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ABSTRACT

This research project has discussed the scope of price
controls and has as its main objective the study ot
manufacturers attitudes toward Government price controls and

their administration in Kenya.

The project starts by defining 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
pPower of some companies> Cost determination, as the paper
Suggests, are done on the basis of direct costing and
absorption COStlng, although the Finance Minister may from
time to time alter the costing methods. The pricing of
Products is done on the basis of cost-plus approach. This
approach is mostly applied because of its simplicity. From
the origin of price confrols, price controls have been

changing with the inception of Price Control Act and Price

Control Department.

The findings suggest that price controls in Kenya are
essential, They are essential to the extent that they
Protect consumers and control monopoly powers of companies.
But executives were deceptive to the role of price controls
in Preventing inflationary spiral and manufacturer protection.
¥ The Study also indicates that price controls result in less

Profits, restrict output, lower quality of products and




“contribute to shortages of essential products. This

is because of uncooperative attitude of the Price

Control Pérsonne]. SO0 to minimize the above constraints.
more consultation between manufacturers and the Price
Conﬁroller is necessary. Last and by no means least, there
should be flexibility in controls and regrouping of PEDAUCER
reduction iq the time for processing applications and the
‘inclusion of all costs of production in the determination

of costs and prices of price controlled products.
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INTRODUCTION.

Ultil a itew years ago, very little research effort in

Kenya was devoted to the study of price.controls as a tool

of economic control. AHowever, the recent implimentation
Of price controle have caused financial analyste, economlsts,
anq 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, if .-
the price mechanism is intervened. ' For the financial
analysts, they worry over its effect on the investment
décisions while marketers have as one of their major concerns,
the impact of price controls on the level of sales and
Profitability X

Most studies on price controls seem to have concetrated
on the iegal aspects of price controls such as the operation
of theVPrice Control Act and the general aspects of price
controls. A close examination of the foregoing areas
reveal that little effort, if not none'at all, has been
d%yoted to the study of manufacturers attitudes toward price
controls and their administration in Kenya. In the study of
this kind, manufacturers attitudes are significant to the
extent that they (the manufacturers) directly come into
contact with the price controller and they seem to be
directly affected by the price controls operation.

Y

Price is a very important element in the marketing

mix. The other elements of the marketing mix are product,



place (distribution), and promotion. By manipulating any

Oof these elements a marketer can influence the sales volume.
In the case where price fluctuates very much, price controle
Serve as a means of regulating the economic activity and

is when price controls become very essgential, "~ The ptice

at which a product in a market is sold depends on the
following variablcs, quality of the product, tne level of
demand, inflationary trends and the degree of competition.
Essentially, therefore, this study focuses on manufacturers
attitudes toward degree of competition, demand, quality

Oof the product and inflation among cthers as influenced by

the price controls.
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Y STATEMENT ' OF THE PROBLEM:

KenQa has.a long standing history of price controls
going back tu\the colonial period.. The origin of price
controls date from the beginning of the ﬁﬁ&;& World War
in 1939 .and had a basic aim of controlling prices of
commadites and sarvices, during the War period.*eHowev::,
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 services have been
increased. This decision by the Minister for Finance
affects manufacturers in that their profit margins may be
Squeezed. 1In this case manufacturers may have two options.
They may alter théir investment decisions or continue
pProducing at thé existing reduced prices. The degree to
which their decisions are made is gerrned by their
attltudes toward future states of nature, that is expansion

or contractlon of business cycle.

The government, in setting price controls, aims at

- achieving a myriad of objectives. Among these objectives

are protection of the consumer, source of government
revenue for financing both social and capital projects,
and at the same time control prices to an extent that

the controls do not demotivate manufacturers from striving
to supply the product to the final consumer, be he a
manufacturer, wholesales, or retailer.

-

In order to manufacture a commodity it requires a

combination of factors of production, capital, labour,

land ang entrepreneurship. The substitutability of




these factors depends on their availability and magnitude

of cost of production. However, these are only some of

the conditions required in i faptors of pteduction,
Other factors which are instrumental in influencing
investment decisions are social and psychological needs
of manutacturers which may be reflected in their attitudes
towardbmacro and microenvironment.

* With regard to macroenvironmént, one of the major
environmental factors that impinges on manufacturers is
the legal or political environment which substantially
influences decisions made by manufacturers. In determining
their selling price for the manufactured items, manufacturers
€nsure 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 loﬁg to be approved or ultimately
rejected, manufacturers may be forced into absorbing the
€Xcess costs of production in the short-run period. The
long run situation is different. 1In the long run they
might close down the business if their variable costs are
not covered or alternatively, they might opt for measures
targeted at frustration of price controls.

« For the price controls to be effective the Price
Controller should set prices bearing in mind the resulting
effects or reactions by manufacturers toward such controls.
On one hand, prices should not be too high at the expense

of the consumer and on the other hand, they should not be



80 low that manufacturers find it difficult to keep their

product lines in operation. Apart ffom that when manufacturers
sumbit apnlications for price increase, their n@?déé prioen
may be approved immediately, delayed and later on approved
Oor totally rejected. If applications are delayed or
rejected, can conflict arise; énd it contflipt 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 fi;st, those

of consumers or manufacturers? If consumers receive an
upper hand, manufacturers are likely to supply limited
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 will emerge: the firm contracts its

investment level, which will in turn make the firm
Oberate below attainable practical capacity, which will

SUbSe‘!uently require less labour, hence some workers may

become redundant. Attainable practical capacity may be

defined as |



“the level at which the plant can operate

~.1f all facilities are uvsed to the full
extent, Some allowanceg musgt be made for
expected delays because of changes in
machine set ups, necessary maintenance
time and other interruptions.l

2.2 Statement of Objectives.

This study has as its major objective, identi-
fication of attitudes of manufacturers toward price
controls and their administration in Kenya. 1In attempt
to study the manufacturers attitudes, the study zeroes

in the following as the other objectives.

(i) The role of price controls.
(i) Determination of cost.

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

(iv) Determination of price.

(v) To explore effects of price controls.

153 Importance of the Study. p

While a study of this nature is basically an
aquemic one, it may be addressed to various parties.
Among some of these parties are:

(a) Price Controller.

Compared to all other parties, a Price Controller
should be interested in the outcome of the results because

she may be in a better position of understanding

mﬂnufhcturers, for instance why they demand price increases,

1
_ Moore, cCarl 1. and Jaedicke, Robert K. Managerial Accounting

Cingggnatiz South-Western Publishing Co., 3rd Ed,, 1972,
p' .
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and some possible ways of improving the controls.

(b) Manufacturers.

Most manufacturers are usually represented by a body
known as Kenya Association of Manufacturers (hereafter
K.A.M.) of which they are members. This body though its
Officials speak on behalf of the various manufacturing
firms in the country, 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 in number

and Ieépresentative, are assumed to be non-existent.

1.4 Overview of Presentation

Chapter 1 Introduction

1.3 ‘Statement of the Problem.
R Statement of the objectives.
Importance of the Study.
1.4 Overview of Presentation.
Chapter 1T

Literature Review
F 35 | Introduction,
4:2 The Concept of Price.
S8 The Concept of Price Control.
ol

Role of Price Controls.




2.5 A brief History of Price Controls in Kenya.

2.5¢1 _ Pre-independence controls.

2.5.2 Post independence Controls up to 1971

2.5.3. Price Controls 1971-1983.

y Determination of Cost.
2.6.1 Absorption Costing.

2.6.2 Marginal Costing.

BB Why manufacturers prefer Marginal Costing

to absorption costing.
Chapter 11T

K g | Determination of Price.

3.1.1  Locally produced products.

i 38 WS Ihported goods.

kTR Price Ceilings.
gy P 8 Maximum Price.

082 Minimum Price.

3.3  Some possible effects of Price Controls

£ . I | Investment.

8:+3:2 Profitability.

Chapter 1V

Research Design.

4.1 Data Collection Techniques,

4.2 Sampling Techniques.
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Chapter Vv

2ata Analysis and Presentation of the Findinas.

. B4 | Data Analysis.

0 Presentation of the findings.

Chapter vrI

Limitations, Suggestions, Summary and

Conclusions.

Gl Limitations of the study.
b Suggestions for further Reséarch.
b3

Summary and Conclusions.

Chapter vIT

Bibliography and Appendices.
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CHAPTER ' ITI

LITERATURE REVIEW

L da AN

2.1 Introduction

Literature review is divided into two chapters,

chapters 2 and 3. 1In Chapter 2 guite 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 otherwise it would

be useless to have instituted them.

The historical perspective reviewed here does not

@ncompass a detailed coverage of the history of price

ceontrols. It however only covers an overview of price

controls in Kenya from its origin to 1983.

The determination of cost comprise two methods by

which cost ig usually determined. These are absorption

Costing and variable costing. It may be quite difficult

to set up price controls without a careful study of cost

ltructures.and as such a review of cost determination is also

called for,

~ Before reviewing the above sections on price

controls, two concepts deserve mention. That is the
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Price concept and the price control  concept.

—

@42 . The ConcEpt of Price.

)

Price may be defined as the exchange value of a
good or service. The value of an Xtem, then, is what
£ can be exchanged for in the market.

In Kenya where some ‘bartering” still takes place,

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

- Measure of what one must exchange in order to obtain a

particular good or service. Where we have abandoned the
barter pProcess in favour of the monetary system, price
became the amount of money required to purchase an item.
All products have some aegree. . of utility, orx
want-satisfyinghbower. An individual might be willing to
exchangé the utility derived from a color television for

4 vacation. Price is a mechanism that allows the consumer

to make a decision. 1In contemporary society, of course,

Prices arevtranslated into monetary terms. The con;umer,
therefore evaluates the utility derived from a range of
POssible purchases and then allocates his or her exchange
(in monetary terms) so as to maximize satisfaction.

4,3 The Concept of Price Control.

Price control is an instrument by which the

90V§§nment can regulate prices. Using this instrument as

a tool of economic management, she can raise, reduce or

. Yetain prices at their current levels (price ceilings)



Price controls should, however be distinguished from

pPrice regulation. Price regulation is broader compared

to price control, Price rcontrol is a regtricted teim

which is taken to mean direct price regulation and

involves fixing of the ex-factory prices, wholesale

Prices, retail prices or a combination of them. For
instance if the government levies a Sales Tax on beer but
does not éngage itself in reaching the ex~-factory, wholesale
Or retail price, then no longer can one qualify this
mechanics as PERRe control. Instead, it may be termed

Price regulation since the government does not set prices

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



2.4 THE ROLE OF PRICE CONTROLS.

In Kenya, like in any other gountry of the third

World, price control

FEESRRECLS dle Sel up Lo play cone o nore of
the roles discussed in this section. When setting up

Price controls, the government may have one or more

”

objectives, the objective(s) for which price controls
have been set up may initiate a chain of events, which

May go along with requlating the economic activity of a

country in question.

P |

One of the roles behind price-controls is the
Protection of the consumers of the commodity. With regard

to this role of consumer protection, the government may
have 2 genuine interecst of protecting the consumers,
€specially the Yow 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 price paid for by the consumers

and hence protect them. Where price controls perform

well, unnecessary and unjustified price increases can be

Prevented. If price controls can succeed in prevention

of price escalation, then consumers benefit by paying
lower prices although scarcity of essential products
Mmay be prevalent.

For price controls to perform the role of consumer

Protéction, the Price Controller ought to see to it that

Price markings are clear enough and the approved price



14

at which goods are sold should be the correct one. This

contentior is supported by the Kenya Price Control Act

of 1972, which vrovides:

Every retailer who exposes for sale any
price controlled goods at any place is
hereby required to mark the price at which
goods are offered for sale, or on a price
ticket securely attached to the goods

or to the container, in _plain English
letters and numerals...“

This section of the Act if well implemented 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;

-
P

Only 142 shops have a clear price
ticketing, 166 were not showing any
at all and 129 have partial ticketing.
We have passed the information with
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, little is known about the duration that was taken
to carry out this study and secondly it is not also known
whether or not the sample of 437 shops surveyed was

representative enough to warrant ultimate conclusions.

Inspite of this limitation, the study throws some light on

The Price Control Act (1962) , Revi:sed 1972, Chapter 504
Nairobi: Government FEinter. p..9%.

-

"
Housewives Complain over Lack of Price Tickets in

Nairobi Shops", The East African Standard, 16th
June, 1971, p. 9. 4
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the nature of enforcement of the controls.

Perhaps one would attiibute this unclear. ticketing
£ Qeak enforcement of price controls. This weak
enforcement might be in conformity with the number of
pérsonnel in the Price Control Department. The number
of personnel indicated below covers the period 1971/72 to
1976/77 as per Récurrent Expenditure Mannual.?

TABLE 1,

THE NUMBER, LEVEL OF PERSONNEL, AND EXPENDITURE AT THE

PRICE CONTROL DEPARTMENT BETWEEN 1971 AND 1977.

PERSONNEL 1971/72 1973/74 1974/75 1975/76 1976/77
PRICE CONTROLTER 3 i 1 i :
ASSISTANT PRICE CONTROLLER 1 1 1 4
ASSISTANT SECRETARY - - 2 2 2
SENIOR PRICE CONTROL 5 7 7 7 7
INSPECTORS
PRICE INSPECTORS 8 12 20 20 20
CLERICAL OFFICERS - 2 2
SHORTHAND TYpPISTS - 1 1
COPY-TYPISTS 6 7 7 7 7
DRIVERS 5 10 10 10 10
SUBORDINATES - 2 2 2 ‘
ToTaL 26 43 53 53 55
EXPENDITURE in ke, - 35,634 60,008 65,220 80,850

ESTIMATED EXPENDITURE FOR 1977/78 was KE. 88,875,

4ggtimated Recurren
*“Nairobi: Gove

t Expenditure and Price Control File,

rnment Printer 197471975 to 1977/1978.




The above table indicates that expenditure rose with

€xpansion in coverage. The more the staff, the higher

o

was the exﬁénditure. For instance between 1072 and 19077
the number of personnel doubled and between 1973 and 1859
‘eXpenditure also doubled. Notably, over the years 1971

to 1977 the number of Price Controllers remained the same,

8C is the case with the nuiber of subordinates, for Senior

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‘pfice 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. Kimble, is reported to have

remarked:

There is fairly widespread feeling that
" retail trading is a form of private
enterprise which brings in excess profits
and tends to increase income inequalities...
whether the pressure should be brought to
€ar on importers and wholesalers rather
than retailers, and the relative costs and
effectiveness of Price control of these
various levels must be carefully considered.
At least the matter is open to debate and
no dogmatic ... view has yet emerged to
close it. But since the public normally
has to deal directly with the retail trader,



it is against him that public

disatisfaction is more often
expressed than against the
“~.wholesaler.>

-

Indeed such disatisfaction can prompt, the government to
US€ price controls to protect consumers. Consume: protection
has to be defended on grounds that usually consumers are

ignorant of cost structures, normal trade mark-ups and rates

of turnover. 1In some countries consumers clamour for price

controls simply to quell the suspicion that they are forced
tQ Pay more than their neighbours for the same quantity

and quality of essential consuner products.

27" Consumer protection is not the only reason behind price

controls., Ag 3 tool ©f economic control, price controls aiso

Tay play the role of controlling demand inflation. This

role may he performed at the same time as consumer protection.

Inflation may be defined as persistent rise in the general

level of Prices, or a persistent fall in the purchasing

6 :
Power of money. There are some approximate causes of

demand inflation and among these causes are excessive

v
mpnetary expansion, the sudden imposition of import controls

(reducing supply relative to demaend) and crop failure

(Bimilarly reducing supply); In this case the Price

Controller jig assumed to respond by imposing retail price

controls in order to avoid (or mitigate) the effects on

——

. !
Kimb}a. Hellen, Price Control in Tanzania. Nairobi: East
African Publishing House, 1970, p. B

6
Tony Killick. Folicy Economics. A Textbook of Applied
: Economics on Developing Countries. London: Heinemann
EaucaEIongI Books Lt 198, p. 158,

b
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the distribution of real incomes that would result if
prices rose enough to bring demand back into equilibrium
with supﬁiy. Where trading in future involves specrlation
- and predictién, prices are likely to increase due to

inaccurate prediction, thus giving rise to interference

with the pPrice controls.

*  Price controls alone may not however be effective

in controlling inflation. Unless price controls are

combined with rationing or production is subsidized, they can
have no real effect on siowing down the rate of inflation
apért from their once-for-all effect of reducing the
Profit margins of producers, importefs and merchants,
eéxcept when monopoly profits are rising. If production
Costs ang importation Costs are increasing then the costs
must be passegd oﬁ to the consumers, unless supplies are

Subsidized in the case where production and importation

are not to decrease. Then if pPrice is not passed on to

the consumer a black market is likely to ensue or develop.

When combined with rationing, price controls can be

used to ensure that essential goods in the short supply

are distributeq more evenly among the population. But to

be useful, cost of rationing should be weighed against its

benefits.

there are some

cases .where they might cause a rapid increase in _prices

of some commodities in the short run period. This is



~likely to be true in a case of two firms, taken as

an illust;ation. Assume that costs of firm X supplying
an ingfcdicutvinput to firm Y increase very rapidly above
its cost of production, but manufacturer cannot soon gat &an
inerease in his needed price approved by the Price

Controller, he might cut down his production and supply

goods in the meantime to firm Y, with the result that
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 hypothetical
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 influenced

by the foregoing transfer of inputs are those that may

€ngage in production of truck types, fabrics, cement and

fertilizers. As indicated in the illustration, if price

controls are imposed and price ceilings can not automatically

increase with an increase in the production costs and,

importers of these inputs can not import them immediately

when demang arises, shortages are likely to arise.

2 Third reason or role behind price controls is the

Protection of sellers of the commodity. Protection of

sellers ig nNecessary in that it enables manufacturers to

make some Profit and as such they protect their own

Position. 1In order to be protected, the Price Controller

May fix a price which is not S0 low that sellers are




~demotivated in managing their profit ventures. An area

where such.protection isg paramount is in agricultural

sector where demand flurtuates gonzlderahle due €0 1had

climatic conditions (hence bumper harvest) or where there

is total failure in accurate forecasting of output. With

regards to this seller prorections it is necesgary to

Mention two forms of protection, namely subsidies and,

raising the Price at which producers sell as opposed to

the Prevailing world markets. This a8 typioal of

agricultural marketing through marketing boards and

international agencies.

that:

It has been reported by Jervis

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

market. Where prices are reduced, then the
manufacturers are not protected, but can
also be protected through subsidies.”

-

Protection through subsidies can enable sellers to continue

SUpplying the product to the market.

-

¥ Apart from protecting sellers, price controls may also

Perform the role of controlling monopoly powers of some

firms, Monopoly POWers may be reduced for the reason

that if jeft unchecked, prices can be set high to the

———

7
vervis, F.R.J. Price Control: Government intervention or

the free Market? Lohdon: Hutchinson's Scientific and
Technical Educational Books, 1949, p. 41,




advantage of the firm other than the consumers. This
case is likely to occur where one seller in the market

5 controls either output. or price. 8o in order to control

price, the Price Controller takes decision of interfering
with the market by setting price ceilings. If price

controls are successful in controlling monopolies, then

PEREES can be kept to competitive levels, thus suppressing

; : 8 : :
the consequences of industrial concetratlon.)g,Rlce, in
his study on price controls in Tanzania, supports the

contention that price controls perform the role of controlling

Tonopolies. He notes:

Price controls are most useful in
preventing monopoly prising. ..
Price ceilings have prevented
factories from maximizing their
profits by setting higher prices
but the ceilings have not been

sO low that output has decreased.?

Riée's study indicates the significant role played by

Price controls in reducing monopoly pricing. This role

cannot be underestima@ed in Kenyan setting ag well.

In conclusion this section points out four roles of

Price controls: protection of sellers, protection of

COnsumer, control of demand inflation and control of

8
Tony Killick, B RRE., p. 275.

9 1
Rice, Robert C. "The Tanzania Price Control System: Theory,

Practice and some possible improvements", Papers on the
Political Economy of Tanzania. Edited by Kwan S. Kim,
Robert B, Mabele and Michael J. Schultheis.

Dar-es-Salaam: Economic Research Bureau, University of

Dar-es-salaam, 1979, No. 76.4, April, 1976, p. 101,
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245 A BRIFF HISTORY OF PRICE CONTROLS IN KENVA:

- This section deals with a brief historical perspective

SEURCRYan Prlce controls. A o macter ol cuuvealeace the
history of price controls focuses on three periods:
Pre-independence, post independence up to 1971 and the

controls which followed after 1971

Vil 8'ei) Pre-independence Controls.

This is the period before 1964. The origin'of

Price controls in Kenya date from the beginning of the

Second World War, 1939. Price controls were introduced

basically as an instrument of controlling price during

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

Wartime regulation. Initially, when introduced in 1939,

they were called Price of. Goods Regulation.

During the war, quite a range of products were price

controlled and were diversified in nature. -Due to this

diversification a variety of methods were required to make

Price controls instrument effective. One of the methods

Of control was' concerned with "Price Regulated Goods".

The goods in this category included pocket groceries and

Patent medicine which had defined quantity and quality.

In addition to that they were easy to have their prices

Yegulated. Maximum Price floor was then set for importers,

middlemen ang Consumers. At the same time, a comprehensive

order was published which gave allowance for deletion and

.addition of more products where necessary. Notably, prices

—-
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of these commodities varied directly with changes in Lcosts

of the price regulated products.

Fixing of prices differed sigpniticantly, for the
farmers differed from that of importers, so to that of

nmiddlemen and the consumers of the commodity. In connection

with farmere prices of beans, millet, and meat were fixed

with the Prorogative of the Governor at that time. During

the war the responsibility Of "the Price Control 0ffice

was limited to only the fixation of retail prices.

T™n the case of importers, documents of importation

Were submitted to the Mombasa Office which, with the

CoOperation of Customs and Department of Trade and Supplies

Performed costing computations. on completion of costing

for the importer, mark~up margins for each commodity were set

for the importer himself, middleman, and retailer as well. At that

time, Percentage mark-ups were determined on the basis of

investigations of profits margins which prevailed before
the War, |

*v The second range of products which required a

different method of control were the
goods",

"percentage fixed

These goods were hard to control because local
importers coulg Not import directly from the manufacturers.
What they did was to import them from foreign exporters,

thus making identification of products more difficult, and

COnsequently making it really difficult to institute price

Yegulations oy controls on such essential products.

»‘tThe third range of products that required completely



different measures of price ocontrols were the "other goods".

To enforce price controls on this class of products, the

Price Control Office laid down ad hoc profit margins,

y After 1945 the number of products under price controls

declined gradually. This was so because some of the products

had been controlled as part of wartime measnre to prevent

Prices from hiking, and after the War decontrol was necessary
since it was period for reconstruction and as such addition of

Products to the list of controlled items was not deemed

fecessary. But decontrol of products had its own drawback.

That is, it createq rapid escalation of products prices,

thus Creating discontent among the people, Inspite of

this Problem, decoatrol continued and in the early 1350's,

Price controls were finally lifted,leaving only a few

Products being contrclled.

It is however important to mention a few things about

Price controlg administration during the War and the period

after the war, Price controls were strictly manned by the

Ministry of Finance and Development. During this period,

Price controls were not all that effective because of the
wide Coverage of products that included maize marketing

controls, which subsequently led to higher costs in

administering controls. At that time any additional cost

©f production was pushed on to the consumer and to

minimize this consumer discontent, amalgamation was under-

taken ang Price control function was pushed to Commerce

‘Qd Industry Ministry. This was not a solution in itself.

.
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Amalgamation faced criticisms due to the feeling among

the people that there was a conflict of interest in its

role. A heated debate ensued because the Ministry w18

little to defend consumer welfare. Instead it aimed at

raising government revenue and engaged only in more profi-~
table ventures thus ignoring the less profitable ones.

In 1948, due to heated debate over amalgamation, the
|

Cost of Living Committee was formed. This Committee was

charged with the responsibility of examining the standard

Of living in the country. The Committée noted with concern that the

eXxistence of inflationary spiral and increased discontent

among the people were strong indicators of highicost of
living.lo

In 1950 the Vasey Cost of Living Commission was

formeqd. It succeeded the Committee on the Cost of Living.

The Commission had as its aim the re-imposition of price

controls on a1l eéssential goods which were limited in

11 ;
Supply. However its re-imposition was not effected.

Instead the colonial government opted for consumer

Teésistance as a means Oof price controls measure, Subsequently,

Consumer resistance tool also failed, and this failure proved

the inability of colonial regime to en
effectively.

force controls

The Leslie Cost of Living Committee was then formed in

.
Kenya: Annual Report, 1948, p, 21.

11
_ Kenya: Annual Report, 1956, p. 25,
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1953, Its aim was related to the other foregoing

committees since it tried to find out whether cost of

living could be controlled by the government. Its results

reflected the impossibility of the government to do this

because the government, at that time, did not control the

cost of imported goods which subsequently increased prices

Of imported items. Consequently, imported inflation

emérged.

The Defence Regulations which governed the various

Operations of Price controls came to an eng: in 1956, ' The

Defence Regulations stipulated that everything that was

bought ang sold was subjected to price control instrument

with the exception of real cstate.l2 Additionally it may be

hoted that the Defence Regulations came into force in 1945

when the price of Goods Regulation was changed to Defence
Regulationg,

In 1956 the government used guaranteed minimum prices

a8 a measure of controlling prices. Taking this as a

measure, the government policy read thus:

++.it must be appreciated that the
fixation of a Price at a level which
the producer finds to be uneconomic
will, in normal conditions, inevitably
result in decreased production and an
eventual shortage of that commodity,
The government pPolicy is therefore to
fix producer Prices at such a level as

e

12
The é?;ézities of Price Control Memorandum, 9th Dec

ember,
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will ensure a fair reLRrn so . the

producer and an adequate return to the
~ T consumer,l3 :

Towards end of 1956, the only product that were controlled

were the scarce ones. These products included: charcoal,

cement, wheat-flour, firewood, maize and maizemeal and

sSugai, ”»

During that time, (1956) regional offices that

had been set Up in the early 1950's to man price controls were closed

down. These included offices in Nanyuki, Kisumu, Eldoret and

Mombasa. - 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 ang 1964, on some occasions, the Price

Control Ordinance was put to test in Kenyan Courts of TLaw.

This came as a result of government relaxation in enforcing

Controls,

Taking advantage of the relaxed controls, some

sellers

defaulteqd by overcharging. To avert this situation

the 1956 Ordinance which read:

-

Any person who commits an offence
against any of the provisions of this
ordinance or any order issued or of

any notice given of any request or
demand made thereunder",

Was amended to read:

—

13 5

Kenya; Annual Report,

1956, op.cit., e 3

14

Kenya: Annual Report, Ibid., p. 51.
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Lalal

Any person .... guilty of an offencea
against this ordinance shall R

Civen tﬁis amendment the Price Control (Amendment)

O Wi $os £5 ST i RN o .
Ordinance wac Useful in challenging businessmen who iound

loopholes in the Ordinance and hence resorted to over-
charging and also challenged those who could flout the

Price Control Ordinance.

2.5.2  post Independence Controls up to 1971.

This part of the historical perspective of Controls

cover the period between 1964 and £971, At the time of

independence in 1964, the only products under price controls

were Sugar, maizemeal and maize,

During the period 1964 and 1971, two agreements

governed price controls. These were, namely the First and
Seconqg Tripartite Agreements of 1964 and 1970 respectively.

During the €arly months of 1964, the First Tripartite

Agreement was signed, requiring trade unions to freeze wages

for one year; private sector to increase employment by 10%

and the government by 15%. In order to stop retail prices

from rising and pProtect frozen wages from inflation, the

government announced a price freeze. The First Tripartite

Agreement which came into force 1964, ended in 1965 with

¥evocation of area orders and price freeze orders. The

items left on the Price controls list

[r—

at that time were:

v

15 -
Price Contyrol Ordinance, Section 30. Nairobi: Covernment
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maize and maize meal and sugar.,

In connection to price freeze and its managerial

approach tdése aspects were revoked and criticized respectively

on two acuuunts,'namely its coverage and secondly that the

Price freeze was descriminatory in approach. An example of

the discriminatory freeze is that of consumer price indices

in Nairobi (1977) for comodities that ver

covered under the
freeze:17

L VAT L M I
SQNSUMER EXPENDITURE AS PER GROUP OF PEOPLE

ON GOODS
COVERED ONLY UNDER THE FREEZE,

Expenditure by the Group on
the commodities covered under
the freeze (in % age).

Upper Income

16.6%.

Middle Income 27:9%.
Low Income 38.,8%.
Total 83,.3%.

From Table 2, 83.3% of the income was spent on commodities

under the freeze. SO0 16.7% expenditure was spent on

°°mm0§ities outside the freeze. But the freeze could have

been useless in the situation of high inflationary trend. The

First Tripartite Agreement had shortlived effects, and

Probably a number of factors might have contributed to

; evasion of Price controls in the 1960's These included

the understaffeq Price Control Department and weak

-:Eforcement machinery or mechani
16

17
Consumey Price Indices.

€m. These two weaknesses

Revocation, Legal Note (L.N.), No. 113, 1965,

Nairobi: Government Printer., 1977.



" hecessistated the amendment of Price Contyrol Act in 1969

S0 as to prevent businessmen Irom charging excess prices

- . 18
outside or beyond Price-control range.

The First Tripartite Agreement which failed in 1965

led to the formation of the Second Tripartite Agreement

in 1970, Under the Agreement, both private and public

sectors agreed to expand employment by ten peroant . On

the part of the employees, they agreed on twelve-month wage

I WlEh Sffeot from January 1st, 1970,

eih.3 Price Controlg 1971-1983,

Between the period 1971 and 1983, there were two

types of controls., fThese ' were general price controls

and specific Priece controls. The general price controls

Came up with the pPrice freeze in 1971. Among the products

affecteg by the price freeze were motor vehicles repairing,

building construction ang repair, electrical repair,

, . . v . 2 1 9
electronic Services, importing and exporting of goods.

In 1973, the general orders of 1971 were nullified in

Makadara Court Oft grounds that it had not been tabled in

Parliament ag required by the Price Control I\ct.20

18
Kenya Gazette sy lement, No. 99
iy Government Printer,

Legal Note, No. 302, 1971.

20
Makadara Caurt File, No. 8217, 1973.



the late 1973 ang early 1974 in order to make the

administrative machinery more effective. Some products were

‘ ey o~ « Y Ty e oL, JERS o
brought under Specific contrels because such products

featureqd pProminently in the budget of the low income

earners., Examples of these were meat, salt, and soaps. .

Speéific controls on beer were effective from 1971 while

for sofrt drink were in E9N3, Bince 1973 there have been

frequent Price increases. 1In 1976 wine was decontrolled

because of fluctuations in worlg market prices. The year

1982 ended with increases in prices Oof beer and petrol, while

1983 started with increases in Price of charcoal. There

have been recent increases in the Price of foodstuf
March, 1983,

SR X
it was announceg in the dailies that prices of

tooth Paste had been slashed, but then in the same month,

Prices of meat, milk, tea ang rice went up. In the case

of Soaps, they hag been decontrolled in 1981 but after the

-abolition of controls, prices rose SO0 high that it became a

+ €oncern to the Price Controller and general public. Then

during the early part of 1983, the prices were controlled

to the 1981 levels.21 But this drove some types of soaps

Off the market until prices were again increased,

In conclusion, the historical pPerspective of price

controls in Kenya reflect quite varying measures which were

used to operationalize price controls. Measures varied

depending On the demands of the economic situation that

Prevailed at specific time.

21
Legal Note, No. 25/1983 ang Keny

4 Gazette Supplement,
No. 8; February, 1983,




276 COST DETERMINATION:

It is adfficult, "1f not impossible, for the Price

CONEEOLler to Set price coilings in the sboonne of Anak
structures of various firms. Where cost structures are

not presented, no basis can be used to identify which

costs should be ommitted Oor are immaterial in cost

determination of the price controlled items.

Before discussing methods used in cost determination,

let first get the definition Of costs. According to

Horngren, C.T., costs are resources sacrificed or foregone

to achieve a specific objective.?? ‘cost is considered

as being measured in conventional accounting, as monetary

units (shillings or pound sterling, sh. or £) that must be

Paid for the goods and sexrvices.

The determination of costs in Kenya is normally done

by using Legal Note No.

478/1956 as amended by Legal Note
No. 264/1956,

In Kenya there are basically two methods

used in the determination of costs for the price controlled

Products. These are absorption costing and direct costing.

These methods are applied according to whether or not the

controls are specific controls or general controls Specific

controls are those specifically stated in the Legal Notes

and applied to those products which are essential in the
low income €arners budget, while general controls are those

22

Hofngren, C.T. Cost Accounting:

A Managerial En iphasis.

New Delhi: Prentice-Hall, 3979, 0. 20.



which apply to products in general and involve control

orders, hence_General Price Control Orders. The powers

. g Ui o 2 o e Ve
to detarmine +ha cost of products are vested in L

Finance Minister. Using his powers as Mini;%QF for Finance, he

can declare the methods by which costs are to be determined.

The powers confered to him are contained in the Price

Control Act (Cap. 504). The Act provides:

The Minister may from time to time
by order declare the method by which

the cost of any goods or of any
service shall

of different classes of

goods,
transactionsg or sellers.23

Apart fropm declaring the method to be used in determining
Costs, the Price Controllef may decide whether to use
eithef_specific controls or general pPrice controls. This
is the case with the Development Plan {18979~1983). In
the Development plan it is observed that;

It is the government intention to
revoke the General Price Control
and to rely entirely - in so far

——

23

Price Control Act (Cap. 504)

Revised (1972) Nairobi:
' Government Printer,

Section 7, B. 9
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other covering specific products that
are produced under monopolistic or
highly protected conditions, 24

The general orders to be revoked were introdnnca

o Bt 16 B R,
appears that since the General Orders were introduced

in 1971 the Kenya Development Plans have given little attention

Oor little role to price control policy.25
The costing methods delt with in this study are

concerned with general and specifically controlled

Products. 1n 1974 the products covered under specific

controls were baby foods, barbed wine, charcoal,

beer ang stouts, tea, cement, GCI sheets, nails, soaps

and detergents, fats and edible oils, toilet paper,

Sugar, rice, maize and maize meal, sifted maize meal,

breagq, meat, wines ang spirits, soft +drinks, wheat flour,

salt, tooth pPaste and tooth brushes and matches.

The Coverage of General Controls was more difficult

to compute ang classify easily, According to the price

control (General Prices) order of 1976, the Legal Note, No.

153/1976 covers the following, motor vehicles, motor vehicle

spafe parts, fertilizer, agricultural chemicals, repairing

°f motor vehicles, importation of finished goods

and
manufacturing of goods.

Essentially general controls for
the aboye Products operat

—

24
Develo ment Plan, 1979-83. Nairobi . Government Printer
(Kenya), P. 33,

25
ngelopment Plan, 1974 PP. 9-10 and pev
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PP. 23-4: Nairobi: Government PUHFRET{“

e by Prohibiting firms and traders

lent Plan 1975,
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from increasing the prices of goods sold or services rendered Ly

them above prevailing prices without the approval of the

Minister for Finance.

"~ He B Absorption Costing.

This approach to costing is basically used for .
Specifically controlled products. Prices of specifically
cdntrolled products are determined by considering all
C0§ts 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
Vo lume (activity) of a chosen cost-objective. If a given
Cost changes in total in proportion to changes in gctdvitan
it is variable, and if it remains constant or unchanged
in total for a given time period despite wide fluctuations
in activity, it is fixed.’® 1In absorption costing, fixed
Overhead costs are inventoried and derived from the

fact that total manufacturing costs are to be absorbed

by the product.

Absorption costing method takes into consideration
direct material costs, direct labour costs, manufactufing
Overheads and administrative and selling expenses. With
¥e€gard to absorption costing, allocafion of costs is one
©f the most difficult problems in management accounting,

And with the problem of allocation in mind, the Price

N ——

26
Horngren, C.T. op.cit., p. 21.
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~ Controller may argue that some of the costs should not
have been‘apportioned.at all. She may use cost structures
of vocal firms or leading firms such as Unoga T.imited,

East African Industries Limited to determine Suchysosts
With regard to this method of costing, manufacturing
Overhead 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

& rate per hour that can be used in costing the products.
Products are then assigned a normal or a standard charge
for fixed overheads. 1In the similar way, variable overhead
COsts are applied to the products. Application of costs
to products in this manner raises é point of a controversy
and such controversy prompt the Price Controller tobuse
General Price Control Orders so as to exclude some costs.
Usually, applied costs are standard or budgeted costs as
OPPCsed to actual costing method. Since it is based on
standarg costing rather than actual costing, it does not
Yeflect the actual cost of producing a particular product.
ih Such a case a manufacturer may deliberalise the
inflation of overhead coste so as to apply for a higher pr

ice
increasge.

2.5.2  Marginal Costing.

This approach to coet determination is often applied

to g€éneral controls. In marginal costing, only the variable




costs should be assigned to the product. In other words
the fixed costs should not be costed to the products but
should be-written—off each vear as period coets. The
rationale for discarding fixed costs is that before any
Product can be manufactured, investment in facilities and
other producti&e factors is required. Fixed costs such
as depreciation, insurance, heat and light, and salaries
Oof 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
€stablishment. Moore érgues:-

v... 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 overstates
the cost of the product and thus encourage producers to
ask for higher profit margins from the Price Controller.
This argument is valid where a firm was established five
Years ago but still includes fixed costs this year in its

COst determination and applies for a price increase twice

a year,

The difference in marginal costing and absorption
27 .
Moore, L. Carl and Jaedicke Robert. Managerial Accounting.
Chicago: South-Western Publishing House, 1972, p. 401,
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~ ctosting is due to accounting for fixed manufacturing
€osts related to valuation of inventory. Assuming that
fixed overhead product costing rate is left unchanged, “+he

difference between the net income under absorption costing

and variable costing may be shown by the followingy formula.28
Difference in Income _ Fixed Factory changes in
between the two methods Overhead per X Inventory
Unit ‘ (Units) .

This formula sufférs from capacity utilization .problem
Since denominatdéﬁ%oiume may not reflect full utilization
Capacity. The discussed of capacity utilization is not
given much treatment as it appears to'be beyond the scope

t]'j‘is study, although it is mentioned in passing.

RiB. 3 Why Producers Prefer Marginal Costing (Variable) to

Absorption Costing.

Variable costing method is preferred to absorption
COsting.by management because of its applicability in the

following situations:

(i) where the relative profitability of product lines

is to be evaluated.

(ii) wWhere the effect of changes in volume and prices

are to be calculated.
(iii) Where cost is to be computed.

This method ignores fixed costs because, when fixed

. €OSts are allocated to the product, analysis by product

e —— R R R S ST
28
¥uji Ijiri, Robert K. Jaedicke and John L, Livingstone,
. "Effect of Inventory Costing Methods on Full and Dire
Costing", Journal of Accounting Research, No. 1, Vol.

PP. 63-74,
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lines process become more complicated. Application
Of variable costing benefits producers. in one or more of

the following ways as summarized in Bulletin, Regearch

1€p]
(D]
ﬁ
=
0
)

29
® -
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1. Where cost-volume profit relationship data for
profit planning purposes is readily obtained
from the regular accounting statements. Hence

~management does not have to work two sepavrate

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
thinking more closely than does the absorption cost
form for these statements. For this reason,
management finds it easier to understand and use

direct cost reports.

29
"Direct costing", Research Series.No. 23. New York:
National Association of Accountants, 1953, p. 1127,




4. wWhere the impact of fixed costs on profits
is emphasized because the total amount of
such costs for the period appears in the

Income Statement.

5. Where the marginal income figures facilitate
relative appraisal of products, territories,
‘classes of customers, and other segments of
the business without having the results

obscured by allocation of joint fixed costs.

6e Where the direct costing ties with such
effective plans for cost control as
standard costs and flexible budgets: Infact,
the infle#ible budget is an aspect of direct
costing and many companies thus ﬁse direct

-~ costing methods 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-pocket expenditure.

‘Inspite of the above outlined advantages, variable
€Osting has several weaknesses. The first one is that it
ehcourages a short-sighted approach to profit planning
At the expense of long-run situation. Short-run period allows

selling essential items below the total unit costs. By




MSO doing it is a short-run expediency. secondly, 1t tends

to give an impression that variable costs are recovered

first, then fixed costs are recovered later, and that

finally profits are realized as shown below.

TABLE ' 3:

HYPOTHETICAL  MARGINAT, TINCOME APPROACH.

Sales XX
Variable Cost XX Recovered First
Contribution XX

Margin
Fixed Cost 4 3 Recovered Later
Net Income K Finally Realized

e

As the schedule indicates, under variable costing, variable
Costs are recovered first, fixed costs recovered later, and

fina1ly realized is net income. But actually this is not

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

€ontains a proportion of variable cost, fixed cost and profit.
N? One qost has priority over another, and each product earns
8 share of the profit.

With regard to these two methods, the Price Controller
aCCepts both methods depending on whether or not the
Product is specifically or generally controlled. Preference
°f one method to. another depends on which producte are
b°1n9 pPrice controlled. For instance, in the case of

SPecifically controlled goods, the Price Controller will

Prefer absorption costing, and prefer direct costing to

generally controlled products. The Price Controller may

19norc or include some costs by using either absorption




Oor direct costing method depending on reasonableness of
such costs.
It shouid be noted that tne above methods basically

apply to the locally manufactured products. Products

Produced locally are not costed as imported goods. The
methods of costing differ in the sense that for the
imported goods all costs of importation are reviewed,
before gfanting a price increase. The Minister for Finance
may take into account . the foliowing as costs of

imported 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
SO produced should include description of produce and

COsts incurred to bring the products to the warehouse,

Some products are under specific controls because such
Products cover a large proportion in the budget of the low
income earners. Examples include meat, salt and soaps among
Others.” It has to be pointed out that some products are

Under specific controls mainly to curb hiking inflation and

-
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illégal profiteering. In this case the goverment might
intervene\ﬂn two ways, directly as a producer, hence is
nonopolistic iﬁ nature, while indirectly where it is jq§L
informed of a proposed increase. An example is where it
is involved in the processing of application for price
increase by manufacturers.

Determination of costs for price increase under
General Price Control Order was introduced in Kenya in
1971. 1In 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 v;ry from year to year. For

example, the General Price Order of 1976 awarded only

price increases on the account that price increases:

"shall have regard only to increases
in the direct costs of raw materials
and fuels and the costs of

importation of finished products."30

This gives a clue to the importance of direct costs and
cost of imports as material in General Control Order. It
appears from the clause that labour costs were not accepted
as part of costs, in relation to price control policy.
Exclusion of direct labour costs may have forced manufactu-
rers into absorbing part of increased manufacturing costs.
But, while some studies have shown that it is not easy to

pass the labour costs on to the consumer, Edgren Gus

3 .
oMukui John. Price Controls in Kenya. University of

Nairobi. Published Thesis, June, 1978, p. 53.




~ dismisses such contentious literature and strongly

emphasizes that:

"It is unlikely that wage cost

increases averaging 10% per year

have been sustained by private

industry without passing on at

least part of the increases to

the consumer".3l
This argument by Gus shows that priee 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

-are riot operating at a loss.

In a‘nutshell, by using absorption or direct costing
firms determine their cost of productiomn, which they
 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.

-

31 A :
Edgren, Gus. The Politics of Wage Control, Labour and

i s e

Society; 4th Ed., October, 19/7, pp. 407/-24.



CRARPTER T T

This chapter is a continuation of the Literature
Review. “In.this chapter quite a number of sub-itopics.
are reviewed. To be reviewed are determination of price,
price ceilings and the possible effects of price controls,

The chapter starts by discussing the determination of

price of controlled items as indicated below.

. 8 | DETERMINATION OF PRICE

3i 152 Locally Manufactured Products.

Since most of the price controlled products in Kenya
have their prices determined on the basis of cost-plus
method the discussion will basically deal with cost-plus
approach. Under this method the price is set to cover
materials, labour and overhead costs and a predetermined
percentage of profit. The predetermined percentage
normally added to the cost, differs strikingly among
industries, among member fi;ms and even among manufacturers
of the same industry. Notably, differences in mark-ups
reflect differences in competitive intensity, differences
iﬁ cost base, differences in turnover rate and the degree
of risk in each company. Ordinarily, the profit margins
usually change with sensitivity in the market conditions.
For instance, where monopolistic conditions are prevalent,

profit margins are higher but the converse is true with

perfect conditions.



ey

But it should be noted that there aré situations
when producers cannot alter.or. introduce a flex inithe
profit mérginé. The profit margins tend to be inflexible °
and rigid in the following cases. Firstly, when firms
compute margins as a matter of common practice as opposed
to being geared towards profit objective. Secondly profit
margins become inflexible when they are determinel by
trade associations, either by means of advisory price
lists or by actual lists of mark-ups distributed to members
QF:that association. The third and perhaps the most
important circumstance is when profit margins are sanctioned
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 may not be thé
case because whenever some products are decontrolled ,
there is a tendency of prices to rise since the price
mechanism is allowed to operate freely. But in a situation
where prices are controlled, the less efficient firms
are likely to benefit as such. This is because their
prices might not be permitted to fall as the Price

Controller does set price ceilings.

In setting predetermined profit margins, the Price
Controller ought to take into account the following
three factors so as to arrive at fair profit margins.

The first factor is the expected rate of turnover. 1If



the turnover is rapid, the profit margin permitted is
likely to be large so as to allow producers to survive

in their business activities. Here the turnover is taken
to mean the ratio of expected sales to average inventory,
where average inventory is computed by taking average of
beginning and ending inventory. Another factor to be
considered by Price Controller in determining mark-ups to
beﬁallowed for manufacturers is how rapidly the cost of
manufacturing or importing commodities would be expected
to increase. For example, where production cost is
expected to increase faster, profit margins are also
expected to be larger and the converse is true. 1In his
survey on price controls in Tanzania, Rice, is reported

- to have noted that; -

...ﬁhe 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 fails to justify how costs and
margins can increase in the absence of frequent price

increases unless manufacturers are subsidized.

The third factor to be considered in setting profit
margins is demand for the product sold. This is governed

. by the elesticity of demand. Simple economic theory

3zkice, NSt Ty D EXL..p0 9.



tells us that the more inelastic the demand 1g: for ithe
product, the higher is the profit margin. But this

demand situation ought to be carefully weighed against

the demand situation in neighbouring countries. For the
controlled profit margins to be operative, Kenyan price
ceilings, for example, ought to be compatible with those
existing in Tanzania. If the ratio of the Kenyan price

to the Tanzanian price is too high, there is a possibility
of the product demanded being smuggled into Kenya. The
Products which are likely to be affected by this kind

i " £
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 pProduct, 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 likelylto reject the companies product and turn to that
Of competitors or make their own.

Competitors reaction or lack of reaction influences
Pricing decisions. Knowledge of rival's technology, plant
size, and operating policies help sharpen estimates costs
and the profit margin to be set. It may be noted that
firms within industries that loathe price competition have
been known_ to swap detailed cost information for mutual

benefit. In the absence of collusion, rival's reactions

*3pice, Robert C., Ibia, p. 97.




and mark-up pricing decisions must be guessed, otherwise

margins so_set are likely to be unoperative and redundant.

gosts %r? also an important elewment in setting mark-ups.
Usually both the Price Controller and manufacturers base
their mark-up on the basis of cost. For example, mark-up
may be stated as 30% of cost. In reglation to costs,
maximum price charged on the basis of costs ought not drive
customers away. Where a manufacturer has little discretion,

1 )

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

certain economic conditions, the firm ordinarily selects

the level of production and sales that maximizes profits.

The cost-plus method to pricing seem to have had
wide acceptance ameng various manufacturers and the
Price controller for a various reasons. In the case of
_producers 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 competition for their products. So by
taking these influences into account, it may become

easier to comprehend the strengths of cost-plus pricing.

The first justification for application of cost-plus
approach is that it offers a means by which fair and
plausible prices can be found with ease and speed, no
matter how many products the firm handles. 1In this
respect, after approving cost structures and price

structures, the Price Controller can quickly determine



the prices of various products. Secondly, in practice,
firms are uncertain about the shape of their demand curves
and about the probable response to any price changes.

With this pessimistic viewpoint or projection into the
uncertain future, it becomes risky to more away from full-
cost pricing technique. Another reason for application
of this method is 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 getting
information 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
éﬁong the people as it may lead to higher cost of living.
Secondly, the introduction of predetermined factory
overhead component into the cost of a product prevents

the selling price from reflecting the actual cost of a

~product.

Although cost-plus approach to pricing convention

relies on arbitrary costs and arbitrary mark-up, it is
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widely adopted by manufacturers and Price Controller

becausc of simplicity.

b S WG Liported Products.

In order to determine the price of controlled imported
products, the Minister for Finance, under the umbrella of
the Price Controller, mav take +Ee following as landed coct:

(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: importing
the product upto the warehouse. 1In the case of price
controlled products, the Price Controller normally adds
predetermined profit margins to the landed costs. With
respect to imported products profit mafgins may be
determined by one of the following methods:

(a) De facto:

With respect to this approach, margins
have for the most part been historically determined
and are supposed to cover fixed costs such as
administrative expenses, rent of building and
salaries. De facto approach is concerned with
generally accepted pricing method and is taken to

be ethical or socially acceptable,



{b) ‘D& jure:

This approach requires that profit margins
be based 6n the rate of capital emploved and turnover
rate. In this case the margins are set in accordance

with +the law. De jure approach creates an incentive
to importers to increase their capital employed,
where capital employed i1s taken to mean the size of
capital used to import the products, for storage in
the warehouse and vehicles used in transporting the

pfoducts 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 pé 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 rggard‘to imported products,
.controlling of prices has been a problem to the Price
Controller. This is due to fluctuations in the world
market prices which cause unpredictable cost changes.
Because of these fluctuations, at one time, the Price
Controller was prompted to decontrol some products. An
e*ample of this was control of wine in 1973 and its
decontrol in 1976, thus leaving the price to be determined by

market forces of demand and supply.

The" application of price increases follows some form

of procedure. A firm applying for a price increase is



required to complete a questionnaire which should be
accompanied by company's corporate reports and documentary
evidence. He 1is required to submit a copy of the Profit
and Loss Account, Balance sheets for the previous two
financial years and supporting documents, for instance
suppliers invoices to show that nig costs went up. Also
submitted are proposed cost structures and price
structures. On submission of these documents, the Price
Controller reviews coéts and respective needed profit
margins of the firm in question.’ In the final analysis,
the application may be accepted or rejected. If price
increase is approved, then the Price Controller communicates
with the manufacturer by letter and subsequently informs
the public and middlemen by publishing the recommended

selling prices.



3.9 : PRICE CEILINGS

After the costing and piicing have been done, the
Price Contrcller ensures that certain price levele are
not exceeded or permitted to fall. The study of price
controls indicate that price ceilings operate within a
frame. This actually shows that in the absence of a frame

the term 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
the sale of gocds and also set maximuwi service charge and
maximum hire charges. The concep£ of price ceilings
revolves around two limits, the upper limit and the lower
limit prices. When the Price Controller sets these two limits
she tends to interfere with the market forces of demand

and supply. The two limits are discussed below.

S8} Maximum Price.

' According to Jervis, F.R.J., maximum price is defined
as fixed legal prices which may not be exceeded. 3* Jervis'
definition only stresses the upper limit of selling price but
a more detailed definition is contained in the Price

Control Act of 1972. The Act provides:

34Jcrvis, Plosdss . Op.Cit.., p. 44,



Maximum price means the maximum lawful
price at which goods may be sold in
.wholesale or retail quantities or
..otherwise, as the case may be, inx
accordance with this Act, and includes
any considerations for an option  to
purchase. i
With respect to maximum price, normally an order is made
such that a price is the wmaximum, and sellers, be they
manufacturers, retailers or wholesalers are not permitted
to charge a higher price. this Order 18, 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 maximum price. Setting the price requires the
Price Controller to carefully examine the effect on the
producer and consuméf since it may either affect the
producer, consumer Or both. The effect of government

interference with the market can be illustrated on the

diagram below.

FIGURE 1
MAXIMUM PRICE Rey:
A g E = Equilibrium
Ph S = Supply
S
D = Demand
P = Price
O Frimak..
\ Q = Quantity
|
Pa \ Maximum Price
/ \ N\ p
|
0 1
Q2 Q Q1 Q

e

35 ;
Price OControl Act, op.cit., Section 1, p.4.
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Explanation:

Aﬁ‘equi;}brium price P, the equilibrium guantity
is Q. ff a price ceiling is reduced from P to Pg, thé
quantity demanded will rise to Ql, and the quantity
supplied will fall to Q2. Quantity 0201 will be excess
demand. Under rationing, 02 will be sold as'regulated
by the government at Pc. The quantity of goods, however,

would command 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 Qith the maximum price. Hence no problem or
no effect will result. If, however the maximum price is
set below equilibrium le&el at Pc,\the equilibrium level
will no longer be legally attainable. 1In 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
causation of shortages. This arqument coincides with Steiner's
prediction of the effect of price controls in a competitive

market situation. Steiner argues;

If a maximum price is set above the
equilibrium price, it will have no
effect. If a maximum price is set
below the equilibrium price, a
shortage of the commodity will
develop and the quantity exchanged
will fall below equilibrium amount. 36

Lipsey, R.G., Sparks, G.R. and Steiner, P.0. Econonics.,
-New York: Harper and Row Publishers, Inc., 1973, p. 97.



when the amount exchanged falls below equilibrium level,
either the government, consumer or producer is likely
to he affectea: Writing on this, Ryan observed:

the Government also has its decision time

horizon which may not coincide with that

of either consumers or producers. We see

that the government interventjion, if it

conflicts with the market, it means

that consumers' or producers' objectives

are frustrated, and simple theory predicts

that the frustrated party will seek ways
of minimizing his loss.3

From Ryan's thesis of frustrating controls, one would say
that price controls are then redundant and may result

into wasted resources which were initially devoted in their
preparation and enforcement. Under this situation black

market or discrimination among buyers is likely to develop.

3.2.2. Minimum Price:

Minimum price may be defined as level at which prices
are not permitted to fall. A minimum price level is
normally set where the government objective is to protect
sellers, for instance agricultural farmers, against bumper
+harvests. The minimum price cannot be zero because at
zero price nothing would be bought and sold. 1In order to

enhance sellers protection, the Price Controller may from

37Ryan, T.C.I. Illegal Activities in Frustration of

Controls: Theoritical Considerations", Price
Marketing Controls in Kenya. Occasional paper No. 32.
Institute for Development Studies. University of
Nairobi, 1979, p. 24,




time to time stipulate laws stating that certain goods
and services should not be sold below the set prices. The

figure below-shows an effective minimum price.

FIGURE . 2
P/\ MINIMUM PRICE
\ / ®
b = Minimum Price Legislation
E .
Po /////\\\\\\
\ i
0 e - 2 235
W

Surplus

At equilibrium E, price is Po and the quantity demanded
800 "If a minimUé price is set above equilibrium, at

Pm, there will be an excess of quantity supplied over the
guantity demanded. In this situation, suppliers will be
willing to sell at 02, but the purchasers are only willing

to buy Q1. Effective minimum price reduces the quantity
bought and sold and creates a surplus of the commodity.

In order to clear the excess supply, Q10Q2, the sellers will
illegally sell below minimum price.

On the above Figure 2, the minimum price line was not
drawn below the‘equilibrium level because it has no effect
on the market, since the attainment Of the free-market
'equilibr}um and the fulfilment of the minimum price law
are perfectly compatible. This also explains why the maximwa

price line was not drawn in Figure 1. But if the minimum price is



set above the equilibrium, as shown in Figure 2, the
free-market equilibrium will be higher. There will then

be a surplus of the commodity wud the guantity exchanged
will fall below its equilibrium level. Here scarcity of

the price controlled products will not arise at the
prevailing price. Instead, there will be a ghortaée of
purchasers and potential suppliers will compete in all
possible ways for the available customers. Under the

above situations the following are likely to emerge: sellers
will cut prices, some will find loopholes in the law, or

others will simply flout the law.

From the above argument on minimum and maximum price
levels, it may be reasonably stated that, in order to
effectively manage price controls, the Price Controller
may strike a balance between what is theoritically possible

and what is practically enforceable.



iy SOME POSSIBLE EFFECTS OF PRICE CONTROLS

. The first part this literature review highlighted
gone of the pessible roles Ol paice controls. These
included monopoly control, consumer protection,
anti-inflationary measure, and sellers protection. It
may be stated that while these objectives may bhe achieved
by price controls as a instrument of economic management,
a éoorly 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
ba a handful cfveffects, tiis section deals with the
efféct of price controls on two salient concerns of the

producers, ramely investment and profitability.

R T Investment.

Price controls, if not well administered,may have an
undesirable influence on the level of investment in
production of certain products. Further to that even a
mere imposition of controls, irrespective of its
operational perséective, may result into some adverse
effects. For instance imposition of controls may result
in more risk and a decrease in the expected rate of return
" from investment for poteniial investors, which in turn
results in less investment in the prdduction of certain

products. Consequently, this may result in less supply



and a potentially high price in the long-run périod,

Apart fromvthat, investors may evade controls by altering
their éuirentninvestment into larger investment in the-
production of uncontrolled products so as to earn at least:

normal profits.

In connection with investment, a critical factor
which is likely to affect the possibility chain of events
is who makes investment decisions, and on what hasis are
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. 1In the economy where
private investment is dominant ircluding joint venture
between the public and private sectors, probably price
ceilings (maximum and minimum prices) have led to less
ihvestment and less output levels in the longefun period
although output may be increased in the short-run. 1In this
theorized situation, price controls may have an adverse
effect on investment in knitwear, socks, radios, beds,

leather products, cooking oil, bread, some textiles,

-

blankets, stoves, soap, detergents, plywood and chipboards.
Other areas that are likely to be affected are investments
in iron products such as nails, welded mesh, and fencing
wire; retailing, wholesaling and even transportation modes.
However, an empirical study is required to justify the

importance and extent of these hypothesized effects.

. It may be argued that, a manufacturer by altering his



investmert decisions may strive to reduce the magnitude of risk.

In this case price controls may be perceived as reducing the
magnitude of investment incentive of manufacturers. If
the objective of price controls is compacting the level

of inflation on the poor people of the society, price
controls are likely to be more ieliable in concentrating
on regulating the price of wage goods. I they are
successful,Aprice controls may have an effeét on holding
down profit maréins on the production and distribution of
"essential" items; and subsequently raise the profitability
of uncontrolled luxury products. %Thus, a set of investment
incentive may be created to discourage the ?roduction of
essential products and encourage production of luxury ones.
Precisely speaking, this situation would be the opposite
of what would be desifﬁble to protect the real standards
of living of the low inccme group in the society. If she
has to gyoid this effect, the Price Controller may put up
controls on essential products in order to restore returns
to investments in the production of essential products.

' The resulting effect would be that the controls may tend
to be redundant and ineffectived. Pointing out the effect
of price controls on investment, the Chairman of K.A.M.

as well as East African Industries, Mr. Wanjui, J.B. notes,

Price controls have coastrained
econonmic growth by keeping
investors inadequately rewarded
for their efforts...large sums




of money are invested without a
proportionate return on such
investment.

The Managing Director of Cadbury Schweppes (Kenya),
Paul Judge also agrees with Wanjui's contention on
the effect of price controls on investment. He observes

...« the overriding answer to the

guestion 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.3?
Indeed this observation focuses on price controls as the
major problem which has caused declining investment. From
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 successful in lowering
consumer prices, its administration interferes with
investment incentive. Ironically, the consumer has

continued to pay higher prices for goods except in the

case of specifically controlled essential products.

In certain situations, manufacturers may react by

38 Jones, Haxry. "Price Controls Bite Hard", African

Business, No. 52, December 1982 p. 27.

39Jones, Harry. Ibid., p. 27.




opting to some evasive measures so as to survive in
business. This is true for strict controls and investment
disincentive. Given these iwo civocumstances, they may
produce poor quality products so as to keep the costs below
the meagre prices. In Kenya, this may be evidenced by the
locally made matches which aré difficult/ to ignite and
sugar willichi 1s not properly reifined and often contains a
multiple of unwelcome little foreign particles.» However,
pooxr quality products might not necessarily be attributed
to léw prices. It may even be due to inefficient machines
or labour force that is employed in making these essential
items. Inspite of this argument, Silas Ita still attributes
poor guality products to low prices. He notes

""the unecopomic prices allowed for i

by the Price Controller force

manufacturers to produce low quallty

procducts or even drop some product

ITines.”
Apart from production of low quality products,.investors
might produce uncontrolled items or import uncontrolled
products by changing their brand names or/and import numbers

in order to evade price controls.

3.3.% Profitability.

Before dealing with effect of price controls on
profitability, it is however important to indicate how
profitability is measured. Profitability mayv be measured

by use Qf after-tax profits expressed as percentage of

4oIta, Silas, M. "The Effect of the General Price Control

“Orders on Manufactur*ng Pricc and Marketing Controls
in Kenya. Occasional aper No. 32, 1979 pp. 37-40.




of ¢wnexr's equity and retained earninqs; Profitabidity

is measq;ed on this basis for two reasons. First, in
times of iﬁffé#inn, absolute profit level may rise withont
necessarily reflecting real profitability increases. in
this case retained earnings may be affected by inflation
to the extent as the absolute profit level; in this manner
‘poiishing the effect of inflation as a measure of
profitability. Secondly, one of the main objectives of
management is to maximize owner's wealth. So to measure
wealth effectively, profits after tax may be used in

measurement of profitability.

In genya, price coptrols have caused heavy losses
for some firms, while for some firms their 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 pointvis
East African Portland Cement Company. It was reported:

v The company is approaching its overdraft

facility limits. The Board attributes

the financial situation it is now facing

to have been caused by delays in

implementation of price increase following
5 an application made in July, 1981 which

was not approved until December, 1981.

The delay cost the4fompany nearly 20

million shillings.

This loss could have been minimized had the

applications been approved in time. The above report

seem to.be in comformity with various company reports at

———

4
1An‘nual Report, East African Portland Cement, 1981.




‘the Registrar of Companies Office. The reports give an

impre smon of price controls administration being a wvery

¥<‘

serious nzoblem. Most of the companies hlamad the Price W
Controller for delays in approving price increases when

raw material costs rise as the delays caused fluctuations

in profitability level and thus made forward planning

hazardous. A company whicn fell victim of this is Cow

and Gate, which closed its business in November, 1981

after making heavy losses dgring the previous year than the
total of its profits during the previous 14 years. 1In
February, 1982, three months after it had closed its doors,
its needed price was gazetted.4% i relation to: falling
profits of firms, Silas Tta views the system of approving
applications for price increases allowed as reflecting an
attitude of profit céhtrol.43 Another evidence of reduced
profits caused by price controls is George Williamson
(Kenya) Ltd., whose Report and Accounts confirmed the preli-
minary figures, an after tax profits of K£136,118, down
K£109,113 or 44% of the previous years figure of K£245,231

in 1981, %%

The two factors which seem to have contributed to
low performance were continued rising costs and new and higher
controlled prices for local tea leaves. Price controls affect

companies to a varying extent. The variability in effect

can be evidenced by examination of companies quoted on the

42Jones, Harry. op.cit., p. 28.

43Ita, Siias, M. op.cit., p. 37.

4“Willsamsorx Prospects", East African Report on Trade and
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~Nairobi Stock Exchange are compared. The table45 shown below can at least help us reach

tentative conclusions and explanations with respect to profitability oi the firms.

TABLE 4

AFTER-TAX PROFITS EXPRESSED AS PERCENTAGE OF OWNERS EQUITY PLUS RETAINED EARNINGS.

NAME OF COMPANY END YEAR 16689 3000 19738 932197321974 1975 19786
1. Xenya National Mills Ltd. Decyy 31 g9 et & S - ¥a.U0° 118 - PR 4.1 4.2
2. B.A.T. (Kenya) Ltd. 0= oS R ) L TR P S L Gy ot P i 2E. 8 280" - @80
3. E.A. Bag & Cordage Co. Mar., 30 184 ©=1.3 3.4 6.0 8.7 2.4 135 $9:.5
4. E.A. Breweries Ltd. June, 30 5 R N 1 - AT 1903 12D 18,5
5. Bamburi Portland Cement Co. RDec, »3d R a7 e 2000 - g T L. R TEE N A IR K Gy 25:6
6. Elliots Bzkeries Ltd. July, 31 e g S anon a2 2 3.5 14,7 357 e O
7. Kenya Orchards Lta., June, 30 -1.6 iy - -6.4 9.8 " i e Rt B =552
8. Kenya 0il Co. Ltd. May, 3L I Rt ahLg Wi Z23.0 8.6 9.4 18,1
9. E.A. Oxygen Ltd. gept. ; 730 T e £ - D50 20.8 18,6 23,7 17,9
10. Kenya Cooperative Cremeries (KCC) June, 30 e i S0 W B 46T 3356 T 290 ¢
11. E.A. Portland Cement Necss 3% 18-2 1NN ALl Ak S. DAY 1Y 2852
12. E.A. Packaging Industries June, 30 - 928 SRt@D ' 1IN B9 AT 4102 2D T
10 15 7 106 il Bl 14

Number of firms (X.C.C. excluded)
Average Profitability of above firms

(o))
Q

1
.o l5ie 17,8 2 RIS hae

Average for firms guoted on the Nairobi
Stock Exchange gE TR gee. T3 13,5 B AR D380 1
Number of firms in the Sample 40 44 b 42 50 58 47 25

Average Profitabilith of non-controlled firms 12.0 11.5 e 179 12T an. g w133 b

Profits of Price Controlled Firms as % of
non-controlled firms.

(Extract from Office of Registrar of Companies).

133 133 149 09 141 93 88 8L

43Raphael Kaplinsky's Files.




__From the above table profitability of B.A.T. (Kenya) Ltd.,
a manufacturer of cigérettes has been on the increase
inepite 6f the ﬁricc controls in KRenya. That is so becausge
companies which produce products that the Price Controller
considers to be luxuries are allowed to make more profits
for instance, B.A.T. and Kenya Breweries Ltd. On the
other hand companies engaged in production of essential
products, for instance Elliots' Bakeries Ltd. and Kenya
National Mills Ltd., their profitability‘has been on the
decline. The reason behind the decline is that the Price
Controller normally awards low price increases in attempt
to 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 vrice éontrols, the ratioof profitability
of 'conﬁrolled' to the non-controlled firms has been on the
decline. This case is justified by the examination of the
profitability of the above firms since 1971, although the
figures after 1977 were not computed for this study.A

In conclusion, the effect of price controls on investment
and profitability vary from firm to firm. Price controls have
affected investment to the extent that firms may easily shift to
large investment in the production of non-price controlled
products. In the case of profitability, most firms which engage
in price contrclled products has been on the decline, while

it has been on the increase in the case of some firms.
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Al Data Collection Methods.

in this study, data collected was of two tyves,

namely secondary data and primary data.

B 4 | Secondary data.

s date TOorms most part of the literature review.
The data was collected and organizéd from a myriad‘of

sources. These sources were categorized as:

(a) Government sources.

With regard to price controls, government sources were
among the most invaluable source of secondary data. From
the Central Bureau of 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 Government source was the
Government Printer where, as far as possible, documents

such as the Price Control Act, Weekly Kenya Magazines

and Price Control files were obtained.

(b) Industry Sources:

These included Trade Publications such as:

-~ (i) East African Report on Trade and Industry

Journals.



(ii) African Business Journals.
(iii) Executive Journals.

(iv) Corporate Reports,

(c) Academic Sources:
These sources of secondary data were mainly

the library in general.

LYY w Y Primary Data.

.Ih this nature of study, manufacturers attitudes
tpwards Government Price Controls and their administration
in Kenya:were collected. by questionnaife method. The
guestionnaire was structured and administered. Pirst, the

=

guestionnaire was pre-tested on ten firms and ammendments

made on the questionnaire 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, economic and
requlatory aspects of price controls and were asked to
élther strongly agree, agree, strongly disagree, disagree,
or neither agree nor disagree with each statement. A
five point Likert scale was used in the questionnaire.

In the same questionnaire, the executives were also presented
with Semantic Differential-type bipolar adjectives, and

were ask@d to indicate on a five point scale the performance or character

of personnel in the Price Control Department. The Semantic
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Diffential was used because of its simplicity and
versatility. In this study therefore, primary data was
mainly collected by using Likert-Scale and Semantic
Differential techniques although several other questions

which did not fall in the above categories were also presented.

In this study which was conductéd between March 1983
and October 1983, attitudes towards particulaf 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: ten
Géneral Managers, five Managing Directors, sixteen Sales/
Marketing Managers, five Chief Accountants and two
Financial Controlle;g. Each business executive represented
his firm in terms of attitudes and opinions toward

Government price controls and their administration in Kenya.

4.8 Sampling Technique.

In Nairobi, there are many manufacturing firms
engaged in the manufacture of various products. While
some firms produce one product, others produce a range
of products. A Directory of Manufacturing firms in Kenya
of 1977 indicated that a majority of the firms do not
produce price controlled products. So in order to
determine which firms were to be surveyed, a list of
firms whese products fall under price controls was obtained
from the Office of the Price Controller. It was a list

of thirty-eight firms and it included details such as
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range of products- produced by each firm and its indusctrial

location respectively.

Since the list of the thirty-eight firms was
significantly large and exhaustive, and 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 and convenient population.



CHAPTER 5

DATA ANALYSIS AND PRESENTATION OF THE FINDINGS.

5.1  DATA ANALYSIS.

In this study data was analysed by a variety of methods ﬁ
or techniques. These were iteﬁ analysis, percentages, 4 |
averages, content description and its analysis.

Table 4 summarizes the results of the executives
survey whose firms engage in the production of price controlled
items. The index in the last column of the table was calculated
by subtracting from any given attitude statement, the
percentage of respondents who disagreed from the total of those
who agreed. A positive index indicates a preponderance of
agreement, a negative index means disagreement. It was decided
that the best way tqﬁdiscuss the below findings is item by
item analysis. Thé discussion will begin with economic aspects
of price controls, followed by social aspects and end with a
discussion of the regulatory aspects.

The executives' responses to the bipolar adjectives which
reflect the character or performance of the staff in the Price
Control Department are summarized in Table 5. The average
score in the last column of the table was calculated by adding
up to any given set of bipolar a@jectives, the score of each
respondent. The total score obtained is then divided by the
number of executives who responded to that set of adjectives.
Finally the average score is indicated on the five point scale
and joined to form a graph. The rest of the data was analysed

by description of content, averages and percentages.

-
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8.2 PRESENTATION OF THE FINDINGS.
TABLE * 5

EXECUTIVES ATTITUTDES TOWARD PARTICULAR ASPECTS OF PRICE CONTROLS.

(N w= 38) o
Statement Strongly Agree Neither Agree Disagree Strongly *Index
Agree 7 or Disagree Disagree

Economic Aspects.
1. Price controls do not improve

the quality of products produced. 38% 50% 6% 6% 2% 8z
2. In general Price Controls result

in lower prices. 12% 41% 12% 35% 3% 1€
3. Effective Price Controls can

increase output. 12% 24% 18% 29% 17% -1C
4. Price Controls have been a major

constraint on profitability of

your firm. 29% 47% 12% 12% 1% 64
5. Price Controls contribute to

28% 22% 33% 11% 0% E

shortages of essential products.




Statement \ & v hie: :
Stacemn® ' Strongly Agree Neither Agreé Disagree Strcngly *Index
Agree L L R Disagree

6. In Kenya price controls do
not control inflation. 18% 65% 17% 0% 0s 83

7. Price controls have been
effective in protecting \.

consumers. : 18% 35% 12% 29% S . 18
8. Price Controls affect
investment decisions of _
your firm. 12% 53% 24% ' 11% 0% 54
9. Price Controls reduce
monopoly power of
companies. 6% 47% 18% 24% 5% 24
10. Price Controls have no
influence on capital
33% 33% 22% 1t 0

structure of companies. 0%




Statement - .
B : Strongly Agree Neither Agree Disagree Strongly *Index
: Agree or Disagree Disacree

11. In setting price ceilings the
Price Controller should take into

Ut
v

account all costs of production. 59 30% 0% 6% 78
12. In Kenya Price Controls are X
not essential TR 22% C7 s 11% = 5 oty
13. Price Controls help raise our '
standard of living. 0% 24% 24% 35% 18% -29
14. Much money spent on price
controls is wasted. 12% 12% 52% 24% 0% 0
Socail Aspects.
15. There should be consultations
between Price Controls Personnel
and Manufacturers 47% 47% 6% 0% 05 94
Requlatory Aspects.
16. Price Control Administration
is too strict. 6% 24% 58% 5% 6% 18
17. Price Control Act does enhance :
0% 35% 41% 212 -65

manufacturer protection. 0%
*Index = (8 agreeing with statements minus 3




Economics Aspects.

1. Respondents were in strong agreement that price

conteale o not improve the auality of producte produned

- One of the elements of a marketing mix is price,

and goods of high quality can be sold at a higher price. |
That is the better the quality the higher is the price.
This may go along with winning the loyalty of @
consumers. Executives did not think that price \

controls were useful in improving the quality of the

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

possibility of price controls induced improvements in

products.

2 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 controls" would not suffice. Price is
one of the variables in the marketing mix that a

seller manipulates (or coordinates) in order to

achieve a given sales volume.

3. Can effective price controls increase output?

A negative index 10 shows that executives in the
stully did not think so. They did not see the

possiblity of price controls induced increments in
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output. This response is understandable because the
relationship between price and output is a complex one,
particulé;iy in both monopolistic and competitive market
bituatlbns. Lf therefore requires a clear understanding

of all factors which influence the market forces.

4. Price Controls have been a Major 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 controlé are effective, profit margins

are reduced. This is true in the case of increased
costs while prices are not permitted to rise because
of maximum price levels. As indicated by index 64,
executives were in strong agreement that price
controls have been a major constraint on profitability
of their firms. If a firm is unable to operate
profitably, it is likely to close down in the Ilong-run

since it may not covexy its costs of production.

5. Do Price Controls Contribute to Shortages of Essential

Products? A positive index 33 shows that most
executives reply was a "yes" to this question. It
is possible to give good reasons for shortages of
essen£1a1 products. When demand for the product is

high and prices are not allowed to increase due to
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maximum price set below the equilibrium level, there is a tendency
to hoard essential products, At times storekeepers decide on who

ghbuld get-the scarce product or who chould not, In 4his case

goods may be kept under the counter and later sold

to regular customers.

While the Price Controller mavy he‘able to
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. The development of the black market arises

because there are a few people willing to risk heavy

penalties by running a black market supply organization,

and a reasonably large number of people are willing

to buy products illegally on black market.

In Kenya Price Controls do not control inflation.

A positive index 83 showed that price controls do
not perform the role of anti-inflationary measure.
There are various types and causes of inflation.
Demand-pull inflation is due to "excessive" planned
consumption triggered off by baom increases in
‘export earning cr wages or excessive investment or
excessive government spending, government deficit
financing and excessive monetary expansion. Cost
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push inflation is caused by increases in the cost

of the factors of production, while bottleneck
inflgtjqﬁ'ﬂg caused by failures in agricultural
production; foreign exchange and collapse in import
supply. So the executives: thdught that priece
controls did not control any of the above forms of
inrlation. This response is concistent with the
popular . agreement that price controls contribute
to shortages of essential products. Disappearanqg‘v
of essential products from the market may hike tﬁé{

prices of the essential products.

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 reasons
behind price controls is consumer protection, and
consumer protection involves the legislation of

minimum price and maximum price level.

Do price controls affect investment decisions of

your firm? Executives, as shown by positive index

54, thought that price controls affected their
investment decisions. The answer to this question
was "yes". Investment decisions, as far as price
controls are concerned, involve shifting from
investing in price controlled items to non-price

controlled items, discontinuing production of some

\,
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items all together, or importing non-controlled
raw materials. Investors, by opting to one of the

- - P o [ NN de Ty o wn 2 AR ey e 2y v jon il g o sl “
above m@t.hOdS, can alter thelr investment decisions.

Price Controls reduce monopoly power of companies.

Most executives were in agreement that price controls
reduce monopoly power of companies as indicated by
index 24. Where the government sets price ceilings,
most companies are prevented from selling their
products at any price they so wish. 1In this case most
companies are reduced to competitive levels, hence
perfect competition. But this pérfect'competition
can be overwhelmed if the products so produced by
that company are,of heterogeneous nature and are not
produced by other firms in the same industry. 1In
some cases some multinational firms use price as a
strategy to increase their monopoly powars. So to
restrict this Kenya Government has introduced laws to

enforce competition.

Do price controls have influence on capital structure

of companies? Executives, as shown by index 0,

were undecided on the infliuence of price controls on
capital structure of companies. They were indifferent
to this statement. Capital structure, sometimes known
as financial plan, refers to the composition of

long term sources of funds, such as debentures, long




term debt, preference share capital and ordinary

share‘capital including reserves and surpluses
(réfained earnings). A sound or appropriate capital ﬁ
structure of a company ought to have the following %
features: profitability, solvency, flexibility, |
conservation and control. Generally, the following

factors may be considered whenever a capital

structure decision has to be taken: leverage (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

gtricture.

In setting price ceilings, the Price Controller should

take into account all costs of production.

Executives were in strong agreement that Price
Controller should take into account all costs of
production is setting price ceilings, as shown by

index 78. Executives felt that all costs of production
which included cost of raw materials, labour and
factory overhead be taken into account when

determing maximum and minimum price levels. Most

executives were receptive to this statement.
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reply was a "no

In Kenya, Price Controls are not essential.

A negative index 32 indicates that most executives
‘ . " to this statement. This shows that
price controls in Kenya are essential. It is possible
to give reasons as to why price controls are essential.
Price controls can play the role of protection 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 gtatement that

price controls do not control inflation. In Kenya,
therefore, price controls do not control.inflation,

as shown by index’83 above.

Do price controls help raise the standard of living

of Kenyans?

Executives did not think it does as ‘indicated by
negative index 29. From the response to the
statement that price controls have been effective
in protecting consumers, it appears that e#ecutives
who did not have a course in simple economic theory
found it difficult to figure out how price controls
is concerned with the standard of living and consumer
protection.

_The standard of living contribution of price

controls rest on the premise that price controls
:




|
encourage consumers to purchase more products and as

guch reduce the cost of living. 1In this case price
controls generate consumption, and thus contributing o the
whole economy. Where price controls are effective

in lowering prices, there is likelihood of increased

aggregate demand. Perhaps the negative response may

$ $-1

be in comformity with the failure of price controls
to control inflation, hence fails to improve the ﬁ

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 whether the money was wasted or not. Here
there is some inconsistency. Perhaps this
inconsistency in the response is due to failure

on the part of the executives to conceptualize the
wide role of the essentiality of price controls in
Kenya. They might have looked at price controls at
company level rather than at national level where
price controls are perceived as a tool of economic

management.

Social Aspects.

15. Should there be consultations between Price Control

personnel and Manufacturers?

Executives, were in overwhelming agreement

. "(index = 924) that there should be consultation between



Price Control Personnel and Manufacturers. There

was no other statement upon which executives were

as agreed on as this one. Consultation will create

good human relations, subsequently resolving standing

battle, if any, between the manufacturers and the staff

in the Price Control Department.

Regulatory Aspects.

16
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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.

Does Price Controls Act enhance manufacturer protection?

A negative index of 65 indicate that manufacturers

are not protected. Manufacturers may therefore

require that the Act be revised to protect them.

Most executives were deceptive to this statement and this
calls upon the Price Controller to have some sections

of the Act ammended to protect them.

Table 6 below summarises the executives opinion
with regard to the staff in the Price Control Department.
The reader will realize that the table summarizes how
the staff does its work and their reaction to

manufacturers problems.



TABLE 6

CHARACTER OF THE STAFF IN THE PRICE

CONTROL DEPARTMLNT

18,

19'

20.

41

R4

23

24,
25.

26.

27.

28.

18.

Well informed
Dominant
Conpetent
Flexible
Reformative
Organized

Unintelligent
Efficient

Responsible
Easily satisfied

Humane

well Informed -

(&3

-

Uninformed
Submissive
Incompetent
Ineflexible
Reactionary
Disorganized

Intelligent

Inefficient

Irresponsible

Hard to please

-~ Ruthless

Uninformed

Average score

Sk

ud

2.0

%,

344

3.0

3.6

3.0

esd

5T

2.8

An average score 3.2 indicate that the personnel in

the Price Control Department was uninformed., Being

uninformed could be the result of lack of iditiative

to comprehend the concept of price controls, changing

market demand, cost structure and possibly the price

structures.
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20 .

21,

the Personnel was dominant. Thev Aid not

Pominant = "% = = - - Submigsive.

Executives, as shown by average 2.3, responded that
the manufacturers ample time to table their proposalk,
for instance, applications for Price increases. This
dominance role could lead to suppressed feelings,

which could have been useful to the Price Controller

for decision making purposes.

Competent - - o o = Incompetent.

An average 3.0 indicates that executives were
indifferent. They did not seem to conceptualize the
competence of the Price Control Personnel. They

were unable to identify the skill or proficiency of

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

executives do not meet the Personnel regularly.

Howéver, competence might have been difficult to

conceptualize as well.

Flexible - e L T e - = Inflexible.
Executives, as shown by an average score of 3.5,
indicate that the Personnel is inflexible in their
decisions. 1Inflexibility is in relation to failure
to change price control policy whenever market
forces change. May be they have maintained the
mechan{cal aspects of price Controls as little is

change cost determination methods and possibly the

personnel is dogmatic in perception of

done to



the changed price and cost structures. In other

words it may be stated that it takes too long to

accept manufacturers proposed price increases.

24, Reférmative AL e - - = Reactionary. |
An average of 3.2 indicates that the personnel in
the Price Control Department were reéctionary. The
response to this question is consistent with
inflexibility, which is indicated by the above
average score of 3.5. Most respondents were in
acceptance that the staff was unwilling to bring about

changes.

23 - Arhanized . -~ g O o o -+ Pisorganized.
Most executives, és sﬂown by average score of
3.0, were 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

2 with the definition of responsibilities of the

executive, supervisory and specialist positions into
which management process has been subdivided; and
the formal interrelations established by virtue of

such subdivided responsibilities.45 In view of this

45Brech, EF.L. Orcganization: The Framework of Management

2nd Ed. Edited by Brech. London: Longman, Green &
Co. Ltd., 1965, p. 18.
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25.
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definition by Brech, it might have been difficult

for, executives outside management positions to

conueptualiZe the stiucture of tasks, especially starfing
and above all the integration of the functions into

the human systems of activities.

Unintell%gent - e - e =" Intelligent.

An average of 3.6 indicated that most of the people
in the Price Contrcl Department were intelligent.
They had the ability to figure out the operation of
price control Sarsey . that is, pricing policies,
costing and even the general understanding of price

controls. -

Efficient - = g - " - Inefficient.

In connection with this item, 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
Department. Efficiency is measured in terms of the
output/input relationship. 1In order to understand
this relationship, conceptual skills are required.

So the respondents indecision is not useful for
decision making purposes. They were unable to measure
economy in resource use, that is what ought to have
been used or how well the attainment of a specified

target was accomplished.
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27.
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Responsible - - - v - " Irresponsible,

Exééatives, as shown by average 2.3, were of the
opinion‘that the staff was respensible euough in
discharging their duties. Responsible person is one

who has an obligation to use authority to see duties

are performed. When a person accepts authority, 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 hqt able to comprehend what

responsible staff meant.

Bagily satisried - - il - Hard to please.

An average of 3.7 showed that the Price Controller

and her personnel were hard to please. An interview
with executives revealed that the Price Controller was
actually feared. Whenever executives received a

letter from the Price Controller, even if it was not

in comformity with price increase proposal, they

found it difficult to complain for fear of being
identified. Instead they accepted prices as laid dawn by
the Price Controller. In this case there may have

been a degree of coersion involved.

-



28, Humane = - - - - Ruthless.
- Executives were of the opinion that the staff was

humane: This is shown hy 2verage 2.8. This ¢

. .
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is inconsistent with the above opinion of 3.7. The
inconsistency may be true if executives viewed the ﬂ
staff at subordinate level rather than at top management *

level, the Price Controller.

Apart from the above results of the survey, executives
were of the opinion that price controls in Kenya were

effective. Their responses are shown in the table below.

TABLE - 7

; PERFORMANCE ~OF PRICE CONTROLS

RATING OF CONTROLS PERCENT OF EXECUTIVES
Effective 559
Ineffective 19%

Do not know 26%
TOTAL 100%.

Table 7 summarizes the results of performance of price
controls in Kenya. From the table, 55% of the executives
rated the controls as effective, 19% rated the controls
as being ineffective, while 26% of the executives were
undecided. In a nutshell, price controls in Kenya were
effective since most respondents thought so (55% - 19%

= 36%).

When asked, "which of the following do you regard as



a more serious problem with regard to price controls?",
most respondents were indifferent since 50% of the
regponderts felt that administration was a more sericus

problem while 50% of the respondents indicated that the

price control mechanics was more serious.

4,2.1 - Some possible improvements as suggested by

Manufacturers of Price Controlled Products.

In the survey most manufacturers made the following
recommendations in respect of price controls. The
recommendations, if taken seriously by the Price Controller,
can improve price controls operations, the mechanics and
the ‘administrative aspects and subsequently reduce
undesirable influences on the suppliers of price controlled

products. The recommendations are as outlined below.

(a) That there should be flexibility of price controls

and regrouping of products. Companies can no longer use
commission agents due to tight price controls. Regrouping
of products per zones would perhaps be the best system of price
control such as that governing the sale of Unga, Cement,
Milk, Bread among others. Given that price in Nairobi

or Mombasa is different from Garissa, Lamu and Mandera,
manufacturers would be able to pay for an.element of trans-
portation without necessarily digging in their profits

or overheads. In other words problem of distances and

transport costs should be considered, as for instance,

when only one price is fixed for a whole district covering



a wide area. This recommendation therefore calls upon frice
Controllexr.to have general knowledge of the price structures
all over the country. This recommendation of flexibility

conforms with the response to item number 21 on page (89).

(b) That there should be more consultations between the
Price Control Department and Industry, Wholesalers and
Retailers. The Price Controller should liaise with the
manufacturers before increasing prices. More consultations
will require that the price controls be managed by more
humane people, who should be honest. Staff should be
serious in their considerations of price increases and the
criterion to be used ﬁo allow price increases and margins
should be clearly specified and understood by all in order

to minimize any misunderstanding.

(¢) Increase accounting staff in the Price Control
Department. Accountants will be in better position of
reviewing cost structures and price structures assess

their suitability in awarding price. increases.

(d) That computers be increased to reduce bureaucracy.
This will inevitably reduce the magnitude of inefficiency

and increase effectiveness of the controls in Kenya.

(e) That the time it takes to process and approve or

reject applications for price increases should be shartened
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but in any case should ﬂot be more than 90 days. 1In
connection with this, most executives were of the opinion
that it should take an average of 50 days, but a maximum
of 90 days to accapt or xejecl upplicvations. »An averagye
of 50 days will save manufacturers from being antagonised

by the price controls.

(£) That all levels of conéumption to be considered if the
standard of living has to be protected. This is a very
important 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
pfices 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 gainé

in the case of profits.

(g) That there should be a committee of consumers and
manufacturers to advise the Price Controller on a regular

basis.

(h) That the Price Controller should include all cost of

production namely import duties, storage costs and taxes such

-

47See Appendix 1.



as sales tax.-.The government should not see price controls
merely @8’ a €ool Of earning revenue, but a motivator to
manufacturers in the production and distribution of

essential items,

(1) Very often does the Price Controller takes

seriously the views of "vocal producers" as oppcsed to
many small producers. The Price Controller therefore
should consult even the small manufacturers and get their

views before taking up any decisions.

The foregoing recommendations may be useful in
improving price contrecls but the extent to which they can
be implimented depends basically on the Price Controller

and her administrative machinery at hand.



CHAPTER ©

LIMITATIONS, SUGGESTIONS, SUMMARY AND CONCLUSIONS.

6.1, Limitations of the Study.

Although fthis study was successful and conclucive,

it had some limitations which mitigated better results

than the ones raised in the study. These were:

(i) 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 and so it became
difficult to get some data from them. Apart from being
associated with the Price Control Office, some
manufacturers thought that the nature of information
sought was in the interest of competitors. But after
pursuading them for some fime, some answered the 3
questionnaire with some degree reservation in their
explanations. Inépite of this drawback all the executives
responded although there were non-response to some guestions

in the study.

(ii) Another limiting factor in this study was time.
Where an appointment was made, executives afforded
little time for interviews. Perhaps more data would
have been collected had they increased time for

interviews. Unfortunately time element govern the
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operations of business ventures so much that little
attention is given to researchers. In some cases
some executives thought appointments intertered
with their work since they were to be evaluated on

the basis of their performance and time savings.

In any given situation, or time horizon a study of
attitudes is a volatile pbne. 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 studies
on attitude ought to be updated to incorporate most
recent data. Finally, pre—fested samples might have
had varied attitudes after launching the final

questionnaire.
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g 2 SUGGESTIONS FOR FURTHER RESEARCH,

In connection with further research work, four

possible research areas can be recommended.

(i) In this study, the' literature review was gathered
from two areas. One was the already researched work and
the other one was purely hypocthetical. In wview of this
itfmay 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
their prices of essential products so as to ask for
increases. This study could only be conducted if firms

were willing to provide data regarding gross margins of their

firms.

(iv) Organization and organization structure of Price
Control Department. A study of this kind will facilitate

employment of personnel just enough to man price controls
especially the aspects of responsibility and accountability.
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6,3 SUMMARY AND CONCLUSTONS:

. This research project has discussed the scope of
price controis in nenya and presented results on attitudes
toward price controls held by business executives from
various firms in Nairobi that manufacture price controlled
products. Price contrels in Kernya were introduced at the
beginning of the Second World War as part of the War time
regulation. During the period 1939 and 1964, various Committees,
Commission and Ordinances governed the operation of price
controls. These were Cost of Living Committee formed in
1948, Vasey Cost of Liviﬁg Commission formed 1950, Leslie
Cost of Living Committee, (1953) and ﬁrice Control Ordinance
which governea controis between 1956 and 1964. After
independence but before 1971 price controls were governed
by two agreements, that is First and Second Tripartite
Agreements of 1964 and 1970 respectively. After 1971, price
controls were administered using the General Price Controls

and Specific Controls.

In Kenya determination of costs is normally done
by two methods, absorption costing and direct costing
for specific and general controls respectively. Apart from
cost determination, most of the price controlled products
are priced on the basis of cost-plus approach, which takes
into account costs of production and adding a predetermined
percentage of profit. This is the case with locally
manufactured goods, but for imported products, a predeter-

mined profit margin is added to the costs of importation
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(landed wasll: The &ffect of price controls on investment
and profitability of firms in Kenya has been relative.

For some firms, for instance B.A.T. its profitability has
been on the increase while for Elliots Bakeries Ltd. and
Kenya National Mills, have recorded declining profit levels.
Delays in approving orders 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 ﬁonopoly powers of companies.
Most respondents were skep?ical 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 reasqpable assumption to make that it is losing
effectiveness at the margin in its ability to perform
its role properly. What can the Price Controller do to
improve controls? The first step is increase consultations
with manufacturers. This can only be possible if the price
control staff became flexible, reformative, easy to satisy,
more informed and less dominant and take all firms serious
as opposed to more "vocal" ones. The price controller, as
the finding suggests, should relax the Price Control

administration.
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" BIBLIOGRAPHY AND APPENDICES

gk Appendices.

% W Formula. X = = fxi
N
Where g3 = mean number of days.
% = gigma.
£ = Frequency.
Xi = Mid-point of each group.
N = Population.

This formula was used to compute the average number
of days required to process and approve or reject

applications for price increases. ’
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EXECUTIVES' QUESTIONNATIRE

7.1'2

SECTION 1: ' &
This section deals with attitude-opinion statements. Indicate with a tick (V) /
if you strongly agree, agree, neither agree nor disagree, disagree or strongly discgrcee with

a particular statement.

Strongly Agree Neither Disagree | Strongly
Agree Agree nor D:.sagree
Disagree

Fconomic Aspects.

1. Price controls do not improve the
guality of products produced.

2. In general, price controls result

in lower prices.

nffective price controls can

et e N

LS}
»

increase output. £ ¥



10.

Price controls have been a majo
constraint on profitability of your
firm.,

Price controls contribute to shortages

of essential products.

In Kenya, price controls do not
control the level of inflation.

Price controls have beéen effective

in protecting consumers.

Price controls affect investment

decisions of your firm.

Price controls reduce monopoly

power of companies.

Price controls have no influence

on capital structure of companies.

104 -

Strongly
Agree

Agree

Neither
Agree nor

Disagree

Disagree

Strongly

Disagree

i’

)
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Strongly |Agree |Neither Disagree Strongly i
Agree Agree nor Disagree

Disagrze

11. In setting price ceilings, Price
Controller should take into account all

costs of production.

12. 1In Kenya prices controls are not
essential.

13. Price controls help raise our standard
of living.

14, Much mcney spent on price controls is

i

wasted.

Social Aspects.

15. There should be consultations between

Price Controls Personnel and

manufacturers.



TR e

. Strongly |Agree (Neither Disagree |Strongly ;
Agree Agree nox jDisagree
Disagree ,?'
Regulatory Aspects. )
16. Price controls administration is too f
strict.
17. Price Control Ac¢t does not enhance f
manufacturer protection. :
0 SN L e i

SECTION II:

This section deals with adjectives which reflect the chara
In each set of adjectives use X in one of the dashes 1 to 5 tc indicate the

cter of the staff in the Price

Control Department.
cter of the staff in the Price Control Department.

chara
Example: & 2 3 4 5
Patient - i 5 % X Impatient.

were assumed to be very patient (1); patient (2)

The five dashes for the above set of adjectives



neither patient nor impatient £3) - Lmp

dash is marked X meaning the

18.
19.
20.
21.
22.
23.

24.

Well informed
Dominant
Competent
Flexible
Reformative
Organized
Unintelligent
Efficient
Responsible

Easily Satisfied

Humane

g

answer is

2

-

atient (4), very impatient (5).

that the staff is very impatient.

30 el

Uninformed
Submissive
Incompetent

Inflexible

Reactionary

Disorganized
Intelligent
Inefficient
Irresponsible
Hard to please

Ruthless

In the above case

the  S5tH
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Answer the following:-
29, How would you rate price controls performance in
Kenya? (a) Effective )

(b) Ineffective ( )

(c) Do not know ( )

30. Indicate with a tick (J) how long you would like the
~Price Control Department to process and approve or

reject applications for the price increases.

0- 90 days £ 1
91-180 days 5%
101~270 days =~ ()

80360 aave | ()

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 ( )

32, What improvements would you like to see in Price

Controls administration .
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