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AN ANALYSIS OF ICDC SMALL INDUSTRIAL
LOAN COMMITMENTS, 1961-1975

By

Raphael Kaplinsky

ABSTRACT

This study concerns loan commitments by the I.0C,D.C, to small
industrial projects in the period 1951 - 1975, It anelysns the distribution
of these loans by region, by product and over time, OCther features of these
loans are discussed an the concluding section discusses some ressons explaining
the distribution of these commitments.
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The Industrial and Commercial Development Corporation is one of
the mejor arms of government policy designod to further industrisl and
commercial growth in Kenysz, In p-rticular it aims to further the extent
of participation by Africans in the economic l1ife of the country. Since
it wes established it hes provided extensive assistance to Africans
gstablishing new industrisl or commerciel enterprises and to those taking
over existing enterprises from deporting non—citizen businessmen., It hes
also been involved in the establishment of larger ventures ’ichsgli%gdjoint

ventures with international firms, Finally it has elso been/in the purchase

of shares on the stock exchenge through its Investment Company.

This study confines itself to only & small part of ICDC activities,
that is to the operations of the small industrisl loans section. The Small
Lozns section (fo"er‘ing loens.up to E37,500) of the ICDC accounted for 53H
of total net asscts in 1973/4., Of this 36% wAss given over to commerciel
loans, 42}k to property loans, 8, to "Machinery" loesns and 1@k to industrial
loens. This means that the smell industrisl loans covered in this study
account for less than 10 of total net assets, perticularly as we =re only
examining non defsulting loans.

:

The source of the ICDC funds is diverse. The bulk came from the
Government of Kenya (5’7/v in 19’74), bank losns eccounted for 1% and loons
from the West German government compriscd 7/, of the total., The Danish cnd
West German government are ~lso involved through their porticipation in the

Kenya Industrial Estates.

A.description of the data base may be useful in setting this study
in context. Initially the ICDC smell industrisl loans section was
approached in an ettempt to establish whet proportions of loans were being
given to the food industry in Kenye. Access to the loan files was given
and it beceme clecr that the informetion contained in these files
wes sufficiently interesting to justify further detsiled study of other,
non~food industry loans., The loen files sre divided into two sections -
defaulting and non.- defaulting, This study concerns only the non-
defeulting section, It should be made clear that the distinction
between defaulting and non— defaulting files is not watertight,
since some of the files in the non - defeulting section either

were in defeult or had been in defzult at some stzge in the past aend

I am grateful to the ICDC for their cooperation in this project,
Particular tharks are due to Mr, tasinde and Mr. Sheh for their assistance,
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thercefore pass between defaultine end non-defaulting sections., So it
cannot be s=2id thnt ~11 of the {iles in the non-defeulting section fitted

this classificetion unambiquously.

Between the establishment of the losns section and the most
recent file aveilshble 2t thoe time of the research, ¢ total of 322 smell
industrial locns were of “ered by the corporation.T In fect not 211 of these
lomns were for industrial prnjocts as the definition of 'industrial' has
heen stretched to cover inter alie, fish and chips shops, dry clesning and
n bowling alley., The sample in this study is o 357 loans. comprising &
totel sum of £1,509,109 - it is limited therefore toc only 2 proportion of
these A2 loans, The selection of the357 files was madz in the following
wey. ALl of the files in the yeers up to end including 1971, as well as
all the files aveilchle for the yesr 1975 (ie up to 4/7/75 when the study
was hﬂgun) were exemined., For 1972 all files in the letter helf of the year
were included and for 1973 1l files from the end of March were included.
The sample of 356 Tiles therefore comprises almost 11 of the files remcining
in the non-defaulting section, with the exception of part of 1972 and pert of

1973.

The informetion stored in the files veries, psrticulerly over the
years, Eorlior files heve little indicrtion of sany ~nelysis of spplications
some are so depleted that theore is not even # record of how much was of fered
in rosponse to perticuler recuests, In leter yeers the files are much more
Informrtive And currently ench rFpplication has to be analysed by the
provinciel ICDC officer who is responsible for <ssessing the viebility of
the enterprise, the edequecy of s curity end the estmated monthly/yearly
profit, The opplicetions ~1seo include comments by the district.commissioners
or soma other locel civil servent of stending, The epplicetions cre sent
to heedou 'rtors in Nairobi vhere finnd assessment is me=de (sometimes after an..
interative process of berg~ining with the district ofTicirls or the Ppplicant).

ATtor the offer is mnde the epplicont is given » neriod of three months to esccent

Not ©l1l of these offers were infect =ceptoed by ~pplicrnts.

Another six files weise ex~mined which covered the very early
period of lorns, but no details were cveilable & concerning these
committments,



- 3 - IDS/WP 251
inwriting, after which e reminder is rent and then the offer is with-
drawn. Loars are generally offere! for repayment over a period of five

to eight years at commercial rates of interest.

Fron these files the information gathered includesd the product
to be produced; the estimated fixed capital cost of the project; the
estimated working capital requirements; the ICDC loan offer to the
applicant(s), the estimated personal contribution of the applicant(s):
the postal address and physical location of the applicants; whether the
loan offer. was accepted (Where available); whether it was for a new e
enterprise or for the takeover of an existing one (whether e.vailable)
and any commehts of particular interest made by the provincial ICDC

officer or anygne else on the application.

The analysis of the data will take the following form. The
second section will comprise a discussion of the geographical
distribution of the loan offers in the sample. The third section
oongerns sche product distribution of loan offers and will be followed by
8 fourth section examining changes over the years since the loans were
tirst offered. The fifth part discusses other notable features of
the loens and the sixth section is concesrned with a discussion of the
factors explaining the patterns which are found and some discussion of
other p_oints Which emerge from the re;search. This is followed by a

. e o
concluding section.

In reading the following sections; care should be- taken in
noting that it is & sample of loan offers, not of disbursements. The
difference between committment and disbursement is an important one,
the former reflecting the concerns of the loanor and the loanee and the
latter the ability of potential loanees to teke~up the loan offers of

the loanor.

II

- Geographical Distribution of Loans Committments.

Table I presents the geographical distribution by province of
loans in the sample. Table 2 presents some relevant ratios which are
used to determine whether there exists a different pattern of loan

comnittment between the different provinces By average size of loan,

the largest is Nairobi, followed by Coast Province and Nyanze Province

Rift Valley Province, Western Province, Central and Tastern Province
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have similer sized loens and North Eastern Districts legs far behind
(although there is only one loan committment to it in the sample),

None of these differences are statistically significant (- tests used
to compare averege for districts with average of total). To some extent
there is an explenation for these (statistically insignificant) differ~
ences in that the three large figures include three of the four largest
cities in the country and there is a tendency for the cities to attract

larger projects.

I
TABLE T
Loan Committments Average Size Aggregate
of Loan I18ans
% of
Province No. % of total total
Nairobi 71 19.9 168507 11963997 38. 4
Rift Valley r4 15.2 64685 3492990 11.2
Nyanza 60 16.9 91033 5462000° 17.5
Western 46 12.9 61152. - - 281 3000 . Q
Fastern 47 15.2 53011 2491500 8
Central 68 19.1 %6099 3814698 12.2
Coast 1¢ 2.8 1123900 1120482 3.6
North Ea
Districts 1 0.3 15000 15000 0.1
To tal 356 100. 87345 21182185 100.

t - test used between average loan size for province egainst
average leoan gize of total. No significant differences found in

average size of loans to provinces.

1. Some care should be taken in reading these and subseguent
tables. Average loan sigze is derived by sonsidering all loans to each
brovince over the period 1962-75. . Since inflationary factors
influence loan sige and since the patterns of loans vary over the
years, there is some possibility of distortion in the data. It is
not believed, however, that this distorts the averages in any
significeant way. The variation of loans by province by year is
treated in a later section of this paper.
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In terms of the number of loan committments, the marked f
difference concerns Coast Provinccu (with only 10 committments),and North
Castern Districts (with only 1 committment). The aggregate gizve of loan
committments follows from the consideration of number and average sige
of loans. Nairobi alone accounts for 38.4% of total loans a committment
followed by Nyanza Province with 17.7 This relatively high figure for
Nyanza is to some extent explained by the large share of Kisumu (10.1%
of total committments). What is suprising there is not so much the .,
large share going to Nairobi and Kisumu, but the small share obtained

by Mombasa and °* Nakuru.

When account is taken of the relative populations in the
provinces the picture does change a little (table 2). Central Province:
appears to command & marginally larger share (but statistically insigni-
ficant) of loans by number and aggregate committment. Nairobi obtains
siginificantly larger average size of loan and e significantly larger
amount of loans (both significant at the 5% level, using & Z score).
Once again the picture which emerges for the Coast and North Lastern
District Provinces with regard to number and aggregate committments is
small. However both register a relatively high(though statistically

insignificant) figure for the average size of loans per share of popu~

lation.
TABLE 2
Distribution of loans by Province: Normalised
by Population.
Provinces Population No of Loans Average Loan' Total Loan
(Estimate) per million | pewr 1000 per 10
for 1971 | people people people
¥ *¥
Nairobi 580586 122.29 290.2 206.07
Rift Valley 2365010 22.83 27.4 14.77
Nyanza 2270588 26.42 40,1 24.06
Western 1421279 32.37 43,03 19.79
Eastern 1960194 23.98 27.04 12.71
Central 1144900 59.39 49. 33.32
Coast 1010168 9.9 111.76 11.18
North Eastern
Districts 262960 3.8 57.04 0.57
Total 11015185 32.32 80.7 40.31

*x Significant at 5% level: Z Score used.
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Similar data is presented by district in table 3. The

number of loans per million population is highest for Nairobi and Embu
(both significant et the 1% level). In terms of average size, committ—
ments to Nairobi ere particularly high (significant et 1% level). These
to Isiolo (1% significance) end, Leikipie (significent at 5% level) and
Teite Taveta (significant at 10% 1evel), are misleading in that only

one committment was mede to each of these districts. When aggregate
committments per population are considered, once again only Nairobi
registers a statisticelly significent difference (1% level) ,Committments
to Lamu are also significently different, but there is only one committ-

ment in the sample.

In the case of seven districts ~ Samburu, Turkena and Kajiado
(Rift Velley Province), Marsebit (Eastern Province) Tene River (Coast
Province) and Wejir and Mandeis (North Eestern District Province) -~

there is no record of loan offers in the sample.
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Loan Committments by District
No of Bopulaion| Average |.Yotal No of .Average |.Total
Loan Co- | (Estimete| Size of | Loan Toan Co+ Loan Co- Loan
mnittme- | for 1971) | Toan Commi tt~| mmittme+4 mmittme-| Commit
nts ‘Committ-| ments(/~|ints per| nt per | ment p
ments (/- million|{ 100 10
people people people
i (/-)
Nairobi 71 580586 168507 | 11963997 122.29 29.02aﬁ 206. 7
Kiambu 26 508866 49846 1296000 51.09 9.8. 25.47
Murang's 17 476482 83929 1426793 35.68 7.61 29.94
Nyeri 11 386104 43636 479996 28.49 11.3 12.43
Kirinyaga 10 232177 40800 . 408000 43.07 17.57 | 17.57
Nyandarua 4 189313 61250 245000 21.13 32.35 | 12.94
Nandi 5 223703 28400 142000 22.35 12.7 6. 35
Kericho 12 512675 21667 260004 | 23.41 4.23 5.07
Elgeyo Mar, 1 170414 15000 15000 5.87 8.8 0.88
Naroko 2 133984 77000 114000 14.93 57.47 8.51
Baringo 2 173063 21000 42000] 11.56 12.13 2.43
Trans Nzoia 2 133066 20000 40000| 15.03 15.03 3.01
Samburu - 74385 - - - - -
Laikipia 2 71161 80000 160000| 28.4 22.48
112,42
Turkena - 176791 - - - - -
W.Pokot 2 88230 15000 30000! 22.67 217 3.4
Kajiando - 91916 - - - - -
Uagin Gishu 8 204409 128000 1024000 39.14 62.62 50.1
Nakuru 18 311213 92556 1666008 57.84 29.74 53.53
Siaya 5 410011 16800 84000 12.19 4.1 2.05
Kisii 18 722294 72300 1305000| 24.92 10.01 18.07
S. Nyanza 20 709595 46350 927000 28.19 6.53 | 13.06
Kisumu 17 428688 185059 3166000 39.66 43,17 73.39
Bugoma 6 369392 62500 375000 | 16.24 16.92 | 10.15
Busia 5 214520 28600 143000 23.31 13.33 6.67
Kakamegsa 35 837367 65571 2295000 | 41.8 7.83 27.41
Kitui 3 366960 71000 21 3000 8.18 19.35 5.8
Isiolo 1 32405 50000 50000 30.86 () 15.43
154. %
Machekos 12 756719 55417 665000 15.86 7.32 8.79
Marsabit - 55192 - - - - -
Embu 20 191436 48175 963500 * 25.17 -] 50.33
104.47
Meru 11 557482 54546 600000 19.73 9.18 10.76
Mombasa 5 264368 101800 509000 | 18.91 38,51 19.25
Kwale 1 219994 140000 140000 4.55 63.64 6.36
Kilifi 2 329098 40000 80000 6.08 12.15 2,43
Tamu 1 23969 300000 300000 | 41.72 |125L1.62(f) (**)
(*¥%%)1125,16
Taveta 1 118493 100000 100000 8.44 84.39 8.44
T. River - 54255 - - - - -
Vajir - 92266 - - - - -
Garissa 1 69038 - 15001 15000 | 14.48 21.73 2.17
Yandera ' - |101656 A - - -
*%¥ 10% significance
*¥* 5% significance -
¥ . 1% sigrificance (Z Score used)
() means sample too small for firm conclusions.
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The overall picture which emerges from this analysis is
the relative absence of differences between provinces and districts.
Nairobi commands a higher share of loan committments by number of
loans, size of loans and share of aggregate committments. Kisumu, too,
appears to have attracted a relatively large proportion. But when amount
is taken of the large industrial sectors in Nakuru and Mombasa (parti-
cularly) it is somewhat suprising that these two cities attract so far

few albteit large) loans.

The relatively large share of loan committments going to
Central Province (even when population is taken into account) is expected
but is less than anticipated. By contrast the small number of loans

committed to Coast Province is somewhat suprising.

ITI

Distribution of Loan Committments by Product

Loan committments were made for a total of seventy nine
different activities over the years. Many of these were for the same
product (e.g. maize flour), but some product groups only feature once

in the committments (e.g. armat..e winding).

Classification of these seventy nine industries is naturally
somewhat{ ~rbitr-ry. To some extent the wider research interests of this
researcher (i.e. food processing) have necessitated the use of certain
product groups, such as that for jaggery. Some product groups also
feature prominently and suggest themselves. But others are not of
frecuent occurrence, so to meke the analysis less unwieldly, the
categories include miscelleaneaous manufacturing activities and

miscellaneous services.

Miscellaneous manufacturing accounts for 13% (by value) of
all committments. It comprises; assembly of refrigeration equipment
(1), mixing of enimal feeds (2) tyre retreading (4) sugar cane juice
(2), salt grinding and packing (2), Galvanising of iron (2) shoe polish
(1), sosp (1) fish processing (1) Bicycle repairs (2), sisal decortifi-~
cation (2) sisal brushes (1) fishing (1), manufacture of agricul tural
implements (1) mixing of milk powder (1), battery acsembly (1) mixing
of baking powder and spices (1), machine building (1), Cosmetics (1)
and armature winding (1). As we can see this comprises a broad range

of activities from the relatively simple (sugar cane juice) to the more
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complex (machine building, ets)

The !'iscellaneous Service: category is somewhat less diverse, being
made up of cinema [4). bowling alley (1) music recording (3), dry cleaning
(12), hairdresser (1) fish and chips (3), photography (5) tour operator
(1) transport fleet (1), ‘tie and dye (1), butcher () an hotel (1) and type-
writer servicing (1), Miscellaneous Services account for 11, % (by value)

of 311 loans.

The full product range and the relative size of loan committments
is glven in table 4, The largest =average size loan has gone to printing
(significantly higher at the 17 level), cuarry and cement block, jaggeries
and saw mills, At the other extreme, the smallest size loans went to maize
mills (statistically insignificant due to high standard deviation), leather

and shoes (significant at 17 level) and metal working.

TABLE 4
Loan Committments by Product
Number | As /) of | Average ; Total.Comm. | As % of
of total Size of of total
Loans Loans Loans Loans Loans
Maize flour 165 32.6 19592 2204272 7.4
ckery 16 4,5 206063, 4| 3297008 10,6
Jaggery 5 1.a  {153000(")| “76s000 2.5
Vood Working 25 7.0 60320 1509000 4.9
Car Repari & Sales 28 7.9 108543 3042000 5.8
tlisc. Services 36 10.1 939723 3477000 11..2
Misc., Manufactuting 33 9.3 121942 4024100 13,C
Quarry and Cement )
Blocks 19 5.3 |{178053°F | 3303000 10.9
Printing 21 5.9 | 261619 | s494000 17.7
Building & Elect-
ricel Contractor 5 1.4 57000™ 285000 0.9
Tailor 17 4,0 56471 960000 3.1
Metal Working 115 4,2 52400 76000 2.5
Leather & Shoes 7 2,0 | 20714 145000 0.5
Sy Mills 12 3.4 125917 1523000 4,9
Total 356 99.8 87004 30973300 99.9

% 5 Significance
* 1% Significance
t Test used

() means Significant but sample too smcll for Firm conclusions
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These differences naturally show up in the shzre of particular
product groups in the total. Thus while loan committments tc meize mills
account for almost one third of total committments by number, they account
for only one fourteenth of loans by value. By contrast, committments to
printing firms account for only one seventeenth of the number of committments

and for one sixth of the total value of committments .

The average size of committments to the provinces (see table 2) is
largely explained by the range of the enterprises which have been offered
loans, Committments to Nmirobi, as we have seen (table 1) are of a larger
average size than to the various provinces and this is largely explained by
the type of enterprises which hav - been offered loans in Nairobi (see tableS)
There arc no loans for mize mills (which meke-up the smallest enterprises)
end a particularly lerge shore of loans to printing (the largest type of

enterprise) in Nairobi,

The diversification of economic activities in Central Province
is clear from this table, where there eppear to have been a relatively large
number of loans to.miscellansous manufacturing as well as to wood and metal
working activities. By contrast the loan committments to Western Province
are proedominantly related to agricultural activities or other rurally based

enteprises (e.g. quarrying).

The plcture which emsrges from this analysis of product groups 1is
of the relative 'simplicity' of the enteprises, The level of skills reguired
to operate most of these firms is seldom high and the primary constrzints
to earlier entry have prosumably becn lack of capital, lack of state support
nnd (in isolated cases) smallness of merket size, The availability of
financial capital through the ICDC and other sources and the removal of
state — imposed barriers after indopendencz heve leu to the rapid entry of
african rntrepreneours, The speed with which they initially entered the

markcet will be: shown in the next section on changes over time.

A point of intecrest is whether there has been a trend towards
entering more complex activities (e.g. machine building) over the years.
Tf ,this has been the case it may suggest & pattern of underlying growth
for this type of small scale manufacturing enteprise, es new skills are
learnt. If not, it may suggest that the underlyinc constreints to the
growth of this sector may be more fundamental, The analysis will be

carried forward later in this paper.
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— R s e +
Nairobi] Rift |Western| Nyanza| Eastern|Central] Coast| North (Total
Valley [zastern
Distri-
cts,

BAIZE
FLOUR - 20 23 23 19 25 - 1 116
BAKERY & 3 - 1 3 ) 1 18
JAGGERY - - 3 1 1 - - - 5
00D
WORKING & 3 ? 3 5 Q 1 - 26
CAR REPAIR
AND SALES 5 7 5 5 1 3 3 29
MISCE
SERVICES 13 3 4 3 3 3 3 37
MISCE.,
MANUFUCT -
URING ? a4 2 5 3 11 1 33
ARRY &
CEMENT
BLOCKS - 3 5 4 T2 5 1 - 20
PRINTING 17 1 - 1 2 | - - 21
FITLDING
£ ELEC~
TRICAL
CONTRACTOR 3 - - 1 - 1 5
TAILOR 9 1 1 a4 1 - 16
METAL
WORKING 3 1 1 2 1 ? . 15
I.LEATHER & ;
SHOFS ” - - 1 1 3 - 7
SAY MTILLS - 3 - 1 5 3 - - 1z

TOTAL | 71 527 | 46 60 47 661 lll L 356

IRY;

LOAN COMMITTMENTS BY YEAR

It was expected that as the years went by there would be a greater number

of loan committments,

This would psartly be s conseguence of increasing class

differentiation and the emergence oi findustrial bourgeoisie, and partly a

conseguence of the removal of state barriers to indigenous entrepreneourss

Table 5 summarises the number of ICDC committments by ye'r and the number

of riles examined for each year in the period 1966-1975,
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Number of Loan Committments by Year

TOTAL ICDC FILES IN SAMPLE SAMPLE AS %
OF TOTAL
No of No o
1.966 28 ._5.7 19 5,7 63
1.9G67 102 13,5 Al 24,7 79
1.9GA 1156 15,3 69 21.0 60
1969 19" P4, " ale :{?;A“kkh 15
1970 92 12,2 30 9.2 a3
1971 53 12,3 a9 11.9 42>
1972 50 .6 19 5.0 S:uuuMJ-_
1973 26 3.4 7&3 4.0. 50.
1974 a5 4,6 12 3.7 a4
i555 27 3.5 17 5,2 63
TOTAL 757 100 328 100 43,3

1 up to 4/7/75

The picture which emeroes from columns 1 and 2 in trble-8 is an
inmittiel incrense and tihwen » consistent decline in loon committments. The
peek of 17" committments wrs reached in 1962 after which we can note e
distinctly declining trend . The mein reeson for this decline in the number
of committmoents over the last six yerrs was - policy decision by the ICDC to
divert funds from smill to lorge industrirl projects .1 Qubsidiary reasons
may be that there werc only ¢ limited number of smell scale opportunities
open (e, . tekeover of non-citizen forms; establishment of meize mills), and
thot there were rapidly filled within the first decade of independence. It
mey elso roflect the delay between the epplicction for loans and their
committment which lod opplicents to tap otheor sources of capitel.

Table 7 considers the change over the years in the number of
committments by province, Central Province apperrs to have been an Meerly
storter” and to hove meintained o steady numbor of committments over the

yoars, The scme is true 7for Neirobi, Rift Velley Province has only been

1 The significance of this decision +ill be discussed in the
concluding section of this p~ner,
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the recipient of = suhbstantial rnumber of loans in later years and tris
perhaps reflects the relatively "late start" of non-agriculturel activities
in the prevince, perticulcrly im and =round Nakuru, Nyanrza Province appears
to have attracted most of committments in 1973 and although the period is
too short for definitive statements there is some evidence of a decline in
the number of committments to this province in the last two ycars,” By
contrast Western Province appears to have held its position with a steady
share of committments, Eastern Province, after a relatively late start
appears to have maintasined a high level of committments in recent years,
Coast Province,.as we have seen, has attracted & relatively for few number
of committments, This is particularly suprising when consideration is given

to the size of the industrial sector in-Mombasa,



-
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In table 8 we can see how the reletive size of committments has

varied over the year,

larly in recent years, it is an a/
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Given that this was an inflationary period, particu~-

priori

loans will increase over the years even if the resl value is static or

declining. This pattern is confirmed by the data available -~ there does

appear to be steady increase in the size of loans gver the years, with 1969

Avcrage S5ize of Loan Committment by Year

1936 -2 800N

1961 1 5000

1952 1 18000

1663 3 7211

1964 2 70000

1965 a 31250

1966 | 17 oass x|
1967 12 366G7 3

1963 13 31077 ¥*

1969 19 121684

1970 39 56795

1971 30 41167

1972 29 99552

1973 69 110475

1974 g1 112828

1975 19 117253

Total 357 87345

* Bignificant difference with total average at 5k

(+ test usad) - : : O

expectation that the nominal size of
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appearing to be at an unusuaily high level. Whether this increase is at

a rate approoriate to maintain resl values of loans is not clear, since
there is no index-for inflation in capital uoods prices in Kenya over the

period,

The distribution of committments by year and by product groups is
shown in table 9. Suprisingly, given the high incidence of loan committments
to maize milling, the presence of a large market and the relative simplicity
of the operation, this product group appears to have been a "late starter",
There seems to have been an increase in committments to bakeries, Jaggeries
and quarry and cement blocks and a decline to car repair and sales and
miscellaneaus services in recent years, Wood working, miscellaneous manufac~
turing, printing, metal working and saw mills seem to have maintained a

steady share of -committments over the years,

There is little evidence to support the contention that there has
been an increasing trend to more 'complex' manufacturing activities. For
example loans to maize mills. have occured fairy recently and this is clearly
on easy enterprise to manage. Thec more ‘complex' enterprises in the
miscellaneous manufacturing category bave not been offered loans exclusively
in later years,~ eg armature winding (1967), Zip manufacture (1969) coach
building (1972). On the other hand some of the larger enterprices requiring
large investments and greater managerial ability (such as the larger hakeries
and printing works) have been given loans recently, But here too there is
evidence of larger enterprises being assisted in earlier as well as later

years.,

The general trend over the years scems to show a decline in the
overall number of committments. At the same time the norminal (if not the
real value of these committments) has steadily increased, Some products
groups have received a. greater share in later years, others seem to have
received a steadily declining share and yet others to have maintained

steady share of loan comittments over the years.

Y
Other Notable Features of Loans.

We have hitherto examined the spatial, temporal and product group

dispersion of loans. Of interest also is the relationship between fixed
and working capital, fixed cepital and ICOC loans, and ICOC loans and -
capital provided by the applicants themselves. The problem with this

analysis is that the data drawn from the files is not very reliable. i
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There are a number of reasons for this, Working capital requirements may
be incorrcctly estimated due to the inexperience of the applicants. Or
applicants may deliberately overestinate their requirements in the hope that the

ICOC loan will give them cash-in-hand for other activitiesjor, and it is
suspected that this is a rather common ocecurrence, when the ICDC loan is
less than that anticipated by the applicant, the applicant does not make-up

the full capital requirement with his own funds,

Considering these factors, together with the fact that the capital
provided by the applicant has. had to be estimated by the provincial officer,
care should be taken in interpreting the following sets of data. Another
feature of this data is that the size of the sample varies - thus while there
were 357 ICDC loan committments, there were only 249 recording for fixed
capital reqguirements, 240 for working capital and 252 for self-generated
capital (The absence of information is distinct from zero-readings for these
parameters, Thus where there are no fixed capital reguirements -~ ie where

hie loan is only for working capital-this has been recorded as a zero-

reading in the fixed capital column).'

The three ratios will only be considered for different product groups
as there 1s no expectation that there exists a pattern of variation over the
years or by provinces unless this is explained by lorms to different product
groups over dlifferent years in different provinces., In addition to these

three factors, other notable features of the loans will be discussed,

((a) The Relatjonship between Fixed and Working Capital

The relationship between fixed and working capital varies between
different industries., Those products which reguire relatively large inputs
of labour ( as a proportion of total ‘unit costs) and/or where the time
taken to convert inputs into final output is relatively long, can be
oxpected to havémg7égyzd capital /working capital ratio. Table 10 presents

this ratio for the different product groups,

The highest ratio is clearly that for maize mills where the cost
of holding imputs while they are being proceesed is borne by the customer
and working. capital costs are confirmed to fuel and depreeiation of equipment
(labour is paid after revenue is collected), At a lower level, miscellaneous
services appear to have a ratio marginelly higher than the average for all
industries., Tailoring, leather and shoes, wood working and. car sales and repair

all appear to require relatively large amount of working.capital. in relation

to fixed cepital.
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TABLE 10
t
Ratio of fixed to working capital

Product
Maize flour 27.3
Bakery 4.2
Jaggery 5.2 .
Wood Working Qa2
Car repair and sales 2.2
Miscellaneous Services h 7.3
Miscellaneous manufacturing 4,3
QuArry aé;-cement blocks 5.2
Printing 5,7
Building and electrical (a)
Tailor 0.9
Metal Working - 5.0
Leather and shoes 1.5
Saw mills 1.9
Weighted average 4.7 -

(a) No information available,

(b) The Relationship betweeb Fixed Capital and ICDC Loan Committments

Table 11 presents the ratio of fixed capital to ICDC loan
Committments. Tailoring appears to have been able to command the greatest
share of fixed capital in the form of ICDC loans, followed by car repair and
sales. Bakeries, miscellaneous menufacturing and saw mills seem to have had

the least likehood of generating fixed capital through ICDC loans.

The explanation for this pattern is not entirely clear. It may
be thought that the tendency to obtain a greater share of Tixed capital through
ICOC loans was related to the size of fixed capital. But when correlated
with fixed capital, no significant difference was found (r-.3871). It was

thought that this ratio may be correlated to the ratio of fixed to working
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capital, but here the correlation was rven wesker (r:.2447).

TABLE 11,

Ration of Fixed Capital to ICOC Loan Committment

Product
Maize Flg; 1.3
Bakery 1.5
— i T
Jaggery 1.2
Wéod Working o iT;i
.—nbar reggi;igkd sales o o 0.8
MiscellanFous sé;Lices - 1.1
| Miscellaneous manufacturing i 1.5 B
Guarry and cemé;; blgzks'—v*”— -r 1.0 ]
i Prigglgb o 1;&
Building and electrical contractor | (a) i
Tailor - - 2.5
Metal Working 1.3
Leather and s;;;;--“-— 1.0
S&;maills o - 1.5 o
Weigé;gd average 1.1

(a) Information not available.

(c) The Relaetionship betwecn ICOC Loan Committment and SelfiGznerated
Capital

The ratio of ICCC toan Committment to self-contribution reflects
the tendency to favour some industries with @ higher share of loans (when
compared to own contribution) than others, This ratio is shown in table 11.
Quarry and cement blocks zppears to have had the grestest ratio followed
by saw mills, maize flow and jagrery. The lowest ruotio (i.e. where self-
generated capital was hicher, reletively speaking) was recorded for car

repair and sales, wood working and bakeries,

No clear explanation for thus pattern was found, The ratio was

correlated with the ratio of fixed to working capital on the belief that the
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size of the ratio may reflect a propensity by ICDC to favour/disfavour
projects with high working capital reguirements. But the correlation was
not significant (r:.4325). It wos also thought that the size of the ratio
might reflect the size of the project itself but once again the correlation

proved to be insignificant (r-1412),

TABLE 12

Ratio of ICDC, Loan Committment to Self Committment

Product
Maize flour AR 4,4
—_— R —_t
Bakery 2.0
Juggery a,1.
[ S
Wood Working 1.5
Car repair and Sales 1.0
Miscellaneous services 2.3
Miscellaneous manufacturing 2.5
Quarry ceiznt blocks 5.3
Printing 3.1
§ A —— o — SIS
Building and : lectrical contractor (a)
Tailor 2.2
Metal Working 2.1
— ——— —_
Leather and shoes 3.1
O . — ——————
Saw mills 4,5
— _ , -
Weighted average 2.7

(a) Information not evailable.

(c) The Rents to early Entry

The period with which this study has been concerned has been one
of continued and increasing inflation in the Kenyan and the world economy.
It is our guess (and it is hoped to prove this in future research) that the
price of a commodity is reclated to costs of production by the most recently

innovated technigue, (Dtherwise there would be a greatly diminished incentive
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to innovate). Therefore those producers who have installed machinery at
an earlier date when eguioment prices were lower, are able to earn greater

profits than more recent innovstors,

To state this phenomeznon a little more precisely. The price (p) of
a commodity in period tj is determined by unit capital costs of machinery .
purchased in t, (ktj ), unit labour costs (1tj ), other costs e.g. rent,
fuel etc (D*jj and the going rate of profit in the industry Mtj

Thus P k, 1, + 0, + Mtj........(l)

ti ot Tt Ot
In year tn, the price of the commodity is determined by

Ptn.:rktnﬁ- etn+ Otn+ f‘-"tn ||nn:l|.ll-o(2)

However in year tn, while the price is determined by the cost of
production (including profit) of an innovator purchasing machinery in tn,
the producer purchasing machinery in earlier years gains a rent due to
having incurred a lower k (due to inflation in machine prices). Thus his
costs of production in year tn will be.

k

4“‘_3+.L -+ U, - I‘\‘I. -ll!.ll'llll!(a)

S5ince all costs other than capital costs ere related to current
prices, the element of rent.due.to inflation (R) will be
=3 k —k TP S0 PIUDSEDN S gy
( tn ti ) (4)

4

This time— rent must be balanced against the loss of productivity by the

machinery over the same peoriod of time,

At this stage it is difficult to put precise figures to this
time - rent, It depends upon the share of k in total unit costs and the
size of D, But it appears to be high. Thus, taking the example of ICDC
loans to maize mills we can attempt to fill in some of the details., At the
end of 1970 one of the applicants bought o ND30 meize mill for a total price
of 14,860/~ With the rate of interest then prevailing of 8%, this meant
a monthly repayment for k of 314/29. 1In Dec, 1975 the same equipment would
cost 30,400/-, With the current interest rete of 10" this would mean &
monthly repayment of 955/39, This Preliminary rescarch by this author
on maize mills suggest that-the productivity loss over time is not significant,

certainly for mills.less than ten years.old,
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(e) ICOC Assist~nce witk Bargeinin-

A lrrge number of ICDC loans were cammitted to african citizens
taking over businesses from depcrting esisns (prelominrntly) and europesn
non-citizens, The price ~greed between purchaser and vendor results from a
process of bsrgeining butwewen the two parties, Tn some casas hawever the

intervention of ICDC ‘hes lod"to“ﬁ'rﬁductiod“iﬁwfﬁé"ngreedipricéj—

The procedure hes becn for the purchaser to #pply to ICDC for a
lo~n to cover port/whole of the purchese price, For the larger enterprises
the ICDC hes demsnded theat the enterprises be independently violued, often
by Kenym Industrinl Fst-tes., In some cases this vmlurtion has been consider-
ably lower thoan the price inticlly ~greed and hes lod to reneqotiction ot
¢ lower sum, One particul-rly notable axemple hes been in the cese of a
bakery where the initirll.~grecd price of 1.95°m/- w~s lowered to 0, A57m/-

s Tter two ICDC vaIUFtions.]

VI
Factors Expleining ICDC Lorn  Committments
The conclusions to be drawn from this reserrch are obviously clearly
circumscribed by the noture of the dete used. It is worth restating these
limit-tions before embrrking on ~n snelysis of fectors explaining the

incidence of ICDC loans.,

One limitetion is thet we ere working with only a semple of non-
def~ulting Jo~n committments, Thore is Aan expect~tion of bics in the semple,
in that it is to be expected that some enterprises ere more lirble to defeult

than others,

A second limitation is that the drta in the files, particularly thet
which relates to . Fixed end.working capital ond the contribution of
the epplicents, may not be ~ccurate, Here there is no a priori oxpectetion
of systematic bies, but this may will occur, particulerly in the case ,of

d=t2 for contributions by the spplicrnts themselves.

1, "The limit of 0,750m/- on sm~1ll industriel lorns has only been imposed
recently, There is only one committment in this somple which exceeds this
figure. It wes # loen for 1,274/- given for » tekeov r of 2 cer repair and
s~les fr=nchise in Kisumu,

2. Reserrch being undertaken by Mwrniki of the I,D0,5. on non-defeulting
loens seems to confirm the view thet some enterpriscs (notably maize—milling)
are more Brone to defeult thon other., Sec Mwoaniki, forthcoming, "An enalysis
of defrulting ICDC loan Committments!
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A final limitation is that we are referring to loan committments
and not to disbursements, Although there is no expectetion that in certain
provinces and/or years, and/or product groups there are differentisl patterns

towards acceptance of loans from ICDC, such a bias may well occur,

Keeping these limitations in mind we can proceed to suggest some
factors which explain the incidence of ICDC loan committments,

(a, Yhe Nature znd size af the Industrial Bourgeoisie

One of the main usecs to which the information contained in this
study can be put (as we shall arque in the conclusions) as to provide a
picture of the ecxtent and nature of *t-e emergence of an industrial bourgeoisie
in Kenya, Yet at the same time it is the very existence of this industrial
bourgeoisie which to a large extent cxplains the incidence of these loan

committments,

Thus it is to be expected that many of these loan committments
will go to the cities where opportunities for industrial development arise,
The data obtained does reflect this, perticularly with regerd to Nairobi
and Kisumu, Suprisingly there are only a small proportion of loans committed

to Mombasa end Nakuru,

Yet clearly this industrial bourgloisie does not exist in isolation
to the agricultural sector =nd many of the enterprises funded are closely
linked to farming (egmaize mills), It is to be expected therefore that
loans will go to the more developed aagricultural areas and this is confirmed
by the high committment of loans to Central and Western provinces and, in
recent years, to Rift Valley Province, The relative absence of committments
to Coastal and North E stern Districts Provinces reflects the underdevelopment

of both agricultural and non-arricultural activities in these provinces,

(b) Security and Loan Committments

It is a condition of ICDC that loans are committed only when
adequate security exists to cover the loan, This condition has become
particularly stringent in recent years as the number of applicants has
increased, Since for many potential applicants land is the most common form
of security evailable, the degree of adjudication of land in an area
(giving title deeds to individuals which can be used es' security) is an

important factor in explesining the incidence of loans,

This is prob=bly onz of the most important factors explaining the
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‘eographic-1l incidence of locns, Const ond North Fastern District Provinces
esnecially, ::nd to - lasser extent Ecstern Province, have lerpe aress of
unadjudicoterd lind, This appecrs to have becn an important factor in expleaining
their rel~tivrly low share of loans, Thus ol the ten lons committed to
Coast Province, in three cases no det-ils of security weie given and in four
cases the ecuipment/buildings themsclves were qiven s security, (As the
ICOC beceme more stringent with reaerd to. securddy.,-this- type-of sccurity has
become more difficult to obtain), In only two cases the sccurity given was
of land et the Cozst (one in fialindi and.one in Mombasa) and in one case
land in Machckos was given as o security. In et least five of the ten cascs,

the loan applicents were not indigenous Const pcople.J

No attempt was made to gather dato systemoticelly on the nature
of the security offered by rach :pplicnnt, but it is a clecer impression of
the rescarcher that ovarwhelminmly it was egricultural and' or development of

this lend (e.g. corfee bushes) which vas used to support aspplications.
(c) ICOC Policy and Loan Cpmmittments.

There is some evidence rrom the files that ICDC hos attompted to
steer applicants out of m~ize milling., Thus the ICDC comment on one applicetio
in mid 1971 was "The Corporction hes aAlresdy pleced n ben on posho mills,..
the applicant is recommended vor rejcction” (Lonn in frct committed), Yot ot
the beginning of 1975 en cpplication or a moize mill wns considered and the
comment in the files recds " althourdh generel rule Tor suspension of loans for
posho mills in "lestern Provincn, this epplication hes very strong support
from ICDC provincicl officor in Ylestorn Province snd also good security'.
Between this lozn end July (whcn the study rnds) a furthor cight losns were

given for mrizz mills in “estern Province.

Aside Trom this unmaintnnable nolicy on meize inills there is litcle
indication of ~ctive ICDC chennellinc of loans., 0One exception to this is the
comment in the i {ile for a Jorn to buy o golvanising - iron works in 1971,
"There zrc feow africans in this type of industry which needs technological

knowledge =nd as such the Corporntinn should encour-ge them,”

Ancther important aspect ol TCDC loan policy is the spportionment

0~ funds between smell and l=rge scale projects, These large scale projects,

1. On the other hand it is possible that pecople Trom Coast Province
are investing in N irobi end othar ~rens where suiteblz opportunities are
more ~vailcble, Unfortunotely no systomatic occount wiis t-ken of either

the origin of the ~pplicants or of tho neture ¢ nd whererbouts of security
offared, These loopholes will be covrrad in the forthcoming study by Mwaniki,
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invariably in association with Foreign capital have been favoured in latter
years at the expensc of the smaller projects. Of particular significance

here is the very recent decision that in an attempt to slaw down government
spending loans to all small projects have been suspended., Significantly

there is no indication of a suspension of loans to larger projects.

(d) Peragonel and Loan "upmittments

It has been sald that one -7 the factors explaining the incidence
of loans has been the quality of a particular ICDC Provincial Officer. This

is supposed to have been particularly true of Western Province where the new
Provincial officer is supposed to have been particularly successful. There
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is no w-y of essessina the relative importance of this fector and we cen only

note it as & factor of potentinl importence.

(e) Accumul-tion in Other Sectors

Entepreneurs, almost by definition, ..re concerned to maximise
profits. Determining the correct investment required to maximise profits
is not possible unless the discount rats of the entrepreneur is known. The
higher the rste of discount the lower the present velue of returns in the

distent future.

There is some presumption thet the implicit rete of discount used by
small-scele entrepreneurs in Kenys is high, reflectinag not only the risks
involved in investing in the current political climate, but other reasons
as well., Investment in other, more speculstive ectivities in the economy
provides & greater return concentrated in the immedi=ste future,compared to

ste~dy returns over the lon 1life of an industrirl investment.

Most notebly this reelm of speculative investment concerns land
trensations. There is evidence of considereble eppreciation in lend velues,
particularly in recent yeers, and this may well explein the smell numbe~ and

the recent decline in epplications for smell industrial loens,

VII
CONCLUSTIONS

The limitations of the date-bese used in this study have becn steted
at length through this paper. Yet in spite of these limitstions the prtterns
which emerge in this analysis of loan committments mre of consilderesble interest.
Notably they provide some picture of the type #nd extent of accumulation which

is takino plece in & particular sector of the economy,

Leys.]' argues in his =snrlysis of Kenye that the industrinl bourgeoisie
in Kenya is predominantly allied to internationzl x cepit=l, Yet. the ectivi-
ties covered in this study refer to & different group of industrialists. With
two exceptions (one given in the early 1960's to the first Africen repre-
sentetives of an Internationsl firms in East Africe 2nd another for a redio
Assembly plant which later went bankr'upt.) none of the somple committments

were made to any industrialists h~aving links with internationsl cepitsal.

The group in this study therefore sre representative of a national

industrizl bourgeoisie, and Are thus of perticuler interest in anslyzing

1. Under-develonment in Keny=: The Politicsl Economy of Neo Colonislism,
C. Leys, Heinem~n Fducstionel Books 1975,
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the trajectory of future development in Kenyva. A number of juestions of

particulsr interest erise.

The first point of interest is to cstablish _whethor‘ the industricl-
ists sﬁonsored by the smzll industrial loan scheme are Jmérely the tip of
an iceberg or whether there are othor souirces of capital which are financing
accumulation by a similar group of industrialists. It is difficult to
assess this guestion with cny certainty, but the quess is that scale is the
crucial factor., In the smaller sorts of enterprises covered in this study,
such as meize flour, tailoring etc, the copital required is not so large
as to rule out other sources for potentisl industrialists. Yet in the larger
enterprises eg, such as printing, motor body-building, bakbriss ete, it is
unlikely thet there have been other sources of copital available in the
past. ;

0

The significence of these trends stated above is that this group
of national industrialists is likely to be significently lerger in the
smaller type of enterprises thon those in this study., But in the large firms,

the ICDC sample probably covers & fairly lsrge proportion of operating firms,

The second point of interest is to speculate whcther this group
of industrialists is likely to expend in future yerrs, Herc there is some
evidence to support the argumcnt and it points clearly to a decline in the
number of committments made by the ICDC in recent years,

There are e number of factors which may explain this decline. The
first is thet there may only have been a limited number of "empty spaced"
for aspiring industrislists '(cg the trkeovor of departing, non citizen owned
enter‘pr‘ises). Once these warefilled in the years immediately after indeperni o
dence , the number of committments hes slowed down., There is some evidence
to support this trend. Morris and Somerset, have pointed to this in relation-
ship to the brking industry.es small bakerics face increasingly strong
competition from large ones. The same factor is clearly teking place in
relation to Mrize Mills in Central snd Westorn Provinces where,_in many areas

there is evidence of mills closing down due to excess ciepacity,

African Businessman, Oxford University Press, Nairobi,

One of these at lemst is to be documented in Future research by
this author,
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Another factor which may explein this decline in ICDC loan
committments is thot once the "empty spaces” in technolo icclly more 'simple!
sectors are filled, prospective industri-lists are faced with the prospect
of going into largec and/or mere complex sectors., They mey be constrained
by ehortages of skills or by the existence (prior/or potential) of sub-
sidiaries of internationel firms or local Asian and European industrialists
(og. large scale maize flour mills). Future progress by this aroup of

industrielists will therefore claarly depend on the relationship to the state.

The third <nd most important factor which explzins the decline
in the numbrr of committments is the policy to favour larae projects, cenerally
in collahoration with foreinn capitel, at the expense of small projects, This
is m most importent development since it tells us something of significance

about the composition of the state,

Two other fTactors may perhaps explain the epparent decline in ICDC
committments., On the one hand it may be duc to a number of rssentially
herruracretic reesons, such es thd™long deley in acgquiring ICDC loasns may push
ospirant eppliconts to other sources of capital. 0On the other hand the recent
inflationary period coupled with the even more recent slowdown in the level.

of economic activity may explain some of this slowdown in lo~n committments.

It is beliecved that the deta preszsnted in this paper is of
considerable siqgnifTicance in understanding the trejectory of undervelopment
in Kenyn, Particl as the inTormetion may he, it does cive 2 clear indication
of the pottern of accumulation by the netionalist bourqgeoisie in the fist
decade since independence, The major unsettled point at this stage, it is
belinvad, as ~n indication of wh' ther these loens represent the tip or the

hase of the ecocunul~ting "iceberg. " in the smnll industricl sector,

1. l.oys has arnued that the dominont group in the stets is the
"auxiliory bourgioisic!" linked to Toreign capital, Yot to the extent thst
the st te does oncouraae and support indigenous small scale entrepreneus
free of links with fToreign copital,, there is evidence of the oxistence of
nationalist" group in the state epparatus. However the recont decision to
suspend all loans to small projects in Tsvour of the lsroer projects Tlinked
to internationzl capital suggests thot this  auxiliary, bourgeoisie. is
clearly dominant in this resprct ~nd leys'! argument apposrs to be borne -
by the data collected in this projicct,



