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1\DSTHAC'l' 

'l'h · r; r '·C .rei... proj ct has discussed the scope of price 
c. ; 1 • rc ., r· , , 

munuf: c u .r.s t:t · tudef; toward Government price controls and 

1..h i 1: n1mini··tration in Kenya. 

':'.~. ... '""'" ,t-~•v J \.,:\,.; '- -=> LaL L.s l;_y cle:f:~Lnir1g price and price controls 

and presents the roles played by the price controls. ~Price 

controls, as tool of economic management, may play the role 

of protecting the consumer, protecting the sellers of the 

commodity, control of inflation and control of monopoly 

power of some companies . Cost determination, as the paper 

suggests, are done on the basis of direct costing and 

absorption costing, although the Finance Minister may fxom 

time to time alter the costing methods. 'l'he pricing of 

products is done on the basis of cost-plus approach. This 

approach is mostly applied because of its simplicil:y. From 

the origin of price controls, prlce controls have been 

changing vli th the inception of Pri cc Control Act and Price 

Control Department. 

Th~.;: find'ngs suggnst that price controls in 1'cnya are 

s nt'al. They are css 1tial to the ex nt that thy 

ro ct consu 
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cont.ributc to c hort.age~, of essential products. This 

is becuus of unc o rati c atLitudc of the Price 

m 1 , c n:...u] t ·on bet\JE!l!ll manufacturers and the Price 

'on troll 1~ ls necessary. Last and by no means leilst, there 

should be flexibility in controls and regrouping of products, 

reduction in the time for processing applications ana the 

inclusion of all costs of production in the determination 

of costs and prices of price controlled products. 



Clll~P 'J'E i?.. 1 

ctJ. ctyu, very ~lttlc research effort in 

K nyd w · c vote~ to the study of price controls as a tool 

of .t:: >nom control. However, the recent implimentation 

and marketers to take up the issue very seriously. For 

instance, economists worry over its effect on the cost of 

living and hindrance to economic growth and development, i f 

the price mechanism is intervened. For the financial 

analysts, they worry over its effect on the investment 

decisions whiJe marketers have as one of their major concerns, 

l.i. il,ltJctcl.. u:L 1)J...ice <.:onl:.rols on L.he level of sales and 

profitability .:.t 

Most studies on price controls seem to have concetrated 

on the legal aspects of price controls s11ch as the operntion 

of the Price Control Act and the ge~eral aspects of price 

controls. A close exami.na ti011 of the foregoing areas 

reveal that little ffort, if r.ot none at all, has been 

devoted to the study of manufac nrer.., attitudes to ard price 

00 ls ir admin · stration in Kenya. In the study of 

ind, m nuf cturc~s attitud s r c"gnific ill.. to th 

( tl f <.: ur r d" C CO '1l0 

n 0 
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place ( rhstr.i.but:ion), and promotion. By manipulat.ing any 

of th<.!fiG 'lcmen .· c mnrkeb~r can influence th2 salef3 volume . 

. ! n the cd:. wl 

f;ervc <1~; of n~guJ <1tj ng the economic ac Li vi Ly and 

.i ~; when icc con ro ls become very essential. The price 

at which a product in a market is sold depends on the 

demand, inflationary trends and the degree of competition. 

Essentially, therefore, this study focuses on manufacturers 

attitudes toT11ard degree of competition, demand, quality 

of the product. and inflation among others as influenced by 

the price controls. 



1. 1 S'I'l-~.'l'EMJ 1'' OF' '1'111~ PHOJ3LEM: 

I<t...!nyi ] )11g :-~tdnding history of price controls 

.JU Lnq L 

( 

·on t .ls d 1 from the beginning of the Fi st World War 

:11 1939 and h d a basic aim of controlling prices of 

with the passage of the Price Control Act in 1962 and the 

formation of the Price Control Department in 1971, the 

number of price controlled products and servlces have been 

increased. This decision by the Minister for Finance 

affects manufacturers in that their profit margins may be 

squeezed. In this case manufacturers may have two options. 

TL2:y ruay al-t::~.c Ll1E::lL lnves·i:..ment decisions or continue 

producing at the existing reduced prices. The degree to 

which their decisions are made is governed by their 

attitudes toward future states of nature, that is expansion 

or contraction of business cycle. 

The government, in setting price controls , aims at 

achieving a myriad of objectives. Among these O)jcctivcs 

re protection of the consu er, source of go,ernmcnt 

r v nue for fi ancing both soc'al and apital p ejects, 

n lime control price to an xt nt th t 

h con 1 1 0 <l uf clur r. v 

u c 0 h u 

' 0 1 
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i:hGse factoL, d pL.nc1<; on their availability and maqni·tuJ..e 

tl1 ~ •quir>d in hiring factors of production. 

'· f ctm..: · \vhicb ar.e instrumenta l in influencing 

inv . tmcnt decisions are social a nd psychological needs 

of manutacturers which may be reflected in their attitudes 

toward macro and microenvironment. 

F With regard to macroenvironment, one of the major 

environmental factors that impinges on manufacturers is 

the legal or political environment which substanti~lly 

influences decisions made by manufacturers. In determining 

their selling price for the manufactured items, manufacturers 

ensure that they get a profit on top of their production 

costs so as to keep them in business. The selling price 

so set for some products at factory level is subject to 

approval by the Price Controller. If an application for 

price increase takes too long to be approved or ultimately 

r jected, manufacturers may be forced into absorbing the 

excess costs of production in the short-run period. The 

long run situation is different. In the long run they 

might clos do m the business if their v - · abl costs are 

not cov r d or alternatively , l. y mjght o t fo1 ca.·ures 

rge d t f u tr tio1 of pr c ont ol .. 

o h co t ol~ o off ct·v h Pr"c 

0 g i l 



so low t.hat manufacturers find it difficult to keep their 

product JJn ~ in op 1·ation. Apart from that when manufact~rers 

fi\1111 ).it· ; ' I ; 

may bE pp o j rmnecl. i ately, delayed and later on approved 

or tot lly rejected. If applications are delaye~ or 

rejected, can conflict arise; and if conflict arises , can 

it be resolved if the attitudes of manufacturers are 

known and given considerable weight in price controls 

ceilings? Should price controls be revised after they 

have completely antagonized manufacturers, retailers and 

consumers? Or whose interests should come first, those 

of consumers or manufacturers? If consumers receive an 

upoer hand, manufacturers are likely to supply limi tPcl 

output which might not go along with satisfaction of 

market demand. This might be so because of the feeling 

that the price so set might be so low that they cannot 

supply the usual output as they are likely to make meagre 

profit margins. Given this situation, a three chain 

phenomenon wjll emerge: the firm contracts its 

investment level, \·Jhich ·Jill in turn make the firm 

o erate below attainable practical capacity, which will 

bsequenlly r quire 1 ss labour, h nee some ork -s may 

b co r durd t. A in ble practical capacity may he 

i 
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le rcl nt vJhich tbc plant can ope:rate 
l l f. < i l i t· i P s a rr 11 s <"" d +- ~) t h r:: f. ',} 2. 
nt. . nm. illlnwnl r•nc:; )""1)P,i- f'"' ..... ~i'Clr:' fc;: 

'l ct d de ays because of changes in 
m h'ne sci.: ups, necessary maintenance 

i m and othe1· interruptions .1 

l.2 Sta cment of Objectives. 

This study has as its major objective, identi-

fication of attitudes of manufacturers toward price 

controls and their administration in Kenya. In attempt 

to study the manufacturers attitudes, the study zeroes 

in the following as the other objectives. 

1.3 

( i) The role of price controls. 
j 

(ii) Determination of cost. 

(iii) A brief history of price controls in Kenya. 

(iv) Determination of price. 

(v) To explore effects of price controls. 

Importance of the Study. 

\Vhile a study of Jc.his nature is h· sically an 

academic one, i may be addressed to various pa tiL:s. 

A ong some of these parties are: 

{ ) Price Controller. 

Com rc to 11 o h r p c , , Pric Con· oll r 
lou d il h 0 co of h ul .., l c u 

y b i n n n 

I 



..., 
I 

an.d some possible ways of improving ·the controls. 

( ) M 'Y 

M0•> m muL ctur rs arc usually represented by a body 

knovm u.•, l'enya Association of Manufacturers (hereafter 

I< .l\.. 11.) of which they are members. This body though its 

ottlcials speak on behalf of the various manufacturing 

firms in the countr~ K.A.M. does not have a systematic 

method of collecting such data from a cross section of its 

members. What they have may be unrepresentative opinions 

of a few "vocal members", for example the Executive Director 

of K ·A.M. , while little known firms, although many j_n number 

and representative, are assumed to be non-existent. 

1.4 Overview of Presentation 

Chapter I Introduction 

l.l Statement of the Problem. 

1.2 Statement of the objectives. 

l. 3. Importance of the Study. 

1.4 0 ervie ·; of Presentation. 

Ch I 

w 

2 . tro on . 

. 2 T c 

0 
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2. !) A brief Jlist ry of I rice Controls in Kenya. 

2.5.2 :Co· t independence Controls up to 1971 

2.5.3. P icc Controls 1971-1983. 

2.6 Determination of Cost. 

2. 6. l 

2.6.2 

2.6.3 

Chapter III 

Ahsorption Costing. 

Marginal Costing. 

Why manufacturers prefer Marginal Costing 

to absorption costing. 

3.1 Determination of Price. 

3. l. 1 LocaLLy proauced products. 

3. l. 2 Imported goods. 

3.2 Price Ceilings. 

3. 2. l Maximum Price. 

3. 2. 2 Minimum Price. 

3.3 Some possible effects of Price Controls on:-

Ch 

3. 3.] 

3. 3. 2 

Investment. 

Profitability. 



Cbap-tcr V 

5. 1 D An y.j'. 

Chapter VI 

Limitations, Suggestions, Summar~nd 

Conclusions. 

6.1 Limitations of the study. 

6.2 Suggestions for further Research. 

6.3 Sun~ary and Conclusions. 

Chel_Eter VI I 

Bibliography and Appendices. 
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CHAPTER IT 

2. l 

Literature review is divided into two chapters, 

chapters 2 and 3. In Chapter 2 quite a number of things 

in relation to price controls are reviewed and it restricts 

itself to the following: the role of price controls, a 

brief history of price controls and determination of cost. 

The roles of price controls deal with why price 

controls are set up. From the ' why ' perspective, one finds 

it easy to get to understand the roles of price controls. 

Price controls should have a purpose othervJise it would 

be useless to have instituted them. 

The historical perspective reviewed here does not 

encompass a detailed coverage of the history of price 

Con+·rols . It 1 1 · f · e - - 1owever on y covers an overvlew o prlc 

controls in Kenya from its origin to 1983. 

'rhc determination of cost comprise tuo methods by 

"'
1hich co t is usually determined. 'rhese arc: absorp · on 

costi 9 and va i ble co .. tin9. It my be quite difficuJt 

to t up price centro s witho·t careful .. udy o cost 

u s, and s sucl vi of co ... t d rm n 01 s 

1 0 • 

0 9 0 



-• J. 

p~:-icc cm ce;pt m.d the price ccn trol concept. 

P "ll m y be d U.necl as Jchc exchange value of a 

good r Qrvic_, The value of an item, then, is what 

C:!.r .. , 

In Kenya where some 'bartering" sti ll takes place, 

five goats might be exchanged for one heifer, price is a 

measure of what one must exchange in order to obtain a 

particula!:" good or service. Where we have abandoned the 

barter process in favour of the monetary system, price 

became the amount of money required to purchase an item. 

All products have some degree of utility, or 

want-satisfying power. An individual mi.ght be willing to 

exchange the utility derived from a color television for 

a vacation. Price is a mechanism that allm1s the consumer 

to ma}·e a decision. In contemporary society, of cours ' , 

prices are translated into monetary terms. The consumer , 

therefore evaluates the utili y derived from a range of 

ossible pu chases and t ~n allocates his or her exch ng. 

(in monetary terms) so as to axi.mizc satisfac i.on . 

co ol l h 

n u 

( 
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Price controls qhotld, however be distinguished from 

price r _gu.l l i.on. I ~- i l ~~ J:!-<JU l.a tion is broader compared 

to pr-i.c 

which j to menn di · ct price regulation and 

invo1v·. fix' g of the ex-factory prices, wholesale 

pr·c s, t tail prices or a combination of them. For 

lnst.cmce it tne government levies a Sales Tax on beer but 

docs not engage itself in reaching the ex-factory, wholesale 

or retail price, then no longer can one qualify this 

mechanics as price control. Instead, it may be termed 

price regulation since the government docs not set prices 

at all levels of ex-factory, wholesaling and retailing. 



2.4 THE HOLE OF PlJCE CONTROLS . 

.In JCcny ..,, lll· .i.1~ any o'l.her c ountry of the third 

... . 
i I. - V.L .l~LV.t.lo...:.! O.i.. 

th . ol jn this section. When setting up 

pr..ice control,, the government may havc. one or more 

obiecti cs, the obicctivc(s) for whjch pri.ce cnntrnls 

have been set up may initiate a chain of events, which 

may go along with regulating the economic activity of a 

country in question . 

One of the roJes behind price-controls is the 

protection of the consumers of the commodity. With regard 

to this role of consumer protection, the government may 

especially the lovl income earners, whose standards of 

living are likely to fall drastically unless prices of 

goods and services are prevented from falling. In this 

situation, the Price Controller, through price control 

instrument, can influence p:cice paid for by the consumel:s 

and he ce protect ·hem. Where prjce controls perform 

w 11, unnec ~sar1 and unjustified price increases can be 

prevented. If pric controls can succeed in revention 

o pric 

lo or 

y b 

sc la ion, then consum·rs bnnefit by rayin 

hou sc c'ty of c ~c ti 1 1 roduc s 

n . 

n ro r f c 

0 
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at which goods <u.: , c:·ul 1 ~houlll be tho. correct one. This 

conLentior· i~ .. UJ p >l t d l.~y tlw l<enya Price Control Act 

or 197 /. 1 Jh'ch ll nricPh: 

l: e ·y r ta.i ler vJho exposes for sale any 
lice controlJed goods at any place is 

hereby required to mark the price at which 
goods are offered for sale, or on a price 
LlC et secULL:ly aLLc.t.cl:!e<J ·c.o t11e goods 
or to the container, in,plain English 
letters and nuroerals ... 2 

'I'his section of the Act if well implem2nted can easily 

enhance consumer protection role. Where price controls 

are not well enforced, there is likelihood of distorted 

price ticketing. A study conducted by the Kenya 

Consumer Organization (KCO) in the City Centre of Nairobi 

reveals· 
·' 

Only 142 shops have a clear price 
ticketing, 16G were not showing any 
at all and J29 have partial ticketing. 
~ve have passed the information vli th 
full list of the shops inspected to 
the Price Control for action.3 

While the above study may give an indication of poor price 

ticketing, 1 itt J e is knmm about. the durution that \'las tak n 

to carry out his study and secondly :it is not also }·no vn 

hctl r or not th sampl of -13 7 shops sul:veyc ·1as 

nt t'vc enough to 1•rr nt ult m tc onclu ion • 

1 · r i 0 I h y hrow om on 

2 
0 



the nai. ur .... of enforcement of tl:c conJ~rols. 

Pc·1 h t .. · one ... oul ~ , LJ ·i Lute~ this unclear ticketing 
l:.o 

m ht Lc j n con ~\11:-mi ty v>Ti th the number of 

P r~>onn l .i 1 the P ~ic;c C'on·trol Department. The number 

of per5onncl ind · cated belmv covers ·l:.lJe period 1.971/72 to 

197 /77 as per Recurrent Exp~nditure Mannual. 4 

TABLE l. --
'l'HE NUI·1BER, LEVI~T.. OF PE~S0NNEL, l-~ND EXPENDITURE AT THE 

~JUCE CO ~'l'ROL DEPARTHEN'r BE'rWEEN 19 '/ 1 AND 19 7 7. 

PERSOPNEL 1971/72 1973/74 197-1/75 1975/76 

PPT('F, C0'1'I'T>()T_,T,E~ 
1 -'-

, 
l ..L 

ASSISTANT PRICE COL~TROLLT.:::R 1 1 l l 
ASSISTAJT SECRETAPY 2 2 
SENIOR PICE COP'l'ROL 5 7 7 7 I SPECTORS 

PRICE I SPECTORS 8 12 20 20 
CLERICAL OrPICERS 

2 2 2 
S IOR'l'B JD 'rYPlS'l'S l l l 
COPY-T'PISTS 

G 7 7 7 
DRIVERS 

5 10 10 10 
SUBO Dl .tES 2 2 2 

26 43 53 3 

3 1 3il 60,008 5,220 

7/ 8 £ • 7 

1976/77 

.t 

2 

2 

7 

20 

2 

2 

7 

10 

2 

55 

80, :::>0 
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The above table indicutcs that sxpcndi ture rose wi·th 

cxpu.nsion in c r ·ag . The more the staff, the higher 
was the .xp n l' tu For i JHd:r~nrc:' h~"h.•r""Pn 1 or:J. :.:>YI-1 ' 077 

the nurnl l annal JoubJcd and between 1973 and 1977 

lso do Jled. Notably, over the years 1971 
to l 77 th nurobe- of Price ControJ lers remained the sa.me, 

Price Control Inspectors and Copy 'Typists. The number then 
stabilized after increases. The problem is whether or not 
the personnel could cope with the responsibility of ensuring 
that tickets were clearly marked. However, this relationship 
may be difficult to operationalize from these figures since 
they do not include measure of efficiency of each personnel. 

Protection of the consumers may involve more products 
being brought under price controls list, but increasing 

the number of products and staff may not be enough. It may 
involve also fixation of a just price at which consumers 

can buy the essential items. Kimblo, is reported to have 
remarked: 

There 



pubJic 
is m~n"f o £ten 

, 1 <'~Fd n ,. t the 

.Ind· d. n h tion c~n prompt 'h~ government to 
U'-:c 1 ric ntrol t.o prctect consumers. Consume: protec U on 

l1~ to b defended c~ grounds that usually consumers are 

ignorant of cos L. structures 1 noJ:.:tta.l tL·ctcle mark-·ups and rar.es 
of turnover. In some countries consumers clamour for price 

controls simply to quell the suspicion that they are forced 

to pay more than their neighbours for the same quantity 

and quality of esssrLtial consurue:c proc'loct.s. 

Consumer protection is not the only reason behind price 
.,..,... ..... .J...,......_, .. ..., 

l..l -----

rr.-::..y play the role of controlling demand inflatio~1. 'I'his 

role may be performed a·t the same time as cons Llmer prot:eclion. 
Inflation m~y be defined vs persistent rise in the g neral 

level of prices 1 01~ d persistent fall in the purchasing 
6 power of mon y. 'J.'h re are some appruximate causes of 

dem nd inflation and an~ng the~e caus s are c·cessive 

o etary expansi n, Uw ~ ~d n jmpos'~.-i0n o£ 'mLor conho1s 
(reducing supply x 

i 1 rly :r ci 

c ol 

ve to d m~nd) ·nd crop fai ur 

y) • In tl i 

d by 

'ti 

Price 

i.ng 

h 0 
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the distribution of real incomes that would result jf 
prices rose notgh lo bring demand back into equilibrium 
v1jth SUP! ly. \} C 

cllld p 

wJ.t.h th 

CC8 nrc likely lo increase due to 

· tion,thus giving rise to interference 
rice controls. 

Price controls alone may not however be effective 
in controlling inflation. Unless price controls are 
combined with rationing or .productior. is subsidiz.ea, they can 
have no real effect on slowing down the rate of inflation 
apart from their once-for-all effect of reducing the 
profit margins of producers, importers and merchants, 
except when monopoly profits are rising. If production 
costs and importation costs are increasing then the costs 
must be passed on to the consumers,unless supplies arc 
subsidized in the case where production and importation 
arc not to decrease. Then if price is not passed on to 
the consumer a black market is likeJy to ensue or deveJop. 

\'hen combined with rationing, price controls can be 
used to ensure that essential goo s in the short supply 
ar 

0 
b 

b 

dL,>tributcd more evenly among the popuJ ntion. nut 
us fu , co t of ratio ing should be 'VJe · ghc aga · ns its 

1 c 00 . t ougl gu h r r' c 
n 

n 



likely to be true in a cu.sc of two firms, ta.k,$0\n as 

on illustration. A~ ,um that costs of firm X supplying 
. n 

.i ~. of 1 r due ion, but manufacturer cannot soon get an 

in hi. need d pr.ice approved hy the Price 

'on toller, he mig1t cut down his production and supply 

goods in the meantime to firm Y, with the result ~hat 

firm Y's production would fall; his average production 

cost rises as these costs include manufacturing overhead 

cost, with the end result being an increase in the price 

of Y's firms product. This illustration though hypothetjcal 
may pave way for an increase in prices although the 

government objective of controlling demand inflation may 

still be in force. Firms which are likely to be influenceo 

by the foregoing transfer of inputs are those that may 

engage in production of truck types, fabrics, cement and 

fertilizers. As indicated in the illustration, if price 

controls arc imposed and price ceilings can not automatically 
inc:rease with an increase in the production costs and , 

importers of tlese inp1ts can not import them immediately 

d mand rises, shortages are lik y to arise. 

Third r a on or role bch'nd price con ol is he 

ct n o 11 of t cot od~ y. Pro ctio n of 
r n in t.u t 

0 
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demo L.L vated in managing their p.coU.t vent.uro.s. An area 
where su ·h e<.;t · 01 · ~; P< nunonnt :is Jn agricuJ tural 

i.· t ilure in accurate forecasting of output. With 
r g ·d.; to this seller prot.ection, it is necessary to 
mention t o forms of protection, namely subsidies aDd, 
raising the price at which producers sell as opposed to 
the prevailing world markets. This is typical of 
agricultural marketing through marketing boards and 
international agencies. It has been reported by Jervis 
that: 

Where the government feels that it has a duty to support a particular commodity it may interfere with the market 
mechanism in a number of ways with this cbject in view. This includes a situation where prices are increased on international arket. \fuere prices are reduced, then the manufacturers are not protected, but can also be protec .ed through subsidies.? 

Protection through subsidies can enable sellers to continue 
su plyi g the product to the mar~et. 

A rt from pro ecting sell" c:,pric con rols may also 
t r 1 of con rolli1g nonopoly po1er of s m 

no l: y uucrd forth re on 
t 1 

i 1 0 h 
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advantage o[ t1 e [ · 1H othe:r: tll at· the consumers. ;I'his 

case is l:i kcly to occm: \vh. rc one seller in the market 

controls · h r u 1 1 t or pricu. So j n order to conLrol 

wi ll h 

,. ... .., --. ("­.. 

LLur tnkec acclcion of intcrferjng 

y ret·) n<J price ceilings. If pd.ce 

uccessful in controlling monopolies, the~ 

tht.: consequences of jndustrial concctration.~ Rice, in 

his study on price controls in Tanzania, suppor·ts ·the 

contention that price controls perform the role of controlling 
monopolies. He notes; 

Price controls are most useful in 
preventing monopoly pricing ... 
price ceilings have prevented 
faccories rrom maximizing their 
profits by setting higher prices 
hut the ceilings have not been 
so low tha~ output has dcc£eased.9 

Rice's study indicates the signiricant role played by 

price controls in reducing monopoly pricing . This roJc 

cannot be undcrest:tmatcd in Kenyc..n n tting as well. 

c 

In c nclusion this section points out four ~ole~ of 

ric controls: p ote~tlon of sellers, p·otect'on o 
u , control f dcrn nd inf atio1 , d control of 

K 
' 0 • • I l • 
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monopoly. nut th ffe . ivcL .s s of price controls in 

r('r r:orrn j n t·hl ,. ] I "' Ls J ·im·i i r>rl h:_r nn (' ,~ 

contbi t ll th fo lo :ing fa ctorr:;, existence and 

r' ut·v z of the xcc~~s supp1y and excess demand; 

-ff · c· ncy of price control administration (low degree of 

enfo.t~ 'menc o reCJulacj_ons); cos·cs ot administration and 

efficiency of 11 ra-Lioning" or surplus disposal away from 

the market. 



2 r.: • J CONTROLS IN KENYA: 

'J'hi~> r- ·ct ·ox :j h n brief historical perspective 
,. , 

hi f't y of c n rlJG fccuses on three periods: 

n c, pos indcpcnd(nce up to 1971 and the 

contr ls '~ ich follo1ed after 1q71. 

2.5.1 Pre-independ~nce Controls. 

This is the period before l96~. The orig·in of 

price controls in Kenya date from the beginning of the 

Second Uorld ~\Tar, 19 39. Price controls v1ere introduced 

basically as an instrument of controlling price during 

the war period. In other words they were part of the 

artime regulation. Initially, when introduced in 1939, 

they qere c~ll8a Price of Goods Regulation. 

During the '.Jar, quite a range o£ products were price 

controlled and were di ersificd in nattre. Due to his 

diversification a variety of methods w~re required to make 

Price contr ls ·n~tr· cnt eff ctivc. One of the me hods 

of control 1as concc ned '-lith "P1:ice egu) ted Goo s". 

good"' in this c gory i1cludcd o k t groc ri.s nd 
t n d d f n d q n tity ,nr quali y. 

y ic 

X 



of thcr.;c comrnocli ti s v<~d. c1 d.' n;ctly with changes in cos·ts 
of the p1 i c r g 1. t \1 p1 O(lt cts. 

j t )1. u 

d'ff r 

J J !s 11.,; ·, {~d BJ fjllll:icantly, tor the 

from that of importers, so to that of 
mLdd m n end the consumers of the commodity. In connPction 

)" 

with Lhc prerogative of the Governor at that time. During 
the war the responsibility of the Price Control Office 

was limited to only the fixation of retail prices. 

In the case of importers, documents of importation 
were submitted to the Hombasa Office which, with the 
cooper2tion of Customs and Department of Trade and Supplies 
performed costing cort~putations.. On completion of costing 
for the importer, mark-up margins for each commodity were set 
for the importer himscJ I:, middleman, and retailer as v1<}ll. 1'-..t that 
time, percentage mark-ups were determined on the basis of 
investigations of profits margins which prevailed before 
the \ ar . 

'he second range of products uhich requ'red a 

diff t m t hod of control were he "rJercen l:age fixed 

The~e go ds 1ere hard to control because loc 
coul 

d d l 

n 

ot i t directly fron h 

t l m rom for g 

of 

m nuf cturrr . 

x o r , 



different meas ,r s of p ~ · c contx ls were ·the 11 other goods 11
• 

'l'o ·nforcr_ 1 ri c n rol ~· on this class of products, the 

A 

de l'n 

19 r 1 nunJcr of products under price controls 

gr dually. ThiH was so because some of the products 

prices from hiking,and after the ~ar decontrol was necessary 
since it was period for reconstruction and as such addition of 

products to the list of controlled items was not deemed 
necessary. But decontrol of products had its own dJ:awback. 

That is, it created rapid escalation of products prices, 

thus creating discontent among the people. Inspite of 

th.:.s p:c ble 1, c~..-~...v:!Ll:Cl Cuutlnuc..tl c.uld l!J l..i.l.t.:: ea:c:i..y l ~J :)Q Is I 

price controls were final.ly lifted,leaving only a few 

products being contrclle~. 

It is however important to mention a feH things about 

price oontr.ols administration during the Wa:r. and the period 

after the War. Price controls were strictly mann d by the 

Ministry of Pinance and Development. During this period, 

r'ce controls ere not al that effective b cause of the 
Wid coverage of produc ~ tha· included ma·ze ma·let'nj 
co 

hich ntly led to h'gle· cos~ in 

1 t tl 0 co 
0 

0 n 0 
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Amalgamation faced criticisms due to the feeling among 
the pcopl hat th r vl s a confl.Lct of interest in its 
!'0.1. • 1\ c )) t nsucd. br.::causc the Ministry did 
lilt:\' t nd on"'umer w lJ:are. Instead it aimed at 
lctising go -nm nt revenue and engaged only in more profi-
tnbl v nturcs thus ignoring the less profitable ones. 

ln 1948, due to heated debate over amalgamation , the 
Cost of Living Committee was formed. This Committee was 
charged with the responsibility of examining the s·tandard 
of living in the country. The Commi..ttee noted with concern ' that the 
existence of inflationary spiral and increased discontent 
among the people were strong indicators of high cost of 
Jjving.10 

In 1950 the. Vasey Cost of Living Commission was 
formed. It succeeded the Committee on the Cost of Living. 
The Commission had as its aim the re-imposition of price 
controls on all essential goods which were limited in 
supply.

11 
However its re-imposition was not effected . 

Instead the colonial government opted for consumer 

r ista ce as a means of price controls measure. Subsequently ' 
con ~ resistance tool also failed, an this fa"lure proved 

"li y of colo ial rcg'y 

ct'v ly. 

to enfoxce con ro • 

Co L"v g o i th 0 

. 2 



1953. Its aim was rcJnt.d to the other foregoing 
committee~ l;;.1 nc it: 1·i cd L.o find out vrhethcr cost of 
lj.vinq couJ d b on ollc.d by lhn government. Its res11l t.s 
1"0.fl c;t d h 0 ._, i l>.] i ty of the government to do this 
be c\\.1 ·e the go rnmcn 

' :=tt th<lt lime, did not control the 
os· of imported goods which subsequently increased prices 

of imported items. Consequently , imported inflation 
merged. 

The Defence Regulations which governed the various 
operations of price controls came to an end in 1956. The 
Defence Regulations stipulated that everything that was 
bought and sold was subjected to price control instrument 
·~h 

12 Wl thP exrp~tion of r~al cst~t~. 

noted that the Defence Regulations came into force in 1945 
when the Price of Goods Regulation was changed to Defence 
Regulations. 

In 1956 the government used guaranteed mini1num prices 
as a measure of controlling prices. Taking this as a 
measure, the government policy read thus: 

... it must be appreciated that the fix tio of a price at a level which h reducer finds to be uneconomic 1'll, in norm 1 conditi ns, ·ncvitably r ul in 1 Cl. a ed reduction and an 1 o t of th t com od' y. 
icy i~ t for to 

rue 1 v s 



wcr. h 

c m n 

• ; ~ lr...!..L • 

will nsur a fair return so the 
produc r nd ~n adequate return to the -;onsum r.l 

of 56, th on y i}roducl: that were controlled 

c ne.~. These p1:oducts included: charcoal/ 
rl1 t-flour, firewood, maize and maizemeal and 

Du il c:. Ula'L Liiue, (.L9SG) r:C:!qional ottices that 
h d been set up in the early 1950's to man price controls were closed 
U0\\111 'lh2se included offices in Nanyuk.i, Kisumu, Eldoret and 
Hombasa. The only offices which remained operative were 
the Nairobi based. Unfortunately the only surviving 
offices in Nairobi were pledged with shortage of manpower. 
In 1956, cement was decontrolled and in 1961, East African 
Wheat Flour was also decontrolled. 

Between 1956 and 1964, on some occasions, the Price 
Control Ordinance was put to test in Kenyan Courts of Law. 
This came ns a result of government relaxation in enforcing 
controls. Taking advantage of the relaxed controls, some 
sellers defaulted by overcharging. To avert this situation 
tl e 19 56 Ordinanc_ vlhich read: 

1 

Any p rson rho c n n · · an offence 

r 

y of the rovisione of th'c 
or any ord r i~suEd or of 

n of ucst o 

t • , 

. , 



Any person .... guilty of an offence against this orainance shall ..... 15 

Cj vcn 1·11 · s n:cn m n t 11c. J 1·; ce Control (Amcndmer ... t) 

n h Ordinance nd hence resorted to over-
ch t< · nc also challeng~d those who could flout the 
Price Control Orcjnance. 

2 . 5.2 Post Independence Controls up to 1971. 

'l'his part of the his'corical perspective of Controls 
cover the period between 1964 and 19 71. At the time of 
independence in 1964, the only products under price controls 
ucre sugar, rr.aizemeal and maize. 

During the period 1964 and 1971, two agreements 
governed price controls. These were, namely the First and 
Second Tripartite Agreements of 1964 and 1970 respectively . 
Du:ring the early months of 1964, the First Tripartite 
Agreement \!a~ · d - s~gne , requiring trade unions to freeze wages 
for one year; private r;ector to increase employment by 10% 
ad h governm .t bJ 15%. In orrer to ~top retail pric~s 
fro rising nd rotect frozen ages fr m inflation, tne 
go n t nounced a pr~ce f e ze. Tle First ~lip £.ite 

c m into fo·c ,9G4, ~n d ·n 19 ~ 

n r'c. o de h 

t' : 



. ~ . l ~ lG ma1ze: anu. rna1ze Jnea ana suga.r. 

In connection to price freeze and its m~nagerial 
approach L1ese .tP w r~ revokod and criticized respectively 
(.),1 w() ctt ' J Llll · y i s coverage and secondly that the 
pr:ic w c scriminatory in approach. An example of 
th ·.Lm:in to.ry freeze is that of consumer price ind:i..cP-s 

fr 17 ze: 

TABLE 2: 

CONSU ffiR EXPE DITURE AS PER GROUP OF PEOPLE ON GOODS 
COVERED ONLY UNDER THE FREEZE. 

Upper Income 
Middle Income 
Low Income 

Total 

Expenditure by the Group on 
the commodities covered 1..mder 
th_e __ freeze (in % age). 

16.6 %. 

27.9 %. 

38.8%. 

83.3%. 

From 'rable 2, 83. 3% of the income was spent on conunodi ties 
under the freeze. So 16.7% expenditure .ras spent on 
commod ·ties outside the freeze. But. t.he freeze could ha e 
b n usel ss in the situation of high inflationary tren . The 
ir Tr · rti t Ag e ment had shur ·lived cff cts, and 

Y a nu er of f ct.o s migh have con ri.but d to 
v 0 r c on ol in the 1' O's. 'h 

P ic ol D n 



'l 1 

nee;essistateu the amendment of Price Control Act in 1969 
so u.s to prevent bu : ncssmcn i.rom charging excess pri·~es 

1 3 outstcte or l'l yond 1ric--contr.oJ. ra.nqe . .... 

'l'h Fir •rriparU.tc Agreement which failed in 1965 
leu to he {ormat'on of the Second Tripartite Agreement 
in 1970. Under the Aqrecment., both private and public 
sectors agreed to expand employment hy ten percent. On 
the part of the employees, they agreed on twelve-month wage 
standsill with effect from January 1st, 1970. 

2.5.3 Price Controls 1971-1983. 

Between the period 1971 and 1983, there were two 
Lypeti of conlrols. 'l'nese were general price controls 
and specific price controls. The general price controls 
came up with the price freeze in 1971. Among the products 
affected by the price freeze were motor vehicles repairing, 
building construction and repair, electric~l rep&ir, 

1 
19 

e ectronic services, importing and exporting of goods. 

In 1973, the general orders of 1971 were nullified in 
Makadara Court on grounds that it had not e.:m tabled in 
P rliarnent as required by the Price Control Act. 20 

A large 
I nu cr of products 1crc broug1t under specific controls n 

18 

o. 99, 'll o. 29, ai o i: 19 
o. 302, 97 . 

20 

o. 2 7, 7 . 
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the lale 1973 and early l9'7tl :in o:rder to make the 
adn,in:i.st.ru.U ve mu.ch i nc17y J, 1-:-c~ effc•ct:i.ve. Som..~ products were 

feu.Lu · d [1om· nm ly .in the budget of the low income 
cm:ne ' . Ex mples of the:,c were meat, salt, and soaps • . 
Sp j fj c cont ols on beer vJcre effective from 1971 while 
.rur u1. t drink \·Jere in 1 ~ ·n. Since 19 7 3 there have been 
frequent price increases. In 1976 wine was decontrolled 
because of fluctuations in woild market prices. The year 
1982 ended with increases in prices of beer and petrol, while 1983 started with increases in price of charcoal. There 
have been recent increases in the price of foodstuff. In 
March, 1983, it was announced in the dailies that prices of 
tooth paste had been slashed, but then in the same month, 
prices of meat., milk, tea and rice went up. In the case 
of soaps, they had been deconJcrol1ed in 19 81 but after the 
abolition of controls, prices rose so high that it became a 
concern to the Price Controller and general public. Then 
during the early part of 19 8 3, tl!e prices v1erc controlled 
to the 1981 levels. 21 

But this drove sane types of soaps 
off the market until prices were again inc cased. 

In conclu ion, the historical perspect've of pr'ce 
con ols L re 1y reflect quit varying me sures ·rhich wer u to o t'o liz pr c control . M uUr v ried 

d of th c nom i u t'on h t 



2. 6 COS'r D '.L"~Rr11. AT 1 ON: 

(' ,, u 

11: iP ,iff:ict 'L 1 

"C"l' 1 ("'\ f' 

0 l"i U"' finn::;. Where cost structures are 
no p c.· 'nt , no basis can be used ·to identify which 

should be ommit.ted o.c a:ce irnmate1:ial in cost 

d termin tion of the price controlled items. 

Before discussing methods used in cost determination, 
let first get the definition of costs. DCCording to 
Horngren, C.T., costs are resources sacrificed or foregone 
t h . 'f' b ' t ' 22 o ac leve a specl lC o Jec lve. Cost j_s considcrod 
as being measured in conventional accounting, as monetnry 
units (shillings or pound sterling·

1 
sh. O'~ £) that. mcst be 

paid for the goods and services. 

The determination of costs in Kenya is normally done 
by using Legal Note No. 478/1956 ns amended by LegaJ Nol:e 
lo. 264/1956. In Kenya there are basically two methods 
used in the determination of costs for the price ccntr(Jl ed 
prod ct . These are absorption costing and dire~..,;t cos· in~:J. 
' h~;; thods re applied according o \'lhelh r or not Lh ~ 
c n ols ar s cific control~ or general contra s. s_ec'fj 
c n r a ly .tat din the I.e o·es 

cl . ... n • tl 



which apply to p roducts in genera l and jnvolve control 
ordP rs , h (! I1 f"! r.; ere 1 Pr.i c;e ContJ·ol Or ders . The povJers 

,_, 
L. • .a. -

Fin · nc Mill·! t r . Usj n g h :L s povJC rs as Hinis~:- for Finance , he 
cu.n de.c l u.r the me t hods by v1hich costs are to b e de termined· 
The powers confered to him are containe d in the Price 
Control Act (Cap. 504). The Act provides: 

The Minister may from time to time by order decl a re the me thod by which the cost of any goods or of any service shall be determined , and in such order declare different methods of determining such costs in respe ct of different classes of goods, transactions or sellers.23 

Apart from declaring the method to be u sed in determining 
costs, the Price Controller ma y decide whe the r to use 
eith e r specific controls or ge n e r a l pri ce contro l s . This 
is the case wi th the De velopment Pla n (1 9 79-198 3). In 
the Deve l opmen t Plan i t is observed t.hat ; 

2 

I t is t h e government intention to revo~e the General Price Control and to rely entirely - in so far as price control policy is concerned on wo typ s of specific controls , covering those corm odi ti s that r ... P.nt s'gn'fic,nt proportion Budget E ndi ure of t:l 
g c nLr o_ f -, at d th 

( 972) 
7, 



o-ther covering specific products that are produced under monopolist.ic or h . hl ~ t .\ condi.tions.24 
J.CJ . y prot' 

app<.'u.rs ·h, · .;in the General Orders were introduced 
in 1971 the rcnya Development Plans have given lit·tle attention 

l l
. 25 or l'ttlc role to price contra po 1cy. 

The costing methods dclt wit~ in this study are 
concerned with general and specifically controlled 
products. In 1974 the products covered under specific 
controls were baby foods, barbed wine, charco~l, 
beer and stouts, tea, cement, GCI sheets, nails, soaps 
and detergents, fats and edible oils, toilet paper, 
sugar, rice, maize and maize meal, s i..ft.ed maize rn8all 
bread, meat, wines and spirits, soft·drinks, wheat flour, salt, tooth paste and tooth brushes and matches. 

The coverage of General Controls was more difficult to compute and classify easily. According to the price control (General Prices) order of 1976, the Legal Note, No. 153/1976 covers tha following, motor vehicles, motor vehicle spare parts, fertil ·zer, agricultural chemicals, repairing of motor vehicles, importatjon of finiPhed goods and 
nufacturing of goods. E senti~lly general co1trols for h bo e pro ucts o crate by proh ·bit· g firll\S , nd traders 

2 

79-83. Gov nt n Prin c 3. 

75, 



from increasing the prices of goods sold or s·-:rvi~s r2.!dsred by 

them nbovc pre rciling prices without the approval of the 

2. 5. 1 1\b Cosli!:_2. 

'l'his pproach to costing is basically used for 

specifi~ally controlled products. Prices of specifically 

controlled products are determined by considering all 

costs of production, both the fixed and variable costs .. 

The fixed and variable costs are defined in terms of how 

total cost changes in relation to fluctuations in the 

Volume (activity) of a chosen cost-objective. If a given 

cost changes in total in proportion to chanqes in activity, 

it is variable, md if it remains constant or unchanged 

in total for a given time period despite wide fluctuations 

in t · · · · f · d 2 6 I b t · t · ac 1v1ty, 1t 1s 1xe . n a sorp 1on cos 1ng, fixed 

overhead costs are inventoried and derived from the 

fact tl at total manufacturing costs are to be absorbed 

by the product. 

Absorption costing method t kes into consideration 

dit ct rn teridl costs, direct labour costs, manufacturing 

0 rh ads and adm'nistrative and selling expenses . \vith 

o a uO ption cos ng, alloca'ion of costs i one 

obl n i1 1 na co nting. 

p 1 0 0 

. , 2 . 
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Controller may argue thal orne of the costs should not 

have Lcet, appo1:t · on~.:.:d .l · .,J l. She may use cost struc--..:ures 

oC vocal finm; < J tCli 1n firmc; ~m<'h f'lS nn'}-"1 T.irritor1 

East l'd 1·i c..U Jndu· rj s L.i.nd.ted to determine such cosi:s. 

With r Jard to l1is method of costing, manufacturing 

ov rhc~d is applied to the product at a predetermined rate. 

Usually the fixed overhead cost is budgeted along with the 

hours of operation at a normal rate of production. The 

budget cost is divided by the budgeted hours to obtain 

a rate per hour that can be used in costing the products. 

Products are then assigned a normal or a standard charge 

for fixed overheads. In the similar way, variable overhead 

costs are applied to the products. ~p~licatjon of coats 

to products in this manner raises Q point of a controversy 

and such controversy prompt the Price Controller to use 

General Price Control Orders so as to exclude some costs. 

Usually, applied costs are standard or budgeted costs as 

opposed to actual costing method. Since it is based on 

standard costi g rather than actuaJ costing, it does not 

r_flect the actual cost of producing a particular product. 

In uch a case a manufacturer may dcliberaljse the 

'nfl t'o of eve head cost~ so as to aJ)ly for a higher pric 

. . 

n 
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costs sho~ld be assigned tu the rroduct. In other words 

the fixC!tl costs .... houlcl noL be casted Lo the product.s but 

ration a.! for i ng fixed costs is that before any 

Ploduct can e m nufactured, investment in facilities and 

other producti~e factors is required. Fixed costs such 

as depreciation, insurance, heat and light, and salaries 

of plant management which were incurred each year in the 

manufacturing business should not be taken as product costs, 

rather they are annual costs incurred to have a manufacturing 

establishment. Moore argues:-

the manufacturing costs like the 
selling and administrative costs. are 
too remotely related to the product to 
be attached as part of the cost. Following 

this theory, the fixed costs of manufacturing 

should be expenses each year and not carried 
as a part of the cost of inventory 
product.27 

From the above argument , including fixed costs ovel!'statcs 

the cost of the product and thus encourage producers to 

ask for higher profit margins from the Price Controller. 

This argument is valid vJhere a firm was established f · ve 

Years ago but still includes fixed costs th's year in 'ts 

cos termination and applies for a price ncre sc tvJ · c 

Y r. 

diff nc in 1 rg'n 1 co~t n n 1 so 

27 



costing is due to accounting for fixed manufacturing 

costs related to val Ui1 i.on of inventoi·y. Assuming that 

f:Lxed ovcrlle,td product co. ino rate is 1 t=-:ft. nn(;h"'l.nrrPn. +-h,..., 

diff enc be tv: en tho net income under absorption costing 

and vari bl costing may be shown by the following formula. 28 

Diff renee in Income = J?i xed Fact.ory 

between the two methods Overhead per 

Unit 

changes in 

x :rnventory 

(Units). 

This formula suffers from capa.ci ty utilization .problem 

since denominator volume may not reflect full utilization 

capacity. The discussed of capacity utilization is not 

given much treatment as it appears to be beyond the scop2 

this study, altbough it is rrentioned in passing. 

2.5.3 Why Producers Prefer Marginal Costing (Variable) to 

Absorption -~osti~. 

Variable costing method is p~eferLed to absorption 

costing by management because of its applicability in the 

following situations: 

{i) Where the relative profitability of product linea 

is to be evaJuated. 

(ii) Pherc the eff ct of changes n · olum and prices 

are to be calculdtcd. 

(iii) \here cot i to be compu d. 

T t 0 ig ix d co t wh n f'x 

h y t 



lines process become more complicated. Application 

of variable costing bencfi ts pt'Dduccrs in one or more of 

1. \'Vh ro cost-voJ nmc profit relationship data for 

profit planning purposes is readily obtained 

from the regular accounting statements. Hence 

management does not have to work two separate 

sets of data to relate one to the other. 

2. Where the profit for a period is not affected 

by changes in absorption of fixed expenses 

resulting from building or reducing inventory. 

Other things remaining equal (for example selling 

prices, costs, sales mix) profit moves in the 

same direction as sales when direct costing is 

in use. 

3. Where manufacturing costs and income statements 

in the direct cost form follow management's 

thinkjng more cJosely than does the absorptjon cost 

form for these statements. For this reason, 

rn nagemcnt finds it ee.sicr to understand and use 

direct cost reports. 

n 0 
0 27. 
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4. Where the impnct of fixed costs on profits 

is ernphasi?cd because tLe total amount of 

Jnc.:Olll'. at ment. 

5. Where the mnrginal income figures facilitate 

relative appraisal of products, territories, 

classes of customers, and other segments of 

the business without having the results 

obscured by alJ.ocation of joint fixed costs. 

6. Where the direct costing ties with such 

effective plans for cost control as 

standard costs and flexible budgets~ Infact, 

the inflexible budget is an aspect of direct 

costing and many companies thus use direct 

costing methous for this purpose without 

recognizing them as such. 

7. Where the direct cost constitute a concept 

of inventory cost which corresponds closely 

with the current out-of-pock t expenditure. 



so dojng it is a shor.i:-·nm cxpedi,:!ncy. Secondly, it tends 

to give an imprc F~ ion thai· var.' :1blc costs arc recovc:;.:cd 

first, the:1 fi.•cd co t·.s < 1· _ J" .cov rr'cl J Atr:>r, r1n<1 th.,+­

f.inaJ.ly pro1:i.t<"' nr :r aJ .:.zed as shown below. 

I lYI?C.YfUE'riCAL 

Sales 

Variable Cost 

Contribution 

Margin 

Fixed Cost 

Net Income 

TABLE 3: 

tv11\HGINAL INCOME APPFOl\.CI-I. 

XX 

XX Recovered First 

XX 

XX Recovered' Later 

XX Finally Realized 

As the schedule indicates, under variable costing, vartahlc 

Costs are recovered first, fixed costs recovered later, and 

finally realized is net income. But actually this is not 

the case. Revenue from the sale of each unit of product 

contains a proportion of variable cost, fixed cost und profit. 

No one cost has priority over another, and each product earns 

a share of the profit. 

\vi th regard to these two methods, the Price Contro 1 r 

accepts both methods depPnding on hether or not th 

Produ is specifically or generally controlled . P·efcr nee 

0 l c tho to another 

1 · cc con roll 

lly ont oll 

or 

c 

1 

pcnas 0 ~hie rr due 

o in t. nc , in ca c 

0 c c ol 
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or d · rc~ct cos l:.j ng method C!ependj ng on reasonablerwss of 

such cos l:.s. 

u.pp.ly to t.:hu Joe J.ly manufactured product s . Products 

produc d locally are not cosLcd as imporLe d goods. The 

i~ the sense th~t for tho 

imported goods all costs of importation are· reviewed, 

before granting a price jncrease. The Minister for Finance 

may take into account the following as costs of 

.:j..mported items: 

(a) Cost of importing the goods and clearing 

the goods. 

{b) Indirect taxes paid on them. 

(c) Allowances to cover inventory carrying and 

storage costs and a margin in relation to the 

turnover and capital employed. 

Where practical, importers or agents should produce all 

documents relating to the importation of goods . Documents 

Go produced should include description of produce and 

costs incurred to bring the products to he warehouse . 

So r:oducts c und r specific controls ec usc such 

0 c co er l proportion n ud 0 h lo -1 

c r r .... . X c u 0 

0 

c 
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illegal prof'tcering. Jn 'Lh.i s case l:lle govermen·t m.ight. 

intervene .. 11 \v w.y.;, ire l.Jy as a producc~r, hence is 

in.Conncd of d l ·op s 1 j ncrc se. An example is where it 

is involv•d in the processing of application for price 

Determination of costs for price increase under 

General Price Control Order was intr-oduced in Kenya in 

1971. In his Budget Speech of 1972/73, the then Minister 

for Finance, Mr. Mwai Kibaki stressed the importance of 

raw materials costs as justification for price increase 

by producers. These methods vary from year to year. 

exdmple, the General Price Order of 197G awarde~ onJy 

price increases on the account that price increases: 

11 shall have regard only to increases 

in the direct costs of raw materials 
and fuels and the costs of 
importation of finished products.n3Q 

For 

This gives a clue to the importance of direct costs and 

cost of import.s as material in General Control Order. It 

appears from h~ clause that. labour cosi were not accepted 

part of costs, in relation to pric control policy. 

Exclus'on of direct labour costs my have fo·ccc m nufactu-

r ~ in o J~or ing p t of ncr as d nuf cturing co s. 

Bu lhil u ic hav hm·m th y to 

lh 0 
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dismisses such contentious literature and strongly 

emphasizes that: 

" .Jl· is unJ i1 · l tl1nt waqe cosi. 
in .ro .·cs v ragj lHJ l 0 'i, per year 
h,v ben suutaincd by private 
;L11dustry vJithout passing on at 
lea0t art of the increases to 
the consumer".3l 

This argument by Gus shows that pri~e control policy 

instrument is likely to be frustrated where producers 

can manipulate their cost structures, and Profit and 

Loss Account, to reflect losses and yet in real sense they 

cu.·e not operating at a loss. 

In a nutshell, by using absorption or direct costing 

firnts dctc.c ":;_~1c 'cb::.ir cos-:.. of prcduc'c.io;:l, v;hich tbc:y 

submit to the Price Controller for consideration. The Controller in 

turn reviews such proposed cost structures and then 

decides upon which costs might be included or disallowed 

in cost determination of price controlled products. 

3 



CHAPTER JIT 

'fhis chapt r is a ·ontinL1 U.on of the Literature 

u.rc l"l;!V.i. ~w ~ i. 'l'o 1 e 1~ vi cwed arc determination of price, 

price q•jJing~ nd the possible effects of price controls. 

The chapter starts by discussing the determination of 

price of controlled items as indicated below. 

3.1 DETERMINATION OF PRICE 

3 .1.1 Locally Manufactured Products. 

Since most of the price controlled products in Kenya 

have their prices determined on the basis of cost-plus 

me~_nd the dj~cussicn ~ill basic2lly d~~l wi~h cast· ~l~s 

approach. Under this method the price is set to cover 

materj_als, labour and overhead costs and a predetermined 

percentage of profit. The predetermined percentage 

normally added to the cost, differs strikingly among 

industries, among member firms and even among manufacturers 

of the same industry. l'otably, differences in mark-ups 

reflect differences in competit've intensity, differences 

n cost base, d'fferences in tu,nover rate and the degree 

of r'sk in each company. Ordinarily, tle profit marg'ns 

.u1 y cl ng ~i h sensitivity 'n the 1 rke conditions. 

or in~t- c , her o opoli t'c conditions r 1 1 

o gin 'gh r bu l co v r h 

co 



But it should be noted thn~ there are situations 

vlhen prod'..l cors cannot: J t"'r or j_ntroduce a fle x in :.h ;! 

pro± l t manr n c· • 
1l'l p ofi · mn1:gins tend to be in:ZlexibJe 

and rjgjd in th f llo.,·.ng ca~3es. Firstly, when fi:rm::; 

comput nw.r.g lns as a matter of common practice a;:; opposed 

to being geared towards profit objective. Secondly profit 

margins become inflexible \•,Then ·::hey are dctermine2 by 

trade associations, either by means of advisory price 

lists or by actual llsts of mark-ups distributed to members 

of that association. The third and perhaps the most 

important circumstance is y.;herr profit margins are sanc·U.one<l 

under price controls policy as maximum profit margins. 

In this case the same profit margins might remain even after 

price controls are discontinued. Under this circumstance 

may the margins be considered as ethical as well as 

reasonably maintained. But at times this rnay not be tlc 

case because whenever some products are decontrolled , 

there is a tendency of )rices to rise since the price 

mechanism is alloHed to operate free 1 y . But in a situ aU.on 

;here prices are controlled, the less effi.cient fiJ·ms 

are likely to bcnefil as such. This is becau~e their 

prices m'g t not lc permitted to f 11 s the Price 

Controller does s icc c iliJ gs. 

n ... c tin rofit g th 

o 1 r ougl t ceo r 

n . 

c 

c 
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the turnover is rapid, the profit margin permitted is 

lj kely to be J arge so s to aJ.J ow producers to survive 

to mean the J , • i o of 'XP ~cteQ. sales to average inven·tory, 

where average inventory is computed by taking average of 

beg"nning and ending inventory. Another factor to be 

considered by Price Controller in determining mark-ups to 

be allowed for manufacturers is how rapidly the cost of 

manufacturing or importing commodities would be expected 

to increase. For example, vvhere production cost is 

expected to increase faster, profit margins are also 

expected to be larger and the converse is true. In his 

survey on price controls jn Tanzani~. Rice, is re~orted 

to have noted that; 

. .. the faster the cost of production 
is expected to increase, the larger 
the margin allowed, so the frequency 
of price increases will be less.32 

Although Rice's study is useful in providing evidence on 

setting mark-ups, it fail s to justify how costs and 

margins can increase in the absence of frequent price 

increases unless manufacturers are su sidized . 

Th thi d fac or to b considered in s tting rofjt 

·ns is for h· reduct sold. This i~ gov n d 

l t ci y o 1 co om·c 0 y 

c. , . c . , 7. 
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tells us that the more inelastic the demand is for the 

product, the hiqher js the pr,rit margin. But this 

u Lt::! CdJ:'L'fully weighed against 

the demand situ t.Lon in neighbou:rJ ng countries. For the 

controlled pro 't m rgjns to be operative, Kenyan price 

ceilings, for e ample, ought to be compatible with those 

existing in Tanzania. If ~he ratio of the Kenyan price 

to the Tanzanian price is too high, there is a possibility 

of the product demanded being smuggled in·to Kenya. The 

products which are likely to be affected by this kind 
33 of demand may include: khangas, cooking oil and ghee. 

However, there are related factors to the demand problem. Related to 

demand factor are customer loyalty to company product, the 

behavioral patterns of competition and costs. With regard 

to customer loyalty to company's product, producers ought 

to examine their pricing problems through the eye of their 

customers. If this is not reviewed carefully, customers 

are likely to reject the companies product and turn to that 

of competitors or make their own. 

Competitors reaction or lack of reaction infJuences 

p ic · ng de cis· ons. rno ·1ledge of rival's technology, plant 

size, and operating o ic'es rel s arren estim es costs 

an he prof· t margit be set. It y b not d th t 

ir ,. thin t lo t p· c c o p t' i o n v 

t co - Or 

7 
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and mark-up pricing decisions must be guessed, otherwise 

margins so set a:c likely to be nnoperati ve and redun.1ant. 

' ..... ~.::.:....L. .... ,, tlj_.J ...... 

Usually both th l!J·i cc Co 1Lroller and manufacturers base 

their mark-up on the basis of cost. For example, mark-up 

may be stated as 30% of cost. In relation to costs~ 

maximum price charged on the basis of costs ought not drive 

customers away. Where a manufacturer has little discretion, 

he accepts the price set up by competitors. Then, given 

certain economic conditions, the firnl ordinarily selects 

the level of production and sales that maximizes profits. 

The cost-plus method to pricing seem to have had 

wide acceptance among various manufacturers and the 

Price controller for a various reasons. In the case of 

p1:oducers as opposed to the Price Controller, the 

preference of this method seem to be influenced by 

sizes, product characteristics and product range and 

varying degree of competitjon for their products. So by 

taking these influences into account, it may become 

easier to comprehend the strengths of cost-plus pricing. 

The first justificu ion for application of cost-plus 

ppro chis that it offc·s a means lJy wh'ch fair and 

p iblc pric s c be fou d w · th c and speed, no 

1 o rn ny p ·oducts he f · m h 1 1 ln hi 

r g d c 

c 



the prices of various products. Secondly, in practice, 

firms ar.e uncert- ain al)t..\.1 · i.:lte shnpe of their demand curves 

ct.uu abuuL L.llu pr !J.J ul .1 .,l;ull:.:it:: tu au.y p.cic.;e changes. 

With thi~; p 1;s 'mLstic vicv1point or projectj_on into the 

unc rt;:1 in future, it becomes risky to more away from full­

cost pricjng technique. Another reason for application 

of this method js the degree of competition. When 

products and production processes are similar , cost-plus 

pricing may offer a source of competitive stability by 

setting a price that is likely to yield acceptable 

profits. Finally, in cases where cost of gettiP.g 

infbrmation is high, and the process of trial and error 

is costly, and the information about market is incomplete, 

use of cost-plus method reduces the cost of decision 

making. 

Inspite of the above strengths, cost-plus suffers 

from two deficiencies. Firstly , this method is based on 

the contention that the higher the costs, the higher the 

profits. At company level, this generates higher profits 

but at consumer level, it is likely to create discontent 

among he people as it may lead to higher cost of living. 

Secondly, the introduction of predetermined factory 

ov rh component into the coct of a product p ev nts 

h s l"n ic from r fl cting h c u 1 cost of a 

uc . 

] ou I c 11 

r 
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widely adopted by manufacturers and Price Con·i.:roller 

because of simplicity. 

3. l. 2 

In order to e.t""rmine the price of controlled imported 

products, the Minister for Finance, under the umbrella of 

the Price C nt:r0l J Pr; J'li'lY ·take th~=> foJ 1m-ring es lu.::dcd ccst": 

(i) Cost of importation and clearing costs. 

(ii) Indirect taxes paid on these goods. 

(iii) Some allowance covering inventory storage costs, 

ordering costs and provide a margin in relation 

to turnover and capital employed. 

Landed cost may be defined as the cost incurred in · .i_mport~ng 

the product upto the warehouse. In the case of price 

controlled products, the Price Controller normally adds 

predetermined profit margins to the landed costs. Wi tl1 

respect to importen products profit margins may be 

determined by one of the following methods: 

(a) De facto: 

With respect to this approach, margins 

have for the 1nost part been historically determjned 

and are supposed to cover fixed costs such as 

dminis rativo expenses, r nt £ building and 

sal ries. facto a1 !?roach is concern d ·1i h 

g n r 11 p cd ric ng hod d is t en 

0 0 11 cc 1 . 



(b ) .l?£_j_ ure : 

This appr ach r quir s lhat profit margin s 

be based on l.h 1·, 1· or: cr1n·i 1· .::1 1 Pmp 1 0~'P ~ ard tt'.rr: -:-vc:r 

rate. In Lh.Ls ;nargins are set ;i.n accordance 

with the 1~ w. De j ur' approach creates an inccnti ve 

to import rs to increase their capital employed, 

wl!eJ..e cctpi tal. emp:Loyea lS taKen to mean the size of 

capital used to import the products, for storage in 

the warehouse and vehicles used in transporting the 

products to the wholesaler. 

In a nutshell, prices of most controlled items are 

determined on the basis of cost-plus approach. The 

cost-plus approach to pricing requires that a predetermined 

percentage mark-up be added to the cost of production 

in the case of locally manufactured products. For imported 

products a margin is added to the landed costs to arrive 

at their selling prices. With regard to imported products, 

controlling of prices has been a problem to the Price 

Controller. This is due to fluctuations in the world 

market rjces which cause unpredictable cost changes. 

Because of these flu tuations , at one time , the Price 

Controller \vas pro pted to decontrol some products . hn 

ex ple of ·his v1ac cont ol of vt' L in 19 7 3 and its 

decontrol in 976, t' us 1 cving the pr'c to d d y 

rna • t o ccs of d nd n 1 . 

1 c i 0 c 0 0 1 

l. c 



:t~equircd to cor1pJ t 

1 • ' 
.1. 

- ~4 -

c' rJ11f'SU 0111 a ire vlhich should be 

'· 

cvid ncL. 1!1· is r quired to submi.t a copy of the Profit 
I 

and Lose; AG'OUJlL, Balance sheets for the previous two 

financial yc~1rs and suuport.ing documenls, for instance 

suppliers invoices to show that his costs went up. Also 

submitted are proposed cost structures and price 

structures. On submission of these documents, the Price 

Controller reviews costs and respective needed profit 

margins of the firm in question. In the final analysis, 

the application may be accepted or rejected. If price 

with the manufacturer by letter and subsequentlv informs 

the public and middlemen by publishing the recomraended 

selling prices. 
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3.2 PRICE CEILINGS 

After l.:h . cos tin :r dlH1 p l. ic.i ng have been done, the 

not exec d d 01· pcnnittccl to fall. The study of price 

controls i.nd · cate that }"'rice ceilings operate wi·thin a 

frame. 'rhis actually shows that in the absence of a f:came 

the te~m price controls would not suffice. 

Price ceilings in Kenya are set by the Price Control 

Department which happen to fall under the Ministry of 

Finance. Under the terms of the Price Control Act 

(Chapter 504) of 1962, the Price Control Department was 

incepted in 1971 with the power to fix maximum prices for 

maximum hire charges. The concept of price ceilings 

revolves around two limits, the upper limit and the lower 

limit prices. \vhen the Pz:i~ Cv.1t1'"0ller sets these two limits 

she tends to interfere with the market forces of demand 

and supply. The two limits are discussed below. 

3.2.1 Ma:dmum Price. 

According to Jervis , F.R.J., maximum price is defined 

as fixed lcgcl prices 1hich may not e cxcceded. 3 
ervis ' 

~efinition o ly the r limit of 11 ng :> i but 

~~ d t ile dcfi it'on is co t in 'nth P icc 

Co lc nvi 

, 1 • . . , 
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Maximum pri e means the maximum l awful 
price a whi h guods may be sold in 
who 1 e ~~ u 1 ~ 1 • J ' t a i l q u u.n t it i e s or 
othen-1' ~ , <1!=: th ' case InclV be, in 
r~cco1ll 'wjt·h this 7\ci, und i nclnr1ec; 

i:.ny con · CJ u ions for un optic • t.o 
pm ·h • c. 35 

With respect to maximum price, normu.lly an order is made 

.S1 .. n~L. i...lla:... u .tJ..C_;_~ __; _;_~ lhG llkl.h_;_iltLull, ana sellers 
1 

be they 

manufacturers, retailers or wholesalers are not permitted 

to charge a higher price. This order is, in most cases, 

accompanied by penal clauses as what would happen to a 

seller if he infringes upon the maximum price legislation. 

It may also be noted that it is not just a matter of 

setting maximu~ price. Setting the price requires the 

Price Controller to carefully examine the effect on the 

producer and consumer since it may either affect the 

producer, consumer or both. The effect of government 

interference with the market can be i~lustratcd on the 

diagram below. 

FIGURE 1· 

MAXl iU 1 PRICE Key: 

E = Equil.:..bt·ium 

s = Supply 

D 
., 

Demand = 
p = c 

Q = Qu n 'ty 

:X 

. , 
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Explc:m&tion: 

At nquililirlum price P, the equilibrium quantity 

is(?. lf ;tT c i 1 i no i '' rPnnrP.d fr0m P tn p,... +:h'"' 

quan t.' t·y 1crnf:li ie ill rise to Ql , and the quantity 

suppli 'd will faJl to Q2. Quantity Q2Ql will be excess 

demand. Under rationing, Q2 will be sold as regulated 

by the government at Pc. The quantity of goods, however, 

would conunand a price of Pb per unit on a black market. 

If maximum price is set for instance above the 

equilibirum E, government intervention will not have 

any effect because the market price will in a way be 

consistent with the maximum price. Hence no problem or 

no effect:. will resuli.... I.L, l-10w<2V8:C i.:l18 maxiwum price is 

' 
set below equilibrium level at Pc, the equilibrium level 

will no longer be legally attainable. In this case the 

price must be reduced, thus expanding the quantity 

demanded. On the other hand, the forced reduction in 

price will cause a tremendous reduction in supply, hence 

causatj on of shortages. 'I'i.is argurrent ooi11cides with Steiner's 

predic~..ion of he effect of price controls ·n a competi ·ive 

market situation. Steiner argues; 

If a maximum price is set above th 
it 1ill have no 

se 

d 

L 



When ·tho. amount exc:lFtl19Gd falls below ec1uilibrium levc;l, 

either the gove1 Jllnen t, consunH.:-r ox: producer is likely 

Lhc (,or 1 nm nt also has its decision time 
1ich may not coincide with that 

of - j th t' consumers or producers. ~,ve see 
that Llle government intervention, if :Lt 
confJjcts wlth the market, it means 
that consumers' or producers' objectives 
are frustrated, and simple theory predicts 
that the frustrated party Hill seek ways 
of minimizing his loss.37 

From Ryan's thesis of frustrating controls, one would say 

that price controls are then redundant and may result 

into wasted resources which were inj_tially devoted in their 

preparation and enforcement. Under th:Ls situation black 

market or discrimination among buyers is likely to develop. 

3.2.2. Hinimum Price: 

Minimum price may be defined as level at which prices 

are not permitted to fall. A minimum price level is 

normally set \vhere the government objective is to protect 

sellers, for instance agricultural farmers,against ,, per 

harvests. The 1 inimum price cannot be z ro becc..use at 

zero rice nothing rould be bouglt and ~old. In or1cr to 

cnh n sell rs o ction, the P ic' Co1tro ler my f om 

37 

2. 



time to time stipulate law stdting that certain goods 

and services shou]~ at be ~o]d helow the set price3. The 

fi~L.uG L> ·Juv; ;;;lw '· c.ttl 'J. J •c..:tive minimum price. 

F 'l C.:~Ul\E 2 

p \ MINIMUivl PRICE 

Po 

'D 

0 '-------,.-Mo---;c:p---or-------==-tJ 
t.--- - ----.J 
Surplus 

At equilibrium E, price is Po and the quantity demanded 

is Qo. If a minimum price is set above equilibrium, at 

Pm, there will be an excess of quantity supplied over the 

quantity demanded. In this situation, suppliers will be 

willing to sell at Q2, but the purchasers are only willing 

to buy Ql. Effective minimum price xeduces the quantity 

bought and sold ru~d creates a surplus of the commodity. 

In order to clc r the excess supply, QlQ2, the seller~ wiJ.l 
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set above the equilibrium, as shown in Figur8 2, the 

frec-mar.:k ct. yu i 1 _. br · ur.: vl L l 'J be lli~rhcr. 'I'l1ere will ther1 

} (' : , • • • , 'II .. 

' I I. 
r , 

w.i 11 L1 U b ~.I 0\v it.., gui i.lJd.um level. Ilere scarcity of 

the price controlled products will not arise at the 

prevailing price. Jnstend, therr~ wi 1.1 }or::> a c:h0rt- ::.gr' '"'f 

purchasers and potential suppliers 1t1ill compete in all 

possible ways for the available customers. Under the 

above situations the following are likely to emerge: sellers 

will cut prices, some ~:lill find loopholes in the la'd, o~ 

others will simply flout the law. 

From the above argument on minimum and maximum price 

levels, it may be reasonably staLed that, in order to 

effectively manage price controls, the Price Controller 

may strjke a balance between what is theoriLically possible 

and wl1at is practically enforceable. 
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3. 3 SOME POSSTB.LE EfTECTG OF PRICE CONTf(()LS ·--- - .. . - -··· 

The f.i ~-~;l p ·t l.hi:J :U crat.nrc rc v.i c;w highllgh·ted 

incl uJ d llH.)l OJ y con t1·ol., consumer protection, 

cmti- i nl:la tionary measure1 and se llcrs protection. It 

by price controls as a instrument of economic management , 

a poorly enforced system might lead to problems. On the 

other hand, there is no justifiable reason to assume that 

a strict price control system left to itself can 

satisfactorily work enough in the interest of the producers, 

consumers or the society in general. Although there may 

Ccal::; wli...lt the 

effect of price control~ on two salient concerns of the 

producer-s, !:.a!':lcly investment and profit0.bili ty. 

3.3.1 Investment. 

Price controls, .if not uell L:tc1ministcred
1

mu.y have an 

undesirable influence on the level of investment .i11 

production of certain products. Furt1cr to that even a 

rner ill'posi ion of con rols, i r spect · re of its 

op r ti0 1 ~rspectiv , m result into orne dve se 

f n on of controls . y sul 

1 c: d t c d f r u 

or j n 



.;;? 

and a putent.iu.lly ldCJh 11.:ic ... in the long-.. run perj_od. 

l~part f1om that, :in'(' ·t.o ·s nwy vade c011trols by alte~~ing 

Ll!eil7 cuL.r t;lll u1 ''S 1 ·nt .1 nt ) 1 urger investment in the 

p ·odu<..: :ion o un o 1 oJ l c3 pn><lucl:s so as to earn at least 

normc:1l 1 ro il:s. 

In co1nection with investment, a critical factor 

which is likely to affect the possibility chain of events 

is who makes investment decisions, and on what basis arc 

the investment decisions made. The government legislation 

of price ceilings is likely to have a significant influence 

on the level of investment in both the private 

and the public sectors of the economy. In the economy where 

private j nvestmP.nt i c nrm1i ·0Qnt :i. :n rJ 1 .d i D'J j oiJ:t vo::lt."..:rc 

between the public and private sectors, probabJy prjce 

ceilings (maximum and n,inimum prices) h(tve led to less 

investment c:nd less output.: levels in the long-:r.un per.iod 

although output may be increased in t.he short-run. In this 

theorized situation, price controls may have an adverse 

effect on investment in knitwec.lr, socks, radio~·, beds, 

leather products, cooking oil, bread, son e te 't.i.l .· 7 

bl nkets, stoves, soap, detcrgo1 ts , ply roo and chipboa ds. 

Other ar .. s th tar lik ly to b affcc ed ar itvestmcnt 

n iron ct uc s r d h, and [ nci g 

li n o t · 1 m u 

Ho 0 j 

0 
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investwcr;t decisions rr1ay ''trive to reduce the rrn;1~:Jnitude of risk. 

In this case pric0 controls may be pc.~rco.ivc>d as reducing thr2. 

magnit.Lldc of jnvc'-' m 'nL inc JLivc' of manufacturers. If 

tho ob J c'ct. 1 ve ot on · o Is is cowpa cting the.. lGvel 

of inf.l.u · i o 1 on tl ~ poo · p or le of the society, price 

controls arc likely to be more ~.GJ iable in concen·trating 

succe~sful, price controls may have an effect on holding 

down profit margins on the production and distribution of 

"essential" i terns.- and subsequently raise t~he profitability 

of uncontrolled luxury products. ~Thus , a set of investment 

incentive may be created to discourage the production of 

essential products and encourage production of luxury ones. 

Precisely speaking, this situation would be the opposite 

of what would be desirable to protect the real standards 

of living of the low ·incon~ group in the society. If ~~ 

has to avoid this effect, the Price Controller may put up 

controls on essential products in order to restore returns 

to investments in the produc~ion of esscrtial products. 

'l'he resultj 11g effect vJOulCi b- that the centrals ay tend 

to e redundant and inetfecti 'e. Po.inting out the effect 

of price con~rols on investment, tlc Cha'rman of K.A.M. 

s w 11 c s E st 1 fn- . ndustr · cs 1 'ir. Uaj ju · , ,J. B. no s 
1 



v ·• 

of money urc invest d without a 
proporlioJ ~te lL"turn on such 
invcs tm8nt • .J8 

'.L'he H~1.nug ·i ng D i 1 ·tor of Cadbm~y Schweppes (Kenya) , 

Piul Juctg~ nl o ag c s with Wanjui's contention on 

the effect of price controls on investment. He observes 

the overriding answer to the 
question of why commercial .investment 
in Kenya has dried up is price control. 
This is seen as a more serious problem 
than items like import licences, work 
permits or financing limits which 
are other areas regulated by the 
government .39 

Indeed this observation focuses on price controls as the 

major problem which has caused declining investmRnt. Frnm 

the manufacturers viewpoint, investment incentive has been 

influenced by the General Price Control Orders made under 

Section 5 (1) (c) of the price control Act (1972). This 

section of the Act has been an obstacle to industrial 

expansion in Kenya since 1971. For instance, while price 

control orders may not have been succc"sful in 1 0\'-lcring 

consumer prices, its administration int rferes with 

investment incen ivc. I~onica11y, the conoumcr has 

continu d to p y t 'gher prices for qoods exc.; t in the 

c s of cific ly co tro 1 d sc ti 1 product . 

n c on , 1 n c u r m y r ct y 

8 " II 

• I 
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opting to some evaQive m~~sures so ad to survive in 

business. This is true for slrict controls and investment 

J:;"lrO<L!cu p u1· c u 1 · ·. pt oduct~ so r~.s to keep the costs below 

t:he Hl.C<:tgrc r' i ,., 1n Kenya, thjs may be evidenced by the 

loca.lJ y m:tdC mate H~S v7hich arc difficult' to ignite and 

:::-;uyu.t. wtl.i.-11 J.!:> lll)L J?LOp~.t1y :ceiin8d r.tnd of·ten con·tains a 

multipJe of unwelcome little foreign particles. However, 

poor quality products might not necessarily be attributed 

to low prices. It may even be due to inefficient machines 

or labour force that is employed in making these essential 

items. Inspite of this argume~t, Silas Ita still attributes 

poor quality p:::-oducts to lov7 prices. He noi:e~ 

"the uneconoltlic prices allowed for "'ii 
by the Price Controller force v 
man~facturers to produce low quality 
proC.ucts or even drop some product 
lines."I!O 

Apart from production of low quality products, investors 

might produce uHcontr.olleu items or import uncontroJlcd 

prorncts changing their brand names or/and impor· numbers 

in order o evade rice cont.ols. 

3.3.2 Profit bj1i v. ---
i g 1't cf ec~ of pric c n ro s on 

l 0 i 1 t it i r i o t nt o il ic t o· 

j i y m 

0 



of Q'i•m0r's equity ;:.nd r2tainccl carninc_js. Profitabi.lity 

is measured on th.Ls hu.cis .f J~ two rcc:-tsons. First~, :Ln 

ncccc-;~;;n i ly ·t .i ng r: ,JJ prof:i t.u.bilj ·ty increases. In 

t .llis C'{l.,C r tuin d and nqs may be affected by infla-t.ion 

to the c.tent as the absolute profit level; in this manner 

polisitilly che en:ect ot infJ.ation as a measure of 

profitability. Secondly, one of the main objectives of 

management is to maximize ownets wealth. So to measure 

wealth effectively, profits aftet tax may be used in 

measurement of profitability. 

In Kenya, price controls have caused heavy losses 

for some firrr.s, while for some firms t.heir profitability 

has been on the increase. The heavy losses sustained 

by some firms are due to delays in the processing of 

applications for price increase · A case in point is 

East ~frican Portlund Cement Company. It was reported: 

p 

~The company is approaching its overdraft 
facility ljmits. The Board attributes 
the financial situation it is now facing 
to have be0.11 caused by delays in 
irnplementa~-.ion of p)-ice i 1Cr(_a~,e foJ 1 TtJing 
an application made ·n July, 1981 1hich 
1as not app oved u1 til Dece ~ r, 1981. 
The delay os~ the~rompunv nc rly 20 
illion hLllLngs. 

Tl ' o. h n I d h ( h 

0 



F.7 

the Registrar of Compc:tnic.s OfficE:. 'rhe :r:eport:s give an 

impression of price contro ~:; admin:i str.J.tion being a -v'ery 

Cold:.L·oll c: ( [o d .l <~ .• • .in l 1 p1:ov ing prJ cc increasef. when 

rnw mL.tcri <.~l co ls i ,.:;e , s the df:;lays caused fluctuations 

in profi Ldbi.li ty e rel and thus made forward planning 

llctL.d.~.c'luu ·• A. compctuy wnlCH iell v:Lct1m of t.his i.~:> Cow 

and Gate, which closed its business in November, 1981 

after making heavy logses during the previous year than the 

total of its profits during the previous 14 years. In 

February , 1982, three months after it had closed its doors, 

, . tt d 42 I J · its need-sa pn.ce vJas gaze- e . .n re _atlon to falling 

profits of firms, Silas Ita vj.ews the system of approving 

applications fm: price increases allm..,red as reflec·ting an 

- . t t 1 4 3 
1 tl attitude of prof1- con ro . \no.1er evidence of reduced 

profits caused by price controls is George Williamson 

(Keny a) Ltd., whose Report and Accounts confirmed the preli-

minary figures, an after tax profits of K£136,118 , down 

K£109,113 or ~4% of the previous years figure of K£245,231 

in 1981. 44 The lvm factors vJhich sc~em to have contribu·•~.;;d to 
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s oc xch nge are compared. 
«s 

The table shown below can at least he_p us reach 

co clus~ons and explanations with respect to profitability o-~ the =~r~s~ 

0 CO !PM' END YEAR 

Dec., 31 
Dec., 31 
Mar., 30 
June, 30 

Co . Dec . , 3 J. 
July, 31 
June, 30 
May, 31 
Sept., 30 

(KCC) June, 30 
Dec. , 31 
June, 30 

on the 1:airobi 

TABLE 4 

7.0 
18.1 
14.4 
19.2 
22.7 
18.2 
-1.6 
13. 1 
16.1 

13.2 

11.0 
23.0 
-1.3 
18.9 
21.6 
20.0 

0. l 
17.2 
20.3 

15.8 
22.8 

25.4 
-3.4 
21.8 

22.2 

20.3 

14.0 
16.9 
18.9 

12 .0 1~.8 

23.8 25.7 
6 .0 8.7 

2~.9 

2".1 15.~ 

2 :-' .2 20.5 
- ~..1 . 4 9. 8 
2~ .5 23.0 
25.0 20.8 
- ·.:. 8 - ~ 6. 7 
L ' .5 16.4 
1 3. 3 19.4 

5.6 
~I . 8 
2 . 4 
0 -:> 

~ _, • J 

.6. 3 
4.7 
l. • -

9.6 
·. 8. 6 
13.6 
_9.0 
·1. 2 

4 .1 
28.0 

7.5 
12.9 
21.6 

3 7 
19.6 

9.4 
22.7 
28.: 
18.2 
20.5 

4 2 
2 I 0 0 
1 . 5 
1 . 5 
2 6 

. 8 
• 2 

1 .J, 1 
1 .• 9 

• 3 

10 11 1( 11 :. 1 11 l 

1 4 . 0 1 5 . 4 1 7 • 4 1 ~ . 4 l 7 . 8 I. 6 . 0 11 . 7 _,_ ; • 7 

---------------

12.2 12.5 13.3 17.5 13.8 ·.6.9 12.9 1 ' .3 

40 44 25 4.:: 50 _i 3 47 2 : 
·-----

erage Profitabilith of non-controlled firrns 12.0 11.5 11.7 12 .9 12.7 ::. 7.1 13.3 

rofits of Price Controlled Firms as % of 

l~ . 9 

on-contro_led firms. 121 133 149 1:9 141 J 3 88 8 l 

(Extract f:r·o:n O£fice of P.egistro.r of Compani,;s). 



rn 

From the above lable profit~bility or B.h.T. (Kenya ) Ltd., 

a manufacl:urcr of c:Lga t cs h s bc:cn un the iJ1<Teas<:>. 

compani.us wiLl c' 1 p1 o lu pJ or'luc l ~ thc~t the Price Contra 1ler 

consider!_; to he lux i s , rc aJ lov:cd to make more profits 

for instttuc ', I3.A.'.r. cmd Kenya Breweries Ltd. On t he 

other h.:-md. comp<1nics engaged in prncJucti on of essent:i.a 1 

products, for ins~ance Elliots ' Bakeries Ltd. and Kenya 

Na t ional :t-1ills Ltd. , their profi tc::.bili ty !-le.s been on t h e 

decl ine . The reason behind the decline is that the Price 

Controller normally awards lov1 price j ncreases in Rttempt 

t o protect. lower income consumers of the society. 

Additionally, although the price controlled firms were 

more profitable than the non-price controlled ones before 

introduction of price controls, the ratio of profitability 

of ' controJled' to the non-controlled firms has been on the 

decline. 'l'hJs case is just.ified by the cxaminaUon of the 

profitability of the al.>ove fiTms sine, 1971, although the 

figures after 19 Tl were not computed for this study . 

n conclusion, the effect of rice controls on investment 

and pxofL 

affect d 

1 rg 

i 

bi . ty I .1 y from f.i.rm to firm. r rice co Lruls hare 

iiv . t tot~ that fi·ms may .asi"y hift to 

in th p o u tio of non- rjce cont-oll 

Lil' y, no• fi ·ms .h · ch n g 

on h n , '1 
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4.1 Data Collcc·ion .t-lethods. 

:J n this . t 1d ', d tt col] 8Cted \vas of two ·ty~es r 

name' ly sc ond try d nd primary da·ta. 

4. 2. 1 _?econdary data. 

This data forms most part of the literature review. 

The data was collected and organized from a myriad of 

sources. These sources were categorized as: 

(a) Government sources. 

With regard to price controls, governmen·t sources were 

among the most invaluable source of secondary data. From 

the central Bureau ot Statistics it was possible to gain 

accessibility to the following government documents: 

(i) Statistical Abstracts. 

(ii) Economic Survey Journals. 

(iii) Kenya's Annual Expenditure Records. 

Another very resourceful Go P-Lnment s urce was the 

Governrr. nt Pr~nte \Ihe:re, u.~ far n.· possible, documents 

such as the Price Control let, Peek y Kenyn 1agazines 

and Pr'ce Cont ol f'lcs uere obtained. 

(b) t y So 

· cl lCh 

( ) u 
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(U) 1\.f.r..' Ct n Busj )CSS Journals. 

( i V) 'Jl}. Of'Ll.b 1 Ct)Ol.'t~s. 

(c) Acad r i . Sources~ 

tlw library in general. 

4. l. 2 

In this nature of study, manufacturers attitudes 

towards Government Price Controls and their administration 
-

in Kenya were collected.by questionnaire method. The 

questionnaire \vas pre-tested on ten firms and ammendments 

made on the questjonnaire by reorganizing and removing 

bad items. Then the revised questionnaire was 

launched to business executives. 

In the survey, executives were presented with 

Likert-type statements dealing with social, c onomic and 

regulatory aspects of prjce controls ,nd were asked to 

either strongly gr e, agr~e, strongly disag·ee, disagre , 

or neit 1 agree 1 r disagt e 1' th ch sta cmcn t. l\ 

iv )Oi l u~ d j1 th que~tio nairc. 

In the ll X U al o 

c 



72 

Dif:fc11tial WclG \.WPd be ·vusC' c f its simplicity and 

ma.inJy colLeC' by \bing Like:r. t-Scale and Semantic 

D:Lfft;r·cntl al 'Lechni ucs alt.hough several other ques·tions 

which dld not f 11 in the above categories were also presented. 

In this study vlhich ~·las conducted between March 1983 

and October 1983, attitudes towards particular aspects of 

price controls were obtained from a population of thirty­

eight business executives of thirty-eight manufacturing 

firms. A breakdown of the business executives was: 'Len 

General Managers, five Managi~g Directors, sixteen Sales/ 

Marketing Managers, five Chief Accountants and two 

Financial Controllers. Each business executive represented 

his firm in ten11s of attitudes and opinions toward 

Government price con·trols and their administration in Kenya. 

4.2 Samplinq '~iquc. 

In Nairobi, there are many manufacturing firnts 

engaged in the manufacture of various products. \'Jhile 

some firms produce one product, others pJ·oduce a ange 

of products. A I ... ir ctory of Hanufac uring fin s in enya 

of 1977 indic d that am jori~y of U f' ·rns do no 

0 uc ri ntroll d p·oduct .o n 01 er o 

n 0 li 
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lc cation rc!~pcc i" 

Since tlle list of the thirty-eight firms was 

si.gr:..i£ic ..... 11 Lly lul.':Je uuJ exi1dllS L..i ve, anci products 

manufactured by the firms were diversified in nature, it 

was decided that all the firms be surveyed. Another 

reason for surveying entire population was that after 

pre-testing the questionnaire there was diversity in 

opinion of ten executives,meaning the population was 

heterogenuous. This study therefore was based on the . 
entire judgement 3nd convenient popuJation. 



CEh.PTEH 5 

:) • i. 1).1'/.1'1\ 1\Nf\.L ~~·.I b. 

t·• "dec· anaJ y:-,;(~Cl by a variety of methods 

or tcclHLl\IUCS. 'l'hese vl ~rc i.t:em c::malysis, pe:r:ceni:ages, 

avcragec;, content description and its analysis. 

'J'ablc 4 su"1unari zes the res·ul ts of the executi v2s 

survey whose firms engage in the production of price controlled 

i terns. ·rhe index in ·the last column of the table was calculate.d 

by s~.Abtracting from any given attitude statement, the 

percentage of respondents v1ho disagreed from tlJE:! total o:L those 

who agreed. A positive index indicates a preponderancs of 

agreement, a negative index means disagreement. It was decided 

that tbe best way to discuss the below findings is it.e,n by 

item analysis. The discussion will begin with economic aspects 

of price controls, followed by social aspects and end with a 

discussion of the regulatory aspects. 

The C!xecuti v2s' :respcnses to tlie bipolar adjectives which 

reflect the character or performance of the staff in the Price 

control Department a:.:e surru lar L zed iil 'l'able 5. 'Phe average 

core in the las column of t~c ~able ·las calculated by '- cicling 

up to any given set of bipola · a jective , the score oj ach 

respo d n T'1 t t 1 sc - o1 t · is th n d'vide~ ~ the 

0 d 0 th t .;;> t 0 i 

0 1 
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• 2 PRESEt1 '.!:'ATION OF THE FINDINGS. 

'l'APLE 5 

(N --= 38) . 

Strongly bgrec Neither Agree D~sagree S·:o~g:y *I~dex 

Aoree ---------- or Dj_sagree o:. a- !:ee 
--"'---

c controls do not improve 

of ... roducts produced. 38% 50% 6% 6% !)% 8~ 

- ?rice Controls result 

prices. 12% 41% 1?9-
~o 

35g. ')% lE 

can 

S- 0 tput. 12% 24% lSi> 29% l7b -1( 

.:ce Controls have been a major 

on profitability of 

299.> 4 7% 12% 12% )% 64 

r~c~ Controls co.tribute to 

• 0 t"'ges of esse.tial oroducts. 28~ 22% 33% 1P6 )% 32 
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Strongly Agree Neither Agree Disagree Strc n g l y * Ind E· X. ---

Agree or Disagree Di s ""-g r e e ----
price controls do 

n trol inflation . 1 8% 65 % 17 % 0% nr 
v· 8 3 

r c controls ha·e been 

~ ··c rotecting 

r . 18 % 35 % 12 % 29% 6~ 18 

Controls affect 

decisions o£ 

0 fi ·m . 12 % ~) 3 % 24 % 11 % 0~- 54 

r e Controls reduce 

opo y power of 

c a ies. 6 % 4 7 % 18 % 2 4% ~51, 
.JO 2 4 

r ce Controls have no 

~ f-U nee on capital 

r cture of compa..1.ies . 0 % 3 3 % 33 % 22 % 11 % 0 



t 

1 . _tt .g price ceilings the 

ro 

Controller hould tuke into 

11 costs of prod~ction . 

P~ic Controls are 

s nt,;.a 

C ntrols help raise our 

rd of liv..:..ng . 

ey spent on price 

lS wasted. 

cts. 

should be consultations 

Price Controls Personnel 

· f~cturers 

c-pects. 

-~ce Control Administration 

~ too stri '*-

7. rice Centro Act does enhance 

- nufacturer protection. 

77 

Strongly A~rree Neither Agree Di~agree Str~ngl~ 

AgJ:"ee or Disag_E_ee 

59 30% 0% 6% 

6% 17% 22% 44% - 1 > 

0% 24% 24% 25% 8 j 

12% 12% 52% 24% 

47% 47% 6% 0% 0 ~-

6% 24% 58% 5% 

0% 0% 35% 41% 21% 

*Index = (% agreeirg v'lith statements minus % disagree.:'n<;). 

7'2 

-32 

-29 

0 

94 

18 

- 65 
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\'Or i l"Ci I <' rqF>l i i-·H ('f' ::'~~('rJ~,r-<·1-~ ~,~..-.,-'1,~,_-·~-

----~---------- -~ 

One of llc nt., of a mark12Ling mix is price, 

and goods of: high gua.li ty can be sold at a tligher price. 

'J'hat is the hetter the quality the higher is the price. 

Tl1is may go along with winning the loyalty of 

conswners. Executives did not think thc:,t price 

controls were useful in improving the quality of the 

products produced (index = 82). They did not see the 

possibllity of price controls induced improvements in 

products. 

~. In general price controls result in lower prices_. 

A positive index 18 shows that executives in the 

study thought that price controls result in lower 

prices. Lower prices is one of the purposes of 

controls and if prices cannot be lowered then the 

term "price centro l-:5" vlould not suffice. Price is 

one of the v ria les in the rna -ketin mi.· that a 

seller m-n·pulates (or coordinates) in order to 

achic 'e a g ·.v n s les olum . 

t v in h 



ontr:nri... 'I'hls response is unders t.and.:1ble because the 

relationship beh1een price and oul-ptlt is a complex o:::1e, 

pa:rticuJ u.rly j n both monopolLJtic and cornJ>et·i t: .i ve. rnnr}<:pt-

J" .quire.~; a clear unders-tanding 

of all faclors \·,h- ch · nfl uencc the market forces. 

4. P~ice Controls have been a M~jor Constraint on ---·-- - ---

Profitability of your Firm. It is generally agreed 

that the financial objective of the firm should be 

the maximization of owner's economic welfare. However, 

there is disagreement as to how economic welfare can 

be maximized. Two well known and widely used criteria 

are profit maximization and wealth maximization. 

Where price controls are effective, profit margins 

are reduced. This is true in the case of increased 

costs while p£ices are not permitted to rise because 

of maximum price levels. As indicated by index 64, 

executives were in strong ag~eement that price 

controls have been a 1najor constraint on profitability 

of their firms. If a firm is unable to operate 

profitably, it is likely to close down in the 1'( nc; run 

since it may lOt cover j ts cos s of pJoduction. 

5. Do 0 Short gcs of -
r ucts? 1 itiv~ 'nd X 33 sl o 1s th t mo t 

t ly "y 11 h 0 ... 
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maxinll.ml pric..'e set belav the eq1Li J i brium level, t.here is a tendency 

to ho :~.rcl es~; n t..i c 1 ,-.:Jdu ~ l:s. At t trnes storekeepers decide on who 

f~hon'l d (I t t h T·., .J.'t •. • -
.J.;. •• _ ... _ .......... 

s;oocls nkty b kept under the counter and later sold 

to guln- customers. 

control the price that producers get for their 

product effectively, it may not be able to effectively 

control the price at which the retailers sell to the 

general public. At retail level a black market is 

likely to develop because consumers would be willing 

to pay more than the controlled price for the limited 

supply. Tile Jevt:::lopwen·L oi the bl ack market arises 

because there are a few people willing to risk heavy 

penalties by running a black mctrket supply organization, 

and" a reasonably large number of people are ·willing 

to buy products illegally on black market. 

6 . I1 Kenya Price Controls do not control inflatjon. 

A positive index 8J showed that pl:-i ce controJ s do 

not erfo1m the role of nti inflationary measure. 

There r various types and causes of jnflat·on. 

D 11 ;nfl t;on ; d·' tr· " x · 11 )1 nned • • • ... v ds~v 1 a 

c ri d of y boom ncr as 

or 
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push inflation is cause<l by increases in the cost:. 

of the factors of produ-·1 :ion, whi.Jc bott l eneck 

pr.oducl. i ot , c•n m (_xchanqe and collapse in j_mpo:r:t 

suppJ y. St tl e executives thought tha·t price 

contJ~ols cUd not control any of the above forms of 

inl.:lat:Jon. 'l'tns response is consistent. with ·the 

popular agreement that price con·trols con·tribute 

to shortages of essential products. Disappearance 
J 

of essential products from the marke·t may hike the 

prices of the essential products. 

7. Have price controls been effective in protecting 

consumers? Executives were in agreement that price 

controls have been effective in protecting consumers 

as shown by index 18. One of the roles or reasoas 

behind price controls is consumer protection, and 

consumer protection involves the legislation of 

minimum price and maximum price level. 

8. Do ;erice ccision~; of 

your fir!':'l? Executives, a"' sho·m by pvsitive index 

54, tho ht th t rice con rols < • ccteu thei· 

d he n 1cr o thi 0 

n a c 
I ' l c 

c 
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items all togethe- , nr 'mp' rting non-controlled 

ravl mate r:L · ls. In Test rs, i y opting to one or the 

, ' ... ~·-- ... 

9. pri..££_J~oil t.rol~ r ducc mo11opoly power of companies. 

Most executives were in agreement that price controls 

reJucc monopoly po·de~ of companies u.s indicat.e<.l by 

index 24. Where the government sets price ceilings, 

most companies are prevented from selling their 

products at any price they so wish. In this case most 

companies are reduced to competitive levels, hence 

perfect competit~on. But this perfect competition 

can be oven1helmed if the products so produced b~f 

that company are of heterogeneous nature and are not 

produced by other firms in the same industry. In 

some cases some multinational firms use price as a 

strategy to increase their monopoly r..cr.·lato. So to 

resLrict this Ke nyu. Government ha~ introduced laws to 

enforce competition. 

10. Do price controls h ve influ nee on capital st ucture 

of com~· s? ·xecut've~, s sho n by indc 0, 

er ut ided on he 'nfl.ence of pr .e co trols on 

c it 1 tructu c of camp n ..... T y 1 r 11 

to c 't 1 ct l nom 

( 



term debt, prcfe ·ence sh- n~ capitc:1J and ordinary 

sh;:1}.0 cnp.i tn .i.11<..: ding !:c'scrvcs and surpluses 

(rr:tainccl C<~lninq;). A bOllnd or Cl;nwnrrir'ltP r?;:-li+-;> 1 

structu- o o p ny ought to have the following 

f ntur s: pr fitabiJity, solvency, flexibillty, 

conservat·on and control. Generally, the foJlowing 

factors mu.y be considered whenever a capital 

structure decision has to be taken: leveraqe (trading 

on equity), cost of capital, cash-flow ability of 

the company, size of the company and floating costs. 

The index 0 cannot help reach a conclusion as whether 

or not price controls affect capital structure. 

May be, this question was difficult for those 

executives who have never had a course in Finance to 

figure out the influence of price controls on capital 

structure. 

11. In setting Erice ceilings, the Price Controller should 

take ·nto account all costs of productjon. 

Executives ~ere in strong agreement that Price 

Controller should take ·nlo accoun all costs of 

p eduction is s tting prjce c "lings, as shown by 

'td x 78. E· cu v sf 1 tl at 11 cocts of rodu~tion 

in lud co of r rj la, abo r nd 

0 t \oil 



12. ~n Keny_st_0_r.~~e Cont.tl l~~e "n~~- ~~~nt:!:_~~· 

A neqati ve Lnd x 32 :indicates thai: most cxecuti ':es 

Jy Wa r · ''lll) 1 rc p . , ' t ttl~s stau~ment. 'Tnis shmvs that 

price C011t1· .; .in 1 cnya are essential. It is possible 

to give re~~onr as to why price controls ar~ essential. 

Pr · ce cont1:ols can play the role of protect.ion of 

consumers; control of monopolies, control of inflation 

and producers protection. The response to this 

statement by the executives is in strong agreement 

with consumer protection , monopoly control but in 

very strong disagreement with the statement that 

price controls do not control inflation. In Kenya , 

therefore, price controls do not control inflation , 

as shown by index'83 above. 

13. ~rice controls help raise the standard of living 

of Y;_enyans? 

Executives dld not think it docs as 'indicated by 

ne0ative index 29. From the response to the 

statement that price controls have been effective 

in protecting consuners, it appears that execut'vcs 

who did not h e a course in "'imple economic thea y 

f d it d'f+'cult to fi ure out hm'l ic con·~o ., 

j 1 th nd of 1 · ving nd con m er 

v 0 0 p 
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' encourage consumers to purchusc more products and as 

such reduce the covt of living. In this case price 

controls ~.wne.~.ute 'c n:~umption, and thus contributing to the 

wno.l c<.:on my. con~rols are ettective 

"Ln J< w rL1 l. Lc ~, ·h re j s likelihood of increased 

t1ggr gLtc d ·rna d. Pcrhars the negai:ive response may 

to control inflation, hence fails to improve the 

living standard. 

14. Is much money spent on price controls wasted? 

Executives, as indicated by an index 0, were 

undecided as regards this question. They were unable 

to JUdge vlhether the rroney was vlasted or not. Here 

there is some inconsistency. Peihaps this 

inconsistency in the response is due to failure 

on the part of the cxect:;tives to conceptualize the 

wide role of the essentiality of price controls in 

Kenya. They might have lool~ed at price controls u.t 

company level rather t.han at national le rel where 

pr"ce controls are perceived as a tool of ccono~·c 

m n gement. 

5. 

( 



or 

Price Co~~trol Personnel and J'.tnnufacturers. There 

was no other statement upon \·lhich cxecul:i vcs were 

as agreed on As tl1'• on . Con~ultation will create 

good num·n r '· a ion~, .·u n qu~n1· .I y rcsol ving standi.ng 

bal:tlc', i.E CJ.llj, b \•lC n 11' me nufActurers and the staff 

in the P i c Con t1· l. Department. 

B~~J.u.to.EY Aspects. 

16. Price Control Administration is too strict. An 

index 18 indicate that most of the executives thought 

that Price Control Administration was too strict. It 

may therefore be stated that price control need 

relaxation . 
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TABLE 6 

CHJ\.J.U\C'l'Bl\ OF 'J'llE S'l'l\FF JN 'J'liJ·; PHlCE CON 'rP.O L DEP AR'l'M;.SNT _____ . __ ...... -~... .. -------·----------· ... ···--

18. Well ·i nf nn 

19. Domi"nant: 

20. Competent 

l ' .) 
r 
..) 

~_,___. 

\-+-~ 

\ 

Uninformed 3.2 

Sul-.>miss i ve 2.3 

Incompetent 2.8 

21. Flexible 3.5 

22. Reformative r-'----4 Reactionary 3.2 

23. Organized :-1. I Disorganized 3.0 

24. Unintelligent Intelligent 3.6 

25. Efficient Jneffjcient 3 () 

26. Responsible Irresponsjble 2.3 

27. Easily satisfied liard to please 3.7 

2 8. Humane Ruthless 2.8 

18. Well Informed - Uninformed 

An average score 3 .2 indicate that the personnel in 

·he Price Control Department was uninfonned. Being 
I 

uninformed could be the r(!.Ul of lack of initiati 10 

to com -bend the concept of pr·c~ centro a , ch~nging 

rk t c . stru urc ad ossibl! tlc rric 



"" ,, 

19. Dominant- ·· Submissive. 

Exccutivef', us "'hO \'11 ''Y aver l9C 2. 3, responrled thnt 

loroi 11<lll 1 

the m.:tn u r (.; lc ime to table their proposals , 

for ins·< 1cc, a Jplications for price increases. This 

dominance role cou d lead to suppressed feelinas, 

which could have been useful to the Price Controller 

for decision making purposes. 

20. Competent- Incompetent. 

An average 3. 0 :i:,.1.dicates that executives were 

indifferent. They did not seem to conceptualize the 

compet.ence of the Price Control Pen:::nn"lle . . Tl'.cy 

v1erc unable to identify the skill or proficiency of 

the staff. Perhaps, as far as indecision is concerned, 

executives do not meet the Personnel regularly. 

However, competence might have been difficult to 

conceptualize as well. 

21. Flexible - Inflexible. 

Executives, as sh~1n by an average score of 3.5, 

indicate t1a the P rson c is inf exible ·n their 
d L .. ion..,. n 1 xil 'l'ty is in ·elat'on o f ilurc 

to c ol polic ' r .nev m ·k t 

0 c 1 y th 
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the changed price and cost st~uctures. In other 

word1:; it may be · tatcd that :i. t takes too long to 

22. P 'formu · i Reactionary. 

An avc·age of 3.2 indicates that the personnel in 

the Price Control Department were reactionary. The 

response to this question is consistent with 

inflexibility, which is indicated by the above 

average score of 3. 5. Most respondents were j_n 

acceptance that the staff was unwilling to bring about 

changes. 

23. Organized Disorgani7.ed. 

Most executives, as ~hown by average score of 

3. 0, v1ere undecided. It was actually difficult for 

many respondents who have never had a course in 

management to figure out how the Price Control 

Personnel or Department is/are organized. Organization 

may be defined as an aspect of planning, concerned 

vJith -t:rc definlt ·on of res•)onsibilities of the 

execu ive, supc1visory 1d specialist posjtions into 

~ich n nagu ent process has een subdivi~cd; and 

t for 1 in r el tions e · bli hed by ri· ue o£ 

c v on. 'bi . 45 
~c . vi 1 o thi 
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definition by Br~ch, it might have been difficult 

for executi vcs )Uts.i d nknag .. m -nt posi tiou.s to 

and cd ove ~tl th j n 'gra t:Lon of the functions :Lnto 

the hUHhlil of act'vities. 

24. Unint lligent Intelligent. 

An average of 3.6 indicated that most of the people 

in the Price Control Department ware intelligent. 

They had,the ability to figure out the operation of 

price control policy, that is, pricing policies, 

costing and even the general understanding of price 

controls. 

25. Efficient Inefficient. 

In connection with this i.tem , an average score of 

3.0 showed that most of the executives were undecided. 

Most of the executives found it difficult to measure 

the efficiency of the people in the Price Control 

Depart ~nt. Efficiency is measured in terms of the 

output/input r~Jationship. In order to understand 

th's relatione ip, conceptual skills are r0quired. 

So tl respo d nts indec · r ion s ot usefu fo 

d c · · · n m kiJ rpo~ es. 'rhe 1 re un. b c to 1'1 su -

i r u 

1 

1 t t 0 

0 

o l a 

i i 
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26. Responsible lrl:espor.s iblc. 

Exec 1.1 t· i.vcs, C1'.3 sho\,'11 by 'l.VCragc 2. 3, were cf the 

ori r i (l,.., t 1 ., t 11 

disclwrg Ln;,r 

rr 

du 'cs. responsible person is one 

who bar· an bl igatj on to use aut.:hority to see duties 

ar0. performed. Hhen a person accepts autho:r.itv, he 

has in essence accepted responsibility and accountability. 

Unfortunately the two are not normally understood and 

as a result conflict and confusion emerge. Eventually 

a surbordinate fails to understand that his performance 

will be evaluated and be held accountable for the results. 

Perhaps executives were not able to comprehend what 

res~onsible ~t~~£ ~~2~t. 

27. Easily satisfied Hard to please. 

An average of 3.7 showed that the Price Controller 

and her personnel were hard to please. An interview 

with executives reveaJed that the Price Controller \las 

actually feared. '-Jhcnevex· exccuti ves rece:i.ved a 

letter from ~ e Price Controll_r, even if it was not 

in comformi y ·lith price increase proposal, they 

fond it diff'cult o complain for f ar of eing 

id n i i Irst d Lh y uCC pt d price~ s laid m ~ 

h • oll r. thi cu tl r y h 

( c n 1nv 1 , 



28. Humane Ruthless. 

Executives were c f U c c,pi nj on that: the si: a.ff vras 

:Ls iw~o~,!·.i.tL:nL vi·ll the Rbovc opinion of 3.7. The 

incoll:d.st:oncy rnny be true if executives viewed the 

staff at subordinate level ra.thc:::- than at top management 

level, the Price Controller. 

Aparl from the above results of the survey, executives 

were of the opinion that price controls ~n Kenya were 

effective. Their responses are shown in the table below. 

TABT.F, 7 

, PERFORJ'.1APCE OF PRICE CONTROLS 

RATING OF CO~TROLS 

Effective 

Ineffective 

Do not know 
TOTAL 

PERCENT OF EXECUTIVES 

55% 

19% 

26% 
l 0 0 ~ . • 

T Jle 7 su~na·izc~ ~ e ~esults of performance of price 

controls jn Icnya. ,rem the table, 55% of the executives 

rated th controls a· effe tive, 19% r ted the controls 

c e'ng f cliv , 11 ile 2 'Q. of he cxecut · vcs ' r 

J, pr'ce con xol: in I nr wcr 

c 0 tl . 0 5 9 

3 
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a. more serious problem with rcgu.:cd to pric0 controls? u. 

most r.:~spondents were indif f- rt.nt sinct:: ~'>0% of ·the 

problem wh.Lle 50 f t.l ' J L!: pondcnt.s indicated that the 

price cont~:ol m '~11( n Lcs was more serious. 

Manufacturers of Price Controlled Products. 

In the survey most manufacturers made the following 

recomrnc~ndations in respect of price controls. The 

recommendations, if taken seriously by the Price Controller, 

can improve price controls operations, the mechanics and 

t.he administrative aspects and· subsequently reduce 

undesirable influences on the suppliers of price controlled 

products. The reconunendations are as outlined below. 

(a) That there should be flexibility of price controls 

and reg·ouping of products. Companies can no longer use 

comnd ssion agents due to tight price controls. Regrouping 

of products per zones vlOuld perhaps be~ the !:x~st system of price 

c.::mtrol such as that governing tl e su.le of Unga, Cement, 

Milk, l ad anong ot ers. Cjven that price in Ha.irobi 

or Hom is diffe ent from Garissa, Lamu and 1ander . 

m f s uld be a 1 to p y for a e mont of tr ~-

0 nd 

c 



a wide area . This recommcnclat"ion the:r:eforc calls u~:on :':i::-ice 

controlleJ: to have generu know] edge of the p:('i.ce stru·:b.1.r·es 

all over the country. Th'. ommcndation of flex-Lhi 1 i hr 

confo:rll1s with th l CqonGc t.o item number 21 on page (89). 

(b) That there should be more consultations between the 

Price Control Department and Indust~y, Wholesalers and 

Retailers. The Price Contro lJ.er should l:Lctis e with the 

manufacturers before increasing prices. More consuJ.tations 

will require that the price cont rols be managed by more 

humane people, who should be honest . Sta ff should be 

serious in th~ir considerations or price increases and the 

criterion to be used to allow price increases and marqins 

should be clearly specified and understooJ by all in order 

to minimize any misunderstandj_ng. 

(c) Increase accounting staff in the Price Control 

Department. Accountants v1ill be iH bet·L.cr position of 

reviewing cost structures and price ~truclures assess 

their snitabili ty in a\·Jarding price increases . 

(d) That compu r~ he increa ed l xeauc burecUCLacy . 

This 1i 1 evit bly r u the o n ff'ci net 

nd ir c a eft c jv of tl t n ' ny . 

( ) v 
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but in nny ~ase shouJd no~ bP more than 90 days. In 

connection with thi::.~, most executives were of the opinion 

that it should take an :,v( . .l. • qc of ~;o days, but a maximm:rl 

r; r: (\ ('I r; C J.'" t I..J ' •' '- 1 I 1.,. , 
. . . 47 . 

..... .J ....... .. .~.. ' 1 ... ~~ .. '"""'- _ ..L LJ 11 c • ..eJ ~ J v c.;,.;. .J.. c..... -:1 1..::! 

of 50 Clc.1ys w.i.ll ~; v n lUft cturcrs from being antagonised 

by the price controls. 

( f ) 'l'h dt all lev\:.!ls of consumption to be considered if the 

standard of living has to be protected, This is a very 

impor-tant recommendation because some manufacturers used 

inputs that were not price controlled while their items 

were price controlled. Others supplied their items as 

inputs to some firms which did not fall under controls. 

This therefore calls upon the Price Controller to review 

prices of suppliers, producers and consumers goods before 

fixing prices. Also profit margins for manufacturers, 

wholesalers and retailers should be carefully worked out 

in order to ensure that there is fair distribution of gains 

in Lhe case of profits. 

(g) 'rhat there should he a CO!nffiittee of consumers and 

manuf cturcrs to advise the Price Controller on a regular 

basi~ . 

(h) ll c C n o 1 r huu)d 'nclude all co t of 

ro t ti , . o· g cot UCl 

7 
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as sa] cs tax. 'I'Lc gov"')rm.ent. shuul.:l 10'L: ;cc pr:i.ce contJ:::·ols 

J..~..olll,.;l,u~, J.JUl- u JlllJl...LVc.lL.O.L 

manufact.ur.cr'> .i 1 h pt oduction and eli :..;i.:ribution of 

essential it ms. 

(i ) Very often does the Price CnntroJler takes 

seriously the viev:s of "·vocal producers" as opposed to 

many small producers. The Price Controller therefore 

should consult even the small manufacturers and get their 

views before taking up anv decisions. 

The foregoing recommendations may be useful in 

improving price controls but the extent to which they can 

be implimented depends basically on the Price Controller 

and her administratjve machinery at hand. 



LIMITATIONS, SUGGES'l'IONS 1 SUMI'ItAHY AND CONCLUSIONS. 

6. l. Limitations of the tucty. 

it had some J im'lnt.i m~· vhich m· igated better results 

than th on s rais c in the study. These were: 

(l) A study on price controls seem to be a sensitive 

one. When conducting the survey, some of the respondents 

respondents strongly felt that the interviewer was an 

agent attached to the Price Control Office aEd so it becarre 

difficult to get some data from them. Apar-t from being 

associated with the Price Control Office, some 

manufacturers thought that the nature of information 

sought was in the interest of compe·ti tors. But after 

pursuading them for some time, some ans\·Jered the 

questionnaire with some degree reservation in their 

explanations. InspitG of this drawback all the executives 

responded although there were non-response to some questions 

in tl1c study. 

(ii) Aioth r limiting factor j this study was time. 

Where an a oin_ment \lils made, C)~ccuti r s affordc 

ittl ti e £ i tcr lS. Pe haps mo e dala ou d 

h n co t y c eu 11 for 

0 tUI 1 i 1 nt gov rn t 



operations of business venL.urc.'s so much that li tt.le 

attent.ion is given to 1·es ccJCb J~S. .Ln some cases 

suJnf;; exccut ivr.!~· thougn a1 I oi tn.ments in·terfered 

with thci r. wo1·}· . i nee ho;...y \;ere to be evaluated on 

t.hc bas i.s of: th i r performance and time savings. 

( iii ) In any given situa~ion, or time horizon a study of 

attitudes is a volatile one. Possibly, different 

results would have emerged had the study been 

conducted at a different time. This is so because 

with time, ideas change, prices change and thus stud:Les 

on attitude ought to be updated to incorporate most 

recent data. Finally, pre-tested samples might have 

had varied attitudes after launching the final 

qo.estionnaire. 
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6.2 SUGGESTIONS FOR FU~THER ~ESEARCH. ------
In connection with further rr:search work, four 

possible research <.l.l: n C< n r..~, rcconuncndcd. 

( i ) In t.hi!3 study, 1 l:i ·~-rc turc rev.icvl was gathered 

from two ureas. One wcs the aJready researched work and 

it may be necessary to carry out an empirical study to 

justify the importance and extent of the theorized 

literature. Some of the theory could be tested for 

applicability and suitability to the Kenyan setting. 

(ii) The study on attitudes was solely based on the 

manufacturers of price controlled products. Perhaps a 

study on comparison of attitudes of manufacturers, 

wholesalers, retailers and consumers could be more viable 

and useful for decision making purposes. 

(iii) Most researches in Kenya seem to have ignored the 

actual mechanics of price and/or how companies arrive at 

the'r prices of essential products so as to ask for 

increases. This study could only be co1ducted if firms 

v1erc ill· g to provide data ·egarqing gross marg · ns of th ir 

f'rms. 

( • v) 0 z o g niz ·on . uctu of ri 

c nd 
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6. 3 SUMf\1/\HY 1\ND CONCLUS 1 ONS: 

pr.i.ce C:OliLJ U.LS I II l !IJ'd <HI(l !Jl '-> 'Jl. 'll lt!, ' UltS 0}1 a·tt.i.tUdCS 

toward p1: l c co11 tJ ols held by bu:.; .inc~~_; cxecuU. ves from 

various firms :in Nai ·olJi that m~nufacture price controllec1 

beginning of the Second \·Jorld War as pu:ct of the~ War time 

regulation. During the pe~iod 1939 and 1964, various Can.rnitu~es, 

Commission and Ordinances governed the operation of price 

controls. These vlere Cost of Living Committee formed in 

1948, Vasey Cost of Living Corn.rnission formed 1950, Leslie 

Cost of Living Commit.tee, (1953) and Price Control Ordinance 

wluch governeu controis between 19:,b ana 1964. After 

independence but before 1971 price controls were gov~rned 

by tvlO agrccmen ts, that i.s First and Second 'I'riparti te 

Agreements of 1964 and 1970 respectively. After 1971, price 

controls were administered using the General Price Controls 

and Specifjc Controls. 

In Kenya determination of costs is normally done 

by tvlO m_thods, absorption casU ng and direct costing 

fo specific and general controls re~pectivcJy. Apart from 

cost det rr ·n tion, 10 t of the price controll d produce 

ate ic 0 tl i of c t-pl• pro ch, hich t k s 

to cc t co 0 on 

h y 
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(landed cost). The effect of price controls on investment 

and profitability of firms n TZ r1yn has been relative. 

been on the .i ncr cW ' whj f r Elliots Bakeries Ltd. and 

Kenya Nc1tj.onal Mi .1ls, hnv, r corded declining profit levels. 

Delays in approving o~ders result in temporary stoppages and 

shift to new products which do not come under price 

controls. 

Most respondents in this study - executives - expressed 

their confidence in price controls. They agreed that 

price controls are essential to the Kenyan economy. This 

is so because the controls play the role of consumer 

protection and reduction of monopoly powers of companies. 

Most respondents were skeptical of price controls policy 

regarding its control of inflation and manufacturer 

protection. If as the findings suggest, price controls 

lead to constraint on profitability, output, investment, 

quality, and contribute to shortages of essential products, 

it is a reasonable assumpt.ion to make that it is losing 

effectiveness at he margin in its ability to perform 

its role properly. \•1hat can the l?rice Controller do to 

improve control r The first step is increa~e consultations 

1'th factur r . This can only be possi lc if the price 

cont 

or 

t f 

d 

fl 'ble, cfo 1 tive, e y to c tisy, 

d n n 11 f' n 



CHAPTBR 7 

BIBLIOGRAPHY 7\ND APPENDICES 

-
7. l. 1 Formula. X = <-* fxi ----- N 

Where ::::: mean number of days. y 

<I- ·- Sigma . ...::..-

f == Frequency. 

xi = Mid-point of each group. 

N = Population. 

This formula was used to compute the average number 

of cloys J:"Pflni :rec'l to process c=>nc1 0.p;::rove or :rPj Pr:::t 

applications for price increases. 
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2 

ct~ n deals with att~tude-opinion statements . Indicate with a t~ck (~) 

u rong. agree, agree, neither agree nor disagree , disagree or strongly cis~g~ee with 

ti 1 r st tern nt. 

pects. 

r cc co trols do r.ot improve the 

l'ty of roducts produced. 

g er~l, price controls result 

... o ·er prices. 

e pr~ e controls can 

.... r s out ut. 

i-
1 
I 
I 

! 

I 
f 

Strongly Agree 

Agree 

I 

--~ 

Neither ris21gree sy ·r )!1gly I 

Agree nor u: s gree 

Disagree 

I I 

I - I 

I 
I 



r-c controls have been a major 

tra~nt on profitabili ty of your 

5. controls co~tribute to shortages 

se ti~l p-oducts . 

I · nya , p·ice controls do not 

control the le el of inflation. 

r~ce centro s ~ave been effective 

rotecting consuffiers. 

8. rice controls affect investment 

- cisio s o your firm. 

9 . Pr' e controls reduce monopoly 

r of companies . 

rice controls have no influence 

c pital structure of coffipanies. 
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1

1 

Strongly 

Agree 

Agree Neither 

Agree nor 

Disagree 

I Disagree 

I 
I 

i 
1 Strongly 

1 Disagree 
I 

I 

I 
I 



So 

t' g price ceil;ngs, Price 

ntroller nould take into account all 

of production . 

pr'ces controls are not 

~r1ce controls help raise our standard 

0 g. 

h cney spent on price controls is 

sted . 

spects . 

. re should be consultations between 

Pri e Controls Personnel and 

:1 facturers . 

10'5 

[ 
1 Strongly Agree 

Agree 

I 
j 

' ! 
~ 

Neither D~sagrce 

Agree nor 

IDisag:r :::e 

I 

i Strongly 

Disagree 
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controls administrat ion is too 

106 

Strongly 

Agree 

Agree 
I 

' 
!Neither 

!Agree nC'r 
I 
'Disagree 
, 

I 
;Disagre~ jstrongly 

'Disagree 

t ct. 
I 

l Pr 

tro 

r ct 

. Control ct does :i:l.O"!: enhance 

'"'Cturer prote~tion . l } 
II: 

T is ~ection deals with adjectives which reflect the character of the staff i:1 the Price 

part ent. In each set o£ adjectives use X in one of the das~es l to 5 t< indi cate the 

of the staff in the Price Control Department. 

1 2 3 

Pa i.e t 

4 5 

X Impatient. 

d shes for the above set of adjectives W9re assumed to be very natie~t (l); patient (2) 
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putient nor i~patient (3), impatient (4), very impatient (5). In the above case the 5th 

rke ~ X meaning the ans·.,;er is that the sta.ff is very impatient. 

1 2 3 

· 11 J.. formed 

4 5 

Uninformed 

Submissive 

Incompetent 

Inflexible 

Reactionary 

Disorganized 

Intelligent 

Inefficient 

Irresponsible 

Hard to please 

Ruthless 
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SECTION III: 

Answer the foLI.mr:L ng: --

Kenya? ( ) 

(b) I1 eft ctive 

(c) Do not know 

30. Indicate with a tick (·) how long you would like the 

Price Control Department to process and approve or 

reject applications for the price increases. 

0- 90 days 

91-180 days 

181-270 days 

271·-360 days 

Over 360 days 

31. Which of the following do you consider to be a more 

serious problem as far as price controls are concerned? 

(a) Price controls administration( 

(b) Price Controls Principles ( ) 

2. \hat i r 'rn nts 10Uld you lie to ree in PrJce 

c nt · listrc i0n. 
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