist both established farmers and

K

provided^^

new Africans farmers. Ideally, and equivalent extension 

ser;vice- should have been.-set up fpr marketing. Unfortunately

have (.been

<r •
1

•the pool of existing skills and experience is in the community 

‘ • of non-African traders and ^t 1 s. d'i f f i cul t to see any way 
- of transferring these ski.-M^from the one community to the 

other. . ' \

• -rf

■ — . • 
t- ' B. 2 Discouraging non-Afr i cans. .It is hard to imagine.•/ ■

how one would have devised a system that^wopld have dis

couraged ,non-Africans which would have at the same time 

provided Africans with a. special advantage. One possible 

method would have been a system of discriminatory taxes. *■

‘ If successful this would have resulted in a towering of the^ '

profit level of non-Africans, and in addftion, if these 

taxes had been high it might have also put some non-Africans

■ V

out of business thus opening up new opportunities for 

Africans. If this tax had been in the form of sales tax



- . t.. •■.f. 'r- y.

h.
: " ■ 252

r/
or Income tax it. would probably have Been difficult to 

; . administer,. and-, to have been vsi^ccessful , woul^ have reqlii red 
iarge amounts,.:.of resoL^^^^iftr^the cdl lection process wh ich 

to. some extent , wo ^^h' self; defeatirf^'!'-!
•>

However, if the' tax had been'in the. form'^of di'sc-rim- 

inatofy prices for trading 1 icences, .^i .e, by simpl y';

charging non-Africans a higher price for the pHvelege of

conducting, business ih''i<§pya ti^ Africans, this wpuld-have-

been easy'to administer.as the machinery-for selling licences

already existed; Ft Would also have'had the advantages of

reducing profits of non-Africans and putting some non-
Africans.out of busff^ss thus opening up opportunities for

Africans. It would also have been a source pf revenue 
* •

from which the other programmes designed to assist;

African traders could have l^een financed.*

B,.3' Pi rect -government,...inVOlvemeht in .trade. In

this altemative would have been essentially the 

. same a,,5 the al ternat i ve A. 4. PossTme differences would
. ’-V ' . ' ' ' -

be: that instead of being granted, monopol /monopsony 

powers, the producer cooperatives, producer marketing
■ -i-'

boards and other state, trading organisations would have had 

to have competed with the pre-existing intermediaries for 

sources of supply.. Africanisation could then have been acc- 

omplished by sell irrg the product to' African traders. These 

organi-sations could either have performed .qiairketing functions 

lines or else they co.uld have acted as 

agents of the government if the latter had wished fo subsidise.

-

•

' .ft

'•v

^essence..

*/
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.African traders.- ■

Alternat.p/el y, the^^^^fernmenf agencies .could have

Then-'they .f,

been granted- a __monop
" * ' ' ' • ' .
cbuld have sold some given perdentage of tjie commodity to

poly position. • h.» •

Africans and the remainder to non-Afr Ijsans. Th i s .ij/ou:) d ,• ,
— . ' • V

have at least guaranteed Africansa source of sdpply.- - 

.However, special advantag%s._coul^have beep given to - - .
- * y ■ ' ■ •

African traders more and using the prodeeds to pro^yide . 

services to Africans'^-traders such as extension services,
• I

• j

/ credit or reduced prices.
The third appri^^h that the government-might have 

-^'f-ol lowed would have been to prevent non-Africans from 

..trading and to have given positive assistance to African 

traders. ■ This approach is in^fact a combination of the 

fihst two approaches and the.;..al ternat i ves arg. therefore.

♦

5»

-<r •

also very similar. ■«

«»

/• -/ •&

'V

f

••

V

X
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N*' V ■.APPENDIX L .

MAR^KET^ SERVICE D BY THE KNTC
' !•

*,* ■

.'■V • •••
As mentioned earlier, the power of t]ie KNTC to Africanise 

distribution of those commodities cbnf^ined to i t stems from ^ -
, s/

its being a monopsonist of imports and domestic-^production
t. - ' -4 ' J

of the commodity, -ks afsq jjienti^ed earlier,-the KNTC. - 

attempts Africanisation by e'ither trading on its own 

account and selling "but of its warehouses^ to its appointed 

sub-distributors; by purchasing on an indent basis on 
behalf of appointed ^i^-distribut i rs.; or by approving 

either all or some of the sub-distributors'to.purchase 

directly from domestic manufacture'rs or overseas suppliers.

The ..services performed by the KNTC and by‘its appointed
O'- • , , .

sub-distributors in. these tbtjee al ternative qiethods of

Africanisation will now be fSo^ed at in more detail.
_ v

i

K

1

\.

./ ■ TRACING' ON THE KNTC ACCOUNT

In this first approach the KNTC buys commodities
/

di recti y from overseas suppliers or from domestic manufacture.rs 
and stores the commodity in

houses situated in the major cities and towns. The 

' commodity is then purchased by KNTC appointed African sub

distributors from the KNTC warehouses who in turn sell to 

retailers, sub-wholesalers or to final consumers. The 

services provided by or through the KNTC include credit.

- k

or in all of the KNTC ware-some

V
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- storage, transport, securing a source pf stipp-ly, ordering, . 

bulk breaking, and
:

price ^'^tinq, Commodities Africanised 

ggr^salt, edible ^ils and . 

.ghees (before'pol'icy change) imported matches, razor 

blades, certain textiles (before^policy change) and cement. 

The distribution of these commodities wfll now be dis.cussed 

in’some detail ip'order to indjcate the services’*provided 

*by the KNTC and- hts appointed sub-distributors. , ‘ ‘

. i

using this approach inclju<

•Sf.
Sugar

In 1967, 62 percent of the sugar consumed in Kenya was. 
Kenyan produced,-27 pef^nt was transferred into Kenya from 

'^^"'^Oganda and Tanzania and the remaining 11 percent was ■’

" imported from the rest of the world.'

not order sugar from manufacturers but through the Ministry 

of Commerce and Industry. shipments are,.then railed

directly from the manufacturer"to the relevant KNTC warehouse.
«i

• The mahufacturer obtains payment frbtfi'tfie Ministry at the 

end of the month in whi.ch the sale was made.l However, the

1

\.
1,2 The KNTC does

•/ •

• V
East African Community, Annual Trade Rejort of Tanzania. 
Uganda and Kenya. 1967 (Mombasa: East African Customs 
and Excise Department, I968), tables I, I I I. and V and 
Republic of Kenya, Development Plan. 1970-74 (Nairobi; 
Government Printer, 1970), p.307.

1

<?>

2 The KNTC includes products of, Uganda and Tanzania under 
the rubric of local products. The reason -that they 
are considered local products rather than imported 
is that Tanzania, Uganda and Kenya belong to an economic 
union, the East African Common Market. With the 
exception of a few manufactured goods which have a 'de 
facto internal tariff called a transfer tax there are 
no internal barriers to trade within this common market.
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I^TC pays the Ministry at the rate <;if one 'thir^.at thfe , '

i-n the middle of theend of the first .month
.- second month > and'the^^^^^^tj the end of the^%econd 

, •“■month'7 ’The'credit faci;l ities suppl ied by the Mini^’stry 

provide working capital for the KNTC oh'a revolving., 

basis to the extent of apprpximatel y 18 million shjli'ings,' 

'i.e., one .month's sugar, salgs^

Fourteeh bf the-seventeen warehouses that are used- r 

for sugar "stoj^age .are siippl led by ‘‘raij .. Thd' KNTC; i s responsible 

for supplying the remaining three warehouses by road which 

is done commercial 1 ^^nder contract since the KNTC owns 

..no trucks. The respons i bi i 1 i ty for the delivery of su^ar 

from the'KNTCs warehouses- to alT the sub-distributor's

■ -^1 .

■A

1

■

' places of storage rests with the s'ub-di strlbutors;
«

In 1966, the KNTC mai'niained'sugar stocks equivalent 

two months sugar salesmonth as stock for commercial

’requirements and one month for stratggi'c purposes at the
-; ■ ■ 4

• request of the government. By 1969, the^ dumber of days 

sales of sugar that the KNTC had to store for strategic 
purposes had been reduced to ten.^

'-V

- to

• V

3 Based upon information supplied by Mr. Odary, Commercial 
Executive, Produce/Provisions.

' 4 This requirement was made at, the. request of the Ministry 
of Commerce and Industry to. prevent shortages in the 
event of flooding or some pther break fn sugar supplies.

5 information supplied by Mr,. Odary.,
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The KNTC first became responsible for sugar distribution 

in August. 1965..>.^ Between^^^^i'1965 ahd November- 1965,

Many sub-di str’ib'utbrs. Werethe KNTG sold all sug 

unabTe to purchase sugar because of lack of. money,, therefore.

at the request of the government, the-KNTC commenced selling_ -
. ■'s/ '

sugar to sub-distributors on,credit in November 1965'. -Between 

November 1965 ahd September, J§69'-^Imost all sugar sold by.

the KNTC to its appointed sub-distributors-.was sold on
A ' V ■ ■ ■ ' •'

credit. However, in’^-September 1969 the KNTC had to reverse
• i

K

this policy because of the accrual of substantial bad debts.
■Ea^*?**Af ri can Standard summar i sea the

1 '

An exerpt from the

'^’’'—-problem: c

-..r ■ The Kenya National Trading Corporation had run into 
difficulties because traders had failed to, pay back 
loans granted for sugar, -the Minister o1^ Commerce and 
Industry, Mr. Osogo, said ift Nairobi yesterday^

Some 4 800,000.-was sti 11.-outstanding.. . .,j, ..
' - As'a result the Treasu.^^^ad refused to give further- 

advances to traders , unt i 1 Tni money was repaid. Jhe,
KNTC for its part had .stopped g.rantjng^ loans to traders,'

lAli sugar leaves the KNTC warehouse, m the same -iOO

kg, bag tha.t it arrives in'. However, the KNTC does perform

the function of breaking bulk as it buys in. railroad car lots-^,

(hundreds of bags) and sells.them in truc^k loads (50-65 bags).

'•V

./ '

6 Information supplied by Mr, Odary.
r • '

7 East African Standard, February 10, 1970'.'
A

•
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The KNTC faces few risks in sugar^ di^ributi^on apart

from the previously mehti(^fe4.^^M^ of credit defa.u-lt.
There is no'ecdhbmic risk.^^^^^d.\fe.rse price mo^rnent 

whH lgt .sagar; Stocks are being-held by the KNTC because 

, ' al1 sugar prices are fixed by Act, i.e., the’price that

the KNTC purchases sugar from the Ministry of Commerce.--'' 

and- Industry and the price at'which it can sell sugar jtq^,
^its appointed subrd^istributors'‘are^oth fixed'by law.

ATI other physical risks such as f i re>, .theft, and water 

damage can be insured against.

The following inf^j^nation on the marketing services 

performed by produce,and provisions sub-distributors was ob- 

tained .from-the survey of twenty Nairobi produce and provisions 

sUb-distributors, described in Chapter L. Although twenty 

produce and provisions sub-dis'tfibutorS were interviewed they 

- -were not questioned on all comfedTties handled/' For this' _ 

rea’son, only fourteen of'the twenty sub-di'stributors were 

.questioned about sugar distribution. . r

Sub-distributors are responsible for transporting 

sugar from the KNTC warehouse to their place of storage.

Ten sub-distributors col 1ected sugar in tbeir own trucks.

The remaining four had sugar delivered to them'in hired 

trucks. Only one of the fourteen never delivered to customers.

8 • ■

I
.. •—

1

fr '

'•V

*v

•s
8 Republ ic of ^Kenya, "The Price'Control (Sugajr) Order, 1962 

and The Price Control (Sugar) (Amendment) Orders of 1966, 
1967, 1968, and 1969." Kenya Gazette (Nairobi: Government 
Printer).



W';'
■■

-r
Kc? •5.

ri -

. iJr r 259
V,

The other thi rteen.deTjvered some, or afl of th'eir*'sugar :

. Ea,ch of ,tjie'fourt^^TiSj^^istributors had,-storage .••• 
However, two^^a^^^t'fed'that they did’n'o't- put . ' - ’ 

'in store all the sugar that they bought but delivered 

about half directly to other wholesalers^ and tetailers;- 

If the size of an order war ranted i t these two sub-rd i str ibutors 

would del ivef to customers-dj r^ctl^f rom the KNTC warehouse 

,*rather than out of'^their own place of storage.

An average^of five-days' sales were kept oh hand but 

the,average would have been much lower had it not been for
4

three sub-di s.tributors (i'^o sold 150 bags per month apd who 

-ixjapi ^ V'-'i'c&Bsed three times'per month. It was not 'at. al-l 

surprising to discover that sub-distributors chose not to 

hold’large stocks of sugar wh.ich would require capital for

.• both stock and storage faci1ities as’it is convenient to
' " ■ ^ ■ ■ ' ' •

•buy from the KNTC warehouse. The KNTC, by storing sugar,

. and by-.selling sugar on credi t great 1-y deduced the capital 

requi.rements of sugar di str ibutors. ^

Eleven'of the sub-distributors broke bulk only to the 

extent of-buying in lots of 50-65 100 kg. ^ags and selling 

in smaller lots of TOO kg. bags. The remaining^three went

sales 

faci1 ities.
** •

o

■ i

i

T

-further selling approximately 30 percent of the sugar they
.V

Ho\Vever, not one of these
s

s- handled in 1 and 2 kg.'paper bags.:

three sub-idistributors purcahsed'more than 150^bags of sugar 

per month.
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Granting credit to sub-wholesalers and, retailers appeared _ 

to be the exception rather th^TKiJje^ule. 

fourteen admitted that they te.d credit and^most

, Six of the

6f the-T-eniairiing-sub'-tlistributprs gave credit sp^rinly.

* .
.Vegetable Oil and Ghee

With the exception of a little vegetable ghee, all '

A - r

-4

yegetable oil and ghee con.sumed^itV'Ken^a is produced .in
The marketing setiTites provided by the KNTC9

East Africa.

7 m oil and ghee distfibuti-on were essentially similar
10

First, national .i to tho.se provided with sugar distribution, 
oil requirements were estiijf^ed by the KNTC which then placed 

thtL-or’der with the refiners in Uganda and Tanzania.

—^'4

The

ardered product was then railed to the 14 warehouses by the 

refiners. The major difference between oil marketing and
‘ ' ff ■ ■ ■

sugar marketing was that whereas sugar was.sold to sub- 

dis’tributors on credit all oil to'^IQB-distributors were
■t • . ,

on a cash basis. In addition, except foF-F>eriods of scarcity

there was "no restriction on the amount of vegetable pil and

ghee that individual KNTC sub-distributors could handle
as was the case with sugar.''

The marketing functions performed by sub-distributors
1 2of oil were essentially the same as for sugar.

■ V

Oi1 and

«?S
9 East African Community, Annual Trade Report of Tanzania. 

Uganda and. Kenya, 1965-69 (Mombasa: East African. Customs 
and Excise Department), Tables I, Ml and V,

10 This section describes the marketing' system before the change 
in the marketing system in early 1970.

11 Information is supplied by Mr, Odary.
12 Survey of .20 Nairobi KNTC appointed produce/provisions sub

distributors.
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ghee transportation from-the KNTC warehouse to. the sub-d<ist- 

ributor's place 

distributor. ‘

of stora^'sMgs the reponsibi 1 i ty of the sub- 

- -

Breaking-'b’ulk in terms of buying in large lots and
5 .iJi ‘-V'

*■* ‘

. ' selling in smaller lots was another function*performed

by all sub-distributors. Not One of the°20 sub-distributors ' 

interviewed sold oil in quah.tities of less than 1* can.

'■ ^However, they aHiadm-i tted ttio't' they charged different 

^ prrges depend! ng^n the‘riumber of cans-.sold. :Howeven’’,

only 50 percent admitted to selling oil at retail, i.e., to 

the final consumer.

As with sugar, sales of oil were predominatly on a cash - 

and carjy basis.^ However, the'same sub-distributors who ' • 

sold some sugar on credit also sold some, oil on credit.

But. again .this was the exception rathief than the rule. , The- 

; one area where services providg^i.ffered was storage. ■ ' . 

Whereas with sugar distribution the amount^stored was equivalent 

.5:0 a few days' sales with oil it amounted to the equivaVent 

of a few weeks' sales.

Other. Commodities Traded on the KNTC Account 

Kenya's requirements of salt are pro'vided by both

•*

■

■ '.-r •

*,

" local production at Lake Magadi and by imports from the 

United Kingdom and West Germany. Distribution of' imported

salt is very-similar to the distrfbution of sugar, 

requirements are estimated by the KNTC which tfren pi 

orders with manufacturers in the United Kingdom and West

S
National

aces

:
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•• Germany. ' The maaufabtjLirers ship the'salt to" Monib'asa, whetiej

the maritime forwardersupon instruction from 

rail the salt to the-i^i ^renou'ses. "yie marketing 

functions and services provided by the KNTC and its 

sub-distributors in the distri'b'^ution of salt are identical

4* • • >*

■ •a
to those provided in sugar distribution with the-exceptIon 

that no salt is sold on oredit. ^ ,

Matches are manufactured in-East'Africa and also . 

imported fromvSSweden?- The KNTC places’ its orders directly 

with the Swedish.manufacurers. 
the order to Mombasa./“^^aritime fotwarders

••

A

- i

K

The manufacturers ship 

in Mombasa,

-A^^^upon instruction from the KNTC, rail to the various KNTC

warehouses, the functions performed by the KNTC are similar 

to those performed with imported salt, i.e», locating sources 

of supply', ordering,, arranging for transportstorage and 

' bulk,breaking.

. Very fei^ textiles were traded'ort' the KNTC account in 
1* ’

S' « • —

early 1970. However, during 1968 and 1969^many of the 

standard textile cloths were traded and stored by the KNTC. 

When doing this the KNTC locates sources of supply, orders, 

transports, stores in warehouses in Nairobi, Kisumu and 

Mombasa, and breaks bulk by buying in large lots and selling

•/ ■

13

<>s-

13 Information on textile distribution was-obtained
from interviews with Mr. Muindu, Commerqi^l Executive 

-■of Text! les, Mr. Murangi, also of the KNTCj“the chief 
storekeeper of the Nairobi warehouses and interviews 
with five Nairobi KNTC textile sub- distributors.

1

r
f-*:
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in smaller lots.
y ■

J968,(^[ben3§t^di stribution in Kenya was done 
,by Dalgety, 'Baumann, Sjji^^^J^enkiie, the Kenya» Farmers „

_ .‘A5>ocration'-and the Manufacturers. After July, it became 

the responsibility of the KNTC. In 1969 there was a 

gradual increase in the role played by the KNTC. At ■first,' 

t-he KNTC utilised the established di str ibutors’* to ensure that 

^ there would heino dislocatiph' of'services. However, as •, - 

the number^of appointed sub-di str ibutors i.ncrea’sed-'so di d •* 

the amount of cement being channeled through them. By- 

the latter half of The previous agfents were h.andl ing

less than IfO percent and the proportion handled by the KNTC 

had increased to over 25 percent (Table 1). The extent 

'.to which cement distribution had been.firmly placed in the

Before July

•

i

K

• hands of KNTC sub-di stributof-^ wasi afforded by the December " ■

-third of a 11 cement^-1969 data. (n December app^^^matel y one 

sold, in Kenya was being distributed ly the old agents.

./ . another' third by the-KNTC sub-distributors and the remaining 

third directiy by the manufacturers (Table I).

The KNTC stored some of the cement that was traded on

This is usually in those €ases where sub-agents 

In July 1968/ cement could «

its account.

’’had sufficient storage space.

be purchased from any one of eleven KNTC warehouses, 

line with its policy of storing less the KNTC is gradually 
reducing the quantity, of cement that is beilhg stored.'^

In
5

I

14 Information obtained from Mr. Yaya, Commercial Executive 
of Hardwares^and/from other KNTC personnel.

■

■
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; . TABLE-I.

CEMENT,^DI_STft I BUTj^^^^NYA 1969
-v-:

«*-v-
*- *

' Type' of ■
, ' D.istributor '

January " July to
to June • December

(Percen tenges)

December Total 
• Year

- w
• -tv .

Old Agents 54.|; v 47.,1- 
22.9' -v‘M'.

;■ ^ 
100.0

KNTC
‘kfa ■
Manufacturers
Total

4.2‘

■ 160'? '35.1- 
' 100.0\

: Developed from^^ta supplied by the KNTG.

^Percentages may not sum to,100.0 percent due to rounding.

At f irst the KNTC sol d-some cement on cred i t to._ those 

Sdb-di stf ibutors with I CDC loans or banli guarantees.- However,
ft

i’n line with the KNTC's new poWcy'of 'not' sel 1 ing on credit,

:. sjjb-distributoi^.s now have to .j^^hase on a casR and carry' _ 

basisJ Government institutions and agenc!.^s are exempted 

from i^is' rule.

THE KNTC ORDERS GOODS FOR ITS SUB-D't STRI BUTORS

The second type of marketing procedure used by the 

KNTC is purchasing on behalf of appointed'^sub-distributors. 

Sub-distributors place their orders with, the KNTC which 

then places It with the manufacturer. The KNTC pays the 

•manufact.urer who sends the goods'to the railway station 

closest to the sub-distributor. .The KNTC sen^s" the release 

papers to the sub-distributor's banks which will hand over

Source,

\:
• ^4* •

J- -y ■

•- -rf

•/

■ r...
*9
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■ over these papers oplyafter the _sub-diftributor pays the 

KNTC. The .sub 

railway station and takesi-ji

-di^strfbutor^^^^^^he release papers to the 

■s^ion of the goodsl.*-'.The
.*m

major' services provided by the KNTC are locating sources

of supply.and guaranteeing payment to the'manufacturer...
.

who might otherwise be unwilling to selT'to unknown.,African 

traders. Commissions,are paid to the KNTC either-by the'' . 

manufacturer or by the sub-distributor. ■ Examples of 

'* commodities tradecf,. in this way include domestic salt, 

certain Ugandan textiles, and Japanese Khangas. Sub

distributors wishing to^^rchase local- salt place their own

i-

■ I

with the KNTC wh-ich in'turn places the order with. 

Lake Magadi. The manufacturer then rails the salt to the 

rai lway stat.ion closest -to the sub-di stributcir's place of 

■ ,. : business. The necessary papers, are forwarded to- the sub-
2!^. ri_, ■ ■ ■■

\.

agent's bank and are released al^r the draft payment has
ti

The manufacturer pays the-KN*TC a commission. been made., 
on all "salt produced.'^

Certain' text!les manufactured in Uganda and confined 

to the KNTC were purchased by textile sub-distributors 

through the KNTC. 0n receipt of a firm order from a s,ub- 

' distributor the KNTC would place an order with the Ugandan

• If manufacturer. This fil.led order would -then either be delivered 

to the rai.lway station closest to the sub-dist^butor or would ' 

be railed to the KNTC warehouse in Nairobi or Mombasa.

\

■s

■

15- Information supplied by Mr. Odary.

«•
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V . •*<* l,nitial payment to the Ugandan manufactffrer wa^ maffe by 

the KNTC. The dpcume'nts neces afry. for the release of the 

goods from the station o^^-ySf^^gu’se were sent to t'h'e'-sub- 

distributor's bank and were released only after the sub- 

distributor had drafted a cheque to the.KNTC. The KNTC-- 

received a comnlssion of 5 cents per metre. Imported ' . - 
Japanese khaa^s were purchased'^in '^very similar- manner,’.' . 

r.e., appointed sut-'distrib'utofs placed their (Orders with 

. the KNTC which thefn orde-red from the overseas suppliers.

*■* •

Payment was made by the KNTC to the overseas supplier and 
the sub-distributor obtp'f^d'the release

♦

papers from his 

The;KNTC received. o^bapk after making payment to the KNTC

a 3 percent commission oh imported khangas. Up to November 

1969 the KNTC traded in Japanese Khangas on its own account. 

- • ■.. The mark up was approximately 10 percent.
' o

'O '
THE KNTC APPROVES SUB-DI STRI BUTUIT^ DI RECT PURCHASES FROM 
SUPPLIERS •I *»

In the final approach the KNTC does not purchase goods 

for"sale on its own account nor does ‘it act as an agent and 

purchase comrnodities on bejialf of its appointed sub-dist

ributors. Instead, it permits either all of a subset of the., 

appointed sub-distributors to purchase directiy'manufacturers • 

or-from overseas suppl iers. The only function performed by 

the KNTC is to prevent nbn-Africans from purchasing directly

•/ •

'v

' -S

16 Information obtained from Mr. Muindi and from the trading 
accounts of the KNTC.
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f romei ther domestic or overseas suppliers. Thi-s. is done ^ 

by instructing, domestic m'anu^^<i£,ur^s tha,t they may only 

sell through appoirilfed sub- '

*',al 1 mclents-for-imfroYting before they are sent to Trade 

. arid.*Suppl ies to becorhe import 1 ieences.

*
y ■

sx^utdrs and by approving

Commodities

Africanised using this method include imported sweets arid..;,'’

and ~im^iortQd secondconfectionary, certain imported text!les 

•■hand’clothing, shirtjs..;and.'.blankets-.

KNTC appointed produce .and provisifOns sub-dLstributors
K

wishing to import sweets or confectionary may do so by

The'^ KNTC will approve -thesending indents to the KNK 

Indent provided the correct information is supplied ancf

"^provided that .the indents conforjn to gdvei^ment quota 

and price restrictions. Copies of the indent .are sent to 

Trade .and Supplies which transforms the indent into an 

■ import stamping the indent. Copips^of the import’'"! icence . ‘

■

are then returned to the KNTC which will release them to the
_ _ V . _ .

AImpSt17-J

sub^-pgent* upon receipt of-a 3 percent commission.
" ■ ^ ' ■ V

all khaki drill used in Kenya was produced in Kenya or.trans

ferred from Uganda. Appointed sub-distributors order Kenyan 

produced textiles di recti y-from the manufacteTrer.
■ ‘received a commission of 1 cent per metre of cloth.'®

> The procedure for importing other textiles was different. 

An original indent plus copies were 'sent to the-KNTC.

•v

The KNTC

I f the

17 information on sweets supplied by Mr. Odary.'

18 Information on textiles and textile products supplied- by 
Mr. Muindi.

ff-



f,-- ■

<?t.

268r

t indent was approved three were sent-to T-rade an.d Syppl ies*. 

stamping ^y'^-T.r^^ arid 'SupplThe approval and 

the- indent into'an impo"rt,fc

ies converted

'Two copies were,,returned 

to.-the KNtC,‘ bhe/of which was sent to the sub-distributor.

A'sub-distributor could then place his order with the over-
•■0

seas manufacturer. The product was released from custom^ 

when the sub-d,i stributor prpduc^dan import licence. The ■
■ • • , ‘'■ 'v- . ■ ^ ' ' '

, liNTC received a 3 perceht’commissipn based upon the F.O.B.
' ' . p. . • • I

^ price. The me^tho^-of importing seconcP hand.clot'hing, 'shi rts " ' 

and blankets was essentially the same as for importing

above. The KNfc received a 3
\

cotton piece goods discu|:3ed 

•percent commission.on imported shirts and blankets and

a 5 percent commission on imported second hand clothing.

■.In the latter part of chapter V It was suggested
*

that one of the advantages of state trading was that it ■
'T. ■

coeld redirect purchases from source of supplies to 

another source of supplies. For exampje.^ it could reduce 

importsiof a commodity so that, domestic producers would have

This might,be especially important in
r

East Africa where the state trading organisations might 

shift'purchases from_an overseas source to "a domestic source 

or an East African source.

The-KNTC appears to play a very passive role'' in approving 

indents before passing them to Trade and Suppl'ies. Indents 

were approved providing that the correct information was con

tained in them and there appeared to be no attempt to re-

a larger market.
r :

■i'

/>
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direct- imports away from overseas suppl ies to ei.t;her’'Kenyan : 
supplies or to Ugandan'or Ta^^H^^r^uppl iers. in fact, as ; 

there appears- to be a fai F+y*'!^^^pread fel 1 ing- amo'ng’s'-t some,

“ • manufacturers and government officials in Kenya^ that the

STC of Tanzania may have, at times, di scr-imjnated agai nst-- 

Kenyan goods, it is unlikely that the KNTC will be strongly - 

motivated to red | rect sources-qf^ Supples in Tanzania's , 
fawurJ^-

■ 4'* *

i

, ^ •:

4

-Si

o
' O

/ 1

r;, ■

I
*4

.>f

19 No proof of this actually occuring was evert produced.
But many manufacturers and government officials inter
viewed during August 1970 firmly believed it to be true. 
In addition officials in the STC freely admitted that 
at one time they were directed to purchase local goods 
providing that they were no more than 20'^percent

foreign goods. Kenyan and 
first classified as foreign

*.v

higher in price than 
Ugandan goods were at
goods but subsequently this policy has been changed 
so that Kenyan and Ugandan goods are now classified 

“f as local goods.

«•
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