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ABSTRACT

The purpose of this interim research report is to develop models
of the relationship between industrial location and public policy in Kenya,
to test the validity of these models using empirical data, and to use those
parts of the models which appear to be valid to help improve policy outcomes.
The approach will be contextual, in that government interventions will be
considered in relation to the wider context of overall industrial, spatial
and population policies, and in relation to the political economy of which
these-policies are a part. Data have been collected in interviews with
government administrators, and with officials from 17 textile, knitwear and.:
clothing manufacturing firms. Data analysis will be based on procedures taken
from the disciplines of political science and regional economics.
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Industrial Location and Public Policy: the case of Xenya's Textile Industry™

Clay G. 'Jescott

Research Associate
Institute for Develooment Studies
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1.5 TITODUCTION

1.1 '"Policy Sciences' A&nproach

This paper is part of the current movement in social science
research institutions to develop new tochnicues particularly suited to
assist policy makers in developing countries. To an increasing extent,
social scientists are undertaking research which evaluates the current and
long term outcomes of policies and events, and is desipned in such a way that
it helps policy makers improve such outcomes, and minimizes the resources that
must be expended to bring about these outcomes, Policy oriented social
scientists (who may be called "polic scientists"l) try to achieve these goals
by developing systematic, critical procedures for evaluating the objectives and
consequences of policies and governmental activities. Such an approach
characteristically begins by positing a causal model said to explain a
narticular social process, part of which the government would like to modify.
Hynotheses implicit in the model are then tested and refined on the basis
of appropriate empirical data. On the hasis of the refined model, correlates
of desired behaviour are determined, and inferences are made about policy
alternnatives. Txamnles of previous interventions in the same or a comparable
setting are examined. Attempts are then made to answer questions such as: Hew
many resources of what kind must be expended by the government to achieve
the desired changes in behavior? Can the government afford this resource
expenditure? What is the relative effectiveness of fixed policies (e.g.

investment credit allowance) vis a vis agreements negotiated on an ad hoc

The author is grateful to the businessmen and government officials who willingly
agreed to be interviewed in connection with this research project, to D... ilongai
for assistance in the extraction of relevant information from parliamentary
debates, and to Njuguna Mwangi, Industrial Survey and Promotion Center, dinistry
of Commerce & Industry, who r~ad a draft of this paper and made many useful comment

This paper will ultimately be expanded and rewritten as the author's
PH.D. thesis. The entire research project is being financed by grants from the
African Studies Center, Roston University, and from the Ford-Rockefellsr Reseerch
Program on Population and Bevelopment Policy.

1. Cf. Lasswell, 1971.
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basis (e.q. duty remission)? Are sectors that are the object of these inter-
ventions likely to ignore the incentives offered by the government, and refuse
to alter their behaviour in the desired direction? How long will the

intervention be necessary before the behavior is self-sustaining?

The following paper is hopefully an example of the "policy scicnces”
approach outlined above. e will begin by reviewing in very broad terms the
current state of theoretical and empirical knowledge concerning population
distribution, mieration, and the location of industry. Ve will then posit two

models of social behavior which seem appropriate in the Kenyan context.
From the point of view of the policy maker, the first model is substantive
and the second procedural. The substantive model is concerned with the
daterminants of industrial location, and the relationship between this and
governmental incentives. The nrocedural model is concerned with the inter-
relationships among variables affecting bargaining outcomes between governments
and private investors. The hypotheses implicit in these models will then be
tested and refined on the basis of data on textile manufacturers in Kenya. In
the case of the substantive model, corr:lat=ss of location of textile manufacturing
firms outside of Nairobi and Mombasa will be identified. In the case of
procedural midel, examples will be identified of situations where bargaining skill
on the part of government negotiators helped to achieve certain goals of
industrial policy. Finally, an analysis will be made of costs and benefits of
alternative policies and bargaining procedures concerned with influencing the

location of new manufacturing firms.

We must emphasize at the outset what the empirical base and scope of
this paper are narrow. We are concermed exclusively with location decisions of
some of the larger textile firms in Kenya. Althouzh it is reasonable to hypothe-
size that the location decision making process is similar in other industries,
and although in the future we will examine location decisions of firms in other
industries in order to substantiate this, the fact remains that at present
our conclusions are subject to inevitable biases resulting from the restricted
nature of the sample. "ur analvsis of government policies toward: these firms is
subject to a cemparable set of biases, the strength of which depend on the degree
to which the government has treated the textile industry differently from other

indistries.

In addition to the narrow sampling base, the scope of the analysis
is also narrow., WYe are conc~rned here solely with the qualitative analysis
of factors which have influenced location decision making, and in particular
the role of government in this process. W¥e have not yet attempted to quantify

these factors.althouch we intend tc do so in the next stage of this project.
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We have also not examined the impact of the sample firms on the town/region in
waich they are located, althoush we intend to do this. Finally, this work
will only be of use to the government if, as a result, specific projects can

be recommended for promotion outside of Nairobi and Mombasa. Again, we have

not yet done this, but intend to do so.

1.2 Population Distribution and Industrial Location: a General Theoretical

Framework

“igration and the resultant changes in the distribution of population
are a central feature of the modernization process. Much of what are generally
considered desigable causes and/or effects of modernlzation2, and much of what
are considered undesirable3, can he traced directly to the wrenching away of
young people from their home, family, and customary way of life in a physical
as well as spiritual sense. Because of the centrality of this phenomina to the
davelopment process, there has recently been a great deal of theoretical and

empirical work in this area using the techniques of many different disciplines.

The distribution of population in a region or nation is the nesult of a
combination of cultural, nolitical and economic factors. Althoush we will
discuss each of these threc groupings of factors spparately for purposes of
clarity, it will be obvious from our discussion that they arc all closely

interrelated.

Cultural factors in t-e distribution of population have been extensively
studied by anthropologists, geographers and sociologists . A simple way of looking
looking at a much more complex situation is that many ethnic groups throughout
the world have emotional attachments to particular localities. Such attachments
may reflect a long tradition of settlement in a locality, such as in the African
rural areas occupied predominantly by one tribe. On the other hand, the
presence of a core group of migrants from an ethnic group in a locality may
attract other migrants from that group, whicn over time may significantly alter patt

patterns of population distribution in a region.

In both cases aspects of the locality become embedded in the mythology

of the ethnic proup. Thus, 2 sacrod mountain or tree becomes the focus of the

2. e,o, increased prcductivity, integration of local with national
markets, increased factor endowments, develonment of entrepreneurship. Cf. Uphoi-
and Ilchman, 1972, »p. 92-22.

3. @.7, aliecnation, immorality, crim=, loneliness, NB., Gutkind, 1973.

Barbour and Prothero, 1751. Moss and Rathbone, 1975.
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grouwp's religion, and the landmarks of a city become the focus of the lyrics of

the group's music. Factors such as these often lead to feelings of exclusive-
ness and intolerance of outsiders, and make it difficult for group members to

move to other, less congenial areas.

Groups may originally become attached to these regions for a variety
of reasons. In the case of pre-industrial societies, they may have origimaliy-
ripgiated because df-religious-reasons, psriodic raids or-conquest by another
group, -y a disastrous period of drought, famine, or pestilence, or simply iy
a desire for better land and opportunities. After travelling for months,
years, or generations, they find a new location which is suitable for their
agricultural and other economic activities, and where they can remain
unmolested by potential enemies and/or become assimilated into other indigenous
groups. In modernizing societies, thc same types of group migrations may take
place in order to escape racial discrimination, rsligious or political
persecution, and/or to find greater eccnomic opportunities. Thus, cultural
attachment to locations characteristically evolves out of economic and political
necessity. lHowever, over time the cultural factors play an importance in and of

of themselves in maintaining patterns of population distribution.

Political factors are important determinants of population
distribution in societies at all levels of development. Political activities
and policies which affect population distribution and migration may or may not
have primarily demographic objectives. Thus, militarv actions may be under-
taken explicitly to alter patterns of settlemcnt5 or may be undertaken primarily
for other reasons while having demographic effectsB. Municipalities may enforce
restricted ethnic or social class divisions in a community7. On thz cther
hand, municipalities may be forced to charge high taxes and fees in order
to finance a certain level of services. Thase taxes and fees may in turn force
certain resident groups to move elsewheres. Jovernment determined wage rates

may be fixed disproportionately high in certain areas to encourage labor

5, e.~. The long standing Arab-Israeli conflict represents an attempt

by Israelis to maintain their present settlement patterns at the expense of
Palastinian refugees, and a counter-attompt by Palestinians to eliminate Israel
saettlements and replace them with their own.

6. e.s. The recent civil war in Vietnam was fought primarily over
ideological and personal issues. However, it also had the effect of altering
settlement patterns in the southern region, first by the hamlet program of the
Thieu government, and then by the urban-rural mi-ration policies of the present
commumist regime.

7. This may be achieved by explicit, apartheid legislation or by zoning
regulations.
8. 2.g. In many North American cities middle class residents have been

forced to leave as a result of the high taxes charged to finance welfare paymente
and services for increasing mumbers of low income residents.
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migrationg. In addition, wage differentials may be instituted in response

to differential political influence hetween sectors. Such differentials will
likely lead to increased migration from low wage to high wage areas. At the same
time, low wage areas may become increasingly attractive to new investment,

which in turn will generate other migration flows. Governments rarely act
impartially to achieve some idealized norm of population distribution and
migration. Governments are spokesmen for coalitions of interest groups, and
must deliver benefits to these groups. Such henefits may include explicit
attempts to alter patterns of population distribution. Other policzies may be
adopted which have the secondary effect of altering population distribution as
long as the regime gains more for its key sectors because of the major thrust of

the policy than it loses as a result of the secondary effectlo.

In the preceding discussion of cultural and political determinants,
we have given numerous examples of interrelated economic factors. These
economic factors have been the most systematically researched of all the
determinants of population distribution. Elaborate theoretical models have been
developed, some of which have been rigorously tested using quantitative empirical
data collected by economists and economic geographers. A number of propositions
have emerged from this research which have stood up to empirical testing in
developing coun‘triesll

1) Population distribution and migration are the result primarily
of rational economic choices.

2) Increasing levels of modernization act as catalysts and
facilitators of increasing levels of migration.

3) The net flow of this migration is from rural to urban areas, which
in turn results from a large rural-urban movement less a smaller
urban-rural movement.

4) This rural-urban migration takes place in stages. A migrant may

originate in a subsistence farming area, move first to a local

9. e.¢. "hardshin™ wage supplements are often given to workers in
isolated outposts.

10. Of course, the secondary effect may not represent a loss at all, but
rather an unplanned for gain.

11. Revenstein, 1885 and Lee, 196&, cited in Todaro, 1376; Wescott, 1575;

FE1l-Shakhs, 1972; Berry, 1971.

Most migrants to primary cities benefit economically from their
migration, and probably tend as a result to be politically conservative.
However, if the children of migrants remain in primary cities anc are unable
to obtain satisfactory employment, they may advocate radical political solutions
NBE. Weiner, 1967.
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trading center, next to an intermediate sized urban center,

and finally to a major city. A laborer may stop migrating

either temporarily or permanently at any one of these stages if he
is able to secure employment.

5) A decision to migrate from one stage to the next is likely if the
combination of wage rate and level of unemployment in the
destination town amounts to an increased expected income with
respect to the status quo.

6) In the earliest stages of development, the level of primacy
(proportion of urban population in the four largest urban centers
living in the largest city, may be relatively high but may still
increase further because economic development does not occur
fast enough, or evenly enough, to support large intermediate
cities. The mature of the colonial experience, the lack of a
tradition of urbanism, and a small national area are other
factors that may lead to high levels of primacy. As the level
of economic activity continues to increase, political
conflicts between the largest city and its periphery are
resolved in favor of the periphery. Intermediate cities become more
econcmically viable, and begin receiving a larger proportion of
public resources. These cities, in turn, offer relatively large
markets for asriculture and industry which leads to emplcyment
opportunities and modern services for an increasing proportion of
the rural population.

7) In some situations there are structural, political, cultural or
geographic factors which prevent this decrease in primacy from
taking place. 'here this is the case, there is a Jdisproportion-
ately high level of migration to the primary city, skimming off
young men from the rest of the country The process of diffusion
of innovations to the countryside is hampered. Services tend to be
concentrated in the primary cities, making access by the majority
of the population very difficult. Job opportunities in the
primary city do not keep pace with the inflow of job seekars,

a situation which may create polxtical instability.

The above propositions point out the importance of the location
of economic activities in determining patterns of population distribution
and movement. Thus, theories regarding the location of industry are directly
ralevant in understanding patterns of population distribution in modern or

modernizing societies.
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Industrial location theory has developed along two broad lines.
n the one hand, it is arqued that firms locate where they can minimize
variable costs. Assuming eiven raw material sources, markets, waze rates,
external economies, production functions and transport rates a firm will
select the least-cost locatlole. These theories assume that a potential
investor has complete information on these variable costs.

Others have argued that control over market areas ig the dominant
factor in industrial locatiolea. Assuming more than one producer in a
given industry, each firm will locate so that it controls the largest market area

possible, given the constraints of variable costs.

Although these theories are useful as first approximations, they niss
important subleties of the determinants of industrial location in developed
countries, and can be outright misleading in understanding the situation in
developing countries, They fail to consider cases where factor proportions
and production functions can be altered to take maximum advantage of a
particular location. They do not consider that differences in demand elastici-
ties between markets may persuade an entrepreneur to locate near to the market
with the more elastic demand situation, regardless of variable cost premiums
that may be necessitated. They do not consider situations whereby raw material
sources, markets and transport and wage rate differentials may change frequently
and dramatically. They do not consider personal, cultural or political factors
which frequently outweigh economic considerations. They often do not give
proper consideration to the importance of proximity to financial institutionms,
offices of the central government, availability of reliable sources of transport,
quality of the labor force, quality of infrastructure and a variety of external
economies all of which are particularly critical considerations in developing

. 13
countries

12. e.g. Hoover, 19u8 and Weber, 1329. '"Least-cost" theories of these
and other writers are summarized in Nixson, 1373, pp. 5-10.

12a. e.g. Fetter, 192u4; Smithies, 1941; Christaller, 1966, Losch has
attempted to integrate both the least-cost" and "market-area' approaches.
Losch, 1954 cited in Nixson, 1973, pp. 12-15.

These theories are oriented towards explaining the location of industry
within a given country or region. There are comparable theories of the global
distribution of industry using least cost (e.g. theories of comparative
advantage) and market-area (e.g. theories of imperialism or neocolonialism)
arnroaches

13. Alonso, 1371.
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2.0 Industrial Location and Public Policy: the Xenyan Context

We are now reacdy to draw out those aspects of the theoretical
and empirical work just described which ire reclevint to the Kenyan
context, and to use them as the foundation for a model of the deter-
mininte of industrial location and public policy in Kenya. We will also
develop a2 model of cconomic bargaining, which will help in processing empirical
data regarding the terms of exchange between the Keny: government and -

potential investors with particular regard to location.

2,1 Population Distribution, Migration and Industrial Location

There has been a consider:ible amount of resesarch done in Kenya
on pitterns ani determinints of population distributionand migration.
The fincdings of this reseirch ten:l to confirm, or it least do not
disconfirm, the generally acceptec propositions cited ¥ the previous
soction. There is ahigh rate of rural-urban migration. Tor example,
the 1969 census found that 7674 of the population of Nairobi was born
elsewhere. In 1969, the Africin population of N.irobi was growing at 2
rate of 15.2% por annum. Since the rate of nitural increase for Wairobi

was only a small fraction of this, >

most of the over.ill growth rate was
the result of migration. There is also a high rate of migration into other
urban centres. Most migriants go first to the town neiorest their rural
residence and they prefor remaining there if they can obtain adeguate

1 1E . s .
* Because of nressure on the land -, rising agricultural

employment.
productivity, and the attraction of towns, the government cxpects a
minimum 7. annual increase in urb:in population up to the ycar 2000,
By thit time, urban areas vill huve to accomodate 26327 of the
populition (7.3=10.9 million) as compared with 9.97 (1.082 million)

in 1969.,16

131, The rate of niatur:l increisc for Kenya has been estimited %t
‘3.3% based on 1969 consus dat.a. .The rate for Niirobi is undoubtecly
somovhat lowor because of the rolatively high level of development, GK 19711.

14 Rempel, 1970; Marco, 1967; I.L.O., 1972, p. 4b.

15. Kenya has one of the highest levels of rur:l population pernsg. km.
of arable land (678) in the world. This comparcs with i level of 93 in
Tanzanii, 280 in India, and 543 in Indonesia. Jom, 19725 UMY, 1973; F.3.0.
1971. GK 19714,

16. The Government defincs “urban areia" as 2 town with a population
greater thin 2000¢". (X, 1974, p. 1llk.
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There is considerable circulur migration in Kenyi. This is reflected
by the fact that most recent migronts to NWidrobi have not developed & firm
commitment to the city, anz plan to return to their originul rural area
vhen they retire. Migrants are disproportionately male18 ind concentrated
between the ages of fifteen andabout thirty-ninc years.19 High rates of
migration have characterized the lurgest cthnic groups in Xenya (Kikuyu,

Luo, Luhys, Kamblzo) as well as some of the smialler ones (Tharaka, Iteso,
Nandi, Pokot, Sabaot, Kipsigis, Tlgeyo, Pokomo, Riverine, Swahili= Shiraze,
and Bajuni’), while low migration rates have churacterized other relatively
small groups (Gusii, Embu, Moorc, Meru, Tugen, M:irakwet, Somali, Galla, and
S.lmburu)zl° The ethnic diversity of migrints, and the differential migrgtion

rates of Jdifferent ethnic groups xre likely to continue in the futurc.22

Decisions to migratc are influenced by the interrelationship of
threc factors: the influences that push migrants away from their home
bases (high birth rates, fragmentation of land holdings, increased education,
high unemployment and underemployment), the attractions of urban areas
(access to scrvices, more jobs at hipgher wages, "bright lights") und the
relative eise with which thesce groups cin get from one place to another.
A1though these conclusions have becn derived from predominantly qualitative
studies based on census and survey dati, somc of them hive been corroboraited
by econometric studies. For cxample, Huntington foun! rural-urbin migration
in Keny: to be positively corrclated with urb.an incomes and negatively
correlated with rural ones. Turthermorc, he foun! that urban wage clasticities

were higher than rural elasticities, iniicating thit high rates of rural-urban

17. Vengroff, p. 588

18. However, the proportion of women iand children migrants increascd
between 1948-1962, an- is likely to further increase in the future. Ominde,
1968, p. 189.

19. There is some variation outside of this .ge range among cthnic groups.
Ibid, pp. 188-189.

20, Ibid., p. 189. These four groups combined make up about 5  of the
total population. G.K., 1970, vol. 1, p. 69.
21. Ominde, 1968, p. 189. The largest of these smaller groups, the

Meru, make up about 5% of the population.

22, The migration rates of cert:in of the smiller .ethnic groups might
change in the neir future, For example, if transport facilities were improved
for the Galla-Somali, their migration rate would undoubtedly incrcuse.
Substantial increzses in world agricultur:l prices might tendto_lower the
migration rates for the smiller e*hnic groupes that prolucc export crops.
However, the larger ethnic groups, becausc of their numbersand the resulting
pressure on their land, will continuc to have high migration rates.
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migration will continue except in the unlikely event that rural incomes
. . . <

begin to incrcase at a faster rate than urban incomes. The Todaro

"expected incomec" model has not been tested in Keny:z, although it wus

]
-

conceived with the Kenyan oxperience very much in mind. However, a
Ycomprchensive and significant test” by Barnum ond Sibot based on Tinzonia
data found that an expecter wage variable explained consicderably more
variation in rate of migration than thc nominal wage r1te.25' Proposi.tions
regirding the impict of population movement 2ni distribution on regional
dovelopment have been confirmed by factor :nilysis based on official economic
and demographic statistics. S5oja his shown that Mairobi is the major nucleus
for the generation and diffusion of socioeconomic development throughout
Kenya. As a result, districts in relative proximity to and having close
interaction with Nuirobi tend to have relatively high levels of ‘development.
This pattern is largely the result of the attitudes and objectives of the
former colonial government and settler pOpulationo"° Extensive rural-urbin
migration compouncs these problems by leaving behind very old and'yery«young

poople, the uneducated, and large numbers of women in rural areac.

This highly uneven pattern of modernizition has resulted in 2
situation where threce-=fourths of the national area is *...functionally not
port of the Xenya nation...the level of purticipation is extrememly low
and, more importiant, the frequency of internal conflict is such that }
the impross of the central government appears weak and ineffective™. c
Partly as o result of this uncven pattern of modernization, agricultural
production per capit: is not incroasing.zQ’ In addition, the inability of
large numbers of workers in both rural and urban areas to earn 4 reasonable

income muiy in the long run loac to politicil instukility.

23, Todaro, 1976, pp. 73=75.

2o Todaro, 1969.

25, Todaro, 1976, pp. 73=75.

26, 30ja, 1968. OCf. Kimuni & Taylor, 1973; McKim, 197L.

27. According to onc estimate, about a thir? (40C,000) of all

rural households are headed hy women whose husbanls are away in town.
IoLoOoy 1972' po ’.]-70

28. 50ja, 1968, p. 112.

<9. FoieOoy, 1973. .lthough the vilue of agricultural produc.:ti?n.his+
steadily increasad, rapid population growth hus prevented iny significan?
change in per capita sgricultural pro-uction.

30. \ccording to onc study bised on 1971 figures, 207 of adult males anc

504 of females working in N..irobi ire unable.to carn a rcasonable minimum
incomeo IoLoOoy 1972' ppa 51-6)+o
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Patterns of uneauil development in Xenya are evident in Table

The 1973 Index of manufacturing employment per_capiti.is by for the highest

in the four disticts of -Nakuru, Kiambu, Xisumu-and Uasin Gishu-reflecting the

location of Nokuru town, Thika (and the Wairobi peri-urban area), Kisumu

town and Eldoret respectively. Of these four diﬁﬁﬁﬁftsv Nakuru has the

highest index, which is still less than ono—third./of Nairobi, and once=half

that of Mombasa. There is .:1so considerable variation .mong the four
-—aistricts — the index-for Kisumu being—aboutone half that of Nakuru. The

distribution of total wage employment is somewhat less unequal = although

the leading manufacturing districts were ilso the leading districts for total

wage employment.

This pattern of recgional distribution of employment did not chinge
oonsiderably during the first 10 years of indepcndence, although there were

some interesting minor changes. Niirobit's share of mainufacturing cemploy-

ment increased by about 9%, although its sharcof wage cmployment remained

the same. Mombasa's share of both minufacturing and total employment

declined slightly. Kiambu district registered the most significant gains in
share of manufacturing (15% between 1967-1973) and in wage employment

(287 between 1963-1973.) Nakuru district registered 2 97 gain in minufacturing
share (1967-1973) and a 157% loss in sharc of tot.l employment (1963-1973).

Kisumu district registercd a 19% decline in proportion of manufacturing
employment (1967-73), and a 35% decline in proportion of total employmen! (1963=73)

Table B indicates that there were also changes in the regional
distribution of employment within the urban scctor. Between 1967=73,
the proportion of urbiun minufiacturing employment in Wairobi increased by
9%, while the total proportion incrcased by 7%. The only other major town
to register such increases wis Thika, where there wore gains in proportionate
manufacturing (50, ) and totul (2&%) employment. In all other major tovns,
proportionate manufacturing <nd total employment remainec the same or declined
during this period. The most striking declinc was in Tldoret, which was
closely followed by Kisumu. 197k fipures on totil employment show a
continuation of these trends. A closer look at the cvidence of urban
employment stagnation ‘outside of Nairobi and Thika indiscates  that there werc
moderate gains in proportionate emnloyment in Nakuru, Kisumu, ind Fldoret
between 1967=1971, followed by sharp declinesc. Thus, between 1971 and 1974,
proportionate urban total employment declined by 257 in Hakuru, 35% in Kisumu,
an¢ 637 in Eldoret. ILikewise, between 1671 ¢ 1973, proportionate urban

manufacturing employment declined by 15% in Nakuru, 59¢ in Kisumu, and 69%
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in Eldoret.31
In the following :nd in future resecrch reports, we will urgue
that this increasing concentration of cmployment opportunities in Wiirobi
nd Kiambu district cun be expliined both by the nature of the industrial
location decision-making process, nd by the niturc of relationships between

the public wnd private sectors in Kenya.

By way of summary, we cin nov present an interdisciplinary scries
of statements concerning population distribution and movements in Kenya
based on widely .ccepted theoretic:l propceitions and empiricnl evidence

from XKenyi:

1) Pitterns of population :istribution in Feny: 2re the result of
tracdition:1l patterns of othnic scttlement, rcgulations and
rostrictions cnacted during the colonial period, and the loc:tion,

both ‘historic2lly and 1t present, of cconomic opportunities.

2) Current populition movements are primarily the result of

the locationiof cconomic opnortunities.

e Wl Areiminns, 2R wrimanildsy the 2roddy A 2ddansl

F

c1lculatione .of expected income differcnti:ls vhich tike into
ac¢count hoth vage rtos wnd levels of unemployment. IMigration
tiakes plice between onc'.rex and mother if there is a significant

aifferenti:l in expectod income botween the two :reas.

h) Thoré we two major migration stre:wms in Kenmy:, onc from
relatively disadvintiaged to relativoely advintaged rur:l areas
(rural-rur:l) and one from »uril areas to cmll urban ireas to
lirre wrban aroas (rurni—urban)o There ' ire ulso smaller counter—

flows in tho oppceite direction.

5) Tor @conomic, cultur:l, and historical reasons, migrants

- 3 - ' . N .

in Kenyaiare digproportionately young malcs belonzimg to certain
tribos. . : i

)
. . { '
1 1

6) To wu lirge oxtent piitterns of l.ubhour migr.tion in Xenyn today

[

have heon influenced by policics of the coloni:l and independent

31 Although these figuros do not include the urhin inform:l sector; it
can be assumec thit proportionate cmployment in the informal sector is roughly
comparable to vroportionate cmployment in the formil scctor in cach tovm.
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governments.  Although such policics may have had cxplicit
demographic objectives, they frequently had other objectives which
werc of primxry importance. In some cases the demographic consequence
of such policies werc unintentional. In casces where potentially
undesirable demographic consequences werc predicted in advance, it
w2s decided that the primary objectives of thepoliey - outweighed

the unwanted consecquences.

Ve will tcke the above statements to be assumptions upon which the
model of industrial location in 2.3 will be based. This is not to say that
all of these stutements have been empirically verified although some of

them have, and none of them have been flatly contradicted.

There has been relatively little rescarch done in Kenya concerning
the determinants of industrial locution, particularlyin comparison to the
number of studies dealing with the distribution and movement of population.
However, the work which has becen done gives us 2 general idea of patterns and

determinants of industrial location.

The most extensive study of industrial .. location was donc by
Ogendo32 and is based on government statistics ancd personal interviews
with entreprencurs involved primarily in agricultural processing and
fabricating firms vith five or morc employeces during the pecriod 196h/65°
This study isolated a2 number of important determinants of historical

patterns of incdustrial location in Kenya.

Onc of thesc factors was transportation. Tho cxisting pattern
of industrial location has been greatly influcnced by the development
of the railway and road systcm. Within this transportation network
the location of individual firms often rcpresents an attempt to minimize tran-
spart costs, cither of raw matcrial inputs or of manufactured outputs.
Ecological and political factors have also influenced the location of
many industries. The location patterns of certain industries tend to
co=vary with patterns of rainfall rcliability and other climatic
considerations, availability of water, and high quality agricultural
land, and the geological distribution of mincrals. The location pattern
of manufacturing industrics has also been determined to a large extent
by thc partition of Kenya into "alicnated land”, Ycrown land” and “African

reservests. These industries have tended to concentrate in the former

32, Ogendo, 1972.



because of the presence of better infractructure, larger markets, ete.

Another important sct of locitional factors .re personal
congiderations. Imtreprencurs may choosce te locate their firms in order
to be close to friends, fumily, and goci-:l amenities. The reasons for this
go beyon! thosc of a4 nurcly person:l nature. Person:l consicderations
often havo the uffect of reducing coste, (e.g. & personal acquiintance
with a raw materiil supplicr or banker m:y influence the av2ilobility
of miteriils or funde) and increasing revenuve (e.g. porson:l contacts with

merchants ).

wnother sct of f:.ctors pointed out by Ogendo wre locational
related savings in processing costs. Such savings arce said to include
lower labor cocots :3 the rocult of the wiilibility of = large labour
supply; cheaper and quicker replacement of parts for firms located in
Nairobi; increased availability of power, fuel,water anc business services
in the largor towns; lower transport costs when certain industrics are
dispersod rather thin concentrated; nd marginally lower wage rates and
a lower fretucncy of labor disputes outside of Nairobi nd Mombasa. It is
said that most agricultur:l processing inductries such 1s the textile
industry tend to be miwrket oricnted because of tho large savings in the
transport ition of the finished product. It is .:1so armued that in most
casos there :rc¢ - sot of location f.ctors for euch Iirm, rather than e
one factor, inl thit there is rarely i "optimum® location for a plant sincoe
conditions myy chwinge so rapidly. Turthermore, firme often knowingly chocse
1 subeoptimul location, rather thin spend tho time and money to find a
marginally bettor onc. WBec.use the difference in benefits between locations
is generally small, this bchaviour on the part of firms is perfectly

ration.ll.33

Wo will cxamine the validity of these conclusionc in section 4,
which is based on our empirical findings. However, onc general comment con-
cerning them ic appropriate here. ilthough the study provides a very
useful desaription of Kenya's industri:l geography, it is less useful .
than it might be from a policy point of view because there is little analysic

regarding the relative importance of different factors. In order to design

330 Ibid-v ppo 617 67-680



T s /e 208

efficient policies (i.c. policies which .chieve the mximum results :t
the minirum cost in terms of the government's resources) we neecd: to hive
s sense of which location.l f:ctorz re¢ the most critic .l ones in —hich
industrics. Incentives can then be designed which moke these critical

fictors more _ttractive 1t selected locaitions.

Another stuly wags conducted by NixsongL between 1965-7, wmd wis
based on u. written responscs to o cuestionn:ire from . cross section
of 1lirge munuf.cturing firms, followed up by person:l intervicws in the
cises of some N.iirobi ind Mombasi bised {firms. \lthough Nixson's focus wis on
the equitable .llocation of incdustri:l projects throughout the Zist Africun
Common M.urket, .somec of his nilysis is 1so rclevant to the problem of
industri~l dispersion within Keny i Mixson's conclusions regirding locational
f.ctors ure similxr to Ogendof®s. Deyond this, Nixson wrgues agiinst tix
incentives :nd in favor of Jirect subsidies is the governmentts most effcctive

means of promoting industrial dispersion.

A more recent but much less extegsivc study wis based on interviews
with firms in Thika, Nikuru, nd Kisumu.js. The.bisic. conclusions were.
very similir to the previous studies in thit © number of different factors
were pointed out with little indication of their relative importuonce.
One factor wis mentioncd which wag not brought out before— the iumportance of
“political factors®™s We will diccuss more about these factors shortly.
Another study is currently uncerwvuy at the Ministry of Finunce :2nd

36

Planning, Up to now, this stuly has becn based primirily on dati, collccted
by the Ministry of Labor, consicting of . tabul:tion of munufcturing

firms in Kenya in Junc, 1975. This study provides o useful overview of
relatively rccent patterns of inlustriil loc.ition. Daty tadulstions

from this study :re summirized in Tubles C, D and B, The following general

conclusions irec evident:
1) Minuf:cturing activities re heivily concentrated in Nairobi,
and to » lesser extent, in intermecdicte sized tovms and in the

Nairobi peri-urb:n area.

3L Mixson, 1973.
35. Pirmeno, 1971.

3b. Norcliffc, 1975 and 1976.
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2) Most primary raw material processing firms are located

close to their principal inputs.

3) High value—udded industries are concentrated in
N:iirobi primarily to tike advantage of infrastructurce and
linkiges with other industries.

L) Market oriented industries ire distributed throughout
the country, with the largest plants located in the largest

market: Nairobi.

5} The only industries which up to now hive becn genuinely
footloose are those in categories D and . Since a large
proportion of the urbin workforce is dependent on minuface

turing,37

it is argued that the next development plan should
outline an industrial location policy, including the iden-
tification of footloosec industries, and industrial projects

suitable for towns other than Nairobi and Mombasa.

2,2 The Evolution of an Industrial Location Policy

In order to understand prescnt government policy towirds industrial
location, it is useful to outline deminds on the government which have

brought these policies about.

There are two different types of deminds that hive been made. On
the one hind, politicians have compl:iined about patterns of industrial
concentration in Kenyi. For example, in 1966 the M.P. and perennial
government critic Mr. Shikuku (Butcrc) complained that the Minister
for Cogmerce apd - Industry, Mr. Kibaki (presently the Minieter for
Finanoefand Planning), was responsible for centralizing 111 new industries
in the Nairobi arez, extending out into Kiambu district as far as Thika.
This to Shikuku was enough to c21l for 1 Cabinet reshuffle. "We are
all here to build the nation and it is not to be built on onc side%,

he said.18

37. According to 2 crude cstimate made in this study, at least
LOZ of the urban workforce is either directly or indirectly dependent
on manufacturing.

38. House of Representatives Official Report, ¥, 4th session,
6 October, 1966, cOlSe L 72=b.
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There his becn 1 steady flow of complaints from other purliamentary
critics regarding the excessive concentrition of industry in Nairobi ind
Thika and the resultant outmigrition from rural sreas to these ’c,o‘v.zns..'39
As Mr. Moss (Mt. Elgon), the Assistint Minster for: Power ind Communication,
put it: "'The nearer the bone, the swecter the meat'...Therefore, it's only
those in Nairobi who are benefiting (from the govermment's industriilizotion

L0

policies)". Other M.P.s have criticized thc government for the limiting

L]

of industrial estates to a few towns,”™  the plight of 'backwird! districts and

tribos,hé ind the lack of a pl:nning teim in  the Ministry of Commerce

and Industry responsible for decentralizing industrial projectsohg

There ore obvious ethnic overtones to the criticism of industrial
concentration in Niirobi and Thika (predominantly Kikuyu :reas, particularly
the latter) by politicians from other (non~Kikuyu) regions. However, it is
significant that accusations of tribal favoritism have generully not been
explicitly a part of this debate, unlike for instance the debate on

11location of government jobs in the mic 605

The other typec of complaint ch:racteristic of the politicil dcbate
on industrial location concerns industriil developments in particular
constituencies. Factories ire import:nt political symbols, even if.they-

do result in a relatively small number of jobs in comparison with the number

39. Mr. Odoyo (Wyakach), NMationil issembly Officiil Report, X¥XVII 2nd
Session, 14th Februiry, 1975, cols. 271=3. 'ire \nyon: (Kitutu Zist),

Mr. Mbole (Iveti South), and Mr. Murgor (Zldorct South), Stindard, 10th
September, 1976.

L0. Nation.l issembly Official. Report, YI{"II, <nd scssion, 1<th
February, 1975, col. 1&5.

Ll llousc of Reprosentatives Officiil Report, Mr. Omweri (Winjare-South
Mugirango), X, 4th session, 6th Octobcr, 1966, ¢ols, 513=Albe -yup  my:

L2, Mr. Olo Lemecin (Narok South), National Assembly Official Repdrty”
I, 5th scssion, 21st February, 1967, cols. <19-<<Z. -

L3, Mr. Muliro (Trins Nzoia), Housc of Rcpresentatives Official Report,
X; 4th sossion; 6th October, 1966, cols. L&EO=3.

Adyo The latter debate concerncd the disproportionatc numbers of Kikuyus,
and to a lesser extent Luos, whe were receiving appointments and promotions
in the civil service. Tor a2 brief review of "this Ccbite, sec Qothchild,.

1969. For gener:l buckground informition on thc complex role of 'tribalism!
in recent Kenyn politics, see R0thchild, 1969, .nc Leys, 1975, pp. 198=206.

One reascn for the lick of :n explicit tribul content in the debate
on industrial locition is thit miuny different tribes have : stike in the
lirge manufacturing sectors of Naipobi and Mombasa. ..Thus, the issue of
industrial concentrition in thesc tovns vis : vis the rest of the country
is not clearly divided :long tribal lines.
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of job seekers. Thus, politicians are continually asking officials from
the relevant ministries why a certain factory (usually based on locally

available raw materials) has not been built in their area. MP*s have

argued that a pencil factory should be built in Thompsonts FallshS and
Kitui*>®, a vegetable dehydration plant in Kisii,  a vegetable canning
L' 48

factory in Sagana” ', etc.

L5 Mr. G.G. Kariuki (Laikipia West), National Assembly Official
Report, XI, 5th session, 5 April, 1967, col . 198L. A pencil factory
was eventually built in Nairobi in 1974.

L5a,. Mr. Ivuti (Kitui South), National Assembly Official Report, XXXVII,
2nd session, 20 February, 1975, col. 439.

L6. Mr. Omweri (Wanjare-South Mugirango), House of Representatives
Official Report, X, 4th session, 6 October, 1966, col. 516, The
vegetable Eeﬁiaration factory was eventually built in Maivasha in 1968,

L7. Mr. Warrithi (Othaya=South Tetu), Ibid., col. 509. A new
vegétable canning factory has not yet been bullt.

L7 Mr. Kamuven (Baringo Fast) culled for the decentralization of
the dairy industry in his province, Ibid., cols. 511-2; Mr. Mati
(Kitui Bast) asked for a castor seed Tactory in Kitui, Mational
Assembly OfficialReport, XI, 5th session, L4 April, 1967, col. 1900;
the District Commissioner for Laikipia asked for a meat processing
plant in Nanyuki, Daily Nation, 26 January, 1973, pe. 5; Mr. Kurgat
(Kerio-Xusini) asked for a cement factory in Eldoret or Nyaru, National
Assembly Official Report, ¥XXV, 5th session, 12 July, 1974, col. 111;
Mr. Owala=Crwa (Homa Bay) asked for a sugar factory in South Nyanza,
Ibid., col. 615; Mr. Moss (Mt. Elgon) proposed a starch factory in
Kitale and a textile mill in Busia, Ibid., XXXVII, 2nd session,

12th February, 1975, col. 185=6; Mr. Onyango-Ayoki (Xisumu Rural)
called for the development of sisal, groundnut and cotton based
industries in his area, Ibid., col. 225; Mr. Mate (Meru) called for

a tea factory in his area, Ibid., XXXVII, 2nd session, 25th February,
1975, col. 502-3; Mr. Amin (Wajir) asked for a meat factory in Wajir,
Ibid., XXXVIII, 2nd session, 27 May, 1975, col. 720=2.

These are only a few representative examples of such
requests,
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Politicians have also compl.ined that particul r foctories
built in Nairobi or Thika should have been built in their urea since
raw materiuils would be closcr at hind,hg or that a factory originally
planned for their area might be relocated for political reasons.,fo In
gome cases, constituonts m:y compl:in directly to the government about
the location of a particular factoryve. For instance, there was o well-
publicized case in vhich Kisii farmers threatcned to stoo growing

pyrethrum51

to protest 2 decision by the Pyrethrum Doird to expand its
processing plant in Nukuru rather thon to huild 4 new one in Kisii.
Farmers protested that they had ' not becen consulted regapding the decision,
and yet wero assessed 4 lewy-to help pay for it.  Farmers might have
carried out their threat if Prosident Kenyatt.a had not met with them,

o
cancelled the levy, and convinced them to keep on growing the crop.,)2

A more veiled form of criticism ure the cuestions put by M.P.s
to the povernment concerning its plans for the development of certain
underdeveloped districtms3 There is also direct criticism of the

government because of the lack of incdustries &nd/br infrastructure in

49. li9& These have been complaints about thecorn. cob processing
plant being built at Ruarik: rather thin Kitile, Daily Hution, 18 January,
1973. See ..lso Daily Nation,20 Jamury, 1973, pe 7o 1n another example,
Mr. Anyona (Kitutu Bust) has complained that/passion fruit processing

fruit firm built a new factory in Thik  rather then cxpanding the existing
one in Sotik. A&u a result, many vorkers: in Sotik 2llegecly lost :their
Jobs. Nation.l Assembly, Officiul Weport, L. 2nd session, .22nd April,
1976, cols. <150=<s

50. Mr. -Oduya (Zlgon Vest), llou. e of Tepresentatives Official Report,
%, 4th session, 6 October, 1966, col. 501, .
51, At the time, Kisii farmers werce responsible for about 2/§ of totil

national production of this valuable export crop, according to the
Minister of Agriculture, Mr. Nyagah. Diily Nation,20 April 1973; p. L.

52, Duily Nation, 15 March, 1973, pe. 15; Ibide, 7 April, 1973;
pe A; Ibide, 11 Aprdl, 1973; p. 9; Ibide, 20 April, 1973, p. L; Mr
Ogero {West Mugirango), National Acsembly Official Report, XXIN; hth
session, 6 \pril, 1973, col. 31l.; Ibid., 19 april. 1973, col. 690.

In thic mecting with the Xisii manigement Committec of the
Masaba Farmer's Cooperativae Union, President Kenyitta .lso promised that
any fature Jevies would.-be precedecd by consultations with pyrethrum
growers. Hovever, it was agreed that the expamsion of the N :kuru
factory should bo continued as planned. Standard, 27 June, 1973, p.l.

53, Mr. Godhia (Homisi) ro. industriclisation of Kakamege tovm,
National Assembly Official Report,¥I, 5th session, 16 Februsry, 1967,
cols. Bo=9; Mr. Omwori (Wanjore—south Mugirango) roe. incustrizlization
of Kisii town, Ibid., 7 April, 1967, cols. 2204=5; r. Moai (Kitui South)
re. industrialization of Kitui Aistrict, Ibid., col. 2229.
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particular areas.”” The dearth of factories in agricultural arcas .has

been criticized as hindering agricultural production.55

These critigisms
may be accompanied with threats of increased crimc or political agitation

in the region concerned if the situation doesnt't improve.56

Finally, there has been some limited critieism from urban based
politicians concerning the human cost of industrialization in their consti-
57

tuencies.

The governmentts response to these criticisms also falls into
two categories. The characteristic response to a specific raquest/
complaint regarding the development of an industry or industries in a
given area is to state that such a development is under consideration,

58

or that 1t is technically or economically unviable. However, thecre

54 Mr. Kitonga (Kitui East) re. Kitui district, Ibid., XXXVII, 2nd
session, 7 February, 1975, col. 80=2; Mr. Suid (Mombasa Nomth) re. the
mainland north or Mombasa, Ibid., col. 83.

55, JM, Kariuki (Nyandarui North) was one of the few M.P.s to

argue in parliament for a factory outside of his own cdistrict—-in this case
a sugar factory in Bondo, Nyinza Province, Ibid., XXXV, 5th scssion, 31
July, 1974, col. 616-8.

56, Mr. Godia (Hamisi) ended his plea for the industrial development
of Western Kenya by threatening: *if this is not done, then therc is a
saying which states, *The devil finds work for idle hands to do‘...which will
not be_good for the country. Ibid., XI, 5th session, 24 February, 1967, col.
431. In the same debate, Mr. Shikuku (Buterc) asked if the government was
trying to drive the people of Westcrn Province to become like the Shifta
rebels of Northern Kenya, Ibid., cols. 43l=<. Mr. Khayoya (Bungoma South)
added that Western Kenyans had a long history of agitating against
colonialism. For example, in 1948 the pecople of this region threcatened

to become part of Uganda, thereby forcing the colonial government to grant

a seat in the Legislative Assembly to the region. Thus, he concluded,

", ..if it is a question that we must act before thc Kenya government can

do something, then we know how to actees" Ibid., col 439=40.

57, Mr. Mwaro (Mombasa West) has complained that industrial expansion
has led to the eviction of people from their land. Ibid., XXXVII, <nd
session, 19 February, 1975, col. 349-53.

58. Mr. Mboya, Minister for Economic Planning and Development, Ibid.,
XI, 2nd session, 7 April, 1967, col 2265; Mr. Kibaki, Minister for Commerce
and Industry, Ibid., col. 2229; Mr. Wood, A:st. Minister for Commerce and
Industry, Ibid., XXXV, 5th sescion, 12 July, 1974, col. 1113 Mr. Nyagah,
Minister of Agriculture, Ibid., X¥XVII, 2nd session, 25 February, 1975,
col. 502-3; Dr. Kiano, Minister for Commerce and Industry, Ibid., 11

March, 1975, col. 899; Asst. Minister for Agriculture, Mr. Vwlcigi,

Ibid., XXXVIII, 2nd session, 27 Miy, 1975, col. 720-2.
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arc a few cases of projects implemented in a particular region at least
partly in response to political pressure from that region. Such
projects may be rclativcely unattractive according to conventional
financial criteria, and depend on special concessions from the govern-

ment for their survival.

The government's response to criticism regarding overall
patterns of industriil location has becn 2 number of tentative steps towards
developing an industriul location policy. The initial responses were
expressiens of concern at all levels of government, coupled with an
unwillingness to rctard overall cconomic growth by making unprofitable
investments in less developed regions.éo The government pointed out -
that therc were limits to its ability to influence the location decisions
of private investors, which in turn had to bc bused on considerations of
location economics.01 Since then; " the governimiont 148" experimented with
a variety of incentives to promotc industrial decentralization, including

speciul funds for less developed iareds,”  tax.revenue transfers,

indusgtrial estates rogional minimum wuage differentials,65 industrial
X3 €.g. Paper mill rccently built in Webuye, Western Province.
60. GK, 19651y pe L7; GK 1960, p. 35; President Kenyatta's.opening

speoch to the 6th Parliament, Ibid., ¥IV, 6th session, 26th February,

1968, col. 3; B.He Ogola, Ministry of Tconomic Planning and Development,
Zast African GStandard, 12 \pril, 1968:;Nitional Assembly Officiil Report,
XIII, 5th session, 17 October, 1967, cols. BO3-b; HoOUsG of RCpProsentitives
Officiil Report, X, 4th session, 11 October, 1966, cols. &53=4. all the-
praceding cited in Rothchild, 1969, Cf. a later comment by Mr. Mwicigi
(Kandara), Asst. Minister for Agriculture: "I don't know the reasons why
some people want somc of the industries at Thik: to be shifted to . their
areas®. Nationil Assembly Official Report, XX{VII, 2nd session, 13 February
1975, col. translated from the original Swahili).

61. Mr. Kibaki, Ministcer for Commerce and Industry, Ibid.,XI,

5th session, 5 April, 1967, col.. 1985: Mr. Mboya, Minister for %conomic
Planning and Developmont, Ibid., 16 February, 1967, cols. 88=9; Mr. Wimic,
Director I.C.N.C., Daily Nation, 16 Junuary, 1973, DPe 5.

62, The Ministry of Cooperatives and Social Services has had such
a4 fund, Bact African Standard, 10 February, 1967.

63. For a while, 507 of the Graduated Personal Tax collected in

Nairobi and Mombasa (less 504 of collection costs) was transferred to

rural county councils. National issembly Official Report, XIII, 5th session,
18 December, 1967, col 346l. Howover, this practicc wvas abolished shortly
after Marguret Kenyatta became Mayor of Nairobi.

6le (K, 1969, p. 325; @K, 197%, p. 295=T.
65« GK, 1975, supplement Wo. 28, 26 lMay.
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survey and promotion services, and investment credit allowances.™" In
addition, a hierarchy of growth centers have been designated on the basis
of regional physical plans as having priority for the development of
services and infrastructure. In this regard, the ourrent development
plan includes targets for investments in urban infrastructure in the major

designated growth centers.

Thus, since independence there has been a steady flow of
criticism, primarily from Parliament, regarding the location of
industry in Kenya. The government has responded to this criticism with
statements of commitment to the principle of industrial decentralization,

and a variety of incentives intended to facilitate this end.

In the following section, & model will be presented for evaluating

the effectiveness of this responue.

2.3 Model of the Role of Government in Industrial Location Decision Making

Our model of the role of government in industrial location
decision making is derived in part from the conclusions of the preceding

Kenya studies, and in part from the rccecived general theories.

The clamsical “leastwcost™ location modols depict a partial
equilibrium situation. Locations arce selected which minimize average
costs by minimizing variiable average costs (e.g. transport costs and
wages)s A typical model is pictured in figure 1.70 It is assumed that
the principal input for a firm is available at N. Thus, assuming constunt
wages, locational related costs are minimized at 01 on the fire¥s space
cost curve ACO. Governmental incentives and disincentives in support
of industrial decentralization are generally formulated with this mocel
in mind. 1In figure 1, incentives (e.g. tax credits, incentives anc

tariff remissions, transport subsidies) are offered to firms located at

66. GK, 1969, p. 315; GX, 197L, pe <9L.

67, Budget speech delivered to the National Assembly on 15th June,
1975 by the Hon. Mwai Kibaki, Minister for Finance and Economic Planning.
oa, E.g. GK, 1970a. See also (K, 1974, p. 1l4=47.

69. G.K. 1974, p. 123.

70. Cf. Jones, 1974, p. 550.



- 28~ IDS/WP 288

o o cmme men ewem d e ] o e e e e me e s e e wee e

— ot . awma W mn e e




I0S /288

distance D or greater from N, which have the effect of lowering the firm's

space cost curve to AC.,. The firm can now cxpect to mike a smaller

1-
prafit (R less C) in N than in locations between L, and L5, and between

L, and Lb' Thus new firms will choosc to locate in these outlying rcgions.
The govermment can achieve the same result by enacting disincentives (e.g.
high minimum wage rates, high municipusl taxes) for firms located in N,
which will raise the firm's space cost curve to AC,. Profit maximizing
firms will choose to locatc at some distance greuter thin or equal to D
from Ne The exact location will depend on whether or not incentives

are offered in addition to disincentives. In many industries, firms would
expect to ganerate‘different levels of revenues at_different locations.
This situation isdepioted in figure 2. For every peak on the space
revenue curve AR, therc is a spdco cost curve AC. In the example shown,

a profit maximizing firm will locate at N because:

An incentive offered for location outside of N wonld lower AC
and AC

to AC

Rb Rb’

Rétodul The firm would now locate at Lb becauses:

Ra®
By = Gy > (y = Oy (R, -

These models. 8re. no doubt appropriate for Kenyun industries
with unusually high transport cost components. However, cmpirical
research conducted in Kenya 2nd othcr developing countries outlined
above suggests that the. classical’ modelSin many ways misrepresent the
actual location decision-making process of most firms. A reformulated
version of the original model from figure 1 ig pictured in figure 3.
This new model focusses on perceived average costs (PAC) rather than
AC, the difference being that:

AC = £(T, W) + FC = I
PAC = £(T,,%, p, e, o, i,) +FC~1I

Where T1 = transport cost calculated as cost of shipping X materials

or goods Y distance.

71. Cf. Ibid.. Pe 14,520



1
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W = Wages

T2 = T1 adjusted to takc into account costs associated with
rcliability of transport.

e = cnvironmental factors (c.g., water, climate)

p = Cost reducing personal considcrations (e.ge. access to credit
or raw material supplices; concessionary terms; sales agreements
with local distributers.)

i = payments for infrastructure (clectricity, scwerage, communication)
including costs associated with reliability)

0 = other variable costs (c.g. cost and case of repairs, cost of
invostigating altornative locations in money and time,
opportunities forgonc because remote location makes contucth
vith government officials difficult)

FC

Fixed costs « cverything not included as wvariable costs
cxcopt government incentives offered for particular iucations.
I = Incentives offerad by the government for particular locations

(WB. Nogative if a disincentive)

It is assumed in this model, as in classical "leastecost” location
theory, that there arc fixed marketz ihich firms cormpete for. "Market areu®
location theorius do not scem to vxnlain the location of most large textilc

72

projoects in Koenya.

Certain characteristics of this model are differcent from the
originul onc. Ffirst of all, thc horizontal ixis of the revised model ic
a nomdnal scalo, while the origin.l onc was ordinal. The reason for
this is that wo cxpect that firms do not eviluate alternative locations as
a dircct function of distance from 2n ideal location, but as a funection of
many difforent variobles which may or may not reflect distance. Thus,
may be closer to N thuan L2, anc. yet still be & less desirablo

iggiggzlgifn &@' Anothor different, feature of the revised quel is that
costs. Ther?: iasgg eg:g.voir:m;s m?z%%gg egf lc%m%%%iﬁgmgéggcoét %%ﬁnggtggrtﬁt‘?% ¢
rcliability, opportunities forgone, and production delays. Each firm

will compute these costs differcntly, and place greater emphasis on some

than on othcrs,

T2, The utility of “market-ore.®™ location theorv 'in cxplaining the
location of small scalo industry will be cxcemined in a future paper,

where we will discuss the goncration of backward and forward linkages from
large incdustrial projects.
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The revised model depicts tvo altornative perceptions of average
cost characteristic of firms in developing countries. PAC defines the
situation where one location is overwhclmingly favourcd becausc of certain
perccived cost differentials. Thesc differentials arc most commonly the’
result of cost-rcducing personal considerations, although they may be enhanced
by other factors such as tranoport or infrastructurc reliability, external
economies,; necd to maintuin close contact with government officicls, otc.
Locational incentives offercd to such firms will havoe . negligible effect,
since the resultant cost curve PAC.

1 still ovorwhelmingly favors location
at N.

A vory different perception of average cost is depicted by PtAC,
The relativeo flatness of this cost curve indicates thot such firms
perceive that average costs will not be cnormously diffcerent at a number
of different locations. Theso firms have certain limited criteria that
they usc in selecting a location. The first location that satisfies
these criteria, and doesn't have any overwhelmingly negative feature,
will generally be sclected.

In figurc 3, an incentive is offercd to firmc who perceive their
costs to be of the form P'AC and are located at distance d or greater from

Ny thus lowering their cost curves to P'AC Perceived costs et any location

Ll - LlO W1lll nov be less thun or ccual tolcosts at N. Thus, 1 firm may be
induced to locate outside of N. .5 pointed out ocarlicr, L1 - Llo'will be
different for cdifferent typecs of firms. 1In some cascs, they may consist of
urban centers rclatively close to Nairobi, perhaps bounded by Nakuru to

the west, Nyeri to the North, and Machakos to the cast. In other cases,
they may consist of all urban centers throughout Kenya which can provide «

given level of electricity or water.

Thus, therc are thrce types of firms which locational policies
will affect. Tirms which bechave according to the clussical "least—
cost transportation” model can be induccd to locate in preferred areas if
relatively large incentives are offered. TFirms which compute cost curves
resembling PAC cannot be persuaded to locate outside of a given area for
any reasonable amount of government subsidy. We would expect that the
most a subsicy would accomplish in these- cases woulc be to persuade a
firm to locate just outside the city limits of a preferred towm (i.e.
if subsidies are available to firms which locatec in ®ruril® wsreas). In
the final case of firms with cost curves approximating P'AC, it would scem

that a rclatively minor governmental incentive would be sufficient to induce
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location in 1 preferred area. However, this will only take place if the

PAC curve is moved downwards. This, in turn, <111 occur most efficiently

if incentives recduce the costs perccived to be significantly location related.
Thus, if a firm porccives the cost in time and money of coviluating 2 number
of different locations o5 the most significant location related cost; the
government would do better to ussist in and dircctly subsidize such
evaluations rather than to offer tax incentives. In other situations, < firm
may be willing to incur addition4l costs at a suboptimal location if the
government 17111 offer a comnensating subsidy such as duty remissions on

imported inputs.

Locational policy altern:tivos should be evaluated with these
threo different types of firms in mind, It is &also uzcful to view the
rclationship batwaoon government :n¢ private firms as a continuous bargaining
situation, part of which rclates to location. Such a point of view or

73

modcl is basod upon certain assumptions:

1) Toch bargaining agent (c.ge firm, governmcnt, financial
partner) controls clements involved in cxohanzes between them,
and the elcements controlled by onc agent arc desirced by another
(eege Ffirm controls amount of capital to be brought into

country, government controls level of protection).

2) Bargaining may be cithor cexplicit (e.g. a firm agress to
locate upcountry in exchungo for a certwin level of protcction)
or tacit (e.g. government has a general policy of looking

favorably on firms that locatc upcountry).

3) There arc common as well as conflicting intcresti among

participants.

L) Systomatic and carefully defined bargaining concepts will

be useful in the critical cvaluation of bargaining encounters,

and ultimately, in improvidg bergoaining skill and bargaining

outcomes.

According to such a model, cach bargaining «gent is aware that
there arc costs and benefits attached to any cxchanges clthough it is often

difficult or impossibls to measurc and comp.re these costs «nd benefits

73. Cf. Schelling, 1958, pp. 21=52, (3~118; Coddington, 1968,
pp. T71=~30; Curry & Wadec, 1968.
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each agent attempts to do so in & rational maonner and to barg.ain for the
most preferred cost-benefit ratio attainable. A critical variable in
bargaining power is the ability to bind oneself via irrevocable commitments.
On the other hand, there are cuises where negotiited agrecments require some
coordination of participant expectations, such that neither side expects
the other to retrecat. Such coordination is often possible around outcomes
which are prominent, unique, simple, and/or have a precident, rather than

around less distinguishable outcomes.

Bargoining models are illustrated in figurcs L and 5. In figure
L, Ab corresponds to N in figure 3, aB corresponds to L, and AB corresponds
to le, a1l watn respect to space cost curve PAC. Assume that those are the
only three locations avuailable to i firm, and that A, B and a,b define the
costs perceived to be significantly location related by the firm. Each
oargiining partner attempts to maximize welfare by 'moving as far as

possible along its respective axis.

According to bargaining theory if the government can. commit itself
first to B, the firm will choose to locate at aB, since this is a more
desirable location than AB. On the other hand, if the firm can commit
itself to A first, the government will permit the firm to locate at Ab,
since this is also 2 more desirable location than AB. We assume that
both the government and the firm view AB as a suboptimal location. From the
firm's point of view, such a location - would result in reduced profits.
From the government's point of view, such 2 locatioh would result in fewer
taxes collected ind the danger of bankruptcy or higher consumer prices in
the future. In terms of this model, wc would hypothesizc thit there are
many cases where the government can commit itself to B either as pirt of
an overall location policy, or as a position taken daring pre-investment
negotiations. 1In such cases, firms will willingly locate in 1B, both
because aB is preferible to AB, and because the firm was never really
committed to Ab in the first placec. In miny cases, Ab was simply the first loce-
tion found which -satisfied the. firm'e minimum reguirements, 2B is likely
to prove equally suitable. Firms will only be successful in commiting
themselves to b if there is some prominent reason for a particular
location (e.g. an essential raw materiil is only located there) or

against other locutions (e.g. clectzdcity supplies are inadcquate).

Another wiy of looking at this bargaining process is shown in figur:
5. Indifference curves for government #nd a particular firm show the preferred

mix of x and y, which might stand respectively for effective level of protection






- 37 - Ins/Wp 288

granted to the firm, and government investment in the firm by way of equity or
loans. Given that bargaining sturts at point 1\, government can optimize its
position at B (i.c. reach a more favorable indifference curve), while the

firm will be no worsc off at that point. On the other hind, the optimal
position for the firm is at C, at which point the Government will be no worse

off than at A. Thus, bargaining will take place within the triangle ABC.

Actual bargaining is more complicated than this, since there are
always other vaiariibles under dispute, such as location. For cxample, 2
firm might agrce to locate in a certain location if the government would

reach an agreement 2t C.

We coan now summarize the assumptions from which our modelsof industrial

location and public policy -- ere constructed:

1) Migration and resultant patterns of population distribution

are highly dependent on location deecisions made by private

businesses.

2) Decisions concerning location are primarily concerned with
minimizing costs.

3) Location decisions arc influenced by bargaining between

government officials and firmws.

On the basis of these assumptions; we have derived the following
hypotheses to be tested:

1) There arc at least three different methods of computing costs

on which location decisions miy be bascd.

2) Firms are generally concerned with a limited number of criteria in mak—
ing locatioqdecisions. In some cisgs,; one location is overwhelmingly
favored in terms of these criterii. In most other cases; a number

of differcnt locations would be acceptible. In such cases, firms
usually scelect the first location which satisfies these criteria,
since firms ure unwilling to: sacrificce time and money for the
possibility of finding an optimal location.

3) Government incentives may affect location decisions by

altering space cost curves; however, incentives are often

inefficient and/or marginally effective because they influence

costs not r=rceived by firms to bc the most important oncs,

because they may work at cross purposes, iand because certain types

of firms perceive that thcir costs in suboptim:il locations would

be unacceptibly high. Thus, incentives will be most "cost-—cffective"
if ther are tailored to influencing firms who perceive their space-

cost curves as being relatively flat.
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Our model views theo relation between government and industry
as a continuous bargaining situation; part of which relates to location.
Self-intcrested policy mukcrs agrec to make exchanges with busingssmen
and vicr versa. For example, policy makers miy be willing to forgo
collecting certain tiaxes in order to 'increuse the level of investment
in rural arcas. However, businesses may be willing to locatc in rural
areas only if they arc given preferential duty remission in addition to
tux concessions. Both sides will eventuadly compromise on some inter—
mediite® position. Iither side will zgree to an exchange if as a result
they will end up in 4 more prceferred position with respect to their goals
than they would have been in if they had not made the cxchange. Government
officials may attain locational and other objectives through the skillful
use of bargaining tochniques, including the use of irrevocable commitments,
threats, promises, and tacit coordination. These basic ideas make
it possible to unalyze the complex detcrminanta and effects of industrial

location policies.
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3.0 Methodoloy

3.1 Samoling procedure Formal interviews are being administered to firms

selected from the population of all agricultural processing and manufacturing
firms in ISIC two-digit classifications 31, 32, 33 and 34. Firms are being

selected from this population based on stratified sampling techniques.

In the first phase of the inquiry, the sample has consisted of 17
firms with fifty on more employees selected from ISIC four-digit classi-
fications 3211 (spinning, weaving and finishing textiles), 3213 (knitting
mills) and 3220 (weaving apparel). These industries have been selected
hecause they are relatively footloose, labor intensive, and have the potential
for generating significant backward and forward linkages75. Smaller fimms which have
have been set up as a result of large firms in the sample will be interviewed

at at later date. Q

In the second phase, not yet begun, firms will be selected from ISIC
3311 (saw mills, planing and other wood mills), with special emphasis on
firms producing wood products such as pre-fabricated housing materials. A
Canadian consulting group has recently prepared a proposal for the Ministry
of Housing to develop such firms in selected high population density rcgions
of the country76. Ve will evaluate the prospects of such a development with
respect to our model of industrial location. Firms will also be selected for
interviewing from ISIC 3113 (Canning and Preserving of Fruits and Vegetables),
3115 (Manufacture of Vegetable and Animal 0ils and Fats), 3116 (5rain Mill

products) and 3121 (Manufacture of food products not elsewhere classified).

On the basis of research discussed in 2.2, the above industries are
ideally suited to be located outside of Nairobi and Mombasa. If we find
during our interviews that these firms are encountering considerable difficulties
resulting from their upcountry location, then the prospects for the decentral-
ization of other industries are dim. However, if the firms in the sample are
viable in their 'upcountry location or believe that they would be viable
(in the case of Nairobi and Mombasa based firms), then the prospects for

decentralizing these and certain other types of firms are more favourable.

3.2 Data Collection Because the final recommendations relate the endogenous

forces influencing geographical distribution of jobs and people to policy
variables such as tax incentives and government subsidies, data collection

proceeds along two parallel tracks: onz concerned with the decision process

5. In 1973, firms with 50 or more employees accounted for 83,7% of wage
?moloyment in manufacturing, and 98.5% of wape employment in the textile.
industry (ISIC 3211, 3213). Computed from data in GK, 1975.

76. Kendev, 1975.
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used by firms in choosing a location, and the other concerned witl the
resource3d of and restraints on the Kenyan government, and its rusiltant

industrial location policies.

Data on location decision making is primarily collectec during
interviews with officials of samle firms. My initial approach & via letter,
which is followed up in a few days with a telephone call. I tryto reasure
businessmen that I am not a government official, and that facts btained will
he considered "on hackground". Som: businessmen are still relucant to
provide proprietary information that could be useful to competites. I have
tried to design interview techniques which minimize this problem. I have also
attempted as much as possible to cross-rcfercnce interview respones with each
other and with public records, to dctect inconsistencies. Intervizw responses
have also been compared with feasibility studies, corrzspondence letween firms
and government, and interview responses of government officials irvolved in

pre~investment negotiations.

I have conducted -most of my interviews with- the most sexior official
available, who is usually either the managing director or the general manager.

In most cases, this official was with the company when the locatiol decision

was made. In many cases, he was primarily responsible for making t:e decision.
Nften I have also interviewed the chief accountant and cne of the praduction

managers.

Some data on industrial policy arc collected during thesc interviews
with businessman. In additiou, T am talking vith individuals knowledgeasle
about the administrative capability of the Kenya bureaucracy and the political
constraints upon this bureaucracy such as appropriate officials of the Central
Organization of Trade Unions, the Kenya National Chamber of Commerce & Industry
the Federation of Kenya Employers, th: Yairobi City Council, the press, and
nelevant governmental agencies.(e.g. 0ffice of the Chief Economist, and the
newly established regional offices of the Ministry of Finance and Planning;
Physical Planning Department, "inistry of Lands and Settlement; Industrial
Survey and Promotion Center, Ministry of Commerce & Industry; Kenya Industrial

Lstates, Ntd., Industrial and Commereial Development Corporation).

3.3 Data Analysis

Analysis is being carried out in two stages. First of all, hypotnese
are being tested qualitatively on the basis of interview responses. Intarvieu

and other data will then be coded, and used to quantitatively test hypotheses.

At-this stage, onlv qualitative tests have been made. Although it
is difficult to specify exactly how our hypotheses should be tested, certain

guidelines are clear:
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1.) We have suggested that location decisions are based on a limited
number of criteria. The validity of this should become apparent from the
responses to questions concerning locational factors77. It is important

to note how quickly and emphatically the official lists the important
locational factors. Does he list a couple of factors without hesitation,

or does he hedge? And if he hedges, does this reflect the fact that a large
number of factors were taken into consideration, or that he doesn't remember
which factors were important, or that he is reluctant to admit which factors

were important?

2.) It is suggested that firms generally do not believe that the marginal
differences between an optimal location and an adequate location warrant the
expense of finding the former if the latter is already available. The
responses to questions conceming comparison of alrernative locations are
relevant here. If firms do not conduct thorough evaluations of alternative
locations, this would lend support to our hypothesis. The responses to these
questions should also indicate whether or not firms rank alternative locations

as a function of distance from an ideal location.

3.) If the preceding hypotheses are confirmed, we would expect that our
hypothesis concerning policy would also be confirmed: namely that for certain
types of firms relatively minor governmental incentives, would be sufficient
to induce industrial decentralization; however, if the same incentives are
offered to other types of firms, the incentives will be ineffective, and may

work at cross purposes.

4.) Hypotheses on the importance cf bargaining between business and government
to location decision making will be tested in selected case studies of
targainingencounters. The comparative utility of alternative bargaining

Strategies will also be examined in these case studies.

3.4, Nissemination of research results

This study is being carried out in cooperation with the Industrial
Survey and Promotion Center (ISPC) Ministry of Commerce and Industry, and
with the Project Planning and Evaluation Unit (PPEU), Ministry of Finance

and Planning.

The study is in accordance with the ISPC circular of 5th February,
1976 entitled "The Planning Process in Kenya' which points out that policies

affecting the location of industry must be coordinated with an overall

77. Parts of the questionnaire have been adapted from the questionnaire
used by Malinowski and Kinnard, 19A1.



- 42 - IDS/WP 288

industrial policy. This dozument states: 'Thes2 netr problems (i.e. ponulation
explosion, rural-urban migration, aad unemployment) call for a re-orientation
of the planning strategies without sacrificing economic growth; a balance has to
be struck between (a) concentration of industries at growth poles and geogra-
phical dispersion (b) capital intensive or labour intensive, (c) large or

small industries (d) traditional or appropriate technology use’. 'y rasearch
project also concerns policies intended to affect industrial location in the

context of overall industrial policy.

This project is also in accord with one of the goals cited in the
1974-78 Development Plen: "To encourage the expansion of several large towns
in addition to Nairobi and Mombasa, thereby providing more alternatives for
the absorption of the migrant population and avoiding the problems arising

. 773
From excessive concentration.in these two towns."

Research results will be fully available to ISPC, PPEU, and any other

interested governmental institutions.

My project will also link up with the broader research effort
currently underway at Boston University, which Is addressing the following
issues affecting African countries '"(1) the economic, social, psychological,
and political eonsequences of alternmative population distribution patterns -
particularly with respect to urban concentration; (2) forcaes affecting or
determining individual and family migration decisions; (3) determinants of
private business location decisions; (u) determinants of public sector facitity
location decisions; (5) the administrative framework for formulating and
implenenting spatial and urban policies; and (5) reciprocal relationships
Letween politics and policv making and implementation with respzct to spatial

distributions of activitv."7q

Thus, my rerearch will he nart of a much larger effect "to make
raasonable predictions concerning the effects of alternative policy measures
on spatial distributions of population and activity and to make normative
judgements about the relative desirability of different spatial patterns"

both in the particular case of Kenya, and in the wider African context.

77a. GK, 1974, p. 116,

78. Afriecan Studies Center, 1975.

79. Ibid.
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4,0 Tactors in industrial location: cconomic and personal

4.1 Locational factors

Before discussing the factors of industrial location, it is
important to understand the method of location selection. Only one textile
£irm of all the ones interviewed claimed to have conducted a formal survey
of many different locations, during which operating costs and market conditions
were systematically examined. In the case of this firm, the 3encral Manager
spent 6 months first examining locations within a 25 mile radius of Nairobi,
and later, at the insistence of the government, examining other locations
throughout the country. His procedure was to visit the local branches
of Barclay's and the Standard Bank in each community under consideration, and
to ask the bank managers for tips and contactsso. After going through this
process a number of times, he hegan eliminating-locations from consideration
bacause of various negative factors, particularly the problem of waste

disposal, until only one possibility remained.

In all other cases, no formal study was made comparing different
locations. ™ost businessmen felt that the cost of such a study in time and
money was not justified. Concerning the former cost, it should be remembered
that there are a number of different producers in this industry, making it
more competitive than other industries in Kenya. Thus, it was generally felt
desirable to get into production as quickly as possible in order to gain a
foothold in the market before a competitor did. However, this desire to
get into production did not always result in the absence of formal studies.
For example, the only firm which conducted a formal study was also the most
outwardly concerned with '"beating out the competition" in the form of another

new mill.

Another example of the importance of time as a locational constraint
was the example of a firm that started production in Nairobi in 1953. In
1964, the firm was able to purchase a large consignment of second hand machinery,
with which to significantly increase its production capacity. They had
planned to move to a larger site for some¢ time. ilow, however, they had to find
a site with buildings already there in which to store their equipment. “hen
they heard that the site of an old chemical company, then bankrupt, with
10,030 sq. ft. of buildings on it was available in Thika, they took it almost

immediately.

These bank managers proved to be extremely helpful, since the
prospect of a large textile mill in their community promised a considerable
lncrease in their business.
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It should be clear in the following that many firms claim to

have considered two or three different locations before choosing their present
one. These locations tended to be well known ones such as Mombasa, and were
rejected for various negative reasons. These firms were not merely trying

to minimize costs, but to find a location which met certain criteria. ‘“When
such a location was found, it was selected. It was not felt that it would
have been worthwhile continuing to look for an optimal location. With this

in mind, textile manufacturers gave a nurber of different reasons to explain
the location of their respective firms. Althouzh no single factor emerged

as the most important locational determinant for the industry, certain factors

ware clearly more important than others.

Surprisingly, some of the locational factors suggested by industrial
location theory turned out to be of marginal importance. For example, one
might expect that the supply and cost of labor would be a significant locatiomal
determinant as it is for this industry in other parts of the world. However,
this was often not the case. One mill located in Mombasa, told us that most
of their unskilled workers come from the Kisumu area, and most of their
skilled warkers are Kenyans who have left jobs working in textile firms in
Uganda. The officer interviewed said that he could have obtained such workers
just as easily if his firm had been located clsewhere in Kenya. Furthermore,
the official believed that a textile mill located in a smaller town would
not make significant savings in labor costs. Although wages might be
initially low at such a factory, the cstablishment of other, neighboring
firms would eventually drive wages up. Wages would also tend to gc up as the
Tailors' and Textile Workers Union pressed for a uniform national wage
structure . Such a pattern is already evident in Table F, vwhich gives a
sample of current minimum wages in the textile industry. In all but one case,

these wages are between 355/- and 365/-, regardless of location.

There were som: cases where labor considerations were admitted to
be a factor in plant location. A Thika mill told us that Nakuru and Eldoret w
were rejected as potential locations in part because it was not clear that an
adequate labor supply would be available. Furthermore, onea of the reasons
for their selection of Thika rather than Nairobi as a location was that at
the time the locaticn decision was made there was a considerable wage differen-

tial between the two towns. Anothor firm also mentioned availability and cost



% Including housing allowance. In som2 cases, wages for new recruits are
somewhat lower for first 3-6 months of employment.

Source: Wage agreements betwecen textile firms and Tailors and Textile
Workers' Union.
of labor as recasons for their location in Thika. Still another firm told us
that wages currently paid to the bulk of the labor force in their factory
located in Kiambaa (12 miles from Nairobi city centrec) were 19-25% lower than
they would have to be in Nairobi, and that the housing situation for the work
force was greatly simplified. However, thes2 factors were not the primary
reasons for the location of this factory. A firm intending to produce
synthetic fibers has said that one of main factors considered in choosing
Thika as a location was the presumed availahility of skilled labor because
of the proximity of other large textile firms. However, this presumed advan-
tage may be less important than they think. For one¢ thing, if this firm
joins the Textile Manufacturers Association, it will be subject to an agreement
that member firms will not try to entice trained laborers away from other
member firms. In addition, onc¢ government official interviewed believes
that many of the laborers working in Thika mills are becoming increasingly
careless in theirwork, and that a new mill would probably do better to train
its own workers from scratch. Labor considerationswere an important factor in
the location of another upcountry mill. In this case, a large number of
potential locations was narrowed down to a choice between two locations. A
major reason for the selection of one of these was the relatively homogenious
ethnic composition of that community, in contrast to the other. It was felt
that as a result, there would be less friction between laborers, particularly
in the event of political unrest in the country. This factor was of particular
concern to the firm's general manager, who played a major role in making the

decision, since he had previously been stationed in Nigeria during the civil war.
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One upcountry firm noted that it had considered as a locational
factor the fact that there were 500 workers.in the community who were just
completing work on the construction of a new air field, and would be available
for work in the mill. “his firm noted that it preferred not to hire laborers
vho had experience in the textile industry in Xenya, sincz these workers
would have become uscd to working at a very low efficiency. The firm would
rather hire inexperienced workers, and train them on the job, at a nearky
polytechnical college (e.q. for basic electrical and engineering skills), or
overseas (e.q. for highly specialized textile production skills). A final
case where labor considerations were a locational factor, although not the
most important one, was 2 garment manufacturer in Nairobi. This was the only
firm visited with an African managing director.gl The firm does not belong
to the Textile Manufacturer's Association, which the director believes to be
a "cartel dominated by Indians”, and involved in a variety of malpractices.
Thus, he freely 'ninchas" skilled laborers from nearby mills. In fact, he
told us that it is a mistake to train people because it is so much cheaper to
"pinch'" them. He said that one of the reasons for continuing to do business
in Nairobi was the availability of trained laborers that could be "pinchad®,
but that even in Nairobi there was a shortage of laborers with the types of

skills that his firm requires.

Another locational factor that one would expect to he important
based on industrial location theory is proximity to sources of raw materials
and/or markets. The textile industry, and narticularly some branches of it
such as the clothing industry, are coaventionally though of as market oriented

industries. This is sometimes the case in Kenya, but not always.

The reason for the market orientation of this industry is not
generally transport costs. Admittadly, it is cheaper to ship finished cloth
or clothing than raw materials. For example, 2 'lomhasa firm told us that
their raw materials underwent an average 20% weight loss during the production
process. Since raw materials were primarily imported, transport costs could
he minimized by locating in Mombasa. {h~ synthetic fiber firm considered
Mombasa as an alternative site primarily because of savings in raw material
transport cost and fuecl oil price differentials (which reflect transport cost).
lowever, the Momhasa location was rejected for other reasons. 4nother
upcountry firm also felt it would sienificantly save on raw material
costs by locating in Mombasa. It/&ilieved it would also save on eguipment

and spares purchases in Mombasa, which tend to be available at relatively lower

>

31. This director is a civil servant working at the Treasury. He started
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prices both because of lower transport costs and lower markup. VYet, in this
industry overall, transport costs only amount to an averaja 1.8%. of total
costsnn. Such costs are generally not a significant lgcational determinant.
Access to certain transport facilities was also mentioned in some cases.
¥ost of the firms used their own trucks for the bulk of their shipping require-
ments. This arrangement was thought preferable to use of commercial truckers
or the railways because of lower costs and greater reliability. Some of
these firm used the railways for bulk, lonm distance shipment of raw material
inputs, and these firms tended to be located next to a railway siding. The

importance of access to major roads and rail facilities was one of the reasons

vhy every factory in the sample is located in or near a major town.

Although some firms admitted that they try to purchase cotton from
ginneries as close to their factory as possiblesa, aroximity to ginneries was
never mentioned as a significant locational determinant. In fact, most mills
in Kenya cannot rely on any one source of supply because of production
shortfalls,gq and changing requirements for a particular grade of cotton due

to changing production mixes.

The same would scem to apply with regard to supplies of intermediate
goods. For example, A Hairohi weaving concern obtains its yarns from two
Nairobi mills: one in Nanjyuki, and one in Kisumu. The choice is determined
not by prdximity but by the type of yarn required for the current mix of

production.

82, Calculated from 1967 data on '"made un  textiles except clothing"
industryv. Costs include all inputs, labor, interest and depreciation. In
commarison, transport costs make up an average 3.1 of total costs of all
manufacturing and repairs industries according to the same data. 3K, 1972a.

83, A Thika mill, which obtainz 50% of its cotton in Kenya, tries to
buy as much of this as possible from a nearby ginnery in Kitui. Another firm
has invited officials from a local ginnery to visit their mill, at which time
these officials were urged to increase their production.

84, Bzcause of increasing cotton comsumption by Kenyan mills and correspon-
dingly small increases in output of local ginneries, Kenvan mills are having

to import increasing amounts of forcign cotton. A large part of this comes

from Mwanza, Tanzania at the moment, which has r:nlaced Umanda as the major
foreign supplier. Mwanza cotton was until a few years ago shipped across Lake
Victoria by boat. Howrver the boat is currently not operating because of
problems in the East African Community, so that !Mwanza cotton must be imported
via Dar es Salaam/Mombasa. This uncertaints of source of raw material supplies
is one of the reasons why the textile industry in Kenya has not been raw
material oriénted.

85. Tanzanian cotton is primarily BR grade, while Kenyan cotton tends to
be the higher quality (longer staple) AR grade. Many firms blend the two of
these in varying proportions depending on the demands of the market. Thus,
changing requirements of particular grades of cotton add an additional
uncertainty concerning source of cotton.
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Proximity to markets was most important for clothing and knitwear
manufacturers, and of some importance to firms engaged solely in spinning and
weaving. A Mairobi based firm said that in their line of knitted cloth, stvle
rmay change every 15 days. €Since most of their customers are garment
manufacturers from Nairobi, and since customers prefer to come to the factory
to specify their requirements rather than to work through a travelling
salesman, it is important for the plant to be located in Nairobi. The
official said that if the firm had been located away from Nairobi, machinery
would often lie idle while waiting for customer orders. On the other hand,

in Nairobi, the nlant is currently operating 24 hours a day, 7 days a wesk.

A Nairobi garment maker sometimes sells a large proportion of its
output outside of Nairobi. °~ Howevar, the ruril marksts are erratic, anl aro>
expensive to service because of higher axpens2s and commissions for salesmen
and the high frequency of bad cheacks. Thus, th2 firm nrefers to be located in

iairobi, so as to better service this more dependable market.

A Nairobi weaving mill produccs bedspreads and towels primarily for
the Nairobi market, and tec a lesser extent for Central Province. ©Officials
felt that for marketing and other reasons, the firm could not survive if
located a significant distance from Nairobi, unless administrative and sales
offices werce maintained in Nairobi. tHowaver, this was not thought feasible
for a relatively small firm such as this. "aav other firms mentioned the
ease of servicing a variety of markaets from their location. Thus, a Thika mil
noted its central position with regard to its three biggest markets of Nairobi
Momhaga, and the Kitale arca. A Wiirchi clothing manufacturer found 60% of
its market in Nairobi, and te rest spread out like spokes. of a wheel in
Mombasa, Kisumu, Cldoret, and Manyuki. A lairohi spinning mill found Nairebi
a central location not just for servicing the Kenyan market, but for its
export markets (35% of sales) in Upanda, Sudan, Burundi, Somalia, Zambia and
Germany. VNanyuki Textiles was thought to be well situated to cover both the
Nairobi market, and th~ markets close to Nanyuki such as Nyeri and Embu. Only
one firm producing yarn and woven cloth told us that access to the local

market was a primary locational consideration.

Thus, a central or nroximatc location with respect to markets was

considercd desirable by textile firms, and was most critical to certain

86. According to the managing director, 1/2 of total sales are made
outside of Nairobi during the worst of times, ind 2/3 during the best periods.

87. According to the firm, 50-71% of salas are in the local Nyanza
province. The official interviewed belicved that because of lone standing
ties with distributors, that the £firm would retain its share of the lecal
market despite tho new competitors which are entering the field.
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clothing and knitwear manufacturers. However, in many cases market access
did not seem to be a dominant locational factor. Firms located outside of
laircbi were able to maintain a hold on the lucrative Naircbi market by
maintaining a Nairobi sales office and/or through loccal agents. Firms
located in or near Naircbi tended to be there for other recasons of equal or

more importance than access to markets.

Two locational factors - water and climate- were of considerable
imortance to many of these firms. Large amounts of water are necessary
for bleaching, washing, and dying. !Moderate temperatures and humidity are
also desirable. All of the Thika mills mentioned the availability of ample
water supplies from the Chania River as a critical locational consideration,
although one firm complained that the price was rather high and quality only
"adequate"”. One of the reasons the- synthetic fiber firm rejected its

x
altermative Mombasa location was the scarcity of water in that town.

Many mills also mentioned the importance of climate as a locational
factor. Thrze upcountry firms said that they considered Mombasa as an alternative
location, and one of the primary reasons for rejection in all cases was the
high airconditioning expenses that would have to be incurred because of

~xcessive heat.

Another locational factor that occasionally came up was the
availability of spares and repair facilities. For example, two Wairobi
firms stressed the importance of reliance on Nairobi based engineering firms
for spares and service. However, most of the larger firms found that they
had to keep their own spares in stock,B’3 sincz even in Nairobi they could
only buy rudimentary items such as bolts, nut3, and bearings. Most of these
firms also did their own renmair work, although they made use of local wood-

working and metal shops when poscsible.

Finally, in mozt of the cases of locally owned and managed firms,
the primary locational factors were personal ones. Most of these firms were
owned and managed by Asian families that had lived for generations in Nairobi
or Mombasa.sq These entrepreneurs started with retail or wholesale businesses,
and developed a network of business contacts. '‘hen the decision was made to

go into manufacturing, ther: was never any thought of moving.

88. tne firm said that it kept eighteen months worth of spares in stock.

During the colonial period, Azians were not allowed to purchase
tand and operate businasses in territories designated as ‘white preserves'.
hen Asians purchased firms located in such areas, they would have to dismantle
them and set them up again in some other area. This explains the concentration
of Asian firms in towns such as Nairobi and Mombasa. Swainson, 1976, p.u40.
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The Asian owners of a Nairobi firm started with a clothing shoo on
Government Road, Hairobi. After raceiving a quit notice, they started a
yarn importing business. From this they moved to cardigan production, and
from there to fabric production. Their customers centinued to be people they
had known for many years. Although most of them came from Nairobi, some of

Q0
them came from other towns such as Nakuru.

Another Nairobi knitting mill was also built up from a small
operation in Nairobi. Although in retrospect it might have been better to
have built the plant in the peri-uwrhan area to take avantage of lower costs
and greater room for expansion, it was now felt that it would be too 2xpensive

r

and too risky to move.

Another weaving firm is also located in Wairobi because of long
standing family ties. They have considered renting their premises in Nairobi
and moving to Kiambu (10 miles from city centre) to obtain more space, lower
costs, and cooler temperatures. However, they have not done 'this because
they are afraid that Asian entrepreneurs would not be welcomed by local govern-

m-nt officials.

Another firm was established by a group of Asians and an African.
For rasons of cost and climate, Kiambi3a and Kikuyu, both within the Nairobi
peri-urbin area, ware chosen as alternative locations. Kiambaa was ewventually
chosen because the African partner wanted the firm to be in his home (Kiambu)

district.

A Mombasa firm started out as a garment making concern run by an
old Mombasa family. Ov:r the years, thc firm has developed into an integrated
spinning and weaving mill. Despit> the problems of heat and water supply,
th2 owners have no plans to break personal and family ties in Mombasa and

move clscewhere.

One exception to the pattern of personal considerations dominating
the location decisions of local firms is the case of a Thika mill. This firm
is a joint venture betwesn a local Asian businessman, ind sore Japanese textile

concerns. The Asian initially preferred “orbasa as a location, since he already

90. Cn the day we visited the firm, a.garment manufacturer had come @own
from Nakuru to order some knitted cloth. Althouch the same cloth is made 1n
Nakuru, he preferred to deal with his personal acquaintance at this firm.

al. Manufacturing firms in Kenya must apply for and reccive a licence
from the government every ycar. Last vear, the Asian managing director and
owner of this firmdidnot receiwe his licence rencwal on Schedule,'and ?ad to
cut back on production and lay off many of his workers until the situation was
clarified. ‘Inder such conditions of uncertainty, hc is not prepared to
undertake any expansion or change in location of his business.
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had a blanket and garment manufacturing firm in that town. However, it was

decided that the climate was unsuitable, and the firm went to Thika.

One compromise that many of the large, for2icn owned firms have
made is to maintain a Nairobi office. WYe have already mentioned the existence
of sales offices in Nairobi. Many firms also have the offices of their top
management in Naircbi. 2 The reasons given for this included the need to be
in constant touch with financial and governmental institutions, and the
need to work closaly with the sales office. On:2 firm was managed by a Nairobi
based management company.93 It is also likely that the same types of personal
considerations that persuaded Asian businessmen to locate their firms in
Jairobi were factors in persuading the predominantly expatriate executives of
upcountry factories to set up a Nairobi head office. Although these men did
not have long standing family ties and business contacts in Nairobi, like the
Asians, they were attracted to Nairobi for its relatively sophisticated urban

amenities.

It should be pointed out that the three integrated textile mills
most recently built in Kenya have all been located well outside of Nairobi, and
all have their top management working at the factory site. Onc firm owned
and managed by a group from India has all its top management working at the
factory site. The top management of another firm prefers to work upcountry
because they find they can work much more efficiently than they would be able
to in Nairobi, where they would be constantly interrupted by visitors and
telephone calls. From a purely personal point of view, these men said they preferred
living in a rural area, awvay from the bustle and problems of the city, and closc
to good hiking and fishing territory. This is not surprising, since many
businessmen in Europe and North America also prefer working in rural areas for

the same reasons.

4.2 Conclusion On the basis of the preceding evidence, what conclusions can
be drawn as to the validity of our model of industrial location? First of all,

the overriding importance of personal cmsiderations was confirmed. In

92, In such cases, top executives, accountants, salesmen, and their staff
are generally based in Nairobi. Production managers and staff are always based
at the factory site.

a3, Interestingly, the acting managing director, employed by the management
company, was a member of the Asian family that originally owned and managed the
firm,

This firm was the only one in the sample whose location was opposed
'y a segment of the community. Local Europszan farmers pade an unsuccessful bid
to halt work on the factory on the grounds that it would take all the water
from the local river and replace it with effluent. Howzver, these cbjections
were overruled by the town ccuncil, who viewed the prospect of the creation
of 700 jobs as the most important consideration. This situation, again,
parallels very closely the European-Jorth American experience.
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the cases of many of the Asian run firme, these considerations were purely
personal (e.g. always lived in a particular town, desire to be close to

family, dzsire topartake of 2menities in the town) as well as cost reducing or
revenue increasing. In terms of our model, many locilly ownoed and managed firms
never seriously considered any other location besides the one sclected, which
wvas chosen for primarily personal reasons. In ~uch cases, it ig
reasonable to belicve that the location decision was made on the basis of a
cost calculation of the form PAC in figure 3. In most of these cases, firms
chose to locate in Hairobi and Mombasa. Such location decisions could not hawvo

been influcnced by any realistic level of government incentives.

Personal considerations were less important in the case of expatriate
firms, in part because the top management of these firms often had their
offices in Nairobi. Illovuaver, mozt of the firms with head offices in Nairobi
had factcries located within 25 miles of Nairobi, primarily in Thika. Such
locations were chosen in part so they would be easily accessible to the head
office. These and other firms in the sample would seem to have calculated
locational related costs of the form P'AC in figure 3. Such firms were
nzenerally concerned with a limited number of criteria (e.g. fquality and
compatibility of labor force, wat.r and climate) in making location decisions.
The first location found which satisfied these criteria, and has no overwhelm-
intlv negative characteristics, was aqenerally the one selected. Firms balieved
that once a location had been found which satisfied these particular criteria,
it was not worth the time and ecxpense of searching for other locations, since

the possible advantages of such locations would be marginal.

It would seem that locational incentives offered by the government
to such firms could be effective, marticularly if alternative locations
oroposed by the government satisfy for the most part the key criteria
nerceived by firms to be important. Thus, an offective locational policy
must include a component designed to meet the requirements of particular types

of firms.

The unwillingness of firms to conduct extensive locational studies
is also relevant to policy makers, and makes the work of organizations such
as the Industrial Survey and Promotion Center absolutcely critical in achieving
the government's locational objectives. Once ' have a good idea of the
particular costs that potential investors arc trving to minimize in selecting
a location, the ISPC can conduct studies of the characteristics of particular
regions and/or urban arcas which at first glance seem as if they would be
attractive to a particular investor or group of investors. Reliablas cstimatcs

could be made of resource actessibility, sit- availability, cost and feas:bilis
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of adapting infrastructure to the needs_of particular industries,_characteris-
tics of available labor, and cultural and personal amenities. Wher: particular
bottlenecks are discovered which are likely to be deterrents to potential
investors, the ISPC could act as a catalyst to removing these bottleneck. In
doing this, particular care should be taken to distinguish between the

absence of some feature as a bottleneck, and the reasons for the absence of

the feature as a bottleneck.

In some cases, a hottlencck may prove to be insurmountable, such as
the case of the prablem of waste disposal in Nakuru, Gilgil, and daivasha
for industries producing relatively large amounts of effluents. In such cascs,
industries with low waste disposal requirements could be encouraged. In
other cases, it may be feasible to remove a bottleneck, such as the case of

water supplies in Mombasa.

In any case, the results of our interviews with firms suggest that
the government can influence location decisions-in. situations where personal
considerations are not the dominant locational factors. If an investor is
presented with a convincing apgument that an alternative location will
satisfy his primary locational criteria, and if he is offered incentives to
compensate him for increased costs, tha investor will be very likely to choose
that location, rather than be bothered with 1looking around for a marginally

better one.

These rather general comments will scrve as an introduction to the
next two sections, which are concernad with the role of bargaining betweeen
governmennt and private businesses in industrial location, and with tentative

guidelines for the development of an effective industrial location policy.
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5.0 Fectors in industri.l loc:tion: government:l

The Keny: government tikes an ictive role in éncouraging industrial
developments in the less-—developed reogions of the country. DNecentralized
industrial devclopment is viewed 15 + medans of lubor absorption in rural
wreas and intermedi ite sized towns; ¢ 1s 2 citalyst to the overall
modernization of rural economies. Therc arce also politicil pressurcs
for the promotion of industriul projects in particulzar areas, 2o discussed
in 2.2

The following will outline policies und governmental actions which
miy have an effect on industri:l location; nd give examples with reference
to the textile induBtry. These governmental activities will he divided inte
two citegorices: those which provide fixed inceatives for industrial
location, and inst:nces where the government negotiates with firms for
locational objcctives. Both types of incentives will be eximined from
the porscpoctive of the bargiining model outlined in 2.3. To what' exbent
2r¢ fixed incentives :n effective burgrining strategy from the governmentls
BRI i A HAEA oSt minnor Tor the mot brSferrod SofESIEE ratao

st ore
attainable? Does the govornment and/or firm make effective usc of
irrovocabls commitments? Do participants in bargaining situations
tund to toordinate uxpectations iround prominent outcomes? Vhat inherent
advintagos dous oach participant hive in thesc birguining situations?
These urce tho types of cucstions that 3711 be dealt with in this scction.
Our 1im is to help improve the bargaining ckill of government ncgotiators

through a critical cv:iluation of birgeining encounters.

5.1 TFixod Incoentivea

In his buiget speech of 12th Junc, 1975, the Minister for
Minance and Plinning restricted the 20% investment allowince for
industrial buildings and manufacturing machincery to firms locuted outside
of tho municipalitios of Nairobi and Mombisi. Most of the firms
intorvicewed werce aware of these now 21llowances, but no firm claimed

. . s eps . 95
that investment credit was 2 significant locational factor. ?

95 Aside from the apparent incffectiveness of this incentive to the
toxtile industry, it may ulso encourage firms to substitute capitsl for

labor, which ‘ould conflict with the governmentt's desire to increase employmcnte
As 1 possible solution in this casc, the government could introducc a new tic
allowanee linked to changes in employment. Firms which increased their emplov—
mont would be granted tax robates; while firme rdith decrcased employment would
bo assessed tix premiums. Such a policy would discourage the substi@u%on 0:
capital for labor resulting from the investment :llowance,which coulc.ln ?urn
be continued as a possible incentive to firms to locate outside oc Nairobi

and Mombnsa.
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Vari-blc minimum wige level policios are another cxuample of a
fixed incentive to encourige industriil Jisporsion. Minimum wage laws
provide for threc levels of w.ges: the highost waiges (BOO/L por rionth
minimum) .rc piid to workers in Nairobi und Hombasa, the next highost
(275/L per month minimum) in intormodiitc siscd towns such as Thik: and
Kisumu, and the lowest (175/~ per month minimum) in 111 other regions.
A1lthough thers arc some cxamples alreadydiscussed vhere o fictory was
loc2tod outside of Niircbi because of the differentinsls in offiecinl
minimum wages, such firms tencded to be loc.tod in tho Hiirobi peri-urbwn
wre: rather thin in onc of the intermediate sized towns. In this way,
firms c¢ould rem:in close to Niirobi for person.:l xnd administrative
reasons, and yet still take advantage of the wage differentiil. Ncedless
to szy, the location of a firm just outsidec of the Niirobi city limits
made M insignificant contribution to the governmentts goil .of industricl
dispgrsion throughout the country. Furthcrmoro, ac mentioned earlier,
many firms could not tike advintage of these differcntiils because they
verc locked into uniform wage contracts by the Textilc Workert's and

Tailor's Union.

5.2 Negotiablce Incentives

Aside from incentives offered to 211 manufacturing firms,
there are 1lso incentives granted on anad hoc baisis, as 2 result of
bargiining botween businesses, finaneicl partners, and government.

RO ) - .. . 3ome of thege incentives have 2 direct
bearing on location decisione, while others miy affact such cdecisions
indircctly.  Incontives generally represent promises thit cortiin favors
that will be granted after the investment and location decisions huive
been mude. Sometimes explicit promises are mado by government officials
to firms. In other cases promisos ire implicit; thit is, firms are led
to believe thit if they comply with government policy objectives such
1s locating outside of Nairobi and Mombasa thoy will be given favorable
treatment by the government regirding negotiisble issues such as protection.
He will point out instances where the government has not lived up to
promises made to firms, ior at least thought-to-be made as far as the
firms are concerned. We will consider such instunces a barguining

stratogy of mcking false promises, :mnd 'ill cvaluate the cffectiveness

26. &, 1975, supnlemcnt no. 28, 26 luy.
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of such a strategy in #ohkieving desircd b :.rg:ining outcomes for the
government. In @ futurc papor, we will comp.rc the governmentte cffectivencs
in achieving loc.tion objcctives with its success in achieving other

goals of industrial policy such as cxport promotion, selection of zppropriatoe
technology, non-oxploitative munigement .greements, Kenyanization, and

favorable corporate financicl structures.

502.1 C:se No. 1l: Duty [emission

Ong upcountry knitwe:ir firm was estaoblished by a loc.l Asian
family, .nd located in the community wherce the fimily had been involved
in textile distribution and sales for the provious forty-five y04r5.97
11though thcere were peorsonil reusons for sclecting the location, there
vere economic rcasons against it. 1A list of these disadvintages was
prosented to the Ministry of Commerce :nd Industry during the pre~invostment
ncgotiations. When the firm went into production, it ras granted 50%
duty remission on imported inputs. This duty remission was 2llowed
to continuc for cipht years, after which it vas revoked by the government
on the grounds thit thc firm was no lonzor m infant industry, and thus

should be able to compotc without romissionc,

Tho firm ippe:led this order on the mrounds that the order would
croate a cish flow problem, that competitorc with relatively more capital
intonsive production processes were still receiving 50-100" remission,
and that tho order would jeopiardize 80 current jobs and an expancion
plin that would h:wo resulted in up to 500 additional. jobs. . The firm
11ls0 claimed that it had been persurded Ly the government to lcoate up-.
country, although the firm would hive preferred to be in Nairobi. The
firm believed that the dutv remission had been offered as compensation
for locational disadvuntages, and should thercfore be continued. én
Industrial Protcction Committee (I.P,C.) subcommittee prepared : lengthy
cvaluation of the merits of this appeal, :nd recommended thot duty
romission be reinsteted for one yeir only. However, the I.P.C. as 1 whole

decidad to reject the appeal.

87, Information on this andé thc following cisc study his becn cmassed
from interviors with officicls from the firms concerned, and from zovern—
ment officials involvad in negotiations vith the firms.

98, GK, 1975, supplement no. 20, Lezil Notice no. 54 dated 25th ipril.
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We hove described above a series of bargaining encounters between
the government and an upcountry textile firm. To what extent is there
evidence in these encounters of bargaining skille on the part of the

government in furthering its industrial goals?

First of 211, the firm official interviewed claimed that the
major reason for locating upcountry was the promise of duty remission
by the government, and that otherwise the firm would have preferred to
locate in Nairobi. This was also the position that the official took
in his appeal to the I.P.C.,basically urguing th:t the government had

double~crossed him by revoking his duty remission.

Although it is obvious why he might say this in a bhargaining
situation, he was probably exaggerating. Tha same official admitted
to me that his firm did not consider any other location except the one
selected. Furthermore, since his family had lived and worked in that
location for generations, it is likely that they would have set up this

factory there with or without a promise of remission from the government.

A3 the years went by, the firm became; in the words of the
official interviewed, "...far more successful thin we ever anticipated®.
Part of the reason for this was certainly the duty remissions. As a
result, the company presently has plans to increbse ite fabric and garment
production, and to add a spinning department, which will increase the
firm*s labor force from between 300 and 90099. Because of space limitations
at present site, the firm has accuired ¢ neir site in the same town to
accomodate the present factory und proposed expansions. Although the
firm has experienced great difficulty in doing business in this townloo,
it has been decided not to move to Nuirobi becauce of the high cost of
moving and the presumed difficulty of recruiting and training new

laborers there. Thus, the government has indirectly furthered its goal of

99. The smaller figure is an estimate made by the firm to the
government in 1975. The larger figure is the latest estimzte given
to me by the manuging director in 1976. Business prospects must

be good to cause such an escalation of investment plans.

100. €¢8e Ruw materials must come from Mombuasa while 75% of all
finished goods are sold in Nairobi. This combined cituation creates
abnormally high transport costs, accorGing to firm officiils, Additional
disadvantages include comparatively low libor efficiency and difficulties
in muintaining necessary contact with Huirobi based government officials.
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upcountry employment creation by granting duty remission to this

firm for an extended period, which in turn helped to make the

firm profitable enough to contemplate a massive expansion. Cn

the other hand, the revocation of this remission has not disrupted
expansion plans, despite the complaints from management. Government
negotiators have argued that although an upcountry location put the
firm at a disadvantage in its initial stages, the firm wasg compensated
for this by eight years of duty remissions, and should now be in a

position to survive without such a subsidy,

In terms of the bargaining model described in 2.2, the
government offered duty remisssion to this firm in exchange for
employment creation in an upcountry town. However; .after eight

years, the government decided that the arrangement no longer worked

to the.government's advantage. Although the firm threatened that
revocation of duty remission would jeopardize up to 900 jobs, the

government was unmoved.

In terms of the bargaining model in Figure 4, (see
page 36 ). the government was able to commit. itself to B
(el imins.ting duty remissions), thus forcing the firm to choose
between aB (expansion, no remissions) and AB (no expansion, no
remissions). The firm chosc aB as a more desirable outicome than

ABO

The government has a distinct bargaeining advantage inherent
in the duty remission system, because of the discretionary powers
of government officials. Although there is no certainty that a firm
will be granted duty remission if it is located outside of Nairobi
and Mombasa, there is a good probability of‘it.1o1 Thus, many. -
firms are willing to gamble on a location desired by the government,
and in return expect that the government will grant favors such as
duty remission. However, the government is under no obligation to

grant remission, and often does not. Thus the government can attain

101. Duty remission may also be granted to firms located in
Nairobi and Mombasa for other reasons such as export promotion.
However, many firms believe that their requests for duty remission
will be treated more favorably by the government if -the firm
selects an upcountry location favored by the government.
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compliance with its locational objectives at less cost than if it had
a fixed policy of automatic remission as a "reward" for locating in
upcountry areas, Furthermore, the government can revoke duty remission
on & selective basis, in contrast to other types of incentives such
as tariffs which can only be revoked on an industry wide basis.102 Thus,
the government does not have to continue granting remission to
particular firms indefinig;ly, long after the incentive value of the

1 .
remission has been lost, Firms are aware of the government's

vargaining advantage in this regard. The Textile Manufacturer's

1
Agsociation has asked for the standardization of incentives, 04 but
so far the government has been understandibly unwilling to give up

its discretionary power.

5.2,2, Cese No. 2: Protection and Duty Rer:ssion

It has often been observed that when foreign investors are
dependent on government for protection, tHey are often eager %o .cuurn
to secure governmem participation in equity,105 the presumption
being that the government will then have something to lose if it
fails to provide the requisite protection., A comparable observation
can also be made regarding location: investors dependent on the
govermment for protection will willingly locate in suboptimal locations
in order to please the government, and thus be in a better position
to ask for help. The extent - to which a firm rcceives the help it
expects is determinant on bargaining between firms and government
officials,

102, In cases where there is only cone producer of products in a
particular tariff category, such a tariff can be adjusted on a firm-
selective bacis. However, tariff categories regarding textiles in
Kenya are broad, and generally affect goods manufactured by more™
than one producer.

103, Like any system whereby government officials are granted
discretionary power this system is open to abuses, al though I
have not found any examples of such abuses.

04. Letter from Secretary, Textile Manufacturers' Association
of Kenya (P.0. Box 47, Kisumu) to Dr. J.G. Kieno, Minister for
Jammerce and Industry, 17th May, 1975.

XB. Leys, 1975, pp. 128-35,



- 60 - - ' IDS/WP 288
This process is evident in the case of & recently incorporated
upcountry mill., In the early phases of the negotiations, the investors
was asked by the govermment to locate in Nakuru. Officially, the
reason for this was that it was one of the towns "having good access
to the gix ginneries in Western Kenya which produce two-thirds of

1052 There were also obvious political reasons

the country's cotton'.
Tor the government's insistence on Nakuru. In any cazse, the investor
conducted a detailed feasibility study based on Nakuru, and found it

40 be an ideal locatilon.

Then, at the last minute, the International Finance
Corporation (I.P.C., a branch of the World Bank), one of the financial
partners in the investment, rejccted Nakuru as a location. The
reason given was the danger that such a project would represent
to Lake Nakuru, and the requisite high cost of sewerage treatment.106
Government officials initially argued that it was politically impossible
to consider changing the location of the proposed factory. Shortly
thereafter top officials all of a sudden had to devote most of their
efforta to solving a major political crisis.m7 In the midst of this
confusion, it was quietly decided to shift the location of the

proposed factory to Eldoret.

There wére political reasons for the choice of Eldoret.
In addition, Eldoret was one of the towns recommended as a location
for the mill by the Department of Physical Planning, Ministry of
Lends and Settlement. This evaluation was made on the basis of
three criteria: social need (e.g. projected excess hinterland

population given the limited labour absorption capacity of the 1and),

105a., ISPC project description: "Cotton Textile Manufacturing.™
J

106. Ironically, shortly after the decision was made not to locate
the textile mill in Nakuru, another group of investors decided to
locate a chemical factory in Nakuru. A special interministerial committee
commissioned to investigate the factory found that the factory was

an environmental hazard to the local ecosystem, and should therefore
be relocated. This recommendation wks accepted by the llinistry of
Pinance and Planning, and for a while it was thought that the factory
would be relocated. However, there wass disagreement among the
relevant ministries as to who wes responsible for ordering the company
to relocated. As a result, the factory is still located in Nakuru,
and has begun production. The Nation has been conducting an editorial
campaign to have the factory relocated. The German government has
suspendad any further disbursements out of a loan of Dif 4 million for
the extension of the Nakuru water supply and scwerage schemes because
of the factory. The World Wildlife Fund may rescind its agreement

to finance the expansion of the ILake Nakuru National Park because of
the factory.

107. This was the period immediately following the death of J.M. Karl
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infrastructure (existing capacity, including expansion schenes
in an advanced design phase) and location economics (access to
cotton growing areas)- Nakuru was rcjected &s a location according
to these, as well as environmental criteria. Yei the government
had selected Nakuru Tor a location without cousulting the Physical
Planning Department, and would hove kept with Nakuru had it not becn
for the insistence of the I.F.C. This case points out the weakness
of the Physical Planning Department in the industrial location
process. Although technically the director of this department
should be & member of the New Projects Committee (an interministerial
group that approves new investments) and thus invoived in decisions
on industrial location, in fact he is almost never invited to the
meetings of this committece. The rcason for this is apparently that
industrial location is considercd too peclitically sensitive an
igsue to be left to the objective constraints of regional and town

planning.

In any case, firm officials have encountered serious
problems as & result of their locating in Eldoret., The town council
has not been able to supply water and effluent facilities in
accordance with the agreed upon timetable., A generator had to be
imported because of delays in hooking up the regular celectricity
supply. Problems have becen encountercd in obtaining competant
laborers. Skilled leborers such a3 carpenters, electricians, end
accountants are particularly scarce. Never the lcas, the firm is
confident that it can make = protit, despite these ana other
disadvanteges, as long as the government provides the requisite

protection.

The firm has requested various types of protection which
can be placed in two tategories. First of all, the firm has wasked
for increased levels of protection for the entire industry.

Quotas should be placed on fabric imports, on imports of both

new and second hand clothing. Imports of prints and
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fabrics below the CIF volue of 10/- per sq. meter should be stopped.108

A second category of protection sought by the firm would
protect it from domestic competitors with lower depreciation costs
and o more experienced labor force., This protection would include
duty remission on imported machinery, and on 2ll raw matericls for
eight years from the date of start of production. The firm also
asked for an eight year cxemption from the Xshs. -/30 per sq. meter

excise duty charged to other local textile producers.

Since the firm is not yet into production, it has not been
officially given remisdion on imported raw materials, although both
firm cnd government officicls forsee no problems in obtaining it.

The matter of import quotas ic up in the air at the moment, although
firm officials are confident that the :requisite quotas will be
enacted. The government officicls interviewed all said that an excise
tax exemption for the firm was out of the question.

However, the firm has been exempted from fiscal entry, import
duty and suspended fiscal entry on materials used in the construction
and operation of the mill. This includes all "building and processing
materinls, cequipment, machinery, spare parts, and fuel which, in the

opinion of the Commissioner General of Customs and Excise, arc 'not

108, The firm asked the government to limit imports and East African
Community transfers of fabrics to 12 million mcters per annum (cf.

in 1974, clmost 28 million meters were imported or transferred according
to official statistics, which probably understates actual levels of
imports) Imports of ready made garments should not exceed Kshs. 40
million CIF (cf in 1974 garments were imported worth Kshs., 108 million
CIT including duty) and importa of second hand clothing should be
limited to Kshg. 10 million (Cf. in 1974 sccond hand clothing imports
were worth Kshs. 44 million CIT including duty). The firm asked for

a complete ban on imports of prints, and .fabrios below a CIF value

of 10/~ per squarc meter. The latter is a particularly sensitive

issue to this and other textile firms in Kenya. Due to the dispressed
condition of the world textile market, thesec has been considerable
dumpdng of textiles in Kenya at prices below the cost of raw materials.
For example, during June, 1975 over 3 million units (meters/yards)

of cloth officially entered Kenya at a CIF vealue of between Kshs,

2/13 and 5/60 per unit. There has also becn a large quantity of cloth
smuggled in from Tenzania and Uganda at comparable prices.
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produced in surficient quantity or quality in Kenya.109 The remission

order as published in the Gazette stated that comparable remission had
veen granted to all textile monufacturers on 11th June 1975. However,
there is no mention of such remission in the Gazette on that date.
Thus, it appears that +the firm has been offered a substantial

incentive by the government which has not becn offered to other firms.

5.3 Conclusion

On the basis of our admittedly limited sample, what can we
conclude about the role of government in industrial location?

In section 4, we concluded that location decisions in the
Kenyan textile industry are based on limited criterie which arc
viewed as location related. TFirms generally select the first location
found which satisfies these criteria. On this basis, a number of
textile firms have decided to locate outside of Nairobi and Mombasa,
generally in one of the intermediate sized towns. Thece firms have
2ll been able to compete successfully with firms bascd in Nairobi and
Mombasa. Many of them have expanded their operations, or are planning

an expansion.

Thus, if the government desires to influence location
decisions, it should determine the critical locational criteria
of potential investors, meke the investor aware of potential locations
which satisfy these criteria, and apply pressure in bargaining with

firms to see that the location is selccted.

We have suggested that pressure applied by the government
on firms during negotiations has had more influence on locational.
decisions than fixed incentives such as investment credit. We have
given examples of two cases in which the government successfully
influenced location decisions during such negotiations. In the
first case, the location was initially selocted by the firm, but

the viability of the firm and its subcequent expansion was insured

109. GK 1975 legal notice No. 29 dated 6th Februery.

110. Admittedly, the 10% tariff on capital equipment only came
into effect on 12th June, 1975, and hence did not affect the firm's
competitors up to that time.
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by duty remissions. In the second case, the location wags selected
by the government, and the firm was 'rewarded" for agreceing to

locate there. by duty remissions.

Ve do not mean to imply here that duty remissions in
particular should be offered to firms which locate outside of
Nairobi and Mombasa. Duty remissions may create distortions in the
economy which outweigh any pogsible benefits. They tend to encourage
the establishment of firms relying on imported inputs which in turn
act to discourage the production of local inputs, and creatc a

drain on gcarce forcign exchange.

However, there are other incentives which may be granted
to firms on & negotiated basis, incluyding foreign investment protection
local credit from commercial or governmental sources, equity partici-
pation, export incentives, work permits for expatriates; etec., TFirms
are likely to accept reasonable suggestions from the government
concerning location, in return for favorable treatment regarding

negotiated incentives.

The: government might also consider setting up an
industrial licensing system, by which it could influence the
location both of new firmec and of expansions of existing firms.
Currently, an investor may set up a new factory and/or expand an
existing one anywhere he pleascs (subjoct to local community
regulations and to registration by the Registrar of Companies,
O0ffice of the Attorney General if a new firm) without notifying
the Ministry of Commerce and Industry, Ministry of Finance and
Planning, and Department of Physical Planning. Thus, the agencies
of government responsible for industrial planning may have no
knowledge of or influence over the location of certain major invest-
ments until the particuwlars of the investment are publicly announced
as a foeit accompli.. Granted, any investor desiring protection, duty
remission, government equity ard loan participation, and other such
negotiable incentives must obtain the approval of one or more of the
interministerial committess. In such cases, government planners can

influence location decisions, as explained in 5.2.

However, & carcfully designed and menaged industrial

licensing system could allow governmecnt planncrs to influence and
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monitor location decisions concerning all major industrial invest—

ments.

Finally, we must emphasize again the significant role that
has been and should continue to be played by the Industrial Survey
and Promotion Centre in facilitating the location of new industrial
projects in the intermediate sized towns, Many of the firm officials
interviewed mentioned the invaluable assistance of this center in

facilitating location outside of Nairobi.
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6.0 Conclusion

At the midpoint of this research protect, all of our preliminary
findings must be treated with a healthy skepticism. “ever thz less, by way of

summary, it is useful to list these tentative conclusions.

First of all, the govarmment had exerted a powerful influence
over the location of textile firms. This influence is primarily the result ncot
of explicit locational incentives, but rather of a situation whereby firms are
dependent on the government for certain concessions, parrticularly regarding
duty remission and protection. Such firms are willing to locate in suboptimal
locations in order to please the government, and thus He in a better
position to ask for help. "e expect to find the same bechavior in other

nrotected industries, and/or in industries dependent on imported inputs.

Second, in a smll developing country, the difference to a firm
whose products are sold in a protected market between an optimal location
and sub-optimal location is often slight. Admittedlv, therc may be
disadvantages to an upcountyy location such as increased tramsport costs,
inadequate infrastructure and difficulties in communication with Nairobi
based government officials. Houwever, the fact that many of the firms in
our sample are currently undergoing or contemplating expansion indicates that

the locational disadvantages are not severe.

Futrthermore, we have chown that firms tend to select the first location
found which satisfied certain minimal criteria. TFirms believe that once such
a location has been found, it is not worth the time and expense of searching
for other locations, since thrn possible advantages of such a location would
be marginal. In all cases examined wherec the government has suggested such
a location, the concerned firm has pone along with the suggestion, hoth in
order to please the government as mentioned above, and to save itself the bother

of finding a marginally better location.

Thus, the government has a potentially strong bargaining positio
from which to attain locational objectives. Aside from the fact that the
firms interviewed were anxious to please the government by selecting a recom-
mended location which may hawe been marginally sub-optimal, the covernment's
objective of industrial location outside of Nairobi and Mombasa is, in
hargaining terms, a orominent, distincuishable outcome. That is, since the=
government's hroad locational cbjectiwve is unambiguous, and cince nost firms
have no comparably clear cut locatipnal criteria, th: government is in strong

position to enforce its will.
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The question which remians is given the fact that textile firms
have successfully located in intermediate sized towns on their own volition
and/or at the prodding , of the government, why are there so few other firms
that have done so? Why is it that employment ocpportunities are proportionately
increasing in Naircbi and Thika but decreasing in other towns, despite the

government's exnressed intention of industrial decentralization?

There are a number of possible explanations that appear to be valid
at this point, and that will be subject to further testing during the

remainder of this research project:

1) Increasing employment imbalances between Nairobi and Thika on
the one hand and other towns on the other can be partially
explained by the expansion of existing factories in Nairobi and
Thika, and by the development of new firms as a result of
backward and forward linkages with existing firms in these towns.

2) Although the government's goal of incustrial decentralization
is "promiment and distinguishable in particular bargaining
encounters, there is no detailed statement of this policy and its
implications for the day to day operations of each ministry. Thus,
there 18 no explicit set of procedures for applying systematic
5¥é§§3§§§8ﬂ§r§?x}?§%§?é?ké%??w:?7?%%y?%3“¥g¥k aéhg:%£g§%§rre
industrial location, situatad either in the Ministry of Commerce
& Industry or the Ministry of Finance & Planning . Because of
the absence of a clearly spelled out locational policy, many firms
are effectively left to their own. devices concerning location.
Most of these firms end up locating in Nairobi and the peri-urban
area or Thika, becaus= of n:rsonal considerations, the r2ady
market, devaloped infrastructurc and/or the need for maintaining
contacts with government officials.

3) Although the stated government policy has been to give priority
in the allocation of development funds from the national
treasury for services and infrastructure to intermediate sized

towns which are designated as growth centers, a disproportionately

111. A model for such an office could be the Kenyanization Bureau, “Ministry

of Labour, which has effeetively put pressure on firms to hire an increasing
proportion of Kenyans.
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large share (42.7%) of »nrojected public investments in "urban
main infrastructure" for 1374/78 is allocated to Nairobill?
This unwillingness to commit such funds to the intermediate sized
towns retards the growth of . existing industries in these towns,
and is an obstacle to the location of new industries.lls

4) Although the government has been successful in attracting textile
firms to upcountry locations, thers iz little indication
that the firms have generated significant backward or forward
linkanges in their respective regions. Granted, the przsence of
large textile mills in relatively small towns has necessitated
some improvements in banking and municipal services. However,
there is little evidence of the growth of activities that one
would expect to find associated with large textile factories such
as engineering services, and machinery repair on the one hand
and clothing manufacturing on the other.llu The reasons for this
situation are complex, ranging from prcblems common to most
developing countries such as the shortage of technical expertise,
to problems peeuliar to Kenya such as a political economy which
tends to favor large as opposed to small industrial projects.
The result of this situation is that although the government
has been successful in attracting large textile projects to
intermediate sized towms, these orojects have achieved much less
than might be expected towards alleviating the highly uneven

pattern of modernization in Kenya. If we can discover with greater

112, GK, 1974, Vol. 1, n. 123. As additional evidence of expenditure
imbalance, 51.5% of prcjected expenditures on infrastructure for the six largest
towns (Nairobi, 'ombhasa, Kisumu, Nakuru, Eldor:t and Thisa) is allocated to
Nairobi.

113. One of the textile firms interviewed was promised water and sewarage
facilities by a certain date. However, ncne of the governmental parties
involved - the municipal council and the relevant ministries - would agree

to finance it. The result was considerable delay and aggravation. This type
of problem appears to be a common one outside of Nairobi, Mombasa and Thika.

11u, For example, one uncountry firm told us that theirweaving operating
had not been profitable. Thev have tried to promote the svstem here which
exists in some parts of India, wherchy cloth is produced in small (20-40 loom)
mills located in rural arcas, under the overall supervision of roving technical
consultants. They claim that they have tried to interest the Kenya government
in backing such an undertaking, but without success. The same firm pointed cut
that there was a nced for better machine shops. Local machine shops are
allegedly so inefficient and poorly organized that it is faster and chegper for
the firm to air freight such work to Europe.

Another upcountry firm said that it has tried to interest the
government and/or a local entrepreneur in starting up a small(} million Kshs.)
trouser factory in the same town, which would use suiting material produced by
the firm. The firm has offered to provide free techinical assistance, but
so far there have been no takers.
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~recision the extent to which this problem exists regarding textile and other
large industrial projects, and the reasons for it, we will be in a better

sosition to explain existing employment imbalances in Kenya.

Inp a future paper, all fcur of these explanations will be examined
with & view towards recommending appropriate policies to redress employment

imbalamces.
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