Briefing Paper

Leveraging GVCAnalysis to Strengthen the
Kenyan Tourism Sector*

Introduction

Rapid globalization, notably through innovations in
telecommunications and transport, have driven many
firms to spread their production processes across
different actors and regions worldwide. These are known
as global value chains (GVCs), meaning that different
activities in production take place across different
borders and geographies. When the actors and available
channels of distribution are carefully studied, developing
countries can better understand such phenomenon so as
to utilize them to enhance export capacities and

development opportunities in various sectors.

The tourism sector is characterized by chains of firms
that coordinate activities across international borders
and is of critical importance to many low-income and
least-developed countries (LICs/LDCs). Tourism is an
important driver of economic growth around the world,
supporting an estimated 277 million jobs, generating
US$7.6 trillion in revenue, and supplying 9.8% of global
GDP in 2014." In Africa the tourism sector grew 6% in
2013, as compared to the previous year, which accounted
for 56 million international arrivals. As these countries
attempt to generate higher economic returns from
tourism, the GVC framework provides a useful frame for
analyzing how countries can harness existing resources
by helping local actors connect with entrenched

networks of companies.

! The tourism statistics are from the World Travel & Tourism Council
(WTTC), accessible via http://www.wttc.org/datagateway/.
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With a focus on the leisure tourism GVC in Kenya, this
Briefing Paper highlights the broad structure of GVC
analysis with a lens on the distribution intermediaries
and Ist tier service providers engaged in the chain. It
concludes with some considerations on strengthening

the tourism GVC in Kenya.

The GVC Frameworl& Tourism

In general terms, GVC analysis involves identifying the
input-output structure, geographic scope, and lead firm
dynamics (i.e. “governance”) of a particular value chain
in order to understand how materials, financial
resources, and information flow between firms and
other stakeholders in the chain. Once mapped (in terms
of the activities and firm location) comparative
benchmarking can be undertaken to assess the position
of a specific firm, cluster or country relative to
competitors. This can help to identify potential
trajectories for increasing production, expanding
exports and moving into higher-value-added positions

in the chain (i.e. “upgrading”).

The leisure tourism chain can be divided into 3 sets of
actors: consumers, distribution intermediaries, and

service providers (see Figure 1).



Figure 1: Actors in the Tourism Value Chain
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Notwithstanding consumers who book their tours

directly ~ with  service  providers, distribution
intermediaries include online portals (such as Expedia)
as well as travel agents, global and local tour operators
(who often serve as both manufacturers and
wholesalers) and destination management companies
(who often coordinate/aggregate local services and sell
primarily to global tour operators). Service providers in
the tourism GVC include international and domestic
transport; lodging; hospitality (e.g. food, handicrafts);

and excursions (e.g. national parks, beach).

Lead firms in the tourism GV C are the companies that
have the ability to assemble and package individual
services into cohesive tourism experiences while also
having access to high volumes of consumers. Online
portals and global tour operators are typically the most
powerful of these, deriving much of their power from
their geographic location as well as the nationality of

(and hence access to) the outbound tourist/consumer. In

terms of governance structures (i.e. how power is
mediated between lead firms and other actors in the
GVC), no overarching model emerges for the industry.
Instead, these relations appear to be dictated by the
specific firm and institutional arrangements in question
(Christian 2016).

TheTourism Sectorin Kenya

The ecological diversity of Kenya makes it a leading
tourist destination in Africa, known in particular for its
lush national parks and rich wildlife. The country has
been one of the leading suppliers of the safari experience
for global consumers, with 40% of visitors coming to the
country to visit parks such as the Maasai Mara National
Reserve. Despite more recent slowdowns in tourist
arrivals (due primarily to security concerns) tourism in
Kenya has a higher effect on GDP and employment than
the African average, and visitor spending and foreign
investments in the sector account for higher shares than

the continental average.



TourismGVC AnalysisThe Case of
Kenya

Input-output

The key starting point of GVC analysis is to account for
the input-output structure. The ultimate goal here is to
develop a comprehensive understanding of the industry
and to determine the various points where value is added
to the final product. What are the major stages of
production? What are the inputs for each stage? What
are the outputs? What is the value generated at each
segment of the chain? What are the final products? Who
sells the final products? Who distributes them? And who

is responsible for maintenance?

In the case of tourism, Kenyan and otherwise, the key
stages of production are related to the distribution
intermediaries and the service providers. The main
inputs, rendered primarily by service providers, are the
choices of international transportation, domestic
transportation, lodging, hospitality, and excursions. The
outputs are the tourism packages, composed primarily
in Kenya’s case of visits to wildlife and national parks
and reserves, combinations of Kenyan parks with a
neighboring regional country, and packages that add
beach experiences to the safari excursion. In terms of
value addition, the global distribution intermediaries
provide access to consumers, the domestic distribution
intermediaries have knowledge of local inputs, and the

service providers hold the inventory of inputs.

World Bank research has shown that lead global tour
operators and international transport companies
generally captured between 40-50% of the value of
Kenyan leisure tourism products.? The remaining share
is disbursed between domestic actors, with ground
transportation, lodging, and park entry fees or nature
permits most often representing the largest unit costs for
the local distribution intermediaries that aggregate the

individual services.

Geographicscope

The next stage of analysis involves better understanding
the geographical composition of the GVC. We recall that
the emergence of GVCs has been driven by firms’
abilities to move production across borders, facilitated
by innovations (including cost reductions) in
telecommunications, transport, payment services and

distribution.

Consumers of Kenya’s leisure tourism products
primarily emanate from Europe (France, Germany,
England, and Italy) followed by the United States. While
domestic demand for tourism products are higher in
Kenya than elsewhere in East Africa, regional demand
remains weak. As discussed further below, this helps to
drive a governance structure that puts foreign lead firms
in control of the GVC, notably global tour operators.
Such operators include & Beyond and Wilderness Safaris
(exclusive operators that specialize in unique safari
experience in Africa), Abercrombie & Kent and Cox &
Kings (luxury companies that offer custom and group
packages both in Africa and in other locations), and the
likes of Collette, Goway, Globus, and Tauck (mid-tier
providers that concentrate on group tours inside Kenya
and selected other EAC countries in addition to their
global portfolio of offerings). Despite their control of the
GVC, local demand has enabled select domestic
operators to flourish, including Bunson Travel Services,

Gametrackers, Somak Travel and Across Africa Safaris.

At the service provider level, as noted earlier,
international transport captures a significant share of the
value of the chain. Kenya Airways holds the dominant
position here, supported by the partial ownership stake
of KLM (26.7%) and the access this provides to their
international network. While domestic low-cost airlines
face a number of barriers (see more below), a number of
firms have been established (e.g. Air Kenya Express,
Precision Air, and SafariLink). Domestic ground

transportation tends toward domestic ownership, as

2Wor |l d Bank. (2010) . Kenyaods Tour i s mworldbark.brg/KKENYAREXTNRéEseurces/@ oarism_ReportESW_Keny

Retrieved from http://siteresources.

a_Final_May_2010.pdf.



does the hospitality and excursion segment. Lodging for
the leisure segment are primarily nationally owned
(63%), although joint ventures (23%) and foreign direct
investment are also common (14%). Various
international brands control multiple properties
throughout the country and East Africa region,
including Serena Hotels, Governors Camp Collection,

Sanctuary Retreats, and Marasa Africa.

Governance

Governance analysis enables an understanding of how a
chain is controlled and coordinated in the presence of
actors with different levels of power. It thus seeks to
determine how lead firms derive their power and how
they use that power to influence downstream actors.
GVC scholars have identified five different governance
structures, which differ along two main elements — the
differential in power between firms and the extent to
which firms explicitly coordinate between themselves. In
order of low to high power differential/explicit
coordination, they are: (i) market; (ii) modular; (iii)

relational; (iv) captive; and (v) hierarchy.?

Lead firms in the tourism GVC derive much of their

power from their geographic location as well as the

nationality of the outbound tourist_

3 For more on the governance typology see Gereffi, Gary & Karina
Fernandez-Stark. (2011). Global Value Chain Analysis: A Primer.
Duke CGGC.

4 This involves the traditional network of foreign travel agents, tour
operators and destination management companies that coordinate
individual services providers to bundle various experiences.

Economic Upgrading

5 See Gereffi & Fernandez-St ar ks GVC Pri mer
review of the four types of upgrading traditionally identified in the
GVC literature.
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