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Breaking the Entrepreneurial Bottleneck
 
in Late-Develoin Countries:
 

Is There A Useful RollU for Government
 

This paper begins from the premise that in many developing 

countries there is indeed a bottleneck with raspect to the 

performance of indigenous entrep reneurship. Further, it is 

contended that this bottleneck, which begins to restrict at the 

level of medium and larger scale undertakings, has significant 

consequences for the diffusion of technical progress and long-run 

economic growth. Moreover, although it falls outside the 

economist's purview, we would assert that societies which possess
 

a well-populated and well-developed entrepreneurial class are
 

stable polity.
1
 

more likely to enjoy an open, 


The question before us is what kind of intervention -

policy or program or admixture thereof -- should be employed to
 

break the bottleneck which holds back efficacious entrepreneurial
 

exertion. The ultimate answer of course must be based on
 

inferences from past experiments in the untidy empirical world
 

a world of elegant project.design, lack-lustre bureaucratic
 

execution and a unique history in the encapsulating economy, of
 

distorted macro-pricing policies, of shocks, windfalls and
 

political imperatives. But before we turn to this daunting
 

task, let us first establish some analytic perspectives.
 

A bottleneck constrains something. Hence a first question 
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the critical activities that an entrepreneur
might be, what are 


must perform if he or she is to be siiccessful? Once these are 

isolated tlie can then be individually assessed as to whether the 

motive force and skills which undfrlay the activity are 

susceptible to, direct nourishment or indicect stimulation through 

cIC noni].susvetinbl t t 

,low have the major theorists Ln the fieId described the 

constituent activities of the entrepreneurial role? Schumpeter 

flow"sees the entrepreneur aainst a bac-:ground of the "circular 

in which firms operate in well explored markets, with business

men employing management routines, finely honed and purified
 

under competitive pressure, that assure cost-minimization given
 

resource and demand conditions.
available technology and local 


No opportunity is left unexploited.
 

It is within this context of the circular flow that the
 

entrepreneur conceives an entirely new way of doing something,
 

the sale. If
involving either his product or ccst of its final 


successfully implemented the entrepreneur's firm enjoys booming
 

-sales and. large 'monopoly profits (albeit of a transitory nature).'
 

And of course, the initial innovation sets in motion a sequence
 

of events whose end result is a change in the structure of the
 

economy and a permanently higher level of national output.
 

To conceive his innovation ab initio the individual must be 

endowed with extraordinary intuitive powers to "grasp the 

essential fact" from among the infinite number there for all to 
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perceive and to "see things in a way which afterwards proves to 

be true." To carry out his "new combination" our subject, beyond 

a narrow focus on the immediate chance, must be able to draw upon 

a surplus force of the will to overcome fixed habits of thought 

and to consciously plan without any guidelines each step of the 

venture. And finally, because the actions of this upstart 

and perhaps sociallythreaten established commercial interests, 


acceptable ways of doing things, the entrepreneur must be
 

possessed of a highly egotistical nature in order to withstand
 

opposition outside of the marketplace.individual and collective 

Certainly Schumpeter's characterization of the circular flow 

captures much of the structure of the informal sector and 

traditional small-scale industry. And just as Schumpeter's
 

entrepreneur lacks the necessary capital resources and must
 

persuade bankers to support his venture despite a lack of
 

collateral, the contemporary LDC entrepreneur finds himself
 

similarly placed vis-a-vis the government development agency.
 

But, as has been widely observed, the characterization of the
 

entrepreneurial function as one of innovation and activities
 

attendant thereto simply does not fit late developing countries.
 

First, there exists an immense technology backlog of new 

products and unapplied production techniques both in the 

developed industrial economies and in the home economy, the 

latter in the form of multinational corporations and "alien 

minority" enterprises. Second, the entrepreneur does not have to
 

create his own demand: imports and products of foreign 
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--

large markets. in this
 
enterprise have already mapped out 


truly new ecnnomic possibilities and the 
context perceiving 

pioneering technical and organizationalcarrying out of 

are largely irrelevant. On the other hand, the 
innovations 

of advanced technology with
operational problems matching 

factors of production are
qualitatively ill-fitting local 

To adaptthan in the nineteenth cent-Irv.
considerably greater 

maximiz,- factor productivities
techni 'ques and organization, to 

working capital finance, to
 
and minimize unit costs, to secure 


improve substitutes for nonavailable skills and materials 


than not
 
these tasks on the production side will more often 


the
 
represent the critical entrepreneurial. function in 


of the late twentieth century.modernizing economy 

Frank Knight's conceptualization of the entrepreneur's 
role
 

contrast to Schumpeter's
comes closer to our problem. In 


and the management of the
 rejection of the direction of men 


on-going firm as merely routine activities, Knight defines 

the center of the
 exactly these functions as lying at 


In place of a division in behavior between
 entrepreneur's task. 


sees a continuum in the
 
the routine and the near-superhuman, he 


part of which must be handled by
some
uncertainty facing firms, 


all the actors in the system.
 

While Knight does not envisage the range of production risks 

he nevertheless views 
that obtains in the underdeveloped economy, 


different

what transpires in the industrial ecocomies in a very 

9
 

from 
light than Schumpeter.- Ex ante technological risks arise 
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-- 

-- 

variations in the quality of labor and raw material input, with 

resultant effects on product quality; moreover the volume of 

output is not certain from a given resource expenditure (Knight, 

pp. 238, 295). And there are price risks consequent upon changes 

in consumer taste and in the actions of competitors. Thus the 

entrepreneurial function -- taking decisions based on judgments 

about the tuture which aru inherently liable to error, the 

exercise oE req;pnns lW control -- is always )re;ent. And it 

onfollows that entrepreneurial profits are attendant not only 

new combinations but arise continuously (whether a gain or a 

loss) as the entrepreneur guarantees the income of his workers 

and input suppliers while bearing the consequences of 

uncertain future outcomes.
 

Knight has a second advantage over Schumpeter for our 

problem. Both men see the same set of requisite personality 

attributes for intuiting what can be done and then doing the 

thing: above-average intellect, extraordinary powers of 

intuition, the capacity to plan and to act, self-confidence, a 

taste for risk. Knight, however, including as he does adaptative 

behavior within the realm of initiative, lays stress upon 

accurate perception as an important ingredient in inferential 

present entrepreneurship 

reasoning about future events (Knight, p. 202). The particular 

relevance of this activity the close observation of the 

environment for successful in less 

developed economies will be made apparent shortly. More 

dramatically, in opposition to Schumpeter's leader acting alone, 
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Knight identifies the key entrepreneurial decisions to be
 

men's capacity to handle uncertainty, that
iudgments abouLt other 

is in his seLeOction o f Ifputie s, fr n,n :vl Supl-,rv sors. It is 

area -- inability to recruit trustworthyfailure in just this 

lieutenants willing" to exercise responsible control -- that has 

el ,ictin the bottleneck we arerevealed Itself to be a major 

studying.
 

II
 

Knight's analysis of the entrepreneurial task is thus more 

general as theory than that of Schumpeter and in its focus on 

manageaient more helpful in illuminating the nature ()-E 

countries. But itentrepreneurial activities in less developed 

Like all those theories developedfalls short in one aspect. 

(and within the framework ofwithin the neoclassical framework 

present action directedadvanced economies) the focus is upon 

events that can not be fu' l y foreseen. Bytoward future 

are assumed t,) possess "perfectcontrast, economic actors 

and possibilities. This mayknowledge" it)hout present conditions 

not be too unreesonable an abstraction where -markets arefully. 

developed, whcrre factors of production possess some minimum 

and where there -:xists a measure ofdegree of homogeneity 

existing technology. The necessarycontinuity between new and 

result of thesc. conditions is that producers, within the context 

set by relative factor prices, will be operating with a high 

theirdegree of technical efficiency, they will be at or near 

"production frontier." 
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However, where little homogeneity and continuity obtain, as
 

in the case of many developing countries, the "perfect knowledge'
 

postulate becomes untenable. With radically different endowments
 

of technical and managerial knowledge among entrepreneurial
 

units, coexisting by virtue of segmented product and labor
 

markets, it may well be that "ignorance" about present conditions 

and possibilities represents the dominant constraint on 

indigenous entrepreneurial exertion. 

There are two sets of evidence which provide strong support
 

for this proposition. The first relates to manufacturing
 

value-added shares. Despite almost a half century of 

industrialization, private indigenous entrepreneurs still account
 

for a small fraction of manufacturing output. 3 In Ghana the
 

share is 8 percent; in Ivory Coast it is 11 percent. In Malaysia
 

it is about 5 percent. African entrepreneurs account for 9
 

percent of recorded value added in Kenya. In the case of highly
 

developed Brazil, private businessmen contribute 27 percent. In 

these and most LDCs the bulk of the entrepreneurial talent is
 

supplied by multinational corporations (e.g. 40 percent in Kenya
 

50 percent in Brazil), state enterprise and resident minorities
 

(e.g. 51 percent in Kenya). Various forms of joint enterprise
 

aside, in state-owned and operated ventures key technical and
 

managerial positions are frequtently filled by foreign personnel.
 

But regardless of the presence or absence of foreign personnel,
 

state enterprise does not provide a way around: in virtually no
 

country--whether it be Ghana or Korea--have state-managed
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industrial concerns proved economically viable.
 

size distributionThe second set of evidence pertains to the 

of firms. In those countries where our bottleneck binds, one 

with the low value-added share there is 
observes that coexistent 

by indigenous entrepreneursof small firms operateda multitude 

that engage 1 to 20 employees, but very few in the 20 to 50 

a barrier beyondworker category and above. There seems to be 

which these entrepreneurs can not expand. In Kenya, for 

countries, in 1985 there wereinstance, typical of many African 

or less and only 400 firms
21,550 firms employing 19 workers 


or an India
In a Taiwan or a a Korea
employing 20-49 workers. 

4
 

very different.
the pattern is 


From these two pieces of evidence what can we infer about
 

the nature of the entrepreneurial bottleneck in late-developing
 

Clearly such activities as the perception of market
countries? 


make investment decisions, and the

opportunity, the ability to 


to bear risk are available in abundant supply and do
 willingness 


not constitute a bottleneck. It is otherwise with the day-to-day
 

In

functions of managerial coordination and production control. 


import-substituting, technology-borrowing countries 
Schumpeter's
 

It is
 
innovator-versus-"mere manager" priority must be reversed. 


functions
precisely inefficiencies in the routinized managerial 


that prevent domestic entrepreneurs from continuously expanding
 

complex manufacturing
their firms and from moving into more 


activities.
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What activities constitute managerial coordination and
 

production control? How might we determine that they are being
 

carried out inefficiently? Many of the activities are identified
 

in the "Determinants" column of Table 1. The inefficiency of 

their execution can be glimpsed in several ways. Within the 

population of indigenous firms, one observes a larger than normal 

gap between the average and the best-performance rate of 

throughput. It is also manifested in the spectacular results
 

achieved by productivity demonstration experiments. However, it
 

is perhaps most readily seen when both indigenous and alien 

minority entrepreneurs are operating in the same industry and
 

utilizing the same type of equipment. In visiting both types of
 

firms one notices that when production is underway, the pace of
 

work is noticeably slower in the native firm with a resulting
 

lower rate of throughout. Productivity is further reduced in the
 

latter because interruptions in production are more frequent and
 

quality suffers from variability in product specifications. And
 

costs are pushed up yet again as a result of substantial leakages
 

via raw material wastage, pilferage and clerical embezzlement.
 

These deficiencies can be traced to a low degree of coordination
 

and planning, a disinclination to utilize written records
 

intensively for purposes of control and the absence of
 

conscientious supervision in the workplace. The consequence of
 

these shortcomings is to penalize net earnings, to limit the
 

competitive strength of the firm and to prevent the entrepreneur
 

from moving into more demanding productive activities.
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Table 1
 

The Measurement of Manaerial Efficiency
 

Q = aLXL KXK MAM; a(D, E, T, 	W, Q)
 

Variable 	 Determinants
 

D. Designed capacity 	 Embodied in equipment.
 

E. 	Efficiency Plant layout, work methods, maturials
 
handling, supervision.
 

T. 	Time: Intra-shift Maintenance, control of stock & spares,
 
utilization supervision.
 

Shifts per 	day Planning, willingness of supervisory staff.
 

W. 	Wastage: Materials Work methods, supervision, inventory
 
wastage control.
 

Theft 	 Inventory control, monitoring accounts.
 

Q. Quality 	 Work methods, supervision.
 

A formal statement of the managerial determinants
 

controlling the technical efficiency with which the factors of
 

production are combined within the firm is presented in Table 1.
 

The level. of output,*Q, is a function of the amount of labor,
 

capital and raw material inputs, each weighted by its marginal
 

product (the lambda's). The alpha is the managerial efficiency
 

parameter, ranging from 0 to 1. Its value is determined by three
 

factors: (i) the design capacity of the equipment in use
 

relative to the capacity of "best practice" equipment per dollar
 

of investment cost, (ii) the percent rate of throughput actually
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achieved relative to capacity --variables E, T, W--and (iii)
 

actual product quality relative to the maximum quality standard.
 

A horseback estimate of relative orders of magnitude for average
 

performance would put alpha at .70 to .85 for multinational
 

corporations and resident minorities and about .40 to .60 Eor
 

indigenous entrepreneurs in medium and larger scale units.
 

III
 

We begin our discussion of government prograws aimed at
 

breaking the entrepreneurial bottleneck with a bit of history.
 

Until very recently entrepreneurship development has always been
 

treated as a component of developing "modern small industry".
 

This subject was first actively taken up in the early 1950s.
 

Analysis for the most part focused upon Japan and India as the
 

source of possible models to be applied elsewhere. Both of these
 

countries possessed relatively large small industry sectcrs;
 

unlike other developing economies, in these two instances the
 

sector was well covered statistically and was the subject of
 

self-conscious government policy, motivated primarily by
 

employment concerns. As it 'happened the Indian model prevailed
 

and has since provided the templet for small industry programs
 

the world over.
 

In many ways the competitive performance of Japanese small
 

enterprise was more impressive. Yet the unique survival of
 

traditional Japanese consuner products in head-on competition
 

with modern Western goods and extensive captive subcontracting
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par of the latter's
 
relationships with lage-scale industry a:i 

War II capital- si,ainv!rconstruIctioF, strategy seemedpost-World 

to suggest that the, Japanese experiencE' w :s idvovncratic. At 

of inen anti the world's mosttime a talented ,,roupabout the same 

in fluent il PV became advocates for th T l ian model • 

Fotlowing a 1953 invitatlon from th,. Tndian government, a 

Staley and 
team of American and Indian economi-sts lead by Eugene 

, with the active support o' the Ford,Joseph Stepanek Sr. 

report,,; and monographs
Foundation, began producing a stream of 

industry

that dramatically reshaped and extended Indian small 


a major five-year
In 1.958 the Ford Foundation made 
programs. 


Stanford Research Institute, the new home of the
 
grant to the 


policy analysis in Latin

Staley team, to undertake research and 


American and Asian countries. 5 Many of the recommendations in
 

in U.S. AID programs,
the SRI reports were carried out 


Since the late 1960s the baton
 
particularly in Latin America. 


the Indians ther.selves, usually former
has been carri.ed by 


Indian Small-Scale Indu:3tries Organization,
officials from the 


the United
working as professionals with the World Bank or 


The main area for new programs on the Indian model has
 Nations. 


been Africa.
 

is things. First, it is
What is the Indian model? It three 

being made up of programs covering everycom)rehensive, 

by small industry. Second, all of its
imaginable input required 


supply their services on a concessional basis, whether
 
programs 


be 1,w-market rent or govrnmnett
it be physical lpremLses at a 
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prcurement oA small industry output at above-market prices. 

Third, it is centraiLv odmwn £stcred 5y a public bureaucracy. 

The range of services and the ndmtnistrative structure of 

the Indian program are s ow:n in Figure I. Based on "the 

principle of combinotion ond nteractons, ' the philosop hical 

coie of the Indian mdel in LiiaLt only an Lnt.egrat ed set of 

intervent n s -- anal )-ls L) needss, water Cr; A ier- - ,, 

succeed (Stalwy and Morse, p. 352). In addition to the provision. 

of ph':-;ic aL prc,,Lsas, raw material supply , long-term Lnance, 

working capital and reserved markets, the nineteen Small Industry 

Service Institutes provide research and technical assistance on 

an exteasion basis with respect to engineering problems, market
 

research and training in business management.
 

The new elements since the mid-1960s would include a large
 

number of loan guarantee programs operated through the private
 

banking system and, since 1978, an Entrepreneurship Development
 

Program. The latter is a program wherein interested individuals
 

are recruited through newspaper advertisements, and then selected
 

on the basis of "their motivation to achieve, their capacity .to
 

take risks and resolve problems, extent of positive self-image
 

and their interest in setting up a business as trying something
 

new" (Ehatt, p. 48). Training is organized around the
 

preparation of a feasibility and implementation study for a
 

venture in their chosen industry, the document then becoming the
 

basis for a bank loan application.
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In analyzing the effect of these programs on entrepreneurial 

performance it is verv useful to di;tinguish whether the 

intervention improves the individual's capacity to act or whether 

it improves the environment in which he operates. This dicotomy 

betwecn talent and no portunitv, between nourishment and 

stimulation, between moti ve strength and motive arousal, between 

differentiation and relative centrality is found in every 

discipline. In economics it is supply and demand. 

Let us start with the demand for entrepreneurial services in 

the manufacturing area. The major elements here are the level of 

product demand (level of disposable income, export opportunities, 

competitiou from imp)rts), wage rates, the cost of finance, 

company taxart on and any other factor which raises or lowers the 

profitability of entrepreneurial endeavor. Thus the provision of 

such complementary inputs as industrial estates, long and 

short-term finance and advisory services are demand-side 

interventions ; :;o too are pr7ograms5 a imed at increas ing small 

industry sales-- tariff protection, domestic content 

requirements, export promotion. The supply of entrepreneurial 

services in letermined by.the proportion of the population that 

has access to entrepreneurial pursuits, rewards to alternative 

non-entrepreneurial careers and historical and sociological 

factors that generate the intensity and talent these individuals 

bring to bear. Management training and entrepreneurial screening 

are examples of supply-side programs. 

IV 
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Since the mid-1960s Africa has been the area where much of 

the new small industry pronotion effort has been located. And it 

has almost aili b n fashioncd after the Indian model. Although 

firstEstate was Africa's smallNigeria's 1958 Yaba Industrial 

simple lending scheme, it isindustry program that want beyond a 

that in its design, expert staffing,Kenya's 1967 intervention 

pride of placegeograpibic coverage and continuoun operation takes 

as the ccntinent. 's outstanding sma].I industry developm:ent eEfort. 

Kenya's program is no less important for serving as the 

staging area for the spread of these programs after 1970 into 

and IngredientsTanzania, Swaziland, Lesotho, Botswano Burkina. 

transfer usually included Indian advisers and Scandanavian
in the 


funding under a UNIPO umbrella. In a sample of 14 countries
 

(1987, p. 140) report that 71 percent
Haggblade, Hazell and Brown 


have a lead agency charged with responsibility for over-all small 

industry development, 93 percent operate loan schemes, 50 percent 

possess one or more nursery industrial estates, 43 percent 

provide extension services of some kind and 36 percent have
 

small industry investment feasibility
facilities for carrying out 


studies.
 

Because the Kenyan program possesses all these elements and
 

because it has benefitted from two decades of intellectual, 

and internationalfinancial and staffing support from bilateral 

ideally purposes.agencies, it would seem to he suited for our 

By subjecting its hisLory and its achievements to a close 

scrutiny, we can go a considerable distance toward answering the 
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question, "Is there a useful role for government?"
 

Let us start by describing Kenya's current level of 

Kenyan-African entrepreneurial dve1opment. As of 1985 there 

were 1,556 registered manufacturing establishnents engaging less 

than ten (average n;l, e 3.0 workers) . To these may be added a 

further 19, 6.80 un rog is t_-red es tablishments (average size 1.9 

workers), for a total of some 21 ,000 units. Over the past dozen 

years, the number of these establishments has been growing at 9 

percent per annum. By contrast, there are but 309 firms in the 

10-19 employee category and 399 in the 20-49 category; moreover 

some portion of these establishments are headed by non-African 

citizens. There are only five to ten African-headed firms 

engaging over fifty workers. The growth rate for the 10-50 

stratum is only 1.4 percent per annum. Thus in Kenya, as in most 

of subsaharan Africa, the entrepreneurial bottleneck appears aL 

the level of 10 employees, rather than at the level of 20 

employees, as obtains more generally in LDC economies. Hence, 

entrepreneurship development -- the promotion of modern small 

scale industry -- can be seen (from a measurement point of view) 

as an effort to increase the number of firms in the 10-50 

employee stratum, along with their share in total employment and 

6 
output.
 

As to the type of manufacturing activity, most of our 

entrepreneurs in the 10-50 stratum are located in a relatively 

few "traditional" subsectors -- food processing, saw milling, 

furniture, printing and sheet metal. 7 Industry overlap with the
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microenterprise sector occurs mainly in grain milling, baking, 

garments, furnitire and metal w(rkin'. On the oFitr hand, this 

subsector ailso boast s . wide rankle of "noni-traci i.oiii!n products;" 


trLal can gl,aned a 

smpli.n t o f "n , Tndustr[ T , . l- loan projects: 

the extent )F thi. illdus r brea]Ll be Er 

ani.mal feed canvas cloth penc Li s lante r-is 
paper cups Fi plates loather tufted carpets cutlerv 
egg cartons leather shoes. shir sgstaples & pins 
bandages shoe laces typewriter ribbon steel sinks 

plastic buttons sandpaper elastic webbing spark plugs 
baby bottle nipples grinding diLscs bIiycles window fixtures 
hosiery roo ling tiles paint milk churns 

Not unexpectedly, most of these non-traditional industries are 

technically simple and shallow in value added.
 

Before we turn to the demand-side factors that bear on
 

potential sales volume and unLt profit margins of modern small 

industry, we must begin with the sweeping interventions of the 

mid-1960s. These system-wide "shocks" shifted both the supply 

of, and the demand for indigenous entrepreneurial services.
 

.The formal legal exclusion of African.and Asian ci.tlzens 

from activities that were competitive with the white settler 

community were lifted in the early 1950s. But in the decade that 

followed African economic .,djance, unlike that of the Asians, 

remained very slow. A series of far-ranging assistance programs 

were launched for Kenyan-Africans, mostly under the umbrella of 

the Industrial and Commercial Development Corporation. In the 

manufacturing area, major p rograms included an expanded revolving 
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loan fund, ambitious nursery industrial estates and rural
 

industrial development centers. These were all placed under the
 

administration of Kenya Industrial Estates (KIE), an offshot of
 

CDC. 

Exhortat ion of private employers to Africanize and these 

assistance pro;rams having p()r( mc ed results that were seen as 

insufficient, Kenya's iealers took coercive political action in 

1967. They did so by means of three legal enactments. The Land 

Control Act prohibits sale of land to non-citizens or to private 

companies which include non-citizens. The Immigration Act 

requires all resident non-citLzens to obtain one or two-year 

working permits as a condition for continued residence; where 

Africans are available to fill a given job, the working permits
 

are not renewed. The Trade Licensing Act excludes non-citizens
 

from trading in the nnn-metropolitan areas of the country and
 

from handlirng certain commodities. 

The cumulative impact of- these measures was the emigration
 

of some two thousand Europeans and some I10 thousand Asians over
 

the period 1968-1976 and a matching advance of Africans as
 

wage-earners and proprietors. In the entrepreneurial field,
 

distress buy-outs were not limited to commerce and real estate.
 

In manufacturing the Trade Licensing Act resulted in the transfer
 

into African hands of all but the largest establishments in maize
 

milling, sawmilling, baking, tailoring, printing and auto repair.
 

In more recent years non-traditional industries have been
 

reserved for Kenyan-Africans by means of administr-tive
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procedures, especially through the withholding of foreign 

exchange licenses.11 The 1984-88 Development lan I lists 43 such 

reserved industries; it al1 so states that re:ort wiil again be 

made to quit notices "to hasten the Africaniatzion program.'' 

The above policy actions can he seen as actions shifting out 

the demand curve for indigenous euterpreneurg. In 1974 there was 

a major policy uecLSinn aimed at shi fting the supply curve. 

Sessional Paper No. 5, based on the recom!endations of the 1970 

Ndegwa Commission, abnho shed tho p rohLbition on Pu . ic servants 

owning and operatiLg tOe ir owl pri va te businesses; further, civil 

servants ,nd cheir FaLilies were thenceforth eli.gibl e for loans 

and other development assistance trom such ins titutoI ns as KIF. 

Given the re],ati~v paucity of entrep reneurs in th private sector 

with advanced educition, administrative experience and 

substant ial savinqs , the Ndogwa Commi.ssion contended, this step 

in to slow-go ing development ofwas Justified order speed up the 

the Kenyan-African nanufamcturing sector. 

We now turn t, consider some of the more conventional 

demand-side policy variables that affect relative prices and 

profitability. The rirst factor is the strength of demand for 

the product being produced, i.e., the level of disposable 

consumer income. nIik the microent erpr 1s5 case, where growth 

has been more or less constunt duir ing good times and bad 

-- apparently sustained by inco,,e effects in the upswing and 

sustained by substitution effects (relative to substitute goods 

with higher import content) in the down swings-- non-traditional. 
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small industry appears to respond in tho normal way to periods of 

prosperitv and recession. Owing to incomplete import 

substituti on, production is not necessarily demand constrained, 

but these shallow value-added industries are very much affected 

by foreign e,:change shortage as it relates to the importation of 

materials; and spare parts. Hence policies that lead to a strong 

balance of payments are a critical permiss ive factor for the 

hea thy di.yelolpment of many )f the producers in the 10-49 worker 

stratum. As between these firms and the large-scale sector the 

playing field is level

'rhe second policy variable is tariffs and quotas: how much
 

protection from imports have indigenous entrepreneurs received?
 

Manufacturers of non-traditional products have enjoyed at least
 

the same generous protective subsidy accorded to large scale
 

manufacturing. Until the import regime reforms that began in
 

1981, KIE was often succes, fk l in obtaining a complete ban on 

imports that were competitive with its troubled projects. 

Currently none of the import-substitute projects assisted by KIE 

received less than 35 percent tariff protection and all are on 

the restrictive import schedule 2B. Four products -n nails, nuts
 

bolts, carbon paper, stationery items -- enjoy an ad valorem
 

tariff of 80 percent. Because the great :ajoritv of these
 

industries contribute only modest value added at world prices to
 

the materials and components which they process, it is very
 

likely that the average level of effective protection is higher
 

for non-traditional small industry than i.t is for the large scale
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sector.
 

only a very smallRegarding the issue of price control, 

fraction of small industry products is sub, ect to legal price 

ceilings. On the other hand, in respect of the 17 percent sales 

impost,tax, most noii-traditLonl Product s are subject to this as 

is, true of formal m. sin ,.Lu rini at lar e. However, in both 

scala is relativeinstances, small i-ndustry at an advantage to 

larger producers because enaforceitent of these measures is 

typically less rigorous among the smaller, African-headed firms. 

The preceding examination of the economic environment in 

which indigenous entrepreneurs have operated suggests that any 

bottleneck to entrepreneurial performance cannot be attributed to 

In all the areas
an unfavorable external incentive structure. 


examined--protection from import competition, protection from
 

larger scale domestic producers, price controls, sales tax, the
 

cost of capital- -Kenyan-African firms have enjoyed a most favored 

status. These conditions should have spurred short-term
 

performance. 

V" 

Beyond attending to the macroeconomic environment facing
 

indigenous industrial entrepreneurs, the Government of Kenya ha
 

put in place an ambitious range of programs providing direct
 

assistance for the development of their firms. We may interpret 

these as falling into one of two categories, those that create
 

easy access to complementary inputs at concessional pri-ces and 
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those that shift entrepreneurial functions from the shoulders of
 

the responsible individual on to those of a public agency. 

Two years prior to independence, in 1961, ICDC had 

begun development lending to small scale industry, with a 

revolving credit fund of 1.0 million shillings provided by U.S. 

AID. However, hampered by a lack of viable projects, only 51 

loans for 1.7 miillion shil lings had been issued by the close of 

1966. Following the visit of an Indian Advisory team, Kenya
 

Industrial Estates Ltd. was established as a wholly-owned ICDC
 

subsidary in 1967. Its primary objective was the development of
 

African industrial entrepreneurship through the agency of nursery
 

industrial estates. In 1971 of the newly formulated Rural
 

Industrial Development Program was placed under administration.
 

In 1977 KIE became an independent corporation.
 

KIE has grown into an institution with total assets of 528
 

million shillings ($32 million), 23 regional centers, 397 factory
 

sheds to rent to entrepreneurs, 18 Technical Service Centers with
 

specialized wood and metal-working equipment and skilled
 

technicians to serve its projects, 427 employees and a portfolio 

.of .630 loans values -at 358 million shillings or. $21:.7 million. 1 2 

Of the nine departments at headquarters (131 employees),' three
 

deal with lending (Appraisals, Implementation, Supervision &
 

Entrepreneur Training), two deal with industrial estate and TSC
 

activity, and four deal with administrative functions (personnel,
 

finance, legal, audit). Data on operational facilities-

location, year opened, size, utilization, investment 

costs, staffing, loans in the area--are reported in Table 2.
 

The eight industrial estates are located in the larger
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Table 2
 

IKIE llrogram:; as of April 198z
 

Year No. 01 Uccupancy KIE Loans i.n 

Completed Sheds Race Invest:ment Staff The Area 

Esta t s 

Nai rol 1971 5o 96% ,,049 23 135 

Embua 
K kamega 
Naku ru 

1973 
1973 
1974 

9 

25 

1100% 
100% 
60%) 

,875 
I?,fl97 

,891 

17 
20 

26 

-9 
32 

Kisumu 1976 22 59% 2,629 16 37 

Mombasa 1977 20 50% 2,735 23 41 

Eldoret 1981 25 72% 19,853 18 62 

Nyerib 1981 24 33% 26,805 30 44 

RIDCs 

Machakos 1973 13 100% 1,076 20 30 

Kisii 1977 11 73% 3,845 14 40 

Malindi 1979 8 50% 1,903 8 27 

Voi 1981 10 70% 3,369 9 15 

Kabernet 1981 10 40% 2,921 7 8 

Meru 1981 11 64% 3,778 9 43 

Homa Bay 1982 11 100% 5,318 9 7 

Siaya 
Kitui 

1982 
1984 

10 
6 

60% 
0% 

6,075 
NA 

9 
5 

7 
2 

Busia 1985 7 0% NA 2 3 

IPAs 

Tala 1982 9 78% 2,440 5 6 

Karat ina 1982 20 100% 2,248 1 9 

Bungoma 1982 .5 80%. 1,962 2 . 2 

Sultin.Hpmud'. 198.3 1 .5.% 1,516:. 4" 6 

Nungimi 1983 9 0% 1,890 4 2 

Taveta 1983 6 33% 2,583 3 3 

Kikima 1984 10 0% 3,503 2 3 

Kibwezi 1984 10 0% 1,957 5 --

Kericho 1985 9 0% 1,821 4 24 

Keroka 1985 6 0% 2,000 1 --

Total: -- 380 61% 178,184 296 692 

a Including an IPA at Carissa 
b Including an IPA at Murang'a 

Source: IBRD Appraisal Mission, March 1985 



towns; they differ from Rural Indutrial Development Centers only 

in scale and construction standards. In addition to factory 

sheds, each consists of administrative offices, classrooms and a 

TSC (specialized equipment and technicians in wood-working, sheet
 

metal, mechanical). Staffing includes the manager, a mechanical 

engineer, shop technicians, a storekeeper, clerical staff, 

drivers and watchmen. The nine industrial Promotion Areas, 

located in small market towns, consist only of s imple factory 

sheds. Because many of these facilities were built without a 

feasibility study and because of equity concerns with respect to 

regional distribution, KIE has had occupancy problems; however by 

June 1986, as various reform measures took hold the occupancy
 

ratio for 397 uni.ts had risen to 85 percent. 

Not noted in Table 2 are various arrangements to assist with
 

working capital need. in the past (1972-1981) it operated a Raw 

Material Purchase Scheme in which KTE imported and held a 

material inventory for cash resale to rheir clients (solving both 

foreign exchange and finance problems); later the scheme was 

extended to cover bulk purchase of domestic raw materials as 

well. While this program was Closed down owing to repayment 

problems, a modified bonded warehouse scheme is still being 

operated successully: when an enterprise receives 8n order from 

government or a reputable company, KIE guarantees a bank 

overdraft to finance caw materials which are theii held in KIE 

godowns; the proceeds of the final sale are caiannelted through
 

KIE which pays back the bank and remrits the balance to the 
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e nt repren eur. 

It is clear from the material presented so far the KIE has 

undertaken to supply a wide range o comp lemnentary inputs in 

order to lighten the load placed on nascent entrepreneurial 

ca paci ti,. H ,owever, i t is in Us "tproject approach" that the 

full extent a i : t t ng of entre p r,_neurinl] functions from the 

borrower t:o KIE becomes evident. The deiining functions of the 

entrepreneur normally include perceiving ,he opportunity for a 

profitable investment, committing the necessary risk capital, 

assembling all the needed administrative and material inputs to 

erect a factory, and once production is underway to provide 

on-going management and respond to competition. For a large part 

of its portfolio KIE, and not the entrepreneur, has fulfilled a
 

significant number of these functions.
 

The paucity of viable applications for modern small industry 

loans in the mid-1960s played a key role in what has followed. 

From its inception in 1967 until the early 1980s, when the 

departure of expatriate advisers and the prospect of dramatic 

cutbacks in fundingdictated a change in course., the bulk of KIE 

resources were channelled to private entrepreneurs by means of
 

projects conceived of, assessed for economic viability and
 

implemented by KIE. Indeed, until about 1980 the majority of
 

loans were for "open projects" that had been approved prior to 

the appearance of a borrower; following advertisement in the 

press the project was allocated to one of two-to-six "candidates" 

who had responded to the ad . Open projects are now rare; now the 
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idea must come from a prospective borrower.
 

The lending process iS C'r .1-ently as follows. A prospective 

borrower visits the manager (-)I the local RIDC or indestrial 

estate and after the interview filis in a nine-page aoplication 

covering his personil1 hi t cur-,,2it financial ituation and a 

descriptiori ofI- t:he pro, t ntLw re. 117 the local manager, 

perhaps in cons-iltat[on with the Director of the Projects 

Department in Nairobi, decides to go ahead with the idea, it will 

be assigned to a staff member, in the field office if it is under 

500,000 shillings, otherwise it goes to the Projects Department 

at iieadquarters. (The latter is manned by five -- twelve prior 

to 1932 -- professional economists and engineers.) The staff 

member in charge will make a point of conferring with the 

prospective borrower and may receive some assistance from him in
 

collectIng information. But the analysis and design of the 

project and its write-up remain wholly the responsibility of the 

staff member. 

There are three project formats according to the size of the
 

loan. .For loan.under 100,000 shillings the, paper outline
 

comprehends eleven elements:
 

1. Statement of Project 7. Costings & profit
 

2. Client qualifications analysis for three years
 
3. Market analysis 8. Cash flow
 

4. Raw materials availability 9. Loan Repayment schedule
 
5. Location 10. Manpower 
6. Investment requirements 11. Security 

Additional elements in the appraisal of larger loans include
 

treatment of import policy both for the product and raw 
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materials, price structure and delnand projects, breakout of 

foreign and domeistic costs, fiinncLal ratios, internal rate of 

return, risk analvsis and economic app rai s'l1 usin; shadow prices. 

The time required to complete project papers has varied fro 

two weeks to two years. Papers cLmpleted in under a month are 

usually small "traditional" proj ects that are frequent repeaters, 

e.g. cabinet making, bakeries, poshn mills. Non-tradLtional 

pioneering vennures, hosed on cqnliplenL not curuentiv be010' 

imported or not known per sonally by the project ofticer can take 

many months depending upon the initial Inumber of overseas 

equipment manufacturers who respond to the catalogue request. 

Further queries concerning installation requirements, 

specifications compatibility, delivery time and financing 

arrangements ensue. Very occasionally projects are built around
 

equipment the client has already identified. For the more
 

ambitious projects the draft paper will be reviewed by a 

sub-commintee (including an economist, engineer, financial 

analyst, lawyer), revised and then submitted to a plenary sessior 

of the Projects Dpartmpnt. If the latter decides to recommend 

the project, it will be put before KIE's Board (approval rate is 

about 90 percent).
 

The next step is the entrepreneur's investment. Once the 

loan has been approved, the borrower must open a joint banking 

account with KIi and make his first equity contribution. Until 

1976 the loan was limited to fixed assets; the investor's equity 

was usod to [inance permanont working capital. When 
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entrepreneurs did not come up with the required amount (in the
 

range of 50 -o 90 percent o fixed an netn), the .,i ect was 

immediately in difficulty. To dea l with this problem, KIE 

increased its loan size to 90 percent oF total pcoj_ect cost. 

This was cut back to 85 percent iin 1979 and, a.ain, to 70 percent 

in 1984.13 Lo mnaturity ig 8 years following a 12-to-24 month 
grace period The only security required with respect to fixed
 

assets is a mortgage on the tLL&ldLng ansd oqwt oment b"Ing 

financed. Collataral. is required for that portion of the loan
 

pertaining to worKing capital.
 

As the implementation process goes ahead, KIE works with the 

entrepreneur at every step. The TSC prepares the factory shed, 

installs the equipment and initiates start-up. The full process 

is detailed in Table 3. Thirteen months is considerel the 

maximum implementation period F)r projects involving imported 

equipment; if based on Locali.v-a':ailable eqnipment, seven months. 

It is pritnarily the smaller projects that have managed to meet 

these generous schedules; most of the large projects have failed 

to do so (exc, ptLons have usually occured when the entrepreneur 

was associated with a co-promoter). The most frequent causes of 

delay are slo,:oss of entrepreneurs n committing their equity, 

processing of legal documents, and late installotion of 

equipment. Loan disbursement occurs at step 6, upon the issuing 

of the Letter of Credit. 

Once production is under way, KIE continuen its efforts to
 

lighten the entrepreneurial burden for its clients. Until very
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recently (circa 1982) an on-estate borrower could call upon the 

resident engineer, economist or spciA from the Nairob i 

EXteiHs DuO'e rt.:nnt to help solve his production proklemns, 

marketing dificulties or other botut necks. KIE clients truly 

have exp-rienced a "nursery" indu utr .a I estate. From 1968 to 

,1983 some 7 expatriate advie__rs [rom donor agencies -- German, 

Danish, Swedish, Norwq.ian, Finnish, ,apanese, United 

Nations -- worka closely wi.Lh teIir iKenyan counterparts to 

provide these services, along with their work in project 

development and implementation (a total, ot 216 adviser 

man-years). Germany's GTZ sponsored formal management training 

for over 250 KIE entrepreneurs between 1977 and 1983. This 

training, involving sophisticatel participatory techniques, took 

place in workshops and seminars ranging from one to four weeks, 

in both Kenya and in Germany. Extensive one-on-one training was 

given, especially by German specialists, to the larger 

entrepreneurs with respect to the introdact on of management 

information systems. Since 1083, with the shift to smaller 

off-estate projects and the withdrawal of virtually all bilateral 

aidadvisers, both technical assistanc an. -entrepreneurial 

training have been cut back. 

Recently training efforts have been revived. All borrowers 

now must take a three-day course about starting a business prior 

to loan disbursement; six months after start- up they are invited 

to take a five-day basic management course covering marketing, 

accounting, costing and pricing. industry-specific seminars for 
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on-going firms -- probably the most effective form of 

transferring technical and managerial skills -- were launched in 

1986 for baking, tai.loring and wood-working. A seminar on 

maintenance of posho mills, with expertise provided by the 

equipment suppliers, has been held in various regions of the 

country. 

VI 

How successful have the KIE programs been in widening the
 

entrepreneurial bottleneck? A summary judgment is supplied by 

the numbers in Table 4. Against $35 milli.on, scores of large 

projects, 380 factory sheds and over 600 loans, in the eleven 

years between 1974 and 1185, the net addition to the 10-50 

stratum is only 102 firms. 15 This implies ani annual rate of 

increase of 1.4 percent which contrasts with a growth rate of 

over 9 percent for the microenterprise sector which receives no 

assistance. Clearly, taken as a whole, the Government's 

intervention to break the entrepreneurial botjlen(eck has been a 

failure.
 

Table L
 

Establishments Employing Ten co Fifty, by Industry, 1974-1985
 

1974 1979 1985
 

10-19 20-49 10-19 20-49 10-19 20-49
 

Dairy Products 4 4 4 3 8 4 
Graining Milling 9 4 6 7 5 3 
Baking 14 16 14 11 18 13 
Other Food products 25 34 21 39 9 27 
Saw Mill ing 16 24 8 28 25 28 
Wooden Furniture 26 19 26 24 22 34 
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38 37 24 36 45 39Printing 
23 	 46
23 37 	 39
Fabricated Metal 	 23 


59 	 78 23 24Machinrv 	 43 39 

91 97 80 143 115 1iOthe.'r 

289 317 259 397 309 399
Total 


Source: Annual Abstract of Statistics, various years.
 

To see why this Indian model-based program failed -- and 

perhaps to identify nome components which did not fail -- a 

closer look at KIE's lending per 1tormance is required. The top 

panel in Table 5 reports for the years 1979-1986 the va]lue of
 

outstanding loans, the repayment arrears, the number of loans
 

arrears finally, the proportion of
outstanding and those in and, 


affected by unpaid arrears. While the
aggregate loans that is 


arrears ratio for a parastatal lendei is a very imperfect
 

record
indicator of entrepreneurial performance, clearly KIE's 


from 19 to 42 percent) as a self-sustaining
(arrears rang ing 

development bank is disappointing. Given the 18 month grace 

for an expanding portfolio such as KIE's a.period on new loans, 


better measure of repayment is the collection ratio, the amount
 

new amount due. This has been as
collected relative to the 


follows:
 

1982 45 
 1985 78%
 

1983 59 (1st half) 1986 81
 
1984 71
 

Thus while there has been no progress in reducing past arrears
 

the current collection ratio shows a hopeful trend. 
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Table 5 

KIE Loan Repayment Performance 1979-1986
 

Arrears No. of Loans % Portfolio
 

Portfolio Arrears Ratio Total in Arrears Affected
 

(K sh, millions) (%) (%)
 

1979 86.6 27.7 32 235 - 70 

1980 1 2.5 42.4 42 288 - 81 

1983 231.4 53.0 23 614 423 60
 

1984 309.1 58.3 19 655 369 60
 

1985 343.9 76.4 22 630 354 68
 

1986 357.9 87.4 24 678 370 68
 

Notes: 	 The 1979 and 1980 data are as of October ist, for 1986 as of July 

1st; otherwise at year's end. "Arrears" refers to arrears of three 

months or more. Portfolio refers to the value of outstanding loans. 

Proportion of Arrears Portion of
 

Loans Portfolio R.tio Portfolio Affected
 

Category A
 

10% 	 -
Mar. '82 59% 62% 


Dec. '83 59 56 6 60%
 

Dec. '84 60" .46 3. -28,
 

June '86 65 51 *8 47
 

Category B 

-Mr. '82 9 11 36 

Dec. '83 6 15 28 89 

Dec. '84 11 27 19 86 

June '86 12 25 42 99 

43 	 -Mar. '82 28 27 

De c . '83 35 29 55 86 

Dec. '84 29 28 44 89 

.JII ' , 6 23 24 41 81 



A somewhat more precise calibration of entrepreneurial 

success is 5-lu)wn In the lo,.we'r panel of Tab le 5. As part of its 

effort to improve debt collection, in 1982 KI cla ss ifi ed its 

project loans into three categories: 'A'- only minor problems, 

"B"- mojr or(,,_ts, and "'"- Oiling or closed down. if 

a1.,owance ics mado fOr inclusion of loans in the grace period in 

cnteg4rv "A" (4 -recent of that category in February 1986), 

perhaps 55-60 percent of projects accounting Cor slightly less 

than half the portfolio are successful, and about a quarter 

OEf the project; are clear-cut failures. 

It should be noted that part of the improvement in the 

collection ratio since 1982 -- with non-collection falling from 

55 percent to 9 percent -- and the 50 percent success ratio 

shown in Table 5 is a result of KIE shifting to smaller projects 

of a less risky nature. Thus in 1970 and 1180 average loan size 

was 550,694 shilling in 1978 prices; by [O" and 1985 it had 

declined by 70 percent to 161,972 shllIings. Kn these latter two 

years 44 and 72 percent rospec tiv,_,v of new loans went to a 

s ing]e activitv of minimal entrepreneurial interest. Posho 

milling involves one person (a wif or daughter) tending a 

machine to pro vide min.ll ing-for- a-fee to IndiLvidu al consumers who 

bring thir corn cobs and carry away mAilze me't . Because of the 

low operational and commercial risk, loans for these pro ccts
 

(aboult N) ,O00, shi lin:,;) are road Liv available at 19 percent 

interest from private finance companies. In effect, KIE has been 

raddir pts wth these short-gestatton, low-risk,,ortfoli, 
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high-repayment service ventures, displacing alternative private
 

financial institutions. 

Some interesting evidence on the relationship between 

success and size and entrepreneurial background is available. 

From a no ; r:l na sample tf 212 projocts in December 1984 

(selected For data availability, an a g.roup above-average success 

rate), success and failuro correlated with size of loan as 

follows: 

Loan Size (shg) "A" "C" 

Over 3 million 601 7% 
1 to 3 million 46 23 
0.5 to I million 62 23 
Under 0.5 million 82 12 

We see that loans under half a million shillings have a markedly 

higher success than all larger loans. (The superiority of small
 

over large loans is also to be confirmed by the fully-repaid 

versus written-off bad debt experience not reflected in Table 5.) 

Second, the over-3 million shitling loans, surprisingly, do 

better than the 1-to-3 million shiling loans and no worse than 

the half-co-one million shilling loans.
 

For a subsample of 109 IDA projects, success and failure is
 

cross-tabulated with the borrower's background and whether or not
 

he is an absentee entrepreneur.
 

Industry-related Owner
 
Background Managed
 

Yes No Yes No
 

Category "A" (no. of projects) A8 11 44 19
 
Category "C" (no. of projects) 4 4 4 16
 

Industry-related backgrounds refer to those entrepreneurs who
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were previously engaged in the industry or trade and had specific
 

skills relevant to tie industrv. Tho other category includes 

civil servants, teacher-: and other occupati-ons, unrelated 

to industry. 

While the number K11>" loans go smaller projectslargest of to 

(e..g. 82 percent of loans are under one million shillings, 71 

topercent under hal f a miillion) , most of KIE's loan m,_)ney goes 

the larger projects (e.g. 70 percent of funds have gone to 

projects ovr one million shillings). And it is among larger 

loans that project performance has been most disappointing. The 

sample oF 43 large loans reported in Table 6 (aggregate loans of 

95 million shillings, equivalent to 24 percent of the 1973-1986 

one million shillings inportfolio) covers all the loans above 

the three major areas of Nairobi., Mombasa and Nakuru from 1973 to
 

the early 1980s. (Owing to inflation a 1973 loan of one million
 

shillings is the equivalent of two million shillings in 1982). 

It should be noted that these larger projects represent the
 

non-traditional small industries. Of these 43 ventures seven are
 

entirely defunct, an additional five were defunct but have been 

revived under new owners. Of the 36 operational projects five
 

are failing, fifteen have major problems and sixteen are 

op)er1ting witshout serious problem. 

Compelled by circumstance -- high failure rates among 

Kenyan-African entrepreneu.rs in larger loans, pressure from 

donors to upgrade the portolio -- KFIE has informally encouraged 
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Table 6 

Performance of Forty-Three Loans Exceeding One Million Shillings 

Work Rat- Partners/ 
Year -ers Loan Arrears ing Manag'm 

-- Nairobi-- (shillings, OOs) 

Pigeon Slide Zippers 1967 40 192 [repaid '791 I/owner 
(zipper fastners) 1980 2,872 148 A 

Dawning Atricano* 1968 30 146 [repaid '80[ 1/hired 
(:tapls . pins) 1980 1,236 52 A African 

Chui Enterprises 1969 10 1,321 written off D 1/owner 
(plastic buttons) 1982 	 800 32 A Asian 

Kiau 	Allied* 1969 45 302 [repaid '82] 5/hired 
(shoe 	laces) 1982 2,904 1,884 B African
 

Crescent lnvtmts 1971 44 2,034 82 A 21/hired
 

(carbon paper & ribbon) Asian
 

Mbwingwa Industries 1972 9 3,713 5,170 B 7/owner
 

(sand paper) Asian
 

Paperware 	Ltd 1972 18 1,412 2,126 C 1/son
 

(paper cups & plates)
 

Ray Industries 	 1972 11 4,246 517 B /owner
 
(el.-plated bolts)
 

Haraka Hoisery 	 1973 28 1,674 1,298 C 1/owner
 
(elastic webbing) 	 Asian
 

Off-estate 	 Ratihg.: As of February 1986;.D v defunct.
 

Year: 	Time of disbursement (sometimes time of approval) of the 

initial loan. a second year Is shown in the case of very larg, 
loans, or a loan to a new owner (when a line appears under -Partners-). 

Workers: Number of employees circa 1980-81 or in last year of operation.
 

Loan: 	Value of initial and subsequent loans; most projects have had multiple
 
loans. Represents value of principal as of February 1986.
 

Arrears: Overdue principal and interest as of February 1986.
 

Partners: 	If husband & wife and/or children, treated as One partner. A solid 
line indicates a change in management. 



Table 6 (continuted) 

Work Rat- Partneirs/ 

Year -ers Loan Arrears ing Manag 'mt 

-- Nairobi-- (shillings, OOOs) 

( con t. ) 

Canvas Mfgrs 1973 80 3,448 [repaid] A One/self 

(canva; cloW.h 

N, 
( 

radhvo: Is 
- ,din wh:eels) 

1974 
1978 

8 483 
2,516 

[written-off] 
35 

D 
A 

2/owner 
Asian 

Plastic 
(plu . 

prducty 
c:nis ) 

1974 25 4,507 1,726 B 5/joint 
w. Asian 

Busy Beaver Mfg 

(brass window fix) 
1974 
1982 

8 2,198 
2,162 

[written-off] 
381 

D 
B 

3/owner 
1/owner 

Egg Containers 
(egg trays) 

1975 5 1,148 [written-off] D 1/hired 
African 

Prime Industries* 1976 14 2,161 1,832 B 3/ it with 

(spark plugs) Italian Co 

Kurugu Consolidated 1976 30 1,753 1,178 D I/owner 

(wheat-flour noodles) 

Kulforte* 1977 35 1,094 973 B 14/n.a. 

(baby btl nipples) 

Computer Stationery* 1978 14 1,791 20 A 1/owner 

Sound Communications* 1979 18 1,978 1,382 B 1/owner 

(radio assembly) 

Associated St.eel* 1979 35 3,196 1,112 A I/hired Af. 

(s iinlw ; st. sinks) Asian 

D. I. Paints* 1979 31 1,711 334 A 2/joint w 

(paint) European 

Metaline Industries* 1980 42 3,970 2,366 C 2/joint w 

(auto lamps) Asian 

Fur & Wool Ltd* 1980 59 5,000 2,609 B n.a. 

(tanning) 



Table 6 (continued)
 

-- Mombasa--
Year 

Work 
-ers Lonn Arrears 

(shillings, O00s) 

Rat-
ing 

Partners/ 
Manag 'mt 

Haramayn Industries 
(handkerchiefs) 

1977 
1981 

60 3,313 2,771 D 
B 

I/owner 
Arab 

Mwakirembo Chemical:s 
(PVC footwear) 

1977 n.a. I,007 [written 
-off 

D I/owner 

Gellams Ltd 
(footwear) 

1977 15 2,018 1,361 B I/owner 

Bauarain Food Prods 
(specialtv bread) 

1977 
1984 21 

831 
400 

831 
301 

D 
A 

2/owner 
I/Asian 

Mwambia Plastic 
(flashlights) 

06 1977 n.a. 981 1,457 D I/owner 

Sanvent Ltd 
(medicine bottles) 

1978 6 1,697 255 D n.a. 

Paper Mouldings 
(egg trays) 

1978 15 1,682 1,933 B 4/Asian 

Mombasa Carton 

(corr. cartons) 

1978 
1981 

na 1,161 815 n.a. 

Asian 

Msambweni Oil Mills 
(coconut oil) 

1983 6 1,012 24 A 2/joint 

w Asian 

Lamu Marine & Allied* 
(ice blocks) 

1983 6 1,679 34 A I/owner 

-- Nakuru--

Nakuru Alum. Works 
(milk churns) 

1973 11 1,465 20 A 7/n.a. 
European 

Cartubox Ind. 

(paper yarn cones) 

1974 8 2,389 855 B 1/hired Af 

owner 

Kenya Rivets 
(rivets) 

1974 11 1,362 1,362 C 8/n.a. 
Asian 

Thompson Tapes 
(bandages) 

1975 8 1,505 [written 
-off] 

D 3/European 

Poly Packers 
(polythene bags) 

1976 n.a. 1,981 [written 
-off] 

D I/owner 



Table 6 (continued) 

Year 

Work 

-ers Loan Arrears 
(shillings, 0)OOs) 

Rat-
in 

Partners/ 
Manag 'mE 

Equator Shoes 

(leather shoes) 

Quality Piper Bags 

(paper bags) 

'Irimborn Engineering 

(tractor repair) 

Kenya Tin Mfg 

Kenya Interlinings 

(brake linings) 

1982 

1982 

1984 

1984 

1983 

52 

n.a. 

4 

n.a. 

n.a. 

1,443 

1,197 

3,751 

1,071 

1,357 

1,638 

0 

226 

0 

217 

B 

B 

A 

A 

A 

I/owner 

n.a. 

I/European 

n.a. 

2/joint 

w Asian 



the active involvement of Kenyan-Asians, Kenyan-Arabs and 

Europeans in its troub led ventures. Thus of the 32 of the 36 

operational projects for which we have information, non-Africans 

are involved in 19 (59 percent); of the 16 projects in category 

"A" the fingure is II or 73 percent. In the 12 instances where 

there has been a change in management, in 10 cases (83 percent) 

the change was from African to non-African. And it_ is likely 

that the superior perC or:nanccu ofV the over-3 i llion shill ings 

loans, noted earlier, derives from the greater presence of 

non-African manalgement. 

Albeit unadvertised, cooperation with Kenyan-Asian
 

entrepreneurs has been a significant factor in KIE's recent
 

successful reforms. As of June 1986 forty-eight KIE-projects 

have invovled non-African participation. 1 6  Furthermore,
 

operational losses in the industrial estate program (a peak of 

7.8 million shillings in 1983-84) have been sharply trimmed by 

the taking in of non-KIE, non-African ventures as tenants and by 

the leasing out of the under-utilized, money-losing TSCs to 

entreoreneurs.Kenvan-Asian 

VII
 

To summarize up to this point. In response to a 

comparative absence of native Kenyan entrepreneurs in small and 

medium-sied modern industry, KIE has channeled some $35 million 

over a period of two decades to overcome this deficiency. 

(Another $15 million has been lent by a variety of other 
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By means of the project approach and nurserydevelopment banks.) 


indus t r ial t:,ttesi, it has;ttempted Lo transform the operational
 

cal~ahiloiti.,f; nt it--, cl Lent:s. Thc:se" e fturt-s at improving 

involvinginndustrial performance can be conceptual izud as three 

elements: (i) shifting a sig]nificant number of entreprenetirial 

afunctions from the businessmn to , I , (ii) provid in 

comprehensive set of cnomplementary inpII ts (Finance, hand-taiored 

'hysical :rr2:.L:, e' li - ;u' rv~es) at ,o .,.s ,oo prices, 

and (iii) aumentLog the naturai learn ng-by-doing growth in 

entrepreneuriaL capacity with a variety of technical assistance 

and training initiatvet;. 

The evidence of the previous section clearly indicates that 

for the larger non- traditional ventures -- until very recently 

the prime target -- KIE's efforts have been remarkably 

of this non-success can be partitionedunsuccessful. The sources 

into those relating to the efficiency with which KlE executed its 

task and those whi.ch are inherent to a strategy based on the 

Indian model. 

How effectively has KIE'performed the entrepreneurial 

functions which it has appropriated to itself? The perception of 

the investment opportunity and the design for its exploitation is 

majority ofwhat is embodied in the project paper. The great 

these have ranged from poor to mediocre. Evaluation of the 

prospective investor -- his training, job history, 

-- seldomentrepreneurial capabilities, lik-ly shortcomings 


exceeds one paragraph and is uniformly uncritical. For some
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large projects the market analysis has been good, but in most 

cases It is elemental , lacking any iscu.ssion of the details of 

the distribution systen, product jlni-ty issues, probable market 

sha re and tion. fron om pet itors The sie isreac £ro . product: i .0(t 

almost always the best qectton in terms of its attenin Co 

detail in equipment selection and anticipat ion of operational 

problems. And yet entrepreneur interviews and project histories 

reveal that improperly selected eqilipment Ls a serious handicap 

that affects a quarter to a third of the larger non-traditional 

projects once eng i ne lOVLJsh the oran sr vend two three 

industries in which he had had prolonged personal experience, 

miLstakes are inherent in the process. Financial analysis follows 

the World Bank format; the issue here is the quality of the 

figures used. While one can observe progress over the earlier 

years regarding the anticipa~ion of equipment inflation and 

related contingencies , as sumptions about raw material prices, the 

time required to reach capacity output, obtainable ex-factory 
prices ,.L.ven product quality, and working capital requirements
 

t at 0 

are naively optimistic. The result is an underestimation of 

financial needs and inflated s-ales and profit projections.
 

There can be no doubt that these faults in project
 

preparation have played a significant role in the large number of
 

loans falling in the "B" and "C" categories. Project
 

implementation has generally been of good quality, but it has
 

been slow and this has added to the entrepreneur's interest
 

costs. Projects with European or Asian co-promoters or
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expansion have been 
uccessful enLreprencurs 	 undertakin, a major 

There is simply a 
mplo c t ' I'nli boiit h,-l f cof the normal time 

prec ision of project preparation and 
orld of diffterenco n the 

the hand, 40-hour-a-weekpeed in execution between, on one 

ublic servants whose *oh security and income are wholly 

ro'o(t ;iic or failure, and on the other hand,scessna fected by 

savings and future livelihoodwhose entire pastihe entrep reneur 

or iMi by 'ne outcome
ill e ndund]enralIv altered for better of 

:he project. 

to the poor project performance is
A final contributor 

loan applicantsFailure to screen out?ntrepreneur selection. 

prospective
ho possess no important 	 skills related to their 


tittle to lose 11 the project fails

industry and/or who hnave 

the KIE strategy execution. While
:onstitute the deepest flaw in 

and civil servants frequently suffer from
retired teachers 

are dramaticallyshortage of pertinent skills, hoeh defects 

latter accounts for aeilteprFler . Thepresent i the absente 

major propurtion of fatlinq projects in the larger loan 

categories. Absentee entrepreneurs.. re typically wealthy
 

lawyersand civil servants (either in
businessmen, politicians, 

6) with many other investment groups or singly - see Table 

of KIE's stated objectives" the use
interests. They meet none 

precludes the development of entrepreneurial
of hired managers 

potential entrepreneurs who lack the
capacity and they are not 

from KIE which attract 
needed finance. The very generous terms 

them, enhanced by the lax enforcement of repayment tor 
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influential, borrowers means that their stake at risk in the event
 

of failunre ins ins ignifi cant relatrive to their total assets.
 

It is now clear that the 1974 implementation of the Ndegwa 

Commission recomm,idation to all. ow civil servints to operate 

private busines,.ses wns a cr-itic,, , n st ku. That: dJ<cisio, has 

contributed t" croni aIIUn nmlVLn-)-llli2Ut- for politicsva " uihea lt hy 

and unnhbaUliv fo r he Kenyva' economicLpr gres -- whe re the key 

to business success is perceived by young gr-utuites as obtaining 

an elected public ofice.- Bevo. the st:-akht-forward 

corruption which public opinion has foc used upon, the policy has 

had more subtle eMfects. The 1974 OecOi=in randered a KIE 

prohibitioni on absentee entrepreneurs simply out of the question. 

The policy has contributed tw f inancing more of the larger 

projects, which have had a very high failure rate in part 

attr butable to the weaker incentives motivating hired managers. 

It has weanc that unwarranted protection (e.g. an import ban) has 

often b, n acco rled these p ro jects. And, gwivn their in ]uence 

with respect to fe]llow public servants in the development 

agencies, these borrowers have not been subject to the normal 

compulsion to repay their loans or their shed rents. 

This discussion of entrepreneurial motivation provides a 

bridge to the second source of poor loan performance. Even if 

KIE could overcome all the shortcomings we have detailed, 

inherent l imitations in tihe project/nursery estate strategy would 

remain. If a perfect turnkey project were handed over to the 

borrower, its successful day-to-day operation and its growth and 
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expansion over the years woulT1 still require the same human 

i 1 m(t iv,'Itin t I si.tr;ic t IIctl i,_Ir "trIon an11din11uts 	 Vat , C 

Wehe_!r Li: i 1 rr ut)rupt iIn of import odcentLoneus()I; ,xortxten. 

cred it, the emergence
materials and oare pirts, unpaid customer 

of new cumpetitors, or the unending concerns of maintaining 

product quality, minimnizing materials wasuag:e, dea hu.' with the 

p i-ferage a d 	 n , keepin'''e .nglabor problems, det, ctin; 

complex ego]ipmeotl in .o t repair, the miotr'pr<*o,.r m .st he ready 

to deal quicktv with any or all of these problems. It is such 

open-ended respons ibility that goes hand in hand with the 

quintessential "residual risk-taking" that defines the 

entrepreneur. 

The proje~t/nurserv estat e strategy of the Indian model 

tends to undermine the performance of these very activities. 

Motivation for such exertion is weakned x'vthe small stake of 

equity and collateral that the ent repr,neur stands to lose. He 

is not driven by the prospect of Einancia1 ruin which is a key 

ingredient during the eArly years for so many successful 

KIE develops the p-oject and promises to provide help
ventures. 

if needed: the entrepreneur is precluded from critical learning 

experiences and sees KWE s sharing the ultimate residual 

responsibility. Coddled by permissive KIE policies from within 

and by macroeconomic protectLon from without, the searing 

learning process that creates true entrepreneurial capacity tends 

to be truncated from the outset. 
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VIII 

Let us summarize our analysis of the entrepreneurial bottleneck and
 

the prototypical government programs aimed at overcoming it. 

First, we have argued with reference to various types of evidence that 

there is indeed a bott leneck with r'esjxct to iudi gous ent,,eeneurx.ai 

perforrnance in large numnber of developing countries. Further, we have 

argued that thir bttlen, c- be-inr to :rv-war i- f-"w ten-to--iri2 

twenty employees, and that it is rooteo primarily on the supply side. 

Thus, the abiding dificulty is not to be found in the external economic 

envirormnent bt in the domain of certain entrepr.eneurial capcitie'. 

However, the ca'p-cities in question are not those economists have tended to 

focus upon as central to. the entrepreneurial function. The deficiencies 

have not been related 1.o the ability to perceive investment oppacrtunity, to 

mobilize capital , to take an~i bear risk. Rather they appear to lay in the 

area of "mere management" -- cordination and conrtol. 

Why. these particular activities. should corntitute the bottleneckis .a 

deep question. !t is my own speclation that it ha3 to do with the 

antecedent traditions relating to production in a rarian societies. As 

John Brewster rnot. A four decades ago agriculture and craft production 

differ fumontaily frcca m :turn. idtot toh .i,'io2 cf labor in 

the former is oeuential whi : the !at tr it is simultane,)us. In 

areagriculture sufr, "ma-na;rial judgments" ;is are required made by each 

worker: there is very l imi t,-, rneed for exterria] supervision, coordination 

and control which are of paramount importance in sustaining the 
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synchronized nroduction of Ad-me Smith's pin factory. Social strucLure
 

tends to follow technology, iaking chan~e-overs to radically new 

organization in the means cf pr[odut on more than a matter of "cfal 

training. 

Be that as it Tay, the development or these okiils is going to come 

out of a learning process that involves changing social attitudes, formal 

education, pcactical trainin4, experiercn in previo'J JAor:, workin as
 

employees in alien minority Cr'.:, and then as An *,tablisned entrepreneur 

yet further learning through interact ion with part'tr.r, canpetitiors, 

primary ontractoro,anJ so on. The developnent fr('An these:t xperiences Of 

the capacity to coordinate anu control requires full-time ;or)nf1itment to the 

busirnessman's role, attention to 'Iota ii and irte,it ty of ooncentration. 

These inputs are mctivated and sustained by the hope of profit, the fear of 

financial ruin and the knowledge that the jlivi lual in the only one 

ultimately ro-)nsibl D things w:-. programs--such'or makinq Gmv'rnmont 

i:s thnse derivative froun the TniM model--that w-akers the force of these 

motives are going to impede the learning process. 
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Footnotes
 

While this propos it ion can he subs,tantilatud einpirically for 

the older modern states;, it is onl', now co:nin(, to pass for 

those rapidly dievolopin l city-states and countries in Asia 
which--erhaps ,owing to the Chine ;e-Con uc'ian factor--have 
been 	 und i ,:t -IMh v r ichI v upp11 Led .fitI Iin'. 1n,)us
 

2. Schuminp. t,,'hoIwds t:ha thos, who dLro,,_'t men an,! handle 
on-goin . , a ,,,,mL ,art!rquired "to t:ake d i:?iions and 
make. r-. , ot is> ,aro ,dif mo-nt ik n:Ii- thlosethoit not !fr'i 
reqtdired of a, cobbh .-':;annrenr:tice .' 

The "how' a boon learned from ,x.perience prir to 
arrivin, - t hi: psition. "\ tI1,.i 'what' ;,-escribed

IL, -;Ls m' flirtic .ir ',,.,hJlr, b '.:rn ilr 	 but gi'er 

circun:;tanices f,)rce hi;:, to act i-n a do fEin it.: way. 
Certai,,]v thec i vtl-n datai !nna, chan,,(, and t' ,i , t will 

,
depen, u-,on hi. h-ii tvy how ,h' .,t'and hfw ,c'essfullv he 

reacts to it. BUt so L i v in tht c'i rrv I )it )f anyt._ 


work. lie acts, not on! the, his is of the prvi 
co ndition of1- thin ,'!; )i-'tilt utCC,n 7I],k- AC t ) ct't.ai_11 

symptoms, a f which tne has Ioa r-li-ood to take hue id, ospec ial 'y 

of tie t enIdencios immediate Iv siowing in cIo demand of h1is 
customers. And t there tenienc ies he vields step by step, 

so that ,, )f minor canln orent.,l s i,,ni. ficance, ordinarilv 
ht2 i_ mtI'IiwnI t ' I iI. I i o r i: l so F I tLV,-ini ( in,,),,ort:] :v I :,: 
their tc,)no mi ,c 7iid itz sinipI v ,ir:m, c iflC -u ions fr)m known 

ci rcm :st:ll>-,,,, t f : , ;-i,', w in thu , vr:r-.' rt .; i ' thr. 
di rect inc ,r IitI1 .: ,, " ('r ': '. 

3. 	 The fI I1wa,,'I ; , ' , .:;,1.: I ,led mt i-iiv ( ldkl c)untrv 

sources. Tho.: t) ,ra;oralltd e;t;,li)she and>e rt, in .:,',lt s are 

best interp)ret,ed as descrilb i; output shares for the part 

of manu actIr-Ln vatue-added prd1,ucedI hi fiLrms empIoying 

ten or in()re. 

cove,ram.,' ()ivo erv 

small flrms Lr )m one COLn1try toa mit her, at ;:mo)re tractable 

approach to, measuring relative , th oi indigenous 

4. 	 Given vast di Lorerncn. ' i - ott:rc 

the str ,f 

entrepreneurship i; to lo)lk at the emplovmenmt provided by 

firms engai;inv 10 to 49 as a share of t-,ital eflI ovm-lnt in 

all fLrms eng,a',,ing l0 )r more. As a ca nst an _1mploYnent
share ,,f 3() to 35 porcent fr ndia (1971) , ~or-,ao(1 3) or 

Taiwan (16 1) in African n: p.do-rts o F Southeast: Asi a and 

Central America th, shar- rim; ,ts frm 5 to 20 percent 

5. 	 Much of this history can he gleaned Fcorn the capstone 
volume in the SR[ project, Euge'ine Stalev and Richard Morse, 
Modern Small Illu.stry for l)evelojiLng Countries (1965). 
This excell-t work alVong with a critical appraisal by 

'



Richard and Doris Taub, Sinai Ind ustriesn Social Change and 
Econnmic Developmoe:t in In (MqTT ) ides muchho-Fhe 
MR7Materl-AI-I th; Mi; I-; on o the 1-ndian model which 
follows.
 

6. 	 The sh: re f m.inufacn:riii vilue added (the eimlil-;ated
 

sector) c nrtribued by estabLshmnoicts enploying less than
 

50 vorkry waq 17 perctL in 1072 12 itlt n Qt 1977, and
 

I, 	 . I 

B' "Lri ,wt, tri.S tLM i00, based onl 

mnagnmun cioup~toip(:, U('1171 ia iUi'O'1l;-g, Whor)i sk(ills 
7. .itioilt" 	 that L-

andl~ marp! . chartl At1:,lr-ndv a.i st: aret- widelyri-l', inputsE~ 	 and1( 

avail:shl,, hacaunn: at ,.on.plw, r M,l ,f- ino,,ts ex:!:t, firf: 

will 	 he ii imirius, pr to - n, 'Nr and the risk of -iLure 

slight. in contrat;, " non-tiadtonal 	 industries are 

base5(d on inputs that d not a0rladv exist in the needed 
formn; fir'ms wit I be eVw, r IL Ltenially high and the 
ris-k 	 of fLiLure ,i <t. nvr Lime, n an aspect of economic 
development and learning, industries "nigrate" from the 
non-tradlitina! to the traditional category. 

8. 	 During 1965 and 1966 major lending schemes were puL in hand 
for African traders, for African contractors and For 
acquiring by Africans of commercial pcoperty. The ICDC 
Investnent and TCI)C Property companies were formed to 
acquire downtown properties to be made available at low 
rents so that the non-African monopoly of these choice 
commercial locations could be broken, The Kenya National 
Trading Cnrporation, also establi sheI in 1965, was designed 
to furnish African traders through its 27 depots with the 
same economies ,F scal,-e in piurchasin,,, and credit as enjoyed 
by the dominant As-inan and rpeani commercial 
establishmon t. Privato ha e re to increasew5l ersu;aio'] 
their lending to small \tfricn-'envrin business. Preference 

on all gveornment Lenderin' for small contracts was 

establ ished. 

9, 	 In implementing the Trade-Licensing, quit notices-have been. 
served to citizens and non-citizens alike, and in 
metropolitan business areas as well as the prescribed 
areas. The racial discrimination by Englishmen that was so 

abhorrent to the Kenvan-African is now visited by them on 
their Kenyvan-As ian br)thers. 

10 	 The 1971 Statistical Abstract, p. 13, shows an estimate of 
192 thosanri-Aslions 11 I -- 42 th stind Europeans in 1967. By 
the 1979 census Asians numnbo r 79 thousand and Europeans 

40 thousand. Emigration tapered o f after 1976. Date for 

1982 and 1983, the time of the coup and killing of Asians, 
has not Yet been published. The Arab population on the 
coast, at 3Q thousand in 1079, has been inore or less 
stabl e. 



Large 	European farmers were displaced a few years earlier,
 
but owing to Briti-sh aid, buy-outs occurred at relatively 
favorable prices, Indeed se 11-outs were not inandatory; in 
1975 there were still soime !490 wh ite faiTms European 
emigration be' ween 1962 and 1'lb7 was 4 thousand. Th,: 
over the period 1962-1979 s,veni tisi;s as many Asians 
Europeans emigrated. 

1 1 	 These ar! typic ,lyI not yet h in, undertaken. 
However wh ere n Kenytn-.,A:;iai Fi-rni is already established, 
it reta ins 1. r i..IILLO ipo t equipment , materials and 
spares. The ag,,encv for these "ildus try-reserving
initLatiwe';' i.n i K 1'. 

12 	 These FCi.-,res incliude the out-t andin, po rfo] i o plus loans 
repaid and loans wrLtten off. Since some projects have 
recei ved expansion or rehabilitation loans, the number of 
borrowers is less than the numb er o F loans. Owing to 
inflatL)n, the 1 nans made be for, 1980 and 1986 were made in 
more valuable shillings; than those in the year reported; 
that is , the port fol io values are inder tted 

In recent yea rs other development banks hav begun lendi ng 

to manufacturing firms in the 10-49 worker cateory. Since 
1976 Ken ia Cominmerci.,-L Finonce Company, a subsidiary of the 
Kenya Commercial Bank, which has branch offices throughout 
the country, has lent some 300 million shillings to medium 
and small firms. Its maxtmnum loan size (8.3 million) is 
double that of' KIE and it requires 160 percent collateral 
on all lSoanF '-FO serviLC,, a cli jntele closer to that of 
KIE. The Snal i Into rpr i ; F; innce Company, establ. ished as 
a subs d(I'ary of" lv(lpmn'-t . ,nanceCompany of Kenya in 
1981, has made 7+ !);ins f, a t{otal of "37 milli ti 

shillings. SKF(:W}'s ma>:1i:roo Ion s;:, is 1.5 millinn 

shilln ,s; it isi ,1 1 inc to ace't loan- fLInanced fixed 
assets as part: ic! C:I !atcr-.' . Its prof,e-ssional staff of 
six compares to !I,- for KIE. 

13. 	 The 1984 tLghteaLng up, however, was accompanied by a 
generous exemption: a soft equity loan (one percent 
interest, 5 years grace) wo-,uld be granted under 
"exceptional cases" equal t(, 15 percent (projects under one 
million), ten percenc (projects under two million), or five 
percent of total project :st. This L, addit .onal to the 
loan for 70 porcent: -f project csts. 

In th( other d[r'ct L n, f)i- th, first tLme In 1984 
non-owner ma nage-(d projects (".ahsetetc entrepreneurs") were 
subject ot a 60 percent Inin ceiling. Maximum loan size is 
five million shillings. 

Gett ing Ontrepreneuir s to make the i r agreed-upon equi-ty 
contril)utLion was often a Serious problem in the past. In 
1980, for insta-nce, of the sizable number of proojects which 



were delayed ia implementation, in over four-fifths of the 

cases the investor has failed to cone forth with his own 
contribution. Until 1981 KIE, permitted, vinder duress, the 
equity contribution Ct aket the f"orm of an overdraft 
authorization L'romi t!( 1herrowe r-; haner. 

14. 	 For a detailed description of- technical and managerial 
assistance that id idvidieial firm.s have actually received, 
see Kilbv (1982) 

15. 	 A high _J-gre, , v,::lati.!Ltv in the industry sub-categories 
sugges,.t a ig[1h r at-_e ofI entrv, and exit, birth and death. 
Thus between 1984 and 1985 ther, was a fall of 8 firms in 
the total a' riL,, oot- 38 in " r and a fat1. )F 71 in 

nachinery . Over tLhIIe entire eri,)d metal fabricat[ n, 
printing, furniture, sawmilling and "oclher" risc while 
machinery and most food products fall. 

16. 	 Twenty-one of t:he.se werte ;tlt up by Africaris in partnership 
with Kenyan-Asi.ns (14) and Europeans (7). Another eight 
are managed by Kenyan-Asians. Nineteen ventures (mostly 
former deffunct proj acts) are wholly owned by Kenyan-Asians, 
Kenyan-Arabs and a European. 

17. 	 Of the 17 non-KIF" ventures to take up tenancy, three 
represent African partnerships with Kenyan-Asians and a 
Korean. With respect to the TSCs, nine of the eighteen had 
been rented out as of June 1986. 

18. 	 The em.ployent figures in Table 6 provide an opportunity to 
make a point about the concept of capital cost per job 
created. The capital cost per worker employed is about 
$210 in the informal sector and about $22,000 in the formal 
manufacturing sector. For KIE ventures it ranges from 
$1,700 for projects; under half a million shillings to 
$9,200 for the largest projects, with an overall average of 
$5,600 per job created. This measure is sometimes used to 
argue that scarce financial resources should be directed to 
small-scale industry if employment creation is the 
principal goal. Within the small industry sector, the 
difference between $210 and $5,600 can be thought of as the 
cost of creating Kenyan-African entrepreneurial capacity
 
with respect to non-traditional, modern industry. 

Although a useful concept for looking at what has happened 
in the past, it is likely that capital cost per job will by 
itself prove an unreliable policy guide. If, at the 
margin, there are more funds from willing lenders such as 
KCFC, SEFCO and KIE to finance non-traditional small 
industry than there are borrowers capable of operating such 
industries at a profit, then the investment cost per 
additional job in such a project is irrelevant. Where the 
cost-per-job criterion does become relevant is when the 
performance of lending programs to large-scale industry, 
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non-traditional small industry and traditional small
 
industry are very similar and sufficient to insure
 
sustain-ability. However, in the Kenyan context 
donor- supplied capital resources do not appear to be scarce
 
relative to existing absorptive capacity; rather the focus
 
needs 	to be on deepening entrepreneurial and technical
 
skills so that the effective demand for capital can be 
shifted out. 

19. 	 Optimistic estimates of working capital requirements are in 
part rea Lism in recognizing the "equity constraint". With 
respect to possible bias against borrowers who are out of 
political favor, an analysis of applications that were 
rejected provides no evidence that good entrepreneurs or 
good projects are being passed over. 

20. 	 See, for instance, Edward Girardets article in the
 
Christian Science Monitor, March 24to 1986.
 


