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ABSTRACT: The leather industry holds a significant positionthe agricultural sub-sector in
Kenya. The industry has a high potential to makgh Iguality products that can address socio-
economic problems, and create employment and weEtin success of the industry depends on
value addition, which unfortunately has been soimméhthat most of Kenya's exports have been
in the form of unprocessed raw hides and skins.ifitiestry is yet to realize its full potential.
The objective of this study was to investigateofactffecting value addition in the leather
industry in Kenya. Adopting a case study desiga,stiudy focused on the influence of capacity
building, technology, finance and quality contrah @alue addition. The study population
consisted of both incubatees and graduate incuBatéeleather Development Centre at the
Kenya Industrial Research and Development Institlitee findings show that the industry is
characterised by low capacity building, and ungkllemployees take long to upgrade their skills
on the job. The industry uses old technology, dugspractice expeditious machine upgrade;
and repairs and maintenance are quite slow. Furttiee industry is inadequately financed, and
guality is compromised because of unavailabilityatfbrdable inputs. The study recommends
that in order to increase value addition, manufaeta need to invest resources in upgrading
their human capital and technology. The differelayprs in the industry should also analyse
weaknesses in the present national policy framewaré address the loopholes that exist
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INTRODUCTION

Kenya'’s ability to run a successful leather indpstérenormous as it produces huge amounts of
hides and skins. The industry is one of the keycalfjural sub-sectors in the country, and has a
high potential for commodity development to addrgestinent issues of socio economic
importance, which impact on rural development, eyplent and wealth creation (Mwinyihija,
2010). In the recent past, Kenya has produced arage of 2.4 million hides, 6 million skins
and 20,000 camel hides (Mbogo, 2010). The indudapends largely on the large livestock
resource base from ASALs (Arid and Semi Arid Landsdas which contributes most of the
slaughter stock, whose hides and skins are by-ptedirhe industry contributes an estimated
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4% to agricultural GDP, and the earnings of locarkat dealers are estimated to be Kshs 1.8
billion annually. The country also earns approxehatKshs 4 billion from exports of semi-
processed and unprocessed leather.

However, the optimal growth of the industry is degent on value addition. The increase of
tanneries from nine to eleven, with two more baielgabilitated, is a sign that the industry is
poised for growth, demonstrated in the economigesuof 2008 that established a 10.3% growth
(Mbogo, 2010).

The full realization of the industry’s potential amy country is dictated by value addition, which
is also predicated upon skilled capacity, techngldgancing and quality control. Lack of
rigorous attention to these input parameters resnllow quality leather and leather products,
leading to low demand in both the domestic and exparket. Value addition in the livestock
sector has been minimal, and most of Kenya’'s esgmate been in the form of unprocessed raw
hides and skins. But Kenya can produce much mayeviar for its domestic population and
reduce reliance on cheap imports Curtis (2010).

Over 90% of hides and skins produced in Kenya aported to external markets in both raw
and semi processed form, and 80% of the exportzarently in wetblue state (Mwinyihija,
2010). Kenya manufactures an estimated 4 milliomsusf leather products, which is a meagre
amount compared to the deficit of about 28 millimonsidering Kenya’'s population alone
(Mhono, 2012).

Different scholars have expressed concern abotlideananufacturers failing to reap maximum
benefit that the industry provides due to half-teshruptake of value addition (Mwinyihija &
Onyango, 2012; Kagunyet al 2013). Previous studies on leather have focusedther
characteristics and only one or two aspects ofevatidition. There have been calls to fill gaps in
the leather industry value chain through reseamhmtike the Kenyan leather and leather
products competitive in the international markeiu(ku, 2008). Yet Kenya is still challenged
by minimal value addition and more knowledge isdeekto improve the leather industry
(Mwinyihija and Onyango, 2012).

It was in response to such challenges that thidysset out to provide more knowledge on the
factors affecting value addition in the leatherusuly in Kenya. This study was guided by
technology, finance, capacity building and qualitgntrol as independent variables. It
investigated and made recommendations relatingdiois affecting value addition in the leather
industry in Kenya.

Based on the reviewed literature, a conceptual draonk was developed comprising four

independent variables believed to influence valwdgiteon most during processing and
production of leather and leather products, captbseFig. 1.
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Fig. 1 Conceptual Framework

LITERATURE REVIEW

In most developing countries, tanning operations i&mily business, carried out in small to
medium scale semi-mechanized units, very frequemtyped tightly in clusters which used to be
outside residential areas (Gupta & Tamra, 2007hn&€es in such units do not have formal
education or any significant understanding of tmplexities of leather processing, or the need
for environmental protection. Proper waste techgiels for instance, require better skilled
personnel and closer technical control than coneeak processing. Thus, lack of properly
trained staff at different levels remains one @f thucial constraints.

The leather industry can be improved through skidklsvelopment and capacity building,
availability of credit finance, formulation of lelgand regulatory framework, and a national policy
which supports the growth of the industry and asiskes the requirements of the Micro and Small
and Medium Enterprises (Muthee, 2008). For capdmiiiding to be effective, support structures
are needed to provide specialised networking liekagith local and international organisations,
to ensure adequate marketing channels.

Africa is an industrial reality with low technolagil levels, where innovation goes very slowly,
and new productive units are installed with oldnpland machinery that are difficult to use for
innovative production (Ciprian, 2002). Technologiesn transfer the present conditions of
traditional leather industry, which will also ensuhe realization of sustainable development of
the leather industry (Jian-zhong, Zhi-jie, Yun, 2DQAs it were, information technology (IT) and
other related technologies hardly find a placehea turrent leather industry (Dasanayaka and
Sardana, 2009).

Financial services that adequately meet the nekthedusiness is an important precondition for
establishing and managing a successful hides and skterprise (Leach & Wilson, 2009). Yet
Small and Medium Enterprises lack finances as tAeynmicro-finance institutions and SACCOs
have not been lending to SMEs (Muthee, 2008). Abdity of investment finance is critical for
growth in the leather sector.

Quality is the most critical element for market segs (UNIDO, 2004). The prevalence of defects
in hides and skins imports from Africa, coupledhwiack of compliance with delivery dates, are
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key issues for present and potential importers.liQuend standards control is a direct function of
the pervasive manufacturing process (Bekele andleAy2008). It involves organisational
structures, company management and how activitesaried out both at the departments and
individual level (Ciprian, 2002).

METHODOLOGY

An exploratory approach was used and case studgrdesas adopted to identify, analyse and
describe the variables that influence value addlitioleather and leather products in Kenya. This
was supported by Blancle al, (2006) who state that the exploratory approachl@yspan open,
flexible and inductive approach to research astiéngpts to look for new insights into
phenomena.

The study population was comprised of current andnér incubatees of the Leather
Development Centre at the Kenya Industrial Researzh Development Institute (KIRDI), in
Nairobi. Some of them had already established SMEte leather processing and leather
product manufacturing.

A total of 35 incubatees (15 current and 15 formezje found and sampled. A census technique
was adopted to collect primary data through seroesired questionnaires. Thirty of the 35
guestionnaires that were distributed were filled aeturned, constituting an 85.71% response
rate.

The statistical tool for Social Sciences (SPSS) wssl for data analysis, and qualitative data was
analyzed using descriptive statistics. These amvknto provide the foundation upon which
correlation and experimental studies emerge, anésctegarding issues that should be focused
on, leading to further studies (Mugenda & Muger2l203). Correlation was used to show how
the four variables are inter-related, while mu#iplegression method was used to show the
strength of the association between the independeiatbles and the dependent variable.

RESULTSAND DISCUSSIONS

The first finding indicated 36.6% of leather maratfaers acquire their leather processing skills
through on-job training, while 30% trained at theather Development Centre. These findings
concur with Ohge (2004) who found that most tannveoykers start as labourers and learn their
skills on the job. The findings imply that for tiggowth of the leather industry, the key actors
should put emphasis on human capital developmeategly needs to cover off-site training

facilities as well as on-site training.

Further, 76.6% of the respondents indicated thapgar management structures are required to
govern growth in the leather industry. This conownith Jabbaet al, (2002) who concluded that
the success of the leather industry depended oacitgpbuilding for the whole industry, to
include training of staff and management, and itaest in research and development.
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A majority of the respondents (60%) indicated thkills development enabled them to work

better and faster, in line with findings by Muth@®08) who established that improved leather
industry can be enhanced by skills developmentcapécity building. These findings show that

for the leather industry to be successful, it haseinpower both the management and the
employees and upgrade their skills.

On modern methods, 66.6% of the respondents agteddthey should incorporate modern
leather processing methods for the success ofnithesiry. These findings contradict those by
Bowonder, Sadulla, Jain (2009), who suggested ttmatleather industry should capture the
traditional knowledge and integrate it with new Wwhedge. They argued that shifting from
traditional knowledge to new knowledge base camoour spontaneously, it has to be through
‘learning-by-doing’, which requires a considerahfeount of time.

On start-up finances, 44% of the SME leather mantufars indicated that they started their
enterprises with family money and personal savifidss is in line with findings by Bowen
(2009) who established that most SMEs rely mainlypwn savings and reinvested profits. SMEs
should therefore develop relationships with forri@ncial institutions so as to learn about and
also benefit from their financial packages.

On loans to finance their enterprises, 83.3% ofréspondents stated that they did not apply for
any loans from financial institutions. Among the@gsens given was that the institutions required
collateral and rigid repayment schedules, whichaetéd punitive penalties in cases of default.
This finding concurs with Mandeep, Suresh, Kumaat @hiruvengdam (2008) who also found
that a majority of loans made by financial instdas to SME are secured for various reasons,
including higher risk perceptions and legal basieith respect to loan recovery. The findings
show that SMEs do not perceive financial institai@s a viable option for their financial needs.
To encourage lending among the SME sector fromn@iiz institutions, financial providers
should interact more with the SMEs sector to lesyaut their business models. This will enable
financial institutions to tailor their servicesduit these business models.

Concerning quality control, 43.3% of the respondemntre in agreement that more emphasis
should be put on building employees’ capacity ideorto improve product quality. The findings
concur with Muthee (2008) who emphasized thatrtprove the quality of leather, weight should
be put on capacity building in the pervasive prdiguc process; investment; and favourable
policy. From these findings, it is evident that SNdather manufacturers should strive to make
quality of products which can compete in the ind&gional market.

Still on quality, 50% of the respondents stated twnducting final inspection of the finished
product adds value to leather and leather goods.i$ta good practice which companies should
entrench into their systems in order to improveliguarhis finding is in agreement with Black
(2010), who established that after-process qualitytrol enables manufactures to inspect the
attributes of the finished products to determinesthbr they are acceptable; rework on mistakes;
and reject as scrap those which do not meet theptatale standards.
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On value addition, 57% of the respondents indicttatithey engaged in value addition to a great
extent, in their production of leather products.tMae (2008) found that in Kenya, value addition
in the leather sub-sector is well recognized in tlagonal policies; however putting this into
practice was still a challenge. These findings taexefore encouraging, and those in charge of
running the leather sector should carry out awa®neampaigns to enlighten the leather
manufactures about the international market demsodkat they can produce products which are
internationally acceptable.

To establish the relationship between the independariables (capacity building, technology,
finance, and quality control) and the depended alkdei (value addition), Karl Pearson’s
coefficient of correlation (r) was employed andasifive correlation between value addition and
capacity building (r=0.534) was established. Theas also a positive correlation between value
addition and technology (r=0.521). The correlatimtween value addition and finance was also
positive at (r=0.509), while value addition and lifyaontrol also correlated positively (r=0.511).

Coefficient of determination was obtained to deieemthe percentage of variation in the
dependent variable (value addition) that is ex@dirby all the four independent variables
(capacity building, technology, finance and qualtyntrol) (Panneerselvam, 2004). The four
independent variables that were studied explaig 50l8% () of value addition. This therefore
means that other factors not studied in this rebeaontribute 48.2% of value addition of the
leather products. Therefore, further research shbelconducted to investigate these other factors
that influence value addition in leather products.

IMPLICATIONS OF RESEARCH AND PRACTICE

Given the scarcity of information on value additionthe leather industry in Kenya, most of the
findings of this study add new knowledge to thddiexisting information on this phenomenon
specifically in Kenya. However the same informatean be used comparatively to benefit any
other similar situation in the developing world.

First, the findings now add knowledge on the needemphasis on capacity building through on-
the-job method, given its prevalence in the leathenery sector. This is contrary to modern day
expectation where a formal training would be giveore consideration, regardless of its practical
effectiveness.

Secondly, the findings bring out the limited awaen of the full potential of the Kenyan leather
industry, and emphasise the need for the leatlotors® increase awareness and enlighten actors
on institutions which provide training in leatheonks for both leather workers and managers of
leather production processes.

Further, these findings provide new informationkoowledge that policy makers can use to

improve value addition in the leather industry andthe process address the needs of all
stakeholders. The study advocates that, the leaghetor should establish a body which
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coordinates the expectations of the internationalket and those of the manufacturers to
facilitate market demands and market access.

The study also brings in new information on thedhém leather SMEs in Kenya to work in
strong clusters in order to influence the marketeathing they have not been doing yet since
they operate in a scattered manner and largelyart#ent of each other.

The study exposes the plight of SME operators énléather industry in Kenya with regard to
access to institutionalised financial facilities)daadvocates for their acquaintance with the
different financial packages offered by financiastitutions and make use of those which are
favourable to them. In the same vein, it brings mernv information on the need for financial
institutions to come up with tailor-made financigdckages to address the challenges and
operations of leather SMEs.

CONCLUSION

The leather industry is likely to succeed if it aanbrace all forms of capacity building across the
sector, without leaving out on-job training andet®3traditional approaches, to strike a balance
in the skills demanded by the leather industry. Eesv a sustained long term growth in the

leather sector will require training of skilled f§tan cattle breeding, management, and a greater
understanding of the influence that these actiwitiave on the quality of hides and skins, as well
as training in the other stages of the supply cfiénan, 2010).

The role of technology in the outcome of the fitedther and leather products need not be
emphasised further, and it is one of the pillarghaf success of the leather industry in Kenya.
Information technology, for example, will enablenavative fashionable designs; and acquire
modern machines which have higher production, loedpction time and low expenses. In the
absence of this, the industry should expedite thalability of spare parts for repair and
maintenance. The industry should embrace disselmmat information to facilitate engagement
of local producers with international markets.

Finance remains critical in value addition, andsit®rtage at any point in the production chain is
likely to compromise the quality of the final praduMechanisms to facilitate availability of
affordable credit must be devised to enable growtine leather industry. In the opinion of FAO
(2006), governments can help in facilitating inese investment in the leather industry by
putting in place policies that are conducive tceistyent.

Finally, quality control greatly influences valuddition at all points of production hence must be
instilled, starting from the farm level to the figroduct.

FURTHER RESEARCH

Even though it was outside the scope of this sttity role of management in value addition was
mildly brought out by this study. This needs toitnestigated deeply to compliment findings of
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this research, alongside the role of access toitguaw materials, and the need for leather
manufacturers working in clusters and how this lbaradopted successfully by the Kenya leather
industry.

Table 4.1 Model Summary

Adjusted R Std. Error of
Model R R Square Square the Estimate
1 0.718 0.518 0.070 0.1178

Table 4.2 Relationship between Independents Variables and Dependent Variable

P
- 3
5§ £2 7o 3 >0
s g3 £ g T E
Sz 83 |E'—3 i &3
Value Addition Pearson Correlation 1
Sig. (2-tailed)
Capacity building  Pearson Correlation 0.534 1
Sig. (2-tailed) 0.010
Technology Pearson Correlation  0.521  0.2107 1
Sig. (2-tailed) 0.038 0.2011
Finance Pearson Correlation  0.509 0.0913 0.2107 1
Sig. (2-tailed) 0.042 0.0321 0.2002
Quality Control Pearson Correlation  0.501 0.2368 0.0591 0.0117 1
Sig. (2-tailed) 0.046 0.1609 0.5790 0.0208
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