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KENYA PROJECT PAPER

TITLE: Kenye Agricultural Sector Loan I - $13.5 million

PART I - SUMMARY AND RECOMMENDATIONS

A. Progrem Cost and Terms

The total amount of the proposed loan is $13.5 million. It is
expected that $10.1 million will be disbursed for seasonal
produc:ion credit within the first year after signing of the loan.
The remaining $3.4 million reserved for less progressive, 3mall-
farmer production and marketing programs will be disbursed over
a three-year period from loan signing.

The Bcrrower 1s the Government of Kenya, represented by the
Ministry of Finance and Planning. The programs financed by the loan
willl be cxecuted by the Ministries of Agriculture and of Cooperative
Development, the Agriculture Finance Corporation, the Coope:iative
Bank of Kenya, Ltd. und the Kenya Farmers Association.

As 1ts contribution, the GOK will provide a minimum of K.Shs.
32.13 million (U.S. $4,500,000) through the Guaranteed Minimum Return

program to finance wheat and maize production in 1975.

B. Description and Jastification of the Program

1. Program Description

This proposed sector loan will provide funds through the GOK
agriculture sector budget to finance the production of wheat, maize
and certain cash crops in the 1Y75-76 planting seasons and to initiate
a number of experimental programs designed to test new approaches for
providing less-progressive small farmers comprehensive production and
marketing services over the period 1975-1978.

The loan will be divided into three components. Under the
first component (Part A), $6.7 million will be on-lent by the GOK to
the Agricultural Finance Corporation (AFC) and the Kenya Farmers
Association (KFA) to provide seasonal credit for wheat and maize
productinon by large commercial farmers. These funds should be fully
disbursed by July 1976. The second component (Part B) provides

Project Development Team: Williaw A. Sigler, Assistant Director,
USAID/Kenya; Dr. Edward C. Fei, Economist, PPC; Edmond Hutchin-
son, Consultant, Sector Loan Specialist; Joyce P. Moock,
Ccasultant, Cultural Anthropologist; Marvin Miracle, Consultant,
Agricultural Economist; Jack Frankel, Consultant, Agricultural
Plapner. Assistance also provided by staff of USAID/K,

REDSO and AFR/DS.
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$3.4 million to be on-lent by the GOK to the AFC, KFA and the
Cooperative Bank of Kenya for seasonal production loans to small
progresaive farmers who for the most part have received credit in
the pagt from AFC, KFA, or the cooperatives system. Funds provided
for this szgment will finance the production of maize, wheat, and
other cash crops. This portion of the loan should be fully disbursed
bv July !976. Under the third component of the loan (Part C), $3.4
millica will be made available for a new program designed to provide
comprehensive produrtion and marketing services to less-progressive
small furmers who have potential but who have not previously
significantly benefited from services either from the GOK or private
entitics.

In crder to finance inputs required for the 1975 long-rains
plant ing season, funds for Parts A and B of this loan were borrowed
in February 1975 from the Central Bank by the Treasury and are being
on-lent through the Cereals and Sugar Finance Corporation to partici-
patiny ugeacies. The proceeds of the AID loan will be used to repay
the borrowings from tlie Central Bank. As farmers repay theilr loans
te the invermediate credit institutions, these institutions will
in turn repay the Cereals and Sugar Finance Corporation which will
deposit the funds in a special account. During the three-year
disbursenent period of the loan, these deposits will be jointly
reprogrammed by the GOK and A.I.D. for agricultural programs
financed through the GOK budget. In programming these funds,
priority will be given to allocations to the program financed under
Part C o the loan and other programs supporting smallholder
agriculturil production. Funds for the Part C component of the
loan will be disbursed to operating agencles over a three-year
period to finance sub-projects in seven districts. Releases
willi be mniade in accordance with the requirements of these
individual district projects. Reflows from funds released for
credit under the third program component will be deposited in a
special account and will revolve in support of programs under this
component .

In brcad outline, the third component of the program attempts
to expand and upgrade the institutional capacity of GOK agencies and
the cooperative movemgnt to begin a prcgram which effectively reaches
potentially viable, less-progressive small farmers. The GOK has
designated seven districts in which an intensive program will be
mounted over the period 1975-78 to reach the target group. Within
these areas, the Ministries of Agriculture and Cooperative Develop-
ment will plan and implement programs designed to provide comprehensive
and integrated production and marketing scrvices to a significant
number of small farmers. Each program will include development of
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packages ror the various crops appropriate to the area (c.i. seeds,
fertiiizer and pecticides), a svstem for delivering theoe pﬂ*kagos

to points eanily accessible to farmers, provision of necesszary
extensinn services, production creddt if required, marketiry; services
{(e.g. purrhoe of cutputs), and credit repayment arrangom s, Fuuds
provide i tvp fhis component will be charncled thircush tis GOK budget
and will be appsivid to both capital and operating buldpgets: {2r theoc
programs,  In oadiition, $330,000 in foreion exchange will be used

to procure toclnical assistance persornel [or program plalning, manage-
ment and evaluativn and for participant training.

2. Program Justification

a. Relationship of Loan to GOK Agricultural Development
Policies

Among he Governmenti's agricultural developrment p:olicies
outlined in the 1974-78 Development Plan, lwo arc immediately pertinont
to the proposed sector loan: achievement of a £.2 percent target rate
of growth o marketed production through intensified lant wee and irnrove-
ment in the distribution of rural income by cobtaining a ~i2dlicant
increase in the proporticn of farmers who obtain a ~ach ilrcoms from
their lani. The Government's strategy for reaching iheoo and olocr
sector goals stated in the Plan is to increase the rate of public
experrtiture on programs aimed «a helping larwe nusbors o farmers L
intencity production,

“

It is uncertain how quickly this otrategsy, whiclhi tocuser prdimarily
on smallholders an the vehlcele for increasing producticr, —carn rooull in
substantial gains in production. The GOK cannot, thereipee, 1wy colely
onsuch a strategy tor the short term. Thic ig consisont wiin Lhe view
of World Bank staff who point out that unless producticn can be increasecd,

development of the small-farmer subsector will suflter becausc necescary
resources will not be available, Recognizing this fact, and in the facze

of" serious short-term economic problems, the Government stated 1 its
Sescional Paper No. 1 of 1974 that greater priority would htave to ve
siven to projects aimed at achieving higher agricultural proiuctic.,

Tn ~t'fect, while maintaining its commitment to develcpment of the zsmall-
rarmer subsector, the Government placed more stress cn incereacing
produotion by all classes of farmers in order to meet dome.
needs, redaue food imports and, if possible, increase “\pﬁrp;u~v
surpluces., This strategy was reaffirmed in the Government':z
Paper No. 4 of 1975 on Economic Prospects and Policies" relecazed an
May 2, 1975. The proposed sector loan reflccts these dual =ztrat«: y
objectives by providing an injection of credi® {unds to mect
increased production costs of established large and nrogroncive
small producers to enable them to intensify land use and maintain or
increase production. At the same time, it initiates a new program
designed to bring less-progressive small farmers into the monctary
economy.

&
.
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Pressures arising from dramatic increases in import prices (56
percent in 1974) and the much lower rate of increase in export prices
(42 percent in 1974) are placing severe limitations on the (0K':
ability to finance its balance of payments deficits in the next t'ow
years., In response to these pressures, the Government is now revising
the current five-year development plan. Although few details ol the
revision have been made public as yet, its basic thrust will be to
substantially increage budgets for productive sec.ors of the economy,
particularly agriculture, with commensurate reductions in less-productive
sectors. Revised budget figures provided in Sessional Paper No, 5 show
Ministry of Agriculture development expenditures for the years FY 1975-
768 will inerease from the original figure of & 59.0 million to & 98.4
million, an increase of 66.8 percent. At the revised level, the
Ministry will receive 21,6 percent of the total development budget
over the four-year period. The bulk of these increases will be for crop
development and credit programs. While no details are yet available
as to how these budget increases will be allocated among the large and
small-farmer sub-sectors, 1t 1s known that the increases planned will
be funded largely by external dcnors, most of whom are attempting to
target the preponderance of their resources on small farmer programs.

In response to the GOK's increased emphasis on production and
small-farrier development, the Kenya DAP anticipates a series of agri-
culture sector loans during the 1974-78 Development Plan period. These
loans will focus primarily on support for GOK efforts to improve the
lot of the smallholder., This first sector loan will provide the basis
for future such loans which may include funding for expansion of the
experimental small-farmer projects begun under this loan as well as
other elements of the Government's development budget for the agri-
cul tural sector such as marketing, storage, transport and . training
facilities

b, Relationship of loan to Kenya DAP

The Kenya Development Assistance Plan calls f'or continued
A.I.D, involvement in the agricultural sector as 1ts principal area of
concentration. The DAP proposes that A,I.D. expand its relatively
narrow focus on livestock development to one of inecreasing incomes of
smallholders, thereby reflecting GOK long-run priorities and goals,
the role agriculture and smallholders must play in the economy, and
the need f'or particular attention to the sector if the Government is
to reach the equity goals stated in its existing Development Plan,

The major long-term constraints facing Kenya agriculture identified
by the DAP are: 1) an unfavorable pricing situation; 2) the inability
of the sector to absorb resources due to deficiencies in project planning,
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design and implementation ability; 3) poor organization or ' coordina=
tion pmong the various instituticons serving the sector; 4) tho A
paucity of esvailable technical information from many ecrops and arcas, [
particularly among smallholders; 5) ineffective delivery services

for exiension, product inputs, marketing and credit; and 6) quantitative |
and qualitative shortages of trained manpower. |

Witn the exception of the pricing problem, the proposed sector
loan begins to adéi?ss these constraints, particularly as they affect -
the =mall farmer. At the same time, the loan also recognizes the :
reed to address Kenya's short-term production problem which, if not
dealt with, will seriously impede the Government's ability to success-
fully confront sectoral constraints to small-farmer development. In
developing the loan, the Govermment has engaged in a major planning
exercise requiring the careful coordination of the various agencies
servieing the sector in order to ensure the quick and efficient use of
credit funds made available to the loan. This effort, together with
inereased credit supply and prices should ensure maintenance of production
of basic grains.

Over the longer term, the loan offers a new program designed to
provide services to small, less~progressive farmers which focuses
directly on the sectoral constraints listed above. It designs an
action program to fund and provide comprehensive and lntegrated systems
of production and marketing services to significant numbers of less-
progressive small farmers. It provides for training and assignment of
qualilied personnel within the Ministry of Agriculture and the Ministry
of Cooperative Development as well as at participating cooperative
unions and socvietles, to ensure that implementation is carried out in
a timely and efficient manner., It carefully times and coordinates the v
activities of these Ministries as well as those of participating coop=- {3
erative unions and societies. It develops technical production packages e
and educates farmers in their use. These limited programs will assist %
the GOK in devising new and effective ways to eliminate long-term
constraints to small-farmer development and will provide models for
additional programs to expand services to less-progressive small
farmers in order to integrate them into the monetary sector.

The proposed loan is thus an initial step toward developing
activities responsive to the general problem of increased equity for
the small farmer and the specific bottlenecks identified in the DAP.
At the same time, it responds to the GOK's short-term production and

l/ Witi: regard to the price problem, in January 1975 the GOK took
steps to raise basic grain prices and thereby eliminate subsidies to
urban consumers and approximate world market prices. The producer price
of' wheat was raised from K,Shs. 1,000 ($140,05) per metric ton to K.Shs.
1,111} ($155.60), The price of maize was raised from K.Shs. 555/55 ($77. 80)
per metric ton to K.Shs. 722/21 ($101.15).
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domegstic resource availability problems. Over the longer term, it
will support GOK proposals for new relationships and operations of
key GOK agencies engaged in snall-farmer programs.

¢. Rationale for Sector Lending

A number cf considerations lead to the conclusion that
asgistance should be provided in the form of a sector loan. First,
the program supported by the loan is directed at problems which cut
across the whole sector, including needs for production increases
arising from balance of payments and domestic consumption requirements
and need for action to improve the welfare of small farmers. It is
thus an tverall sector program which includes several components and
different types of activities carried on by different organizations
and in different geographical areas. Further, loan funds are to be
used to assist in financing specified areas of the GOK agricultural
budget rather than for the purchase of specified goods and services.

A basic purpose of the loan as a whole 1s to provide a means for
influencing the GOK to give practical and operational expression to
general policies for improving the position of small farmers which
have been enunciated but which have not yet been implemented., This
ineludes influencing adoption of a broadened definition of small farmers
50 as to include farmers not now being covered by input and credit
systems, the establishment of mearns of integrated input delivery and
output purchase systems, the establ ishment of necessary administrative
and ceordinating mechanisms, and the making of specific budgetary
provision for programs to provide services to small farmers covered
by the expanded definition.

The loan is further designed to support changes in existing
policies and practices which tend to limit small farmer access to in-
puts and markets. These include farm and loan size, security and
other eligildlity requirements for credit; risks to be assumed by
agencies providing inputs; output services to be provided; and loca-
tions at which input deliveries and output purchases are to be made.
It is thus expected to provide a basis for policies, program content,
and administrative arrangements with respect to follow-on and expanded
prograns for improving the welfare of small farmers who are not
covered by existing systems for provision of services.

Finally, the program involves a large element of experimentation
with program content and method of administration which requires the
ability to make changes in activities, areas and administration, The
required flexibility to make in-course changes as significant as may
be required under the program would be very difficult to acomplish
under, and would not be appropriate to, a project loan.

3
a
|
J
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PART II - THE PROGRAM

A. Frozram Backaround

Z., History and Development of Proposal

In September 1974, the GOK submitted a loan application to
A.I.D. requesting $13.5 million for short-term seasonal credit to
finance the production of wheat and maize for the 1975 long-rains planting
season heginning in February 1975. Because of rapld increases in the
cost of imported inputs, the effect of the credit squeeze and
continuing increases in domestic production costs, the Government stated
that treditional sources of seasonal credit would not be sufficient to
finance planned acreages of wheat and maize. The government noted that
unless production of these crops could be maintained or increased.'lt
would have to import substantial quantities of wheat and continue restrie-
tions on malze exports, thus exacerbating the country's already difficult
foreign exchange position.

In responding to the GOK's request, A,I.D, stated that a minimum of
50 percent of the loan should be r2served for the small-farmer subsector
and that careful consideration should be given not only to credit
requirements but to all constraints that could inhibit production by
small farmers., In analyzing these constraints, it was decided that
one gquarter of the loan should be used to initiate a program which
could e¢fiectively reach less-progressive small farmers who previously
not slznificantly benefited from production and marketing services
offered by Govermment or private organizations., With this element,
the proposed program both assists the Government in meeting its short-
term production goals through an injection of funds to increase
the supply of seasorial credit and also initiates a modest new program
to provide 2 total range of production and marketing services to less-
progressive small farmers. It thereby responds to GOK and A.I.D,
equity concerns and helps lay the base for the Government's long-term
goal of increasing national production through development of the small=-
farmer subseator,

The loan has been discussed with the Ambassador and other interested
members of the Country Team and they have approved this approach.

2. Present Situation

In the past year, the GOK has placed a high priority on increas-
ing agricultural production to provide food and raw materials for
domestic consumption and exports, thus increasing foreign exchange
availability. Imports in 1973 of food, live animals, vegetable oils
and animal oils and fats amounted to nine percent of total imports and
were valued at over $52 million. Wheat, sugar and animal and vegetable

:J-—-o'
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oils and fats accounted for about 80 percent of food imports. Poten-
tially, much of this food could have been produced in Kenya. Agricul-
tural eaports in 1973 amounted to nearly 60 percent of total exports.
Given the continuing rapld rise in the value of imports, without
growth in agricultural exports and in agricultural import substltutes,
the Xenyan balance of payments position may continue to seriously
deteriorate in the next few years and thus lead to a significant
slowdown in GOK development efforts.

In light of this situation, it is apparent that production must
be maintalned, and if possible, increased. In the short run, to
achieve this objective, it 1s necessary to undertake a program which
atiiizes the established producers for whom existing institutional
and distribtution capabilities already exist. In the long run, however,
railure to develop the capacity to tap the full potential of the
estimated 1.2 million smallholders in Kenya would be an inefficlent
use of resources.

Stimulating large landholders to produce and/or increase output
should be fairly simple. Throughout the large farm grain production
areas, input supply channels are already in place, as are marketing
outlets. For inputs, these areas are served primarily by the Kenya
Farmers Association (KFA), a cooperative organization of larger farmers
(20 acres and above). KFA has a well-established network of distribution
points which market a full range of inputs. Grain farmers recelve good
research ana extension support from the Ministry of Agriculture. Both
KFA and tie Agricultural Finance Corporation (AFC) provide seasonal
productioin credit to farmers. Machinery contractors who provide land
preparatioi: and harvesting services can at this time meet the require-
ments of farmers who require such services. Finally, both the Wheat
Board and the Maize and Produce Boaru operate an extensive network for
the purchacse of wheat, maize and other staple crops. In most of the
large-farm production areas, the KFA performs this function on behalf
of the boards. Given the extensive infrastructure already in place,
the large producers should respond if financing for their operations
is available and if they are assured remunerative prices for their
outputs.

For smallholders, however, the situation is much more difficult,
Fewer than 200,000 of the 1.2 million smallholders in Kenya have access
to formal credit with which to purchase inputs. The organization and
coverage of iInput supply channels is uneven in small-farm areas, While
nearly 50C,000 smallholders are affiliated with cooperatives, most of
these cooperatives provide little more than marketing services for
export crops. The extension service, which employs over 6,300 people,
concentrates on progressive farmers with over half of field visits
made to only ten percent of the farmers. (Based on Western Province
research, it appears that at least half of the farmers do not see an
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exLlenslon agent on an annual basis,) Further, sultable technoloplcal
packages have not been developed for gmellholder ('ood crop producllon,
Plans and programs to lmprove the situatlon are lacking duce Lo i
shortage of manpower with planning and management skills,

Thus, only a small proportion of the smallholders can be expected
to quickly respond to additional production incentives such as increased
credit availability or improved prices. Reaching the majority will
require substantial restructuring of the systems and organizations
which have responsibility for providing necessary inputs and services.
Action programs which meet their particular needs will have to be
developed. Such programs will first have to enlist the interest and
participation of less-progressive small farmers through grassroots
organization and education programs by the Ministry of Agriculture and
the cooperative movement. Activities of input distribution organizations
such as KFA and the Kenya National Federation of Cooperatives will have
to be expanded, coordinated and/or reoriented. The Ministry of Agri-
culture will have to develop small-farm technical production packages
for particular areas, train extension officers in their use and redirect
these officers' efforts toward small-farm areas. The Ministry of
Cooperative Development will have to rapidly expand its assistance
to the cooperative movement, strengthening existing unions and societies
and organizing new ones, It will also have to expand its focus to give
greater cmphasis to food crops. Intermediate credit institutions
such as the AFC and the Cooperative Bank will have to review their lending
policies and procedures, particularly those relating to creditworthiness
and security, to allow participation by farmers previously excluded by
these institutions' conservative approaches. Finally, marketing
procedures and channe'ls will have to be changed to allow access to them
by small farmers, Purchasing bodies will need to expand their coverage
and outreach and payment nractices will have to be streamlined. As
discussed in detail below, that portion of the proposed loan set aside
for assisting small, less-progressive small farmers attempts to address
these constraints.

3. Related A,I.D. Assistance

Since 1970, A.I,D, has participated in an experimental special
rural development program (SRDP) in Vihiga Division in western Kenya.
The SRDP program differs from the proposed program in that 1t has been
concerned with the planning and implementing of a number of separate,
unrelated experimental projects (e.g. maize and tea credit, rural business
and labor intensive roads) whereas the proposed project is concerned
with tne development and implementation of an integrated system of
production and marketing services to help small farmers increase their
production and incomes, The Vihiga program maize credit project, however,
has provided some information for the development of the new sector

program.
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Perhans the most important lesson learmed has been that involve-
ment and participation of credit recipients is critical. They must
be educated in the uses and responsibilities of credit early in the
progran. Farmers in the program wlth the best repayment record are
those who have received such instruction % credit seminars. The
seminars have attempted to draw farmeis into the decision-making
process oy gulding them first thrcugh discussions of their aspirations
and needs and then educating tliem in the need for and uses of credit,

Other lessons learmed in Vihiga have been that it is very difficult
to reordent credit institutions traditionally charged with supporting
the commercial farm subsector toward servicing new, marginal farmers.
Second, use of sophisticated inputs requires a considcrable education
and extension effort Lo ensure that farmers realize potential yields
through proper husbandry practices. Third, farmers must be provided
with marketing channels arnd pricing arrangements which will protect
thiem from seasonal price fluctuations. Fourth, substantial coverage of
small farmers in a particular area requires a commitment of manpower
and operating budgets which may be beyond the ability of operating
agencies to provide, Therefore, in their initial stages, programs
may need substantial additional support, Finally, to ensure good
repayment performance, lending agencies must provide for personal
follow up of delinquent debtors.

Repayment rates in the four years the Vihiga program has operated
have varied between 85 percent in 1971 when a small, selective program
was conducted, to 35 percent in 1973, a year of serious drought. Fer
1974, it is estimated repayment will be 70 ~75 percent with no signifi-
cant difference between individuals with secured or unsecured: loans.

It 15 hard to compare annual experiences between years in Vihiga in
that the policies and procedures were changed firom year to year. In
all cases, hcwever, personal follow up 1s resulting in increased
repayments,

4, Ctner Donor Assistance

There are four other SRDP programs funded by bilateral donors.
These programs are currently undergoing intensive evaluation and will
be carefully studied for lessons applicable to the proposed program.

The IBRD and West Germany have made a series of loans for small-
holder credit programs operated by AFC., For the most part, however,
these programs have focused on more progressive small farmers and have
financed medium term credit for farm improvements and grade cattle,
They have not focused on seasonal credit for crop production by less=-
progressive small farmers.
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Among programs of other donors in Kenya, that which is most
relevant to the proposed A.I.D. project, 1s the Nordic Project for
Cooperative Asslistance to Kenya. Jointly sponsored by Denmark,
Finland, Norway and Sweden, this project has operated in Kenva since
1967. It has provided technical assistance in a number of areas:
cooperative eduration, accountancy in cooperatives, cooperative
rural credit and savings schemes, and management performance in
cooperatives. It has concentrated on providing technical assistance
in organization and management to cooperative societies and unions
and on devising credit and savings schemes for more progressive
cooperatiites. The development of food crop cooperatives has not
received any great impetus elther from the GCovernmert or the Nordic
project until now, because of the disorgrnized and pcorly
coritrolled marketing arrangements for these crops. However, raced
with the need to substantially increase productilon of grains and
other food crops, the Government has in the last several months
instructed the Ministry of Cooperative Development to initiate
orograms tfor the diversification of egtablished cooperatives and
the development of new ones. Funds provided under the proposed
A.I.D. loan will provide the first substantial amounts of capital
made available for fooud crop production by cooperatives. Both the
Ministry of Cooperative Deve.opment and the Nordic donors and
advisars have been supportive of the proposed loan, particularly
the small farmer component. They have expressed their willingness
te expand toeir activities and modify their policies and procedures
in order to reach the target group.

5. Host Country Activity

Although it is the expressed policy of the Government of
Kenya to increase agricultural production, largely through the
small~scale facmers, a clear-cut strategy for reaching substantial
numbers of small farmers is still in the process of being developed..
Likewise, experimental credit programs operated by the AFC fror
direct Government as well as other donor resources have not been
very succeszful in reaching significant numbers cof marginal farmers..
Their cov=iage nas been limited in numhers, and they have tended
to stress txeditworthiness and repayment. For the most part,
loans have gone for medium-term farm improvement and investment
and have concentrated on estublished small farmers.
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The cooperative programs discussed above have been perhaps the
most successful in reaching small farmers. However, thuy have tended
to focus on providing services to small farmers in export crop produc=-
ing cooperatives, and there is only limited potential for further
expansicn in this area.

Under the Special Rural Development Program, the GOK has operated
a maize production program in the Tetu Division of Central Province
which does appear to provide some useful lessons for small-farmer
service programs. In the Tetu scheme, a number of small farmers were
selected to participate in a maize production program. Participants
were selected by Junior Agricultural Assistants (JAA's) at the sub-
location level (the lowest political division of Governmment), based
on the JAA's knowledge of their personal traits, position in the
communily, farming history, ete. Those selected were brought to a
Farmer Training Center (FTC) for a week during which the program was
explained and instructicn was provided in production practices and
the uses and responsibilities of credit. At the end of the week,
farmers who chose to participate were provided coupons to procure pre=
packaged inputs provided by cooperative societies at specified points.
(Participants were not required to be members of these societies, how-
ever.) During the growing season, JAA's made periodic farm visits to
monitor participants' progress. Finally, the Maize and Produce Board
appointed agents at the FICs to purchase maize for cash. Although
loans made under this program were unsecured, repayment experilence
has been over 80 percent. Field representatives of AFC and the
Ministry of Agriculture believe this relatively good record has
resulted primarily from careful preparation of participants and an
active repayment follow-up program.

With respect to other GOK rural development programs, the current
Development Plan calls for greatly expanded soclal services in the
rural areas based on decentralization of development planning and
implementation to the district level. The plan calls for construction
of 107 new rural health centers and dispensaries and increased emphasis
on environmental health and disease eradication programs. The agricul=-
tural road program has been greatly expanded. Between FY 1976-1978,

K & 22 million, or 44.3 percent of the GOK budget for road construction,
1s devoted to secondary and minor roads. Between 1974 and 1978 the
proportion of the rural population served by safe water supplies will
increase from nine to 25 percent. Finally, in the area of education,

in January 1974 school fees were abolished in Standards 1 to 4. Steps
are now being taken to increase the number of primary school teachers

to meet increased enrollments generated by this policy change.

Althouszh school construction expenditures will be reduced because

of the Government's decision to cut economically non-productive

investments duriny the next five years, the Harambee school construction

program will contirnue to be encouraged, but with more attention to site
approval and expansion of existing schools.
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€, Other Donor Opinion

e

As noted above, the Nordic donors have expressed their
support of this program. The IERD Resident Representative also
supports the program as an innovative new departure, but believes
implementation of the program will be difficult, He believes the i
small-farmer component of the program can serve as a forerunner ]
for the Bank's Intigrated Agricultural Development Program (IADP) |
scheduled for 1976. \
the program.

No donor has expressed interest in financing

B, Program Elements and Purposas‘g/ |

1., Summary i

The program to be financed totals $13.5 million and consists
of three components:

Part A -- $6,700,000 for short-term production credit for large
wheav and maize farmers.

ST Y

Part B -- $3,400,000 for short-term production credit for pro-
gressive, established small farmers growing wheat,
maize, and other cash crops.

Part C -= $3,400,000 to support a program designed to improve A
the welfare of less-progressive small farmers by J
increasing their production and incomes. Under
Part C programs will be undertaken t. expand the |
capacity of institutions which currently are provid- '
ing services to small farmers in Kenya to enable
them to reach new small farmers with packages
consisting of inputs, extenslon, credit (when neces-
sary), and a marketing system. The target group
is small farmers not currently being reached, but
who have the potential for increasing their3?3rm
income if thils package was made available. =

In anticipation that A.I.D. will approve the proposed loan, in
February 1975, the Treasury borrowed funds from the Central Bank in
order to advance credit needed to finance plantings of wheat, maize
and other food crops for the long-rains production season which began
that montli. Funds were on-lent to the Cereals and Sugar Finance

l/ See Annex C for a discussion of the relationship betweea IADP
and this loan,

For the data and analysis required to support the conclusions
of this section, please refer to Appendices A and B,

9/ See II.B.4. for a more complete discussion of the target group.

s
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Corporation (CSFC) which, in turn, is lending these funds to AFC,
KFA and the Cooperative Bank. Tables I and II provide i1llustrative
detail on how funds will be allocated under Parts A and i\ amongs craog,
institutions and types of farmer. While (he twmounts shown T Tl e
I and II express probable allocations, adJuctments amomgr Tust! talfong:.
and crops may be necessary according to demand and inslitulional
capacities. Whatever adjustments are made, A,I.D, funds provided
under the proposed loan will only be reimbursed according to the
proportions shown above with these exceptions: the amount of funds
earmarked for large-farm production (Part A) may be shifted to Parts
B and C; similarly, funds proviced for Part B programs may be shifted
to Part C, These exceptions allow greater allocations to both pro-

gressve und less-progressive small farmers, should this appear desirable.

TAELE I

A,I,D, Agricultural Sector Ioan
Estimated Allocation of Funds
Under Part A - Large Farmer Credit

Allocation

Crop/ U.5.$ 8/

Agency K& Mil, Equiv. Ave, Loan per Ha, Total Ha. Finariced
Wheat

KFA 1.4 3.92 K& 31.2 ($ 8?.40; 44,851

AFC 0.3 B4 KE 31.2 ($ 87.40 9,611
Sub-total 157 5,76 5H,462
Maize

KI'A 0,1 .28 KE 42,65 ($119.4?§ 2,344

AFC 0.6 1,68 KL 42,65 ($119,47 14,060
Sub-total 0.7 1.93 15,306
Grand Total 2.4 6.72 70,868

&/ Average loans per hectare based on costs of purchased inputs
plus transport (Tables I - V, Annex A).
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TABLE II

A.I.D. Agricultural Sector Loan
Estimated Allocation of Funds
Under Part B - Small Farmer Credit

Allocation

Crop/ U.S.$

Agency K& Mil, Equiv. Ave. Loan per Ha. Total Ha. Financed
Wheat

KFA 0.20 .56 Kb 31.2  ($87.40)3/ 6,407
Maize

KFA 0,20 56 Kb 42,65 ($119, 47).5/ 4,687

AFC 0.10 .28 K& 52 ($145, 65 )= 1,922

Coops 0.20 .56 Kb 42.65 ($119.47)8/ 4,687
Sub-total 0.50 1,40 11,296
Passion fruit

Coops 0.03 0,084 K& 89.2 ($249.85)3/ 336
Beans

Coops 0.17  0.476 K& 37.6 ($105.322/ 4,520
Sunflowers a/

Coops 0.30 0.8%4 K& 31.72 ($ 88.85)% 9,454
Sub-total 0,50 1.50 14,310
Grand Total 1,20 3.36 32,013

5/ Average loans per hectare based on costs ¢f purchased inputs
plus transport (Tables I - V, Annex A).

E/ #ssuwes financing of 30 perceat of costs of production
(Table TI, Annex A) because AVr gmall far~er clients
typically request credit both for inputs and some labor.

2. Fart A ~ lLarge Farmer Credit

For purposes of this project, Part A large farmers are defined
according to criteria established by the AFC, i.e., land holdings over
20 acres.

Funds provided under this portion of the program will allow the GOV
to maintain the pool of short-term production credit available to



-16-

these large farmers who habitually employ credit in the production

of wheat and maize. Without such credit, tiie output trom this sui-

sector ot the economy will be badly constrained because of rmreatly

irereased production costs. Unless adequable credil i nmade availablo,
farmers will be required to use less efticicnt tecimiques In thelr
production process or completely forego pla-ing some ol fhoir land

intoe production. In either case, the outceme will be less wheat and
maize produced in Kenya and will result in increased imports of

wheat and maize to Cced the population., The costs of these imports

will weirsen an already critical balance of payments dericit.

A: zhown in Table I, credit for large tfarmers will be channeled
‘hrough the KFA and AFC, Funds were lent by the CSIPC to the KFA at
eight percent.  The loan is secured by KPA's fixed assets. KFA has
used these funds to pay outstanding suppliers' credits and thereby
1as been able to extend larger amounts of inputs on credit than would
otherwise have hecn possible. KPFA has carefully reviewed it 1list of
reguiar oiionts and has selected farmers who have a proven credit
rocord with KFA, who have no outstanding indebtedness with i tlier KFA
or AIC and who market their production to KFA acting as agent lor the
grain marketing boards. To thesce clients KFA may also extend cash
loans Zor land nreparation, labor, harvesting and trangportation
serviceg; nowever, most large farmers already nosses:s elther tiic

:apital or cquipment Tor these purposes. Creait is extended by KFA
for o wwelve-month term at ten percent per annum, To encurc rarmers
do not borrow for the came purposes from botli KFA and ATC, these
organizations periodically compare lists of borrowers,

—

Tur:as recelved by AFC have been uced Lo establich a new credit
progran to supplementc the traditional Guaranteed Minimum Return (@R)
source. Trese funds are being lent by the CSFC to AFC wt ceven anu
a halfi pevcent. AFC on-lends them at ten percent. Under this new
progranr, iarners may borrow up to E0 percent of their production coiutsog
Fowoever, Tor large, efficient farmers credit will prouably be exte:.ded
only tor cost inputs and transport. Loans are secured Dy tho farmers'
titte ceods. They must be repaid within twelve monthi.  Crop incurarcc
o: K.Shs, 350/00 per acre at a cost of K.Shs 5/00 per zcre i alse
avallable, No A.I.D. funds will be provided for crop iacurance, i.ovi-
ever. Thece terms compare very favorably wiin the (MR procram w.oor
whic:. borrowors nay recelve K.Shs., 3%50/00 per acro at = rate

ten perceny per annum. The MR program also allows purchase ol croin
insurance. '

Under the GMR program, AFC acts only as an admindstering az
the CSi AFC does noi hold title deeds for security and is5 ~ot _lable
to CSIC 1or loan repayrnanis. DBecause of the poor repayment recora
under the MR program and because the AFC is liable to repay tne CSFC
for tunds advanced in anticipation of the A.I.D. loan, AFC Brancrh
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Managers have been selectively placing loans under this program with
clients who have established a scild repayment record with AFC, 1In

addition, as with all loans made by AFC rrom its own resources, Uie

AFC will take the borrower's title deed as sceurity tor the loan.

3. Part s = Progrossive Sqall Farmer Credit

'or purposes of this segment o! the program, small commercial
farmers are defined oo those witn land holdings or less tnan 20 acres,
In practice, averase cize olf iand holdings shou-d be w. .1 velow these
levels, As snown on Table II, of the total o7 $3.36 miilion (K.& 1.2
million, earmarked for small farmers, $1,96 wmillion (K.E 700,000) is
allocated to cooperative farmers whose average holding: will be well
below 2C acres.

Thiese portions of the loan supporting AFC and KFA will po to
establ: shed small-Tarner clients who have rocelved sowme form o: credit
trom tiose institutions in the past. Terms and conditions will be the
sanme as vhose described above cr large farmers.

Munds aliocated to the cooperaiive systom have been lent to the

Croperative Bark by ihe CSFC at seven percent per annum.  The Bank

L1 on~1end the unions and socleties at elght percent. They in turn
will lond wo their members at ten percent. Loans will be made to

c5isct societies now producing coffee, pyrethrum, dairy products and
cotton to diversify their production into fwod crops. Loanc will be
made wider the same general terms and condition:.: as those observed
wider e ongoing Couperative Production Credit Scheme (CPC3), i.e.,
loans will be provided for 2 production package and a.l necessary
expenses will be financed; only 25 percent of loang may be given in
cash: and soclelies will accept payment voucher: from suppliers for
the balance; term o! loans will be twelve meniths; loans will he
secured against the Borrower's cash crep; and loanc will bLe rocovered
by deductiorns from paymentc for cropc delivercd to the soniety.

Although these crops will recelve priority consideration, other
food craps may be cconsidered it local conditione irdicate they would
be more appropriate f{or farmers to produce. Alihough no speziiic
restiietions have been set on farm size below 20 acres, typical farm
sizer of members o participating ccoperatllves rangc beiweern
L oapd 20 weres with the majority in thie range ci 4-12 acres,
Crops planned to be produced under the loan are currently maize,
passion frait, sunrlower and Mexican 142 beans.

kL, Part C - Less-Progressive Smail Farmer Service Prograrm

a. Small Farmer Designation

The criterion employed in defining small farmers under
this portion of the program is based upon the net per capita real
ir.come which a farm family receives from its farm. Hence, there ic


http:betw'.ee

-18-

no set size in terms of acreage or resource ownership which is
applicaple for all areas of Kenya because of' the variation in rali-
fall, topography, land use, and cultivation practices in CLhe small
holder sector, The definition is also a funclion of the number ol
persorns supported by the agricultural resources of the farm. The
advantage of this definition is that it 1s based on a single quanti-
fiakle datum which will identify family well being while recognizing
the variations in resource ownership and utilization within a frame-
work ol resource requirements imposed by the physical and social
environment.

In identifying the target group we have set a bottom limit of
$50 per capita potential net farm income and an upper limit of $150,
The lower limit accords with the IHRD minimum per capita income
target in rural areas. The upper level equates to the estimated
average per capita income of urban Africans in Kenya. It is also
the figpure A.I.D. uses as the cut-off point in defining the "poor
majority" and developing countries.

The production packages described in Table III, Annex C, require

a farmer participating in Part C to cultivate between 1.7 and 2 acres,

depending on the crops chosen, Net farm income from the packages
ranges from $132 to $198 It is anticipated most farmer participants
will be able to use two packages which would yleld a potential net
farmer income of $2g4 to $369., Based on an average family size of
six persons, this would yield a potential net per capita income of
between $44 and $66, in the lower range of our target group.

Practically speaking, it will be impossible to exclude from the
Part C program any farmer who wishes to participate and whose land
is adequace for one production package. The goal, however, will be
to attract farmers who have the potential for realizing the minimum
per capita income target. It is not likely the program will attract
farmers who can realize an income level exceeding the $150 per capia

limit, To realize this level of income, such rarmers must use prosressive
techniques and have benefited from information and technology from the

public or private sector,

i/ To obtain this figure, the average per capita income of

Afidcans in the 11 largest towns in Kenya which had a non-
African population of less than 15% in 1969, the latest
year for which data is available, was calculated. This
Znceme level is $152.48. The calcuation for this value

is based upon data contained in the 1974 Statistical
Abstract. The rational behind this income level is that
i*t represents an approximation of the opportunity costs

to a farm family of remaining on the farm. It is probably
a conservative figure due to inflation over the last six
years, however, there i1s no guarantee that the family

could gain employment in the urban areas. For our purposes
1t does provide a reasonable benchmark.

PR

R g S .




L. Propesed Progran

Left to himself, the less-progressive small rarmer faces
a nearly overwheliminy setl of problens in atternpting to enter the
monetary cconcmy in any substantial way., To obtain credit he must
deal with dinotituti no who demand proof oi his nroiu tioc. ability
and may also require his title deed as sceurity -- ar. unacceptable
rick tcr many. Even 1r ne has access o credit, inputs frequently
arc nct readily ascessable or available at the proper itime, due to
the inadequate dictribution networks in small farm areas. Because
the oxiension service focuses on larve {armers, Lo docs not receive
adequat. technical guidance on the use of iivpuss and veoper husbandry.
Lecause established marketing institutvion.. do not cater to lis needs,

he toas rroblens tranoporting and dicpoesing of hio production, and
because ne lacks ilquidity and storagse capabllity Ywe 1o subject to

great price fiuctuallons and sharp trading rracticces in local markets.
Minally, il he works many acres ne hags problens ioding and paying
for labor during planting and harvest timeo,

e orogran proposed under Part C attempt: to address these
problens i a conprehensive manner tipoush the cooperative system
with the assictance of the Ministry of Apriculiure (MOA). The GOK
has chocen ceven target districts in which therce are 17 wunions composed
5§ 205 socieiies with 53,600 members. In Uds sroups of oocleties most
are relaiively weak. Tney provide few cervices to members, nost of
T

o

wnow nrocuce primarily feor consumption with a smail amount oi cash crops
for sale. Given proper assistance, however, theoe farmers could
producce and earn subgstantially more.

-1

n o initiating this progran. the GOK will decima’ ¢ the unions and
soclecies 1 the ooven districts whizn will participat:: in the rirst

vear,  The Ministry of Cooperative Development (MOCD) i1l ther assimn
additional couff 1o assist in improving tiieir maragorent,  When the

program 1y arnounced any farmer will be allowed to apply, '
a cooperative member. Approximately 8,000 rarmers will be ob
the applicants to uttend o short course at 2 Farmer Wrainin Con
sivern, by MOA and MOCD persommel who wi!l provide incirmytior .
recoiniended iechlnclogical packages, the uscos and recponcibititices of

credlt ana in cooperatives. Parti ipatving cocieiice will Drier creud-
if reaquired ror input onurchases elther ircm socliety stores o orivatc

traders. IField personnel of the MOA will assict farmers durlng ‘o
planting, growing and harvest times to encurc propur praciices are
followed. ocietieg, acting as purchasing agente @ or the Maize arnd
Produce Scerd, will provide transport as necded arnu take delivery of
farmers' vroduce. Farmers will be paid immediatcly in cash alter loan
repayments are deducted. As required, additional silorage capacity

for unions and societies will be funded under the program.
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To ensure adequate planning, management and evaluation, the MOA
and MOCD will assian additional perscnnel to turset areas. The loan
will provide foreign exchange for the oorvices of a nrojeet cuperviscor
and ar. cvaiuation team. (The ovaluation plan is described in Section
II.D belew.) Munds are also provided for participant training for
cooperative officizls. Iinally, ten Peace Corps Velunteers will be
assisned at the w.lon level to provide training in budgeting, account~
ing and other aopecis of ranagement,

In summary, tne budget for the irst three yewrs of the Part C
program 1s as follows on Table III.
TABLZE IIT

Part C Summary Budget

Item Cost - $000
roreimn Exchianie Costs
Project Supervision $ 150,0
Evaluation Cu.itract 54,0
Participant Training 178.5
Sub~Total 5 382.5

Locul Currency Operating Costs

Byuiprient and supplies $ 80.0
varmer Trairing 270,0
F.T.C., Stafrl 15.0
Cocp Starf 200,0
Surage Construction 200,0
15%  ontingency 172.5
Sub-Total $ 937.5

Local Currency Credit $ 2,080.0
TOTAL 33,400,

For a morc complete discussion of the Part C program, targez: and
budge s, .ee Annex C.
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C. Impact of the Program

1. National Impact

The programs financed by Part A, B and C of the loan will
have significant direct and indirect effects both on the overall
economy and on individual farmers. These effects will be felt in
the short run (1975), in the medium run (1975/1976 to 1977/1978),
and over cthe longer run.

In the short run, the most significant impact on the economy
as a whole will be through the incremental c¢rop production associated
with Parts A and B. The Kenya shilling counterpart generated by the
dollar proceeds of Parts A and B will finance credit to support the
production of wheat (52 pzrcent of credit funds under Parts A and
B), maize (33 percent), and other food crops (14 percent) for
domestic consumpticn, import-substitution and export. Using the
hectarage figures from Tables I and II above and the incremental
yield figures from Annex A, Tables I and I1 above, Parts A and B will
support ircreased wheat and naize production of approximately 26,000
metric tous and 55,000 metric tons, respectively. At current world
marke:t prices this added production would save $17.0 million in 1/
foreign exchange ($5.8 million for wheat and $11.2 million for maize).=
On the alternative assumption that the credit supports wheat production
on land previously taken out of production (rather than intensification
of production on existing hectarages), the incremental production for
wheat would be 106,000 metric tons, which would save about $23.5
million in foreign exchange, ior a tctal foreign exchange saving
(wheat and maize) of $34.7 million. If all of the incremental maize
production were available for export, it would earn about $6 million
at current world prices. Thus the range of possible foreign exchange
savings anJd earnings for wheat and maize production support under the
loan 1is rcughly $12 million (26,000 MT additional wheat output, all
maize exporced) to $35 million (106,000 MT additional wheat output,
all maize for import substitution).

No attempt has been made to calculate a rate of return to the
economy for the program. However, the unweighed average of the
incremental benefit/cost ratios for production supported by Parts A
and B is 2.6:1, with a range of from 2.5:1 for sunflower and passion
fruit to 3.0:1 for beans {see Annex A, Tables I-V). The benefit/cost
ratios for the production packages included in Part C range from
2.10:1 for maize/sunflower to 3.2:1 for maize/groundnuts (See Annex
C). The weighted average of the incremental benefit/cost ratios
for Parts A and B if wheat and maize are valued at world market
prices is 4.14:1.

1/ Based on the late April 1975 prices c.i.f. Mombasa of $224.50
per metric ton for U.S. No. 2 hard red winter wheat and $205.000
per metric ton for U.S. No. 3 yellow corn. The corresponding
U.S. f.o.b. prices are $134.000 for wheat and $115.50 for maize.
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Since the credit made available by the GOK to the intermediate
credit institutinns under Parts A and B is to be repayed within
eighteen months from February 1975, the funds will be available for
reprogramming by September 1976 (although some of the funds may
actually be available sooner). While no effort has been made to
designate programs for which loan reflows might be used, the GOK
has agreed in principle tkat programs directed at small farmers
will receive first prioricy in allocations of the funds. The funds
could be rllccated to the program financed under Part C of the loan
(to permit more rapid expansion of that program, if feasible), to
other smallholder credit programs, or to smallholder programs
financed under the GOK FY 1976 budget. To the extent that the loan
reflows are allocated to credit programs, further reflows will be
available in subsequent periods. Thus over the medium run at least
the full amount of the credit under Parts A and B ($10.1 million),
plus interest will be available for reprogramming to supplement
domestic resourczs for the support of agricultural production programs.

For the progrum's likely iwpact on the environment, see Annex F.

2., Inpzxct on Farmers

The credit provided under Part A of the loan will be utilized
by a relatively small number of farmers - probably about 1,500 - with
holdings nf over 20 acres (8 hectares); based on GOK projections, the
average area of wheat or maize production financed would be 124 acres
for wheat and 65 acres for maize. TDart B will benefit a much larger
nunber of snall progressive farmers with holdings under 8 hectares.
The number 1s difficult to estimate, but if the average area devoted
to the crops to be financed under Part B is 3 hectares, then Part B
would reach about 10,000 small farmers. The program for less-progressive
farmers finaaced under Part € is designed to reach 7,800 new farmers
in cach of three years, so that the number of farmers benefiting will
increase from 7,800 in 1975/1976 to about 24,000 in 1977/1978. The
latter figure would be equivalent to about half the coop members in
the seven districts or nearly 20 percent of all farm families in those
areas. As noted in Section III.B.4 above, the Part C program would
permit farmers who now produce primarily for subsistence to increase
their net farm incomes by up to $400, or about $65 per capita assuming
a family sizc of 6.

Over the long run, of course, the Part C program (and to some
extent the Part B program) will affect a much larger group of farmers
through incrzasing the GOK': capacity to mount programs reaching
smallholders. Both Part B and Part C of the loan support programs
will provide information and experience leading to improved pregram
planning and implementation, while Part C in particular will help to
stsengthen the institutions oriented toward assisting the small farmer.
It should also be nozed that the availability of credit reflows from
Parts A and B beginning in mid-1976 will provide an additional means
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of reaching a large number or smail farmers, either Uuoush supporl
for smallholder credit programs or non-credit programs frinanced
through the GOK budiet. Assuming ouly one round of additiocnal
experdliures cn cmallholder programs from credit reflows thie propor-
don ~i the funds cpont on small Carmers would rise from one-halrl
o more than two-thirds, counting only +*ihe dire i impact o! iiw
Tund.s,  Thus the lean will benefit o totas of about 35,000

Droglre. CLVe and lesu-progrescslive Tarmers initially, and will
probably benefit a cubstantially larger number subsequently

throughy thre use ol rerlows [rom Parts A and B and thrcugh the
ultimate Zapact ot the Part C program on the capacity of Kenyan
institutions to provide access to relevant services for small
rfarner..

~+

D. Progran Implemcntation, Procurement, Financing, and Evaluaztion

1. Inmplementation

Parts A and B o the loan will fund $10.1 million (X.& 3.0
million) for seasonal crop production credit. It is cxpected that these
funds wilil be fully disbursed within twelve months alter signing of
the Loan Agreement. The loan will be nuthorized in Jre 1975 and
the Loan Agreement negotiated and signed by July 15, 1975. Condi-
tions Przcedent to disbursement should be satisfied by July Z2i.

An initial disbursement may be nade for Parts A and B immediately
therealter based on a reimbursement request submitted by the GOK
repor.i: ;. the amounts, numbers and lypes ol loans approvad., There-
after, disbursements will be made quarterly apgainct reporis of loans
approved, based on the following pla:ned dicbursement pattern:

September,15, 1975 $ 5.0 million
December 15, 1675 2.8 million
March 15, 1976 1.4 million
June 15, 1976 0.3 million

Part C or the loan will have a thrce-ycar disbursement period
over riscal years 1975/76, 1976/77 and 1977/78. Conditions Precedert
to the dicbursement for Part C activities should be met by July 3.,
1975, A.T.D. will make quarterly reimburscrmerts to the GOK for loca
costs basad on reports of disbursements against budget line items.
Toreipgn exchange costs for technical assistunce will be administered
by A.7.D. A.I.D. will contract for technical assistance personnel on
behalr of the GOK and arrange for disbursementc direcctly to contractors
using standard procadures. Participant training will be arranged
directly by A.T.D. 1/

i/ For more detall on Part C implementation see Annex C,
Section E.
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The disbursement pattern for Part C is as follows:
TABLE IV

Part C Disbursement Pattern

Year
($000)
Purpose 1975/76 1976/77 1977/78
Technical Assistance $ 68.0 $ 68.0 $ 68.0
Participant Training 59.5 59.5 59.5
Other Administration and
Development 326.5 305.5 305.5
Credit 702.0 1,378.0 -1/
$1,156.0 $1,811.0 $ 433.0

1/ The program will assist 7,800 new participants each year.
Taking into account normal attrition, credit needs for
years 1975/76 and 1976/77 should be covered. Beginning in
yvear 1977/78, reflows from Parts A and B will be applied
to meet credit requirements for new participants.

The GOK contribution to this program shall be $4.5 million (K.Shs.
32,130,000) disbursed for 1975 advances under the GMR program for maize
and wheat production.

2. Procurement

The purpose of this loan is to provide credit funds to assist
the GOK in meeting its urgent objective of maintaining food crop pro-
duction in 1975. The bulk of the funds provided under the loan will
be used to procure from Kenya sources fertilizer and other agricultural
chemicals marufactured or produced in Code 935 countries. Loans made
to farmers and financed on a reimbursement basis under Parts A and B
have been utilized almost entirely from the lccal procurement of
agricultural inputs for application during the planting season ex-
tending from February 1975 to July 1975. It is anticipated that
approximately $700,000 of the agricultural credit funds under Part C
will finance farmer procurement of fertilizer and chemicals for the
December 197f5-January 1976 planting season. All of these agricul-
tural inputs which will be used in the 1975 and 1976 seasons are in
Kenya or in the procurement pipeline and are almost entirely of local
source but manufactured or produced in Code 935 countries. In addi-
tion, only small amounts of fertilizer and chemicals manufactured or
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produced in Code 941 countries will be available in Kenya for the
December 1977-January 1978 planting season for which the remaining
$1,380,000 of Part C agricultural credit funds will be disbursed.
It is crucial, therefore, for the implementation of the agricul-
tural credit activities and the attainment of the purpose of the
loan that no restriction be placed on farmers' local purchase of
fertilizer and chemicals which were manufactured or produced in
Code 935 countries.

Inasmuch as the source of all fertilizer and chemicals procured
by farmers is Kenya, there is no source problem regarding use of
local currencies under the loan. However, because most of the
inputs being purchased are manufactured or produced in Code 935
countries, it must be determined that loan funds may be used to
finance their purchase. There are a number of arguments which
support such a determination.

First, in the case of the Kenya loan approximately $11.0 million

of the 512.3 million estimated to be used for credit will be spent
in Kenya or. fertilizer procured during the time the Administrator's
authorization to permit worldwide (Code 899) fertilizer procurement
was in effect. This authorization in effect determined that suffi-
cient fertilizer for worldwide needs was not available from the U.S.
and Code 941 countries after April 24, 1974 as evidenced by the
"Fertilizer Procurement Policy Statement for FY 1974-75".

Second, in Kenya as in much of Africa, A.I.D. faces serious problems
in genearating local currency through commodity import programs. In
1974, Kenyan imports from the U.S. did not exceed $45 million (in-
cluding a U.S. grain purchase of about $10 million). Of ttis

amount it is likely that not more than one third was eligible for
AID Program Loan fimancing. As a result of its increasingly serious
balance of payments position, the level «. 1975-76 Kenyan imports
from the U.S. probably will decline. 1In addition to the relatively
low level cf U.S. commercial trading to Kenya, in the past commer-
cial import practices in Xenya have not accommodated AID program
lending; and the 1973 Kenya Program Loan of $10 million was not
workable in Lthe context of financing a variety of eligible cummer-
cial imports. If A.I.D. were again to try to generate local currencies
under a commodity import program, it will be impossible to assist the
GOK in meeting its critical need to maintain grain production levels
in 1975. It z2lso undoubtedly would constrain the development of the
proposed local currency funded small farmer production program, and
possibly force us to defer nu:w programs until new approaches and
procedures could be worked out.

Third, many thousands of purchase transactions will take place using
credit extended under the loan. Neither A.I.D. nor the Government
of Kenya have the ability to police such purchasing to determine
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where the commodity is manufactured or produced and it would not
be economically or administratively feasible to attempt to set up
such a mc-itoring program. For these re~sons the loan authoriza-
tion will approve use of credit funds provided under the loan to
procure locally fertilizers and other agricultural chemicals which
were manufactured or produced in Code 935 countries.

Under Parst C small motorcvcles will be provided for Peace Corps
Volunteers acs. gned to participating cocperative unions. This
will enable them to provide technical assistance to the management
of primary cooperative societies participating in the program.
There are ro J.S. - made motorcycles in the 90 cc. category,

which is the type most suited for cperation on rural roads in
Kenya. Additicnally, spare parts service and maintenance facili-
tiec fcr U.S.-made motorcycles are not available in Kenya.
Therefrre, (1) special circumstances exist justification waiver

of Section »36(i) of the FAA of 1961, as amended, and (2) there

is a reascrizkle basis for waiver of source/origin from AID Geo-
graphic Coda 941 and Kenya to Code 935.

With respect to procurement of items other than fertilizer, other
chemicals and motorcycles the aggregate value of all Code 935 off-
shelf procurcment will be limited to $100,000 and the invoice value
of single trarsactions will be limited to $2,500.

3. Pinancing

The GOK will make provision for Parts A and B of the loan
in its 1975/76 budget estimates. For Parts A and B, participating
tredit agencies hava received advances from the Central Bank loan
through the CSFC and are approving loans to farmers. Immediately
after loan signing, they will submit reports of loans advanced to
the Treasury which will submit a reimbursement request to A.I.D.
Reimbursement from A.XI.D. will be paid by the Treasury to the
Central Bark to discharge its debt. As participating credit agencies
ccllect outstanding loans, they will repay their CSFC loans. Princi-
pal and interest amounts repaid will be deposited in a special account
and jointly reprogrammed by the GOX and A.I.D. for uses within the

agriculture sector, with priority to bc given to small farmer programs.
These funds and any credit rollovers within the special account will be

subject to joint reprogramming for as long as AID and the GOK agree.

The GOK wili also make provisions for Part C of the loan in
its Fiscal Years 1975,/76, 1276/77 and 1977/78 budget estimates. Under
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Part C, A, I.D., will reimburse the Ministry of Agriculture and the
Ministry of Cooperative Development on the basis of quarterly
reimbur.cment requests from the Ministry of Finance and Planning.

For credit requirements under the program, the Ministry of Coopera-
tive Development will advance funds to the Cooperative Bank for
on=lending to coopecrative unions and societies. Principal and
interest repayments will be deposited in a special account and

will be used only for future support of Part C programs. In addition,
in prograrming reflows from Parts A and B, first priority will be
given to additional requirements for Part C programs.

4, Evaluaticn

Parte A and B of the program will be evaluated on a different
basis from Part C. With respect to Parts A and B, an evaluation will
be conduzted by A.I.D. in August-September 1976. This evaluation
will be based on data submitted with reimbursement requests (i.e.,
number, sizes and purposes of loans made by institutions and
catepory =f farmer), on productinn Jdata gathered by the Ministry
of Agricu!ture and on repayment data gathered from the participating
credit agencies. The evaluation will attempt to draw conclusions on
tne Institutional <ompetences of the respective agencenre:s, the charac e
istics of their clientele and their repayment cxperiences. It will
alsu attempt to iaentify special problems in rex-hing small tarmers,
1o draw conclusions on Kenya's overall seasonal crop production credit
requiremcnts and estimate marginal production generated by the loan.

Y3

&

The success of Part C of the loan will be Jjudged by the extent
to widien 1t strengthons the ability ol GOK institutions o deliver
proauctiorn and marketing services to marminal farmer:. The meacurc
o this success will be increased production and income by participat-
ing farmers. Development of specific monitoring and evaluation pro-
cedures as part of the program plan is a Condition Precedent to any
disbursenent under the loan. The Loan Agreement also inecludes
covenants recoudiring annual evaiuations and incorporaticn of evaluation
results into on-going: and planned small-farmer programs.

A¢ currently cnvisaged, Part C oi the loan willi fund a short
semn (oix weeks) consultant contract to prepare o ronltoring and
cvaluation olarn belore thie program gcto widerway. Tne plarn will
specity tne objectives of the evaluaction, analytical techniques to
pe erployed, and data requirements., Responsibilities of each
participating organization will be identified acz will ke their
speciiic data gathering requirements. Systems and procedures I'or
data ;athering and processing will be planned. All of thHs work must:
be corpleted and approved prior to selection of the first group of
participating farmers. The farmer training courses will be used as
a major means ot data generation. The contractor will train farmer
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training course instructors in the use of survey torms and In Jdata
collectlon methods, Ho will also acsist In the iirst tralndng
sessions where base line data 1s to be gathered {rom participaling
farmerz. At the end of the first year of the program and prior to
reement of recrudtment and training of the second sroup of
farmers, the contractor will returm to Kenya for a month-long
evaluation in whdich GOK and A.I.D. persornel will participate.
Based on iindings ol the evaluation program, modifications will be
made or the scoond year's program.  Similar evaluatiors will e
conducted at the end c¢f the secona and third years.

5. loan Conditions and Covenants

The loan agreement contains four conditions precedent to
disbursement of funds for any part of the loan. Three of these are
standard: 1) a GOK Attorney General's opinion that the loan agreement
is a legally binding document, 2) speciman signatures of authorized
GOK representatives and 3) evidence of the source and availability
of the GOK contribution. The fourth CP requires that a detailed
plan for Part C activities from June 30, 1975 to June 30, 1978 be
mutually agreed upon between the GOK and A.I.D. The plan must
include plans for administration and evaluation of Part C activities.
The purpose of this last CP 1s to ensure full understanding of and
agreement on all aspects of the project as well as its timely
initiaticn.

In addition to these CPs, the loan contains a number of
covenants, warranties and undertakings. Two are of particular
importance. First, the GOK agrees to deposit all principal and
interest r2payments of seasonal production credit loans in a special
account for joint reprogramming by the GOK and A.I.D. The loan
agreement or implementation letter wili specify that in reprogramming
these funds first priority will be given to programs assisting less
progressive small farmers and to any additional requirements of the
Part C program. This covenant will be in effect for initial
repayments and any credit rollovers for as long as AID and the GOK
agree, and will ensure, insofar as 1s possible, that all loan funds
will ultimately benefit the rural poor of Kenya.

The second covenant with special significance in terms of
future A.T.D. and GOK involvement in programs affecting less
progressive small farmers calls for a comprehensive annual joint
evaluation of loar. activities coupled with GOK agreement to
incorporate evaluation results into existing or planned programs
directed at small farmers. Inasmuch as Part C of the loan is one
of the first comprehensive and extensive small farmer food crop
production programs undertaken in Kenya, evaluation findings
should be extremely important in guiding future efforts in this
area.
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In negotiating its planned 1975 $30.0 program loan to Kenya,
the World Bank has negotiated a number of very significant
agreements to promote accelerated agricultural development which
AID supnorts. A.I.D. has discussed these fully with the GOK,
which understands these are an important framework for the AID
assistance, although these agreements will not be specific
conditions of the AID loan.

First, the Government has agreed to substantially strengthen
the planning and implementation capacity of the Ministry of
Agriculture. This will require priority development of new projects
and increases in local and expatriate staff. A.I.D. plans to
support tnis initiative by providing funding for four agricultural
planning officers in the reorganized planning unit of the Ministry.
Second, the GOK has agreed to substantially increase the development
budget for the agricultural sector. As noted in Part I. B. 2.a.
above, Ministry of Agriculture development budget expenditures feor
the years FY 1975-78 will inrrease from the original 1974-78 Develop-
ment Plan figure of k59.0 (3165 million) to %198.4 ($275.5 million),
an 1ncrease of 66.8 percent. In addition, allocations for labor
intensive rural and secondary road construction have been greatly
increased and these categories will receive over 44 percent of all
road construction funds for the period FY 1976-78. Third, the
GOK has agreed on the importance of maintaining cost/price
incentives for agricultural production. As noted in Part I.B.2.b.
above, in January 1975 the Government took steps to significantly
raise basic grain prices and has further agreed to keep prices
under review in iight of the cost of inputs and changes in income
earned in other sectors.
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ANNEX A

Kenya's Agricultural Sector

A. Introduction

The following is a selective treatment of the Kenya agricultural
sector. Generally only those elements which affect or are affected by
the Agricultural Sector Loen are treated in any depth. For a more com-
prehensive discussion the reader is referred to the 1974 Kenya Development
Assistance Plan (DAP), the 1973 IBRD Kenya Azricultural Sector Survey and
the 1972 ILO/UNDP Report, Employment, Incomes and Ejuality.

B. Role of Agriculture in the Kenyan Economy

While agriculture has declined in relative importance as Kenya's economy
has expanded t is still the dominant sector by almost any measure, Agriculture
nrovides a livelinood for approximately 85 percent of the population and out-
side oi "services" is the largest wage employer., In 1973, agriculture
{including subsistence production but excluding forestry and fiching) nrovided
approximately 32 percent of GDP, (in constant prices) down from 38 percent in
396k but still almost double the contribution ¢f the second leading scctor,
government services, and near.y triple the value added by the manufacturing
sector, Of agriculture's output approximately one-half is in the monetary
sector, Although there is variation from year to year (due in large part to
variations in weather and fluctuating international commodity price levels),
agricultural exports--primarily coffee, tea, meat products, sisal and pyrethrum--
account for ©0-70 percent by value of total commodity exports.

Over the past decade the sector's performance has been fairly good. The
averag: real growth rate of the monetary sector of agriculture during the
period 19€64-1973 was 6,0 percent; non-monetary sector output grew somewhat
more slowly (3.7 percent), giving an cverall growth rate of about 4.7 percent.
Th.s compares with the overall real JDP growth rate of about 6.8 percent per
annum durirg the came period. In 1973 the agricultural sector recorded a
real growth rate of 5.0 percent with the monetary portion rising 7.5 percent.
Tor 1974 overall growth rates are not yet available but marketed production
in current prices grew 14.6 percent over 1973. Smallholders normally provide
a little cver half of the marketed production as well as nearly all the
production not entering the monetary sector, Thus, smallholders produce
rouginly 75 percent of the agricultural contribution to GDP.

C. GOK Agricultural Sector Development Plans and Policies

Unt!l recently the GOK's agricultural development strateg; was largely
based on production of cash crops for market, primarily export, The large
farm sub-sector was reduced under various settlement and land reallocation
schemes but not so fast as to cause substantial production declines., Large
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numbers of smallholders were made active participants in the market economy
through the development of smallholder cash crop production programs, In
gereral this strategy was successful; the growth in marketed smallhelder
production n=urly doubled in value terms from 1966-197%. However, this
strate;sy has also led to wlde variations in the value of marketings (and
incomzs) between similar climatic and ecological areas reflecting the time
of entry and opportunity for entry into production of the specific crops.,
Market weaknesses for traditional exports further reduce the feasibility of
continuing this strategy as a long-run basis for development,

The cash crops for export strategy was only one component of an implicit
GOK policy of taxing agriculture, either directly or indirectly, and utilizing
these resources for the development of other sectors. In many respects, the
agricultural sector was left to take care of itself, This was particularly
true of smellhclders not producing export crops. Allocations of GOK resources
reflected this relative neglect of agriculture as the Ministry of Agriculture
received only a small portion of the development budget.

More recently a shift in attitudes toward agricilture has taken place.
The GOK has realized that the agricultural sector in the coming decade must:
1) provide a source of employment for about 79 percent of the additional labor
entering the market; 2) provide fcod for a population growing at about 3.5
percent per annum and an even more rapidly growing urban sector; 3) provide
raw materials to support the projected 10.2 percent growth in manufacturing
output; and 4) provide a means of addressing the income distribution and other
equity problems which confront the nation.

The goals FTor the agricultural sector contained in the 1974-1978 Develop-
ment Plan may bte summarized as follows.

1., To achieve an annual sector growth rate of 5.2 percent in constant
prices during 1974-1978;

2. To achieve a growth in marketed production of 6.7 percent per annum;
3. To improve the distribution of rural income by obtaining a significant
increase in the proportion of farmers who obtain a cash income from

their land;

4. To devise methods of developing the less favored areas and to promote
a more even development among the different areas of the country;

5 To increase the opportunities for employment in the agricultural sector;
6. To improve standards of nutrition in the rural areas;

7. To increase agricultural exports;

8. To complete the Xenyanization of large-scale mixed farms ahd to

make significant progress towards Kenyanization of ranches and
plantaticns.,
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The strategy to achieve the sector goals 1s based on an increase in
the rate of public development expenditure in the sector from $33.8 million
in 1973/1974 to $66.6 million in 1977/1978 total development Expenditures
over the Plan period would be $252.7 million, as compared to actual e:pendi-
tures of $79.9 million during the previous plan period, l/ Similarly,
recurrent experditures for the Plan period (1973/1974 - 1977/1978) were to
increase to 32C3%.5 million, as against $125.6 million during the 1)68,1969 -
1972/197% period; the detailed recurrent expenditures projection under the
newly revised budget for the Plan period are not yet available,

The major emphasis according to the Plan will be on more intensive land
use with the highest priority in the expenditure of funds given to programs
aimed at hclping large numbers of small farmers in smallholder areas to
intensify production., In the high to medium potential areas hybrid maize,
pyrethrum, horticultural crops, sugar and dairy products will be emphasized.
For medium pciential and marginal cropping areas emphasis will be placed on
developingz crop varieties and cultural practices for alternative crops such
ac pulces, oilseeds and sorghum, Livestock development in low pocential
and semi-aric areas will be continued on an expanded scale. More intensive
tand use will ali‘io be encouraged through land adjudication and registration,
through new settlement schemes and through the continuing sub-division of
large-ccale farmer into smallholder units. Large farms will be maintained
intact only as required to provide sufficient supplics of cetain products
such as wheat, hybrid maize seed and breeding herds of livestock, which
can be produced best on a large scale basis., Irrigation and soil conserva-
tion are alsc scheduled to receive additional emphasis,

Final components of the overall strategy will be to overhaul agricul-
tural marketing and pricing policies to provide production incentives and
to increase tine capabilities and efficiency of the many statutory boards
and corporations in providing services which will facilitate and encourage
production.

D. Agricuitural Pricing

In the three publications cited in Section A above the pricing structure
facing the Kenvan producer was identified as a critical problem., An over=-
valued currency and low interest rates leading to undervalued capital, low
produce prices, and high input prices were combining to reduce production
incentives and investment in agriculture,

More recently the situation has dramatically changed. Since the Kenyan
shilling is tied to the U.S. dollar, the continued decline in the dollar
vis-a-vis a number of world currencies has in effect devalued the shilling,
Interest rates have also been increased to 10-12 percent from roughly 8 per-
cent. Produce» prices for major crops (maize, wheat, etc,) have been raised

1/ The recently released Sessional Paper No. 4 of 1975 provides for additional

development budget increases of approximately $28 million between 1974/1975
and 1977/1978.
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substantially to near current world market levels, The January 1975 price
hikes brought maize to Ksh., 722 ($10l) per metric ton compared to Ksh.

44k ($62) in 1974 and Ksh, 389 ($55)in 1973- wheat to Ksh. 1111 ($146)

per metric ton or 4% percent nigher than 1974 and 89 percent higher than
1973 prices; and sugar cane to Ksh. 90 ($12,60) per metric ton compared

o Keh, 0 743.49) in 1974 and Ksh. 20 ($7.00) in 1973. Prices were also
raiscd for milk and rice while prices for beef animals were decontrolled,
Por cacii crops, such as wffee, tea and pyrethrum, prices have remained

at rimucrative levels,

flithouct input prices have not been reduced and nave actually increased,
it appears that the terms of trade between the amricultural sector and the
remaindeir of the cconomy have begun to shift in agriculture's favor. A
rough a,ricultiural price irdex based on farm prices and quantitics marketed
of 10 crops and a farmer consumer price index adapted from the Nairobi
Price Irdex tor Low Income Groups shows an improvement in the terms of trade
of about Z* perceni from 197%/1974. The new 1975 pricec for agricultural
producte indicate an additional shift in agriculture's favor.

Taken topether the above changes have resulted 1n supstantial improve-
ment in the pricing situation for farmers; i,e,, price incentives previously
lacking are now available, particularly for small farmers less seriously
arfected by increased input prices. Further evidence of adeguate returns
for the prodicer is provided by the farm level analyses cont .ined in
Section L of tkis annex,

B. Manpower, Planning and Management

Ons of the more cerious problems which confronts the sector is a
quantitative and qualitative shortage of manpower (also discussed in an
institutional context in the following section). A GOK marpowesr survey
projected 1978 deficits of agronomlsts, semi-professional agronomists,
agricultural instructors/extension workers and other agricultural workers.
A particular problem identified by the IBRD Agricultural Secctor Survey is
the shortage of women extension workers,

Perhaps of greater severity than the quantitative shorttall is the
qualitative problem, Evaluation materials on nearly every project mentions
the need for greater planning and administrative skills. The presence cf
technical assistance personnel in various administrative posts indicates
that the shortage of Kenyan staff with these skills 1s even more serious,
Planning i1s a particular limitation., In general, detailed, implementation-
ready plans l'or new projects and programs are not available,
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The results of this situation are poorly planred projects, a lack
of new, innovative proJjects, some difficulty in staffing up new projects
and a slow rate of implementation, The implication is that outside
assistance is vital in planning new activities which must be phased in
very slowly so they do not over-tax existing manpower and administrative/
implementation capabilities, It is also clear that operational rather than
advisory personnel are neecded and that training, both on-the-job and in
the classroom, is required,

F, Institutions in the Sector

The Following do-s not describe all the institutions and organizations
that are aclive in the agricultural sector., Only those which will play a
key role ir. implementing the Agricultural Sector Loan are included,

1. The Ministry of Agriculture

The: largest organization with the most pervasive responsibilities
in the Agricultural Sector is the Ministry of Agriculture (MOA). Total
Ministry staff totals about 14,000 in the following seven divisions:

Crop Researrh, Crop Production, Land and Farm Management, Animal Producticn,
Range Management and Livestock Marketing, Veterinary Services and Economic
Planning. The Ministry alco has a supervisory function relative to eighteen
boards, authorities, commisslons and corporations active in the sector,

Thr activities of the Crop Production and l.and ar.d Farm Management
Divisions are particularly relevant to the sector loan., The Agricultural
Extersion Zervice, employing over 6,000 people, comes undecr the Crop
Production Division. In general, the service has operated with limited
effectiveness, The reasons for this may be broadly grouped into three
catepories: 1) staff capabllity, motivation and mobility; 2) extension
approach; and %) lack of coordination, Particularly at the lower or
farmer contact levels, extension staff have been inadequately trained and
lack the required technical knowledge. Also, the salary lev-:1lc and pro-
motion system provid: little incentive to do more than the minimum, Finally,
the lack of staff mobility and general logistical support prevents the
staff from making contacts.

The extension approach in the past has been to concentrate on
individual contact with large progressive farmers, largely to the exclusion
of smaller, less progressive farmers. Research in Western Province indicated
that 10 percent of the farmers judged as progressive received 57 percent
of all extension visits. Similarly, women farmers (the major producers
of food crops) have largely been left out of agricultural extension efforts.
A few years ago it was deliberate policy not to give advice to women farmers.
Today there are still very few women agricultural extension agents. Finally,
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the extension advice offered has not been coordinated or integrated with
a delivery system for inputs, credit and marketing. Thus the farmers'
opportunity to use "advice" has often been curtailed.

Iimproving the overall effectiveness of the extension service will
require better training of extension personnel, greater emphasils on mass
extension techniques almed at small farmers, provision for greater staff
mobility, the development of staff incentives and the development of
1rtcgrated programs combining extension with credit, marketing, inputs, ete,

Te Land and Farm Management Division coordinates technical matters
relating o land and farm management and agricultural credit. In this
role the Division collects data from farmers and prepares costs of production
estinates used in calculating credit requirements for various crops.
Normally more data has been collected tnan used with the greatest zhare of
attention paid to larger farmers, The Division needs to increase its small
farmer focus and pay particular attention to collecting data needed for
planning.

2. The Agricultural Finance Corporation

The Agricultural Finance Corporation (AFC) is a statutory boad
established by the GOK in 1963, It lends to large and small farmers, to
public and private corporations, to local anthorities, and to individuals
serving the agricultural sector (e.g., private tiactor hire services),
Ir. 1972, o5 percent of AFPC's loans ($3%.6 million) went to 2,500 large
farmers and 17 perczent were for 14,500 small farmers, The AFC has 33
brancli orfices in rural Kenya, and in 1973% had 120 t'ield staftf, Farmers
must go to a branch offi:e to obtain & loan application (sold to farmers
for Ksh, 10 - $1.40 - each), and until recently, the loan application had
to pe sent to Nairobi for approval. Currently, AFC is experimenting with
allowing local approval of loans by some brancnes,

All accounting is done in Nalrobi and farmers complain that they
often wait months between the time they sell their crop and the time that
AFC notifies KWA how much to deduct., In districts where the Kenya Farmers'
Associativn (K¥A) is not a crop buyer, AFC has no way of recovering loans
through doductions from ~rops sold. Although land deeds are generally used
as secu:rity ror loans, the AFC is extremely reluctant in practice to forcloese,
Arrearages have been a problem, In 1971, 49 percent of small farm loans
were 1n arrears for over a year and 23 percent were in arrears for two
years or more, The loan repayments record has improved recently, but
the default rate is probably still at least 20 percent for small farmer

loans.
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Some progress has been made in simplifying AFC loan torms.
In February 1975, AFC replaced the old eight-page form with a two-page
form (one filled out by the farmer and one page filled out by the AFC
tranch ofticer), 1In 1975, AFC also reduced the minimum loan from Ksh.
1,000 ($140) to Ksh. 500 ($70).

The AFC also administers for the Cereals and Sugar Finance
Corporation (CSFC), the Guaranteed Minimum Return (GMR) program, This
program, also known as the Minimum Financial Return (MFR) program, was
begun in 1042 to stimulate production by large expatriate farmers.

In subsequent years it has been extended to ail farmers growing at least
20 acres of either wheat or hybrid maize., The program provides ceasonal
credit, which was raised from Ksh. 250 ($35; to Ksh. 350 ($49) per acre
in February 1975, plus a crop insurance element (costing Ksh. 5. or
$0.70 per acre in premiums)., Most GMR loans are collected for the AFC
by the Kenya Farmers' Association.

3. Kenya Farmers' Association

The Kenya Farmers' Association (KFA) was founded in 1915 by
settlers as a cooperative for the purchase of agricultural inputs.
Currently, <the 2,500-member organization operates on a countrywide basis
selling several thousand items used by farmers, The KFA purchases maize
and wheat and several other crops in its role as buying agent for the
Maize ard Produce Board (MPB) in the Rift Valley and for the Wheat Board
throughout Kenya. .lthough it is a cooperative, it is commonly considered
outside tne mainstream of the cooperative movement i Kenya because 1t
provides only limited services to small farmers. While it is true that
originally KFA membership was open only to farmers with 100 acres or more,
the minimum acreage (o be eligible for menbership was reduced to 20 acres
in 19659, an acreage that might include small farmers in some districts.
While KFA do~s not extend credit to non-members, it does cerve small
farmers not eligibli: for membership, selling them inputs directly, or
through its stockists on a cash basis. (A stockist is a store or other
outlet selling one «r more agricultural inputs). In many areas the KFA
slockist is the major source of farm inputs used by small farmers,

4, Cooperatives

In 1974 there were about 1,060 active societies in Kenya with
an estimated membership of 450,000 people, About 600 of these are
agricultural socileties.

Primary cooperative societies market nearly 90 percent of Kenya's
pyrethrum, 75 percent of cotton lint, 50 percent of coffee, and 30 percent
of sugar cane and milk, Besides collecting, processing, and transporting
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farmers' produce, many marketing societies supply farm inputs and seasonal
credit (almost exclusively for the foregoing commodities)., The primary
marketing societies are supported by 36 district cooperative unions

which provide such centralized services as bookkeeping, transport,
storage, and credit and savings facilities. Complementing this basic
organization of primary societies and unicns are four former white settler
farmer organizations. These countrywide cooperatives include the Kenya
Cooperative Creameries Ltd., Kenya Planters Cooperative Union, the
Horticultural Cooperative Union, and the Kenya Farmers' Asscciation Ltd.,
which is involved in marketing farm produce and supplying farm inputs,

e apex orgenization of all the cooperatives it the Kenya
National HYederation of Cooperatives (KNiC) while the Cooperative Bank of
Kenya Ltd. serves as banker for the Cooperative Movement. The Cooperative
Barkk I'inances cooperative socleties and provides an outlet for societies'
funds and membership savings. Loans are extended to unions which in
turn lend to societies for on-lending to members.

The Ministry of Cooperative Development performs many functions
which would otherwise rest with the KNFC. This institution oversees
and regulates activities at all levels in the Cooperative Movement,

5 The Maize and Produce Board

e

The Maize and Produce Board (MPB) is a statutory body established
in 1966, 1t is governed by a Board of Directors which includes represen-
tatives rrom both the Government and the prilvate sector. The MPB has
monopoly cuntrol over the movement of maize betwecn districts (including
export); as well as over a large number of minor crops such as beans,
cashew nutse, ~roundnuts, millet, paddy rice, sorghum and sunflower,

The MPB buvs and sells these commodities (except exports) at prices
fixed by gcvernment. To carry out 1ts responsibilities, the MPB employs
a.staff of oser 700 and operates about 35 buylng and storage depots.,
Storage capaclty undcr MPB control exceeds 450,000 metric tons. In 1973
purchases of the MPB totalled over $32 million.

Criticisms can be levied against the Board for its lack of
interest and ability to purchase small quantities (i.e., less than a full
90-kilogram bag of any produce), the relatively small number of buying
depots, and inefficiency. The IBRD has recommended that the Board be
relieved of its monopoly role in maize marketing in an effort to reduce
costs,
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6. Commer:ial Banks

Four of the eleven commerclal banks operating in Kenya -- Kenya
Commercial Bank, Barclays Bank International, the Standard Bank and the
Cooperative Bark of Kenya (CBK)-- are involved in significant agricultural
lending. The first three of these have been established in Kenya for m 7
vears and are linked with British overseas banking groups. The Cooperative
Bank of Kenya (CBK) was established in 1969 to meet the needs of coopera-
+lve societies and to support the government's efforts to strengthen the
cooperative movement in Kenya. In thls role the CEK does not accept
deposits from nor make loans to individuals, It deals only with coopera-
tive unions and societies providing short and medium term credit (up to 5

years).

From 1962 to 1973 commercial bank agricultural loans, normally at
rates above those charged by government agricultural credit institutione,
ranged from 9.3 to 13,2 percent of credit extended by commercial banks. As
of' September, 1974 the amount outstanding totalled $56.4 million or about
10 percent of credit extended. Land is usually taken as security and most
louns are of less than 18 months duration. The number of loans is estimated
at less than 10,000 with the majority of the funds lent by the three large
commercial banks going to large farmers. All have experimented with small
farmer credit schemes and incurred losses. In general these banks have
nelther the interest nor the experience to effectively provide small farm
credit,

From 19068 to mid-1974 the Cooperative Bank of Kenya made loans
totalling over $16,5 million. The CBK typically lends to cooperative unions
z- interest rates two percentage points below rates charged farmers while
whe cooperative societies have a one percentage point margin between the
roies they pay the unions and the rates they charge farmers {currently CBK

lends at 8 percent, the unions at 9 percent and the societies at 10 percent),.

G. Agricultural Credit: Supply and Demand

1., Supply

Miricultural credit is available from a number of institutions under
a variety of programs for a wide range of purposes, The oldest sources,
supplying primerily larger farmers, are the commercial banks, the Kenya
Farmers' Association (KFA), other similar but smaller input supply firms, the
AFC (which absorbed the earlier Land and Agricultural Bank), and the
Guarantecd Minimum Return scheme (GMR) administered by the AFC, Smallholder
credit is available mainly from newer sources and from programs specifically
introduced to help develop smallholder agriculture., These include the Kenya
Tea Development Authority, Pyrethrun Board, Cotton Lint and Seed Marketing
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Board, Horticultural Crop Development Authority, National Irrigation
Authority, Chemelll Sugar Out-growers Scheme, cooperative societies, the
Cooperative Production Credit Scheme (CPCS), experimental programs of the
major commercial banks and commercial suppliers, smallholder credit schemes
of the AFC, and the FAO input supply schemes, Large quantities of credit
for land purchase and development have also been provided by the Agricul-
tural Settlement Fund (ASF) through the Ministry of Lands and Settlement,
Finally, smellholder credit is also available from traditional informal
sources such as other family members, village headmen and local merchants,
While these ecurces are growing in importance, they are probably still
relatively insignificant.

In broad terms the credit extended may be divided into three
types: long, medium and shor:t term, Long term credit is mainly used for
land purchase with the ASF, the AFC and the commercial banks the major
sources, 1t is eccimated that long term credit amounts to about 30
percent of all credit outstanding, Medium term credit is provided for farm
development including land clearing, building, equipment and livestock
purchases, About 45 percent of all credit is medium term provided mainly
by AFC,the ASF, commercial banks and government programs, Short term or
production credit is provided for seasonal inputs. Major sources are the
commercial banks, mercnant suppliers, the GMR, cooperative societies and
various authorities and boards., Short term credit accounts for approximately
25 percent of outstanding credit,

The actual amounts of credit provided by the various organizations
are difficult to determine., In 1972 the IBRD estimated that outstanding
agricultural credit from all but traditional informal sources amounted to
roughly $135 million, of which 32 percent was provided by the ASF, 27
percent by commercial banks, 23 percent by AFC, 9 percent by input and
machinery suppliers (including KFA), and 6 percent by GMR; other sources
accounted for the remainder. 2/ Small farms accounted for about $50
million of the: total outstanding, of which $35 million:' was long-term ASF
credit forland purchase, Of the total outstanding, about $37 million was
for short term credit, including roughly $18 million from commercial banks,
$12 million from KFA and other suppliers, $6 million from GMR ard the
remainder from cooperatives and other institutions.

Comparable figures or projections are not available for 1973, 1974
or 1975, However, short-term and medium-term commercial bank credit

2/ This discussion is drawn largely from Annex 7 of the IBRD Kenya
Agricultural Credit Survey.

3/ ibid., Table 1
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outstanding to agriculture increased from $36 million in 1972 to roughly
$70 million in 1974, of which roughly half may be short term credit,
including production credit. Commercial bank credit to agriculture

should continue to increase in 1975 roughly in line with the 12 percent
credit ceilirg, which would imply that short-term credit could increase

by about $3-U4 million. Credit from KFA, on the other hand, has been
sericusly restricted by the liquidity squeeze and will probably not

exceed $0 million in 1975, as compared with about $10 million in 1972.

The GMR program has been increased from the $8.5 million level of the

past scveral years to $14,1 million, and the amount allowed per acre has
been increased (due to higher input costs) from Ksn. 250 ($35)to Ksh. 350
($49) tor wheat and from Ksh., 180 ($25) to Ksh. 350 ($49) for maize., Thus
in th absence of GOK intervention, the total increase in the availability
of production, credit would be the $5.6 million GMR increase. since the
likely incrcase in commercial bank short term agricultural credit would be
roughly offsct (or more than offset) by the decline in credit from KFA.
Most of tre increace in the GMY program is to cover the higher credit
allowance p=r acre; if fulliy utilized, the 1975 GMR program would cover
290,000 acres (or about 117,000 hectares) of wheat and hybrid maize, s
compared with 259,000 acres (or about 106,000 hectares) in 197h.

1. Demand for Credit

Any discussion of the demand for credit must acknowledge the
already mentioned differences between the large and small farm sub-
sectors., for the large farmers, agricultural credit is a vital component
of th~ apricultural process., A large farmer cannot expect to possess
all the investment and operating capital needed at various times during
the agricultural year. Since these farms are commercial operations credit
is employed at all stages as long as a reasonable return appears possible,
It is this "business" attitude which makes this group of farms the
recipients of most of the credit extended. It is estimated that the 3,000
or sc large farmers receive more than 60 percent of all farm credit and
over- 80 perc.nt of the short and medium term credit from organized sources.
As the value of tiieilr production and the costs of production increase, the
demand for credit from this group will expand.

Turning to the estimated 1.2 million smallholders, the need
and demand for credit is less clear. Smallholder credit is often viewed
as one of the most direct ways of encouraging smallholders with limited
financial resources to adopt farming innovations and tnereby increase
theilr level c¢f agricultural production. VYet smallholdcer credit in Kenya
only had limited success, The rate of expansion ¢t credit has been low,
rensyment rates have been generally poorer than anticipated, and the
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correlatif7 between loans extended and increased productivity remains
unclear,

On< of the basic assumptions underlying smallholder credit pro-
grams is thal the rate of capital accumulation in small-scale agriculture
is very slow and the farmer is held back from adopting available innova-
tions due to the lack of sufficient funds. However, there is now a
substantial amount of evidence indicating that a great deal of capital
formation is being generated in Kenya's rural areas. Investments in
permgnent crops, land purchase and improvement, large self-help
collection funds, high enrollment in rural schools charging relatively
high tees, and investment in ncon-agricultural entreprenurial businesses
sugrests considerable rural savingo. Included among the sources for such
cash surpluc are increased prices lor export crops, urban-rural remittances,
and profits from trade and other rural business activities,

I~ additiorn, alternatives to formal credit exist such as informal
lendirg and the liquidation of non-cash assets from which farmers ca
tinance agricultural innovations, Coffee, for example, a crop having a
long gap between initial investment and the beginning of a cash flow, has
been rapidly adopted in Central and Western Provinces with very little
access to credit,

=

I *here 1s indeed surplus savings 1in the smallholder areac, then
it i1s poss ~ to alternatively assume that the rate ot adoption of certain
agricultural innovations 1s low because returns to investment are low,
perceived fto be low, or that the high ricsk is too great ror the possible
gain. The guestion of returns to investment is critical to smalliolder
credit scheres. Given a smallholder's level of technolosy, skille,
resources, access to land, labor and services, his perceptions of the

value of investments based upon his opportunity costs and the potential

of risk may vary substantially from a statistical analysis of costs and
returns,

Evidence suggests that for many persons it i1g niot the lack of
Tinances put rat:sr the lack of other essentials which rercesr returns too
low and/or rigks too high to Justify investment. To get z high returr on
Smalilholder investment, among other things, there must be available to the
rarmer at an appropriate time and reasonable cost supplies and equipment,
expertise, labor, transport, and marketing and storase facilities for his
produce,

ﬂ/ For a comprehensive discussion of credit for smaliholders, see AID,
"Small Farmer Credit in Kenya", AID Sprimg Review ol Small Farmer
Credit, Volume VII, February 1973 (by G.F. Donaldson and J.D. von
Pschke).
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There are persons, however, for whom the shortage of working
capital 1s a real constraint to the adoption of new technologies, The 1972
TI0 report on Kenya suggests that there may be a major need for credlt when
a farmer is unable to generate domestic savlngs for purchased inputs or
hired labor, when the inputs are available only in large individual quanti-
ties, and when there is a long-period between investment and cash returns.
There are also farmers who are unable to obtain development credit because
they are technically "uncreditworthy". This Includes many iarger smallholders,
both on settlement schemes and elsewhere, who have their ccllateral fully
pledged or are otherwise ineliglible to participate in credit programs. Often
part of the farm i1s under-used i'or want of resources to bring it into
production. Credit can and should be used to nromote the use of r:w technology
ard the adoption of innovation; it can lessen short-run haidships and reduce
the risks associated with innovation,

But whether or not credit is a critical constraint to certain
individuals it may not be the only constraint. If all production essentials
are not made availablehan integrated fashion, there is little chance of a
project's success, Evidence trom the AID-financed Special Rural Development
Project in Vikiga (Western Kenya) indicates that both farmers with and those
without credit adopted hykrid maize once information, supplies, etc., were
made more accessible.

The poor repayment rate on smallholder loans may be partly
attributed to the low profitabllity of' the crops being financed. However,
recent evaluation reports on smallholder programs also attribute a high rate
of arrears to the inexperience of smallholders in the use of credit. Once
an enterprise is perceived as a good investment opportunity, farmers receiv-
ing credit shonld be instructed as to the terms and obligations of the 1loan.
Ideally, the farmer recipient should also be affiliated with a lending
institution (a cooperative, for example) in which he may participate in policy-
making, and in which he has a vested interest.

To summarize, it can be expected that demand from large farmers,
mainly for short and imedium term credit, will rise as input prices rise and
as productionr »f wheat and maize increases 1n response to higher output
prices, With iespect to small farmers, the IBRD Agricultural Sector Survey
estimated that about 500,000 out of Kenya's 1.2 million smallholders may be
classified as progressive tarmers, and that about 200,000 - 250,000 have
access to formal credit, primarily for export crops. Perhaps another 300,000
to 400,000 smallholders could potentially be progressive farmers, although
there are no available figures which allow estimating the size of the group
with any precision. Over the long run, a large percentage of the progressive
and potentially progressive smallholders will probably use credit, both for
food crops and non-food crops. The rate of increase in demand will be
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largely a function of rate of improvements in access to credit and related
services, i.e., a function of the rate of 'mprovement in institutional
capacities.

Ir. the short run, i.e., for 1975, the demand for eredit is expected
to increase sharply due to 1mproved price incentives and increased input
costs. The GOK hopes that current wheat and maize prices will be adequate to
intensify land use as well as bring an additicnal 40,000 - 80,000 hectares of
wheat intc production, and an additional 30,000 to 40,000 hectares of hybrid
maize, The demand for productlon credlt based only on the increase in area
under production, assuming all farmers use credit for inputs (und assuming
the credit figures per Liectare given in Tables I and II of Section II,.B. of
the Project Paper), would be $3.9 to $..3 million for wheat and $3.6 to
34,8 million for maize; cr a total of $7.1 to $10.1 million. To the exteut
that cr.dit ailowances perr hectare are higher in opractice than suggested in
Seetion IT.T. of thoe Prolect Paper (e.g. the GMR lovel of $121 per hectare
ratrer than $€7.50), and to thne extent that higher input prices lead rarmers
to seck more credit for inteunsification of production on c¢xisting hectarages,
the incremental demand would be correspondingly higher, perhaps on the order
of $12-15 million. Thus with private sector credit supply (commercial htanks
and KFA) stagnant and only an additional $.6 million available to meet
incremental production credit demand from GMR, tHee unfilled credit gap for
1975 (in the absence of the AID loan) is on the order of $8-10 million.

3. Problems in the Agricultural Credit Cystem

The first identifiable problem is an imbalance in the system.
While long-established scurces of credit have continued to service a large
farm sub-sector cuiminishing in relative importance, these old sources have
not becn exparded or adapted nor new sources developed which effectively
cater tn the growing small farm sub-sector. Consequently large farmers
still receive most of the credit. The transfer of land has also been a drain
on the cradit =vstem as funds, resources and attention were drawn away from
development purpoces and channeled to the purchase of land (simply a
resourc: tranzfer)., The result was a lack of concern for small farmer
credit needs,

Closely related to the above is the lack of integrated policy and
policy-making machinery under which the system functions. The iarm credit
system operates in relative isolation from the overall finaacial management
of the nation. It should function under more clear-cut national guidelines
and objectives. There is a need for a central policy-making grcup,which
includ=ss representatives of all institutions involved.

The institutions in the system tend to overemphasize security, making
adequate collateral the most important criterion for granting a loan. This
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works against small farmers with little to offer for collateral. Also, the
present credit system 1s often not closely integrated with technical and
managerial developments in agriculture. Credit prosrams are frequently
not based cn research and there is little contact between extension and
credlt. In ihis situation credit is extended for the wrong purposes and
with 11ttl.: real chance of recovery. Finally, enforcement measures
regarding lcan repayment must be strengthened and used. The government
agencies have traditionally been reluctant to use their powers of fore-
closure. Thus there is a tendency for farmers not to view credit as an
obligation oput as a gift, In this situation a few penerit at the expense of
the many for whom the credit is not available,

The agricultural credit situation and the above problems as they
relate specifically to smallholders are discussed in the following section.

H. Smallholdcr Sub-Sector

There are roughly 1.2 million small holdings in Kenya, of which about
2% percent are less than 1 nectare in size and 25 percent are between cone and
two hectares, Rarely are these smallholders "subsistence" farmers in tre
sense of being largely self sufficient, Most small farmers sell portions of
their output with nearly all crops serving as potential cash crops and in
one area or another in one season or another they may be major cash earners.
Even farmers who produce only enough of a crop to equal their consumption
may sell some of the crop at harvest and buy it back later.

Much of the agriculture is hoe culture, but ox ploughing is
important in a few areas, 3easonal labor shortages are a problem. The use
of new technclogies and modern inputs is very uneven, For example farmers
in certain arzas secm to have adopted new technologies such as hybrid or
compocite maize to a large extent. In other areas only a very small
percentage of the farmers are using improved maize, A similar situation
exicts for fertilizer and other inputs, Generally it appears that the con-
straints are more those of opportunity than a resistance to change., Small-
holder adoptvion of tea, coffee and other cash crops is a clear indication
of a basic receptiveness.

The emallholder faces particular problems in the supply of inputs
and services, including credit, relevant technology, marketing and, as
indicated earlier, extension services., Inputs are often not available
within & reasonable distance and in the quantities required. This reflects
the past development of the input distribution system, which has been in the
hatids of the private sector and geared to larger farmers and export crops,
Low demand at the village level results in few outlets and low supply which
helps keep demand low (i.e., it is a self-perpetuating system),
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Part of the input supply difficulty is related to the credit system.
It is estimated that reaghlyan 200,000 smallholders have access to formal
credit, Little or no credit is available from any source for subsistence
crops., The actual need by small farmers for credit is the subject of some
debate as notd above., The arguments that small farmers need credit to
acquire capiltal items and that the capital is perhaps availavle from other
sources are pr-cented elsewhere, Based on field study in preparing Part C
of th~ loar, however, 1t 1s our judgement that certain groups of small
farmers veed and can effectively use credit. Iurther we belicve that credit
can be a.. important element in inducing farmers to adopt new varicties or
ideas which they might view as too risky otherwise. Also as these farmers
become more commercially oriented their need for credit will grow.

Tne current problem is largely an institutional one with a lack
of organizations eble te provide small farmers with credit. Thus current
demands, whici. may be small, cannot be met and any expansion is precluded.
Developing thie institutional capability is the key first step.

The bcdy of technology on which to base wide-reaching smallholder
production programs is incomplete in Kenya. For a number of crops such as
maize, coffee, tea ana wheat there ic a suustantial mass of technical data
available for the mair production areas., For other crops such as pulses,
oilseeds, sorghum and horticultural crops, only limited information for
limited arcas is available, However, research on the agro-economic aspects
of produciion and on smallholder farming system is particularly lacking.
Also the lower rainfall and marginal production areas have not received much
attention, Thus techinical Information :g use of smallholders is not always

available,

Although marketing was not identified in the Kenyz DAY as a serious
constraint, it is apparent that for small farmers producing other than
traditional cash crops locating a market can be difficult. The marketing
of cash crops such as tea, coffee, pyrethrum, milk ctc, is well organized
with marke.ing boards, private industry and cooperatives involved. Most
prices are fixe=d. The problems are ones of management and keeping marketing
margins down tc ensure that producers receive an adequate return,

it is in the area of maize and minor crop marketing that the small
farmer faces tne more sericus problems. The Maize ard Produce Board (MPB)
is the ultimate buyer of these crops. The Board operates a number of
buying stations throughout the country bhut coverage does not extend to all
areas. The Bcard has also not been interested in buying extremely small
quantities. At the same time, the cooperatives have been reluctant to get
involved in the marketing of food crops such as maize. Similar situations
exist for other ininor crops. Obviously, if production of maize and other

minor crops is to be increased and marketable surpluses created, a guaranteed
buying point within a reasonable gistance must befgvai able . ’ gu
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This will require that the cooperative and/or the MPB and/or other organiza-
tions to establish new facilities in a large number of new areas.

I. 1llustrative Farm Budgets and Benefit/Cost Ratios

These budgets are based upon generalized conditions from data
supplied by the MOA which were modified by informatiorn gained via inter-
views witn the coopere:ives and field visits, While they .represent, to the
best cf our knowledge, a true approximation of the farm budgets they should
be considered illustrative.

The vudgets oni Tables I-V show that in spite of the recent increase
in fertilizer prices it still gives an economic return to the farmer. The
tables are tased on the assumption that even without the availability of
credit for inputs the farmer would still use his land .or production but
would receive a much lower return. The exception is Table V (Passicn
Fruit) which could not bz a commercial crop without a relatively high level
of inputs. Thus Table V considers the availability of credit for inputs
as the critical criterion for the farmer and thus the benefit/cost ratio
is based on an assumption that there is no prcduction without credit.

In each case the prices reported are the current prices, which
reflect the recent increases by the GOK, The interest rate of 10% is the
actual rate of interest the farmer pays for his credit under Parts A, B
and C of the 1ioan,

Th. benefit/cost ratios vary betwcen 2,98 and 2.5 with the un-
weighted average being 2.63. This means that not only are the additional
inpute a good investment for the respective farmer but that the marginal
value products of the investment in each crop are remarkably similar. This
rough equality of returns implies that the recommended package of inputs
for each crop is generally appropriate, and that no substantial gains would
acerus from a cignificant shift in the pattern of production among the
various crops. Thus the utilization of the credit along the lines
illustrated in the following farm budget tables (I-V) should not result
in any significant misallocation of resources,



TABLE T

WHEAT
BENEFIT/COST RATLO OF CREDIT -FINANCED INPUTS PER HECTARE

Without With

Output/Kgs/hectare) 1,323,00 1,755.00
Price &/ (Kshs/kg) 1,111 1.111
Value of Produc*lon Shs.1,470,00 1,950.00

Increrental 480,00
Production Costs (Kshs)
Land Preparation 345,00 345,00
Seed 127.50 170,00
Fertilizer (11:55:0) 263,25 351,00
Herbicides/pesticides 22.25 44 50
Planting 50.00 50,00
Harvesting/drying 100.00 ' 100.00
Transport 44 .10 58,50
Inputs Subtotal 952.10 1,119.00
Interest on Purchased Inputs g/ 20,65 28.24
Total Costs 972.75 1,147.24

Incremental Costs ' 174,49
Oross Margin 497.25 802.76

Incremental Benefit/Cost

Ratio 2.75:1

Y Kshs. 100/- per 90 kilo bag,

2/ 10% Interest for 6 months on purchased inputs


http:1,950.00
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TAHLE II
MAIZE

BENEFIT/COST RATIO OF CREDIT :INANCED INPUTS PER HECTARE

Fast West
wWithout With Without With

Output

(kgs/hectares) 2,250 4,500 1,800 3,600 - 4O kg
Price Yy (Kshs/kg) 722 .722 .722 722
Value of Production Sh., 1,624,50 3,249,00 1,299.60 2,599,220
Incromental Value of

Gross Output 1,624,50 1,299.60
Production "osts (Kshs)
Land Preparaticn 300.00 300.00 300.00 300,00
Sced @ Sh, 2.5/ke. 41.90 62,50 41.90 62.50
Fertilizer (TSP) 75 Kgs 255.00 255,00 255,00 255,00
Fertilizer (CAN) 165 Kgs - 346,50 - 346,50

601.50

Insecticide {Diptrex) 15.00 30.00 15.00 30,00
Herbicide {MCPA) - 24,00 - 24,00
Ha.vesting @ 2/-bag 50,00 100,00 40,00 80.00
Shelling @ 1/30-bag 22.50 65.00 26.00 52.00
Transport @ 3/-bag 75.00 150.00 60.00 120.00
Inputs Subtotal 769.40 1,333.00 737.90 1,270,00
Interest on Purchased

Inputs 2/ 21.17 7L.76  3L.17 TL.T6
Total Costs 800.57 1,404.76 769.07 1,341.76
Incremental Costs 604.29 572.68
Gross Margin 823,93 1,844.24 530.53 1,257.44
Incremental Benefit/cost

katio 2,69:1 2.27:1

1/ Based on a price of Ksh, 65 per 90 kilogram bag

2/ At 10%



TABLE III
PASSION FRUIT 1/

BENEFIT/COST RATIO OF CREDIT FINANCED INPUTS PER HECTARE

With
Output {Tons/Hectare) 5
Price (Kshs/Ton) 1,000
Value of Production 5,000
Production Costs
Seedbed Preparation 320
Sced 100
Fertilizer 750
Spraying 1,000
Transport 60
Inputs Subtotal 2,230
Interest on Purchased Inputs 2/ 200
Total Cost 2,430
Gross Margin 2,570
Benefit/Ccst Ratio 2.5:1

l/ Without the utilization of improved linputs Passion Fruit is not
considered to be a viable commercial crop hence figures are only
available (and reported) for the activity utilizing improved
inputs,

2/ At 10%



MEXICAN

TABLE IV

142

BEANS

BENEFIT/COST RATIO OF CHREDIT FINANCED INPUTS PER HECTARE

Without With

Qutput

{Kgs/hectarza) 675 1,350 - 15 bags
Price v (Kshs/ke) 1,889 1,889
Value of Production 1,275.00 2,550,00

Incremental 1,275,00
Production Costs
Land Preparation * *
Seced 120.00 180.00
Fertilizer (TSP) 306.00 408.00
Insecticide (Rogo) - 4,00
Insecticide (Endosulfam) 48,75 97.50
Fungicide- - 62.50
Spraying - 25.00
Harvesting 37.50 5.0
Transport 39.00 78.00
Inputs Subtotal 551.25 940,00
Interest of/Purchased

Intputs 35.47 75.18
Total Costs 586.62 1,015.18

Increrental Costs 428,56
Gross Margin 688.38 1,534.82

Incremcnital Benefit/cost

Ratio 2.98:1

* Interplanted with maize

1/ Based on Ksh., 170/~ per 90

2/ At 10%

kilo bag



TABLE V
SUNFLOWER
BENEFIT/COST RATIO OF CREDIT FINANCED INPUTS PER HECTARE

Without With Additional Inputs

Output (Kgs/hectare) 600 1,200
Price 1/ (Kshs/kg) 1,425 1,425
Value of Production 855.00 1,710.00

Incremental 855.00
Production Costs
Land Preparation 250,00 345,00
Seed 20,00 0,00
Fertilizer 170.00 340,00
Harvesting 15,00 30.00
Transport 24,00 48,00
Inputs Subtotal 479,00 793.00
Interest on Purchased .

Inputs 2/ 19,00 37.06
Total Ccsts 498,00 830.06

Incremental Costs 332,06
Gross Margin 357.00 897.94

Incremental Benefit/Cost

Ratio 2.57:1

1/ Based on Ksh. 57/~ per 40 kilo bag.

2/ At 8% percent
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ANNEX B

Kenya's Economic Position and Prospects

me first section below discusses very briefly Kenya's current economic
position as it has evolved over the past several years, and 1ts prospects in
light of the policlies adopted over the past eigh‘een months by the Govern-
ment of Kenya {(GOK). Subsequent sections provide a morc detailed treatment
of the balance of payments, money and credit, and public finance. The final
section draws upon the first four sections and discusses the rationale for
the balance of payments and budget support to be provided under the Kenya
Agricultural Sector Loan.

1. Current Economic Situation and GOK Policies

Kenya sustained a remarkably high GDP growth rate (in real terms )of
6.8 percent per annum durinz its first decade of independence (1964-1973).
Toward the end of that decade, however, questions began to arise as to
whether Kenya could or should maintain the tyupe of development which had
nrevailed since independence., The balance of payments crisis of 1971/1G72
sugzested that Xenya's highly capital-intensive and import-intensive g+owth
patterr could not be sugtained iIndeflinitely. Moreover, rapid GDP growth
had becn accompanied by/unacceptably low rate of increase in mcdern sector
employment of only 2 percent per annum, Concern over this problem led the
GOK to request an ILO employment mission, which concluded in its report
that the GOK's employment and equity goals could not be achieved without
fairly fundamental structural changes addressed at overcoming the high
degree of economic dualism lnherited from the colonial era. 1 A subsequent
IBRD Bagic vwonomic Report, prepared 1n conJjunctlon with the drafting of
Kenya's Development Plan for 1974-1978, concluded that continuation of the
previous srowth pattern would not contribute to reaching the GOK's
~mployment and equity objectives, and would be unsustainable in any case
due to the emergence of an nmanageable extermal resources gap. 2/ The
13RD recommend«d a development strategy based on fuller use of dumestic
resources through greater emphasis on agriculture and resource-based
industry. The principal policy Instruments recommended were shifts in
development budget allocations (toward agriculture and resource-based
industry, and away from social services and infrastructure) and price adjust-
ments designed to bring existing factor and product prices closer to thelr

i/ ILO/UNDP, Employment, Incomes and Equality - A strategy for Increasing
Productive Employment in Kenya, (Geneva, 1972). ror *he GOK response to
the ILO/UNDP Report see Republic of Kenya, "Sessional Paper cn Employment',

Sessional Paper No. 10 af 1973, May, 1973.

2/ IBRD, "The Second Decade: A Basic Economic Report on Kenya", Report
No, 201-KE, January 15, 1974 (in five volumes).
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scarcity values (and thus improve the efficiency of resource use).~/

Kenya's 1974-197¢ Development Plan, published in March, 1974, reflected
‘he dOK's’gunoral accrptance ol the recommendations of the ILO/UNDP and IBRD
reports, 2 The flan was out of date as coon as it was published, however,
duc to the oil pric. i.creases announced in the last quarter of 1973, 1In a
volicy stalemont released at the time of Plan publication, the GOX anrounced
a serdes of measures intended to protect the talance ol paymente and
accelorate the restructuring of the wconomy; these included the reinti-ocduction
o eontrols on s=lected non-essentiel imports, increaszed whrat and sugar
production for import substitution, ana more rapld implementation of rural
deslopment programs, 2

oo Junc (974 the JUK introduced additional fiscal and monetary policy

""" wres-principally increased taxes, higher interest rates and ceilings
o1 th¢ cxpan..orn of ¢redit to the private sector. _/ Ir. January 1975 new
»loher food pricon were annmounced which eliminatced the subsidization of urban
consumers and provided improved incentives for domestic producers, Minally,

May 197, uhe GOK published a comprehercsive statement of fiscal, monctary
iid invomer policles almed at maintaining progress toward Plan objectives in
“ace of tii- deterdoration in Kenya's balance of payments position and
prospecis since late 1975,3/ In developing its current straitegy, the GOK
has «tti.mpted to "choose policies for our crisis years ich in so far as
nossiole relntorce our longer term obJectlJes of promoting growth, employment
ena an improved diztribution of income", _/ In broad outline, the current
G0K stra i to restructure the economy rapldly enough to permit
continuec celopment within a much more binding external rogcources constraint.,
Tnig rec.ires rvestraining imports and premoting oxports, whicn in turn

S}

cequires tre comoression of prilvate and public s.-tor consumption in order to

I

3/ Yor a more ietailed discuscion of these issues, see the Development
Overview o -otion of the AID Development Assistarnice Plan (DAP) for Kenya
{October, - .74), pp. 4-15.

4/ Republic of Yenya, Development Plan 1974-1978 (Nairobi, 1974) (in two
volunasY . ror a summary of the Plan obJectives and stratesies see
N, o sp. =20,

L/ lepnblic of Kenya, "On the Current Economic Sitnatlon in Konya",
Decoional vaper No, 1 oof 197h, March Y, 197h,

i:,/ fteput.tle of Kenya, "hudpget Opeech for Lhe IMooend Ve YA VA AN ITTITRN W
1974h.

7/ Republic of Kenya, "On Feornomic Prospects and Poi:cles", tessional Papér
Mo. % of 197, Ilebruary 7, 197, {released in May, 197'.),

-_/ ihid, p.7
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release resources for increased production for Import substitution and for
export. 7o suppor't this redirection of resources the GOK aims to hold the
domestic irate of inflation to half of the international rate, and to hold
the rate v wage increaces to roughly three-fourths of the domestic rate
of inflaiin,

The poiicy m-asures developed by the GOK to implemer:t this\strategy
are discussed in further detail in the sections below.

2. Balancc of Payments

During Kenya's first decade of independence the GOK was able to main-
tain : favorable balance of payments position; availability of external
resources was generally rnot a constraint., Althoush the trade deficit
iner-used from $30 million in 1963 %o $140 million in 1973, this was offset
by ircreases ‘n net reccipts for otler current account items (e,g. tourism),
so tiat the deficit on current account remained relatively small, The
exception was 1971, when a rapid deterioration in the current account
‘ula-.ce, combined with reduced ret capital inflows, led to a substantial
payments ceticit, With the lmposition of import and credit controls the
balanc: of payments moved back into surpluc in 1972 a:d 197%. Foreign
exchange reae:ves increased {rom $190 million at the end of 1971 to $285
mitlion (or the equivalent of nearly six months' imports) in mid-1973.
Resorves cdeclincd thereafter following removal of controls, but still stood
at about $220 million #s of ihe <nd of 1973; the balance of payments surplus
for 197% was $25 million.

Tae impact on Kenya's balance of payments of the "oil crisis" and ihe
accompaiying high rate of intc¢rnational inflation was immediate and severe.
~1lhough the volume of imports increased only negligibly, import prices
increased nearly 50 percent, with the result that imports increased from $600
willion in 1973 to nearly $950 million in 1974, Export prices also rose,
aut by only about 25 percent, so that the trade deficit increased to $290
million (as compared with $110 million in 1973). Other current account
items and the capital account continued in surplus, leaving an overall
payments d- ficit of $93% million. This was financed by IMF drawings and
other sprcial balance of paymerts acsistance of $54 million, and a decline
irn reserve:s of $39 million; at the ¢nd of 1974 foreign exchange reserves
were $190 million, or about two months' imports.

9/ tor a detnlled diseyssion of the evolution Kenyn's balanc: of payment.s
posltilion over the past tevernl yearos, sec ITME, "Kenyn - Recent Bconomle
Developments”, Report SM/TH/23%, October 14, 1974,
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Tre 0¥ irntends tao rely on fiscal, monetary and Incomes pelicics Lo
affect tne {iture growtn rate of imports and exports, supplemented by
specific m-asures to 1limit imports and promote exports. The policy

package ic aimed at holding the grew'h ra ¢ of imports in real terms to
}

2 percort per oanrnum ras cumpared with 7.7 porcert during the pericad
1084-1%72 ar i o planred rate of ©.7 perc-nt); and ircre-asing the real
growtii ra* o cxports o & percent (versus 4.5 percent 1964-1972, 7.0

. ror 1974-1978). The major overall policy measures include

D&rCEr
restraz: o DO expenditures, budpget reallocations, higherr taxes, continued
restraints o ke expansicn of credit to the private cector and parastatals,
and wa;r restrairn,  The GOK has also instituted a number of more speciiic

taxes on pasolire by about 30,12 per gallon and recently reduced the

balarice of payents measures, To limit =il imports, the 0K hag increased

raximum zpeed limit from 70 m.p.h. tc €0 m.p.h. With respset to non-oil
imports, the GOK has already introdnced selective restrictions on imports H
of non-esgentinle, and is corsidering imposing further rostrictions and

possibly artaltionnl cales toxes, Negotiations with Uganda arnd Tanzania
are: corntinalng concerning th development of a more uniform East African ;
Jom unity tarirt otructure, wnich would tend Yo inhibit imports of capital ’
aiv. ntermediate ~code. ll/ The GOK is also considering a range ol

me: res intend.-d w0 encourage import substitution, improve fthe mainte ance

ani. atilization of erxisting capital goods and facilities, and discourage
speculative inventcry accumulation, The 10 percent subsidy on exports

of mari:iact red goods which came into effect in November 1974 will also

be contirued.

Feood on an assescment of the likely impact of tne above measures and ;
on exH<c 1 trends in import and export prices, the GOK and IBRERD have :
projecied trad d-fTicits on the order of $380 milliorn (current prices) for
1G7--1078, ¢.d current account deficits of $2850-300 million. Assuming a
-radual inercase in net long term capital inflows (public and private)
from arn estimated $121 million in 1974 to $190 million in 1978, the overall
puyments deficit 'basic balance") would increase to about $170 million in ;
1974, then de-cline o $£100 million by 1978, Since reserves chould probably ;
rot be drawndowr. any further, (and in fact will have to be built up slightly, |
since hy 1979 the present level of reserves would cover only about one
mort's imports)the deficit will have to be finsnced by balance of payments
acsistarce from various cources, principally the IMF and the ISBRD, Borrow-
iny, or. ihis scal-- will substantially increase Kenya's external debt, although
Lrhe 20D nas estlmated that the above projections imply an increase in the
debt vorvioe ratio from about 4 percent in 1973 to 11 percent bty the end of
the 19705 (-4ecluding Kenya's share of FAC d-bit, which is largely self-

-

liguidating: . 12

11/ For discussion of the rationale of a more unifcrm tariff structure and
its poszible impact, see the IBRD Basic economic report, Annex 3 ("Key
Issues 'n the Private Sector"), Chapter 3.

12/ 1IBRD, "Kenya Program Loan", Report No, P-15T74-KE, May 6,197%, p. 17.
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The GOK and IBRD balance of payments projections are based upon an
assumed growth rate in real GDP of 5-6 percent per annum, as compared
with tre Plan target of 7.4 percent, If the population growth rate
continuer at about 3.5 percent per annum, this would permit an apparent
irncrease in real per capital GDP of 1.5 to 2,5 percent per annum, It
should b« noted, however, that the balance of payments projections assume
a continued deterioration in Kenya's terms of trade, which implies that
the GLP figurec must be adjusted for the income effect of the terms of
trade. Thus in 1974, real GDP increased by only 4.6 percent (due largely
10 poor weather and the dampening effect of higher import prices), but
real income adjusted for terms of trade increased by only 1 percent; thus
per capita real income actually fell by 2.5 percent. However, the GOK
projects increases in real income per capita of about 1 percent per annum
in 1975 and 1976, 2 percent in 1977 and 3 percent in 1978. 12/

5. Morey and Credit

Monetary pollcy has vlayed a generally passive role in Kenya until
nulte recently. As noted above, the GOK responded to the 1971 balance of
payments ditficulties by imposing selective credit controls (July 1971) and
estabLlishing a 12 percent per annum ceiling on the growth of commercial
bank credit to the private sector (February 1972).1 These credit measures,
combined with the extensive import controls introduced in January 1972,
brought about an absolute decline in imports between December 1971 and June
1975, when the credit and import controls were lifted.

T: th. case of the current balance of payments crisis, the GOK has
decided tc avoid imposing extensive and detailed credit controls and import
contrule it possible, due to the excessive distortions they might introduce
into the economy over the relatively long period the balance of payments
adjustment preocens is expected to last (i.e., to the end of the decade),
Thus in June 1974 the Central Bank of Kenya reintroduced a general 12 per-
cent celling on the annual increase of commercial bank credit to the private
sector, but did not reimpose selective credit controls. The Central Bank
stipulated that the needs of the agricultural sector and of African small
enterprises be met in full, The 12 percent ceiling was also applied to
public enterprises other than the Cereals and Sugar Finance Corporation,

15/ Scuslonal Paper No. 4 of 1979, Table 1., The IBRD projections assume
somewhat lower GDP growth rates and cre thus less optimistic,

1/ Much ol Lhis dlscussion 1s drawn from IMF Report SM/T4/2%, pp. 30-43.
Appendleen 11 and IIT ol the report present detailed descripticns of

GOK development. corporations and of nonbank financlal intermediaring,
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In addition, the Central Bank extended the 15 percent liquid assets
requirement to non~bank financial institutions and established closer
control over local borrowlng by foreign-controlled firms. In July,

the Central Bank raised minimum deposit and lending rates to bring

the interest rate structure in Kenya more closely intc line with inter-
riatioral interest rates. The legal minimum interest rate on time and
savings depesits was raised from 5 to 5 percent, and the minimum lend-
ing rate from 7 to 8 percent. As a result of these measures actual
lending rates moved up 2 to » percentage points to the 9-14 percen-age
range.

The imposition of the 12 percent ceiling in the ar quwal increase
of commercial bank credit probably had a significant restraining influence
on the volume of 1974 imports, although rising import prices must have
played a significant role as well, Overall credit outstanding rcse by
only 9 percent in the six-monith period up to December 31, 1974, whereas
the increascs had been 18 percent and 28 percent in the previous two six-
mont: periolds. Trade credits for imports rose by less than 1 percent
between June and December 1974, as compared with increases of about %0
percent between January and June 1974 and 25 percent betwern June and
December 1973, Credit to the agricultural sector rose by 44 percent
{from 348 million to $67 million) in June-December 1974, and increased
from 5.9 percent of total credit outstanding to 11.6 percent, indicating
that the Central Bank's efforts to insulate agriculture from the effects

o the credlt squeeze wi-ve generally successful., They were unsuccessful
with roupest to the Kenya Farmer's Association (KFA), however, which was
forcc. Ly nine credit squeeze to reduce its own shori-term lending for

asricultural input purchases from about $10 million previously to $5-6
million in 197%. The effect of higher interest rates since mid-1974 is
mere dificult to assess, although it may account for some of the easing
ir gemand for credit from private householdg, financial institutions and
domestic tiraders.,

Regarding future policies, the Central Bank will probably maintain
the credit ceilings beyond June 1975 for as long as the balance of payments
ic substantially in deficit, althouph there may be some relaxing of *he
ceiling Yigure {(from 12 percent to perhaps 13 or 14); in any case, crediz
restriclions ere to be a major means of bringing the imports down to about
20 percent of GDP by 1979, from the current level of 25 percent. The
Central Bank has apparently also decided to use manipulation of the interest
rate structure as an active instrument of policy, and will initiate a
comprencnsive study 1n the near future of the level of interest rates
and possible adjustments within the interest rate structure.
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4, Public Finance

The GOK's fiscal performance since independence has been impressive,
In 1964 Kenya had a recurrent budget deficit and relied on external
assistance for support of the entire development budget, As a result of
a strong tax effort (tax revenues rose by over 16 percent per annum .in
the post-independence decade) and successful. efforts to control spending,
the GOK was able to support an increase in development expenditures averag-
ing 27 percent per annum with reduced relative dependance on foreign aid
and minimal reliance on domestic borrowing. Recurrent budget surpluses
have been a major contributor to domestic savings, which reached an
exceptionally high rate of 24 percent of GDP in 1973, Government has
also been a major contributor to investment, which rose from 14 percent
of GDP in 1964 to over 25 percent in 1973, 15/

The GOK intends to continue to rely heavlily on fiscal policies to
support its current strategy, particularly in restraining expendltures,
reducing GOK reliance on domestic borrowling and reallocating budg:t
expendltures toward more productive uses, especially in the rural ccclor,
The outlines of this approach were clear in the 1974/75 budget (introduced
in June 1974), which included tax increases, a reduced rate of growth of
current expenditures, and a 50 percent increase in Ministry of
Agriculture development expenditures, Subsequently the GOK produced a
revised forwi~9 budget for the remainder of the Plan period (1975/1976-
1977/1978) . 1 The forward budget projects real rates of growth of
development. and recurrent expenditure of 7.8 percent and 6.3 percent
respectively, as compared with planned figures of 12,3 and 11.2 percent,
Revenues are proJjected to increase at about 11 percent per annum, or
slightly below the planned rate. With respect to the composition of the
budget, the GOK has attempted to shift development expenditures "toward
agriculture and rural development, toward early maturing and quickly
productive nrojects and toward projects with low import requirements and
high employment potential™, 17/ The most notable reallocation of
development expenditures 1s the substantlal increase in funding for
agriculture and water and the concomitant reduction in the share going
to construction of roads, brildges and government buildings. The parcentage
allocation of total development expenditures for agriculture and water was
increased from a planned 22 percent to 35 percent (as compared with 13
percent during fiscal years 1669-1973), while that for roads, bridges
and buildings declined from a planned figure of 21 percent to 1% percent

15/ For a detailed discussion of the GOK's fiscal performance, see IMF
Report SM/74/235, pp. 17-26. The tax system is described in the
reports Appendix I.

16/ Published with Sessional Paper No., 4 of 1975

17/ ibid, p.l7
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{as compared with 35 percent in 19£9-1973), Moreover, of the amounts
allocated for road construction, 45 percent will be experded for
secondary and feeder road construction, compared with 22 percent in
fiscal years 197% and 1974, With respect to recurrent expenditures,

the reduc®tion in the projected growtn rate was achieved largely by
frieezine the proportion of th« budget allocated to education at the
1975/1976 figure of 34 percent, This implies that recurrent expenditures
for education in future years may grow only as rapidly as overall
expenditures (7 percent), whercas educational expenditure had been
growing in recent years at 17 percent per annum,

5. Raticrale ot the Loan

botr tne ILO/UNDP report and the IBRD Basic Economic Report
concluded that achievement of the GOK's employment and equity goals
would require that Kenya maintain its high growlia rate while restructur-
ing the pattern of growth to assure greater compatibility between out-
put and eguity objectivia, l@/ The principal threat to maintenance of
the GTF growth rate through the remainder ol the decads is the difficult
balance of payment: situation Kenya faces. The major potential or zctual
constraints to the rapid restructuring of the pattern of growth (which
requires much greater empnacis on rural development in general and on
smallholder agricultural production in particular) are pricing policies,
planning, institutionzl capabilities, and availability of domestic
resourcss,

The Kenya Agricultural Sector Loan addresses these constraints in
several ways, First, the $10.1 million of the loan available for
support of e¢xisting credlt institutions and programs (Parts A and B)
will disburce quickly and thus will provide support for Kenya's balance
of payments 1n 1975 as well as augment the domestic credit and budget
resources available for short-term agricultural lending. The additional
production supported by the credit could save as much as $3%0-35
millicn 1. foreign exchange by saving up to $24 ° million in wheat
imports and providing up-te $11 million in corn output available for
import-supgtitution or export in 1975 and 1970. (This additional
production is assumed in the balance of payments projectior.s given in
Table 1.) Also, the principal and interest repayments from Parts A and B

18/ ‘For «. attempt at gquantification of the possible output/equity
tradecifs 1in Kenya see Annex I of the IBRD Basic Economic Report,
particularly Chapters 4 and 5.
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which will become avallable to the GOK in the second half of 1976,
will provide additional resources which can be directed tc existing
credit programs or to expansion of the kinds of activities supported
under vart C (services for less progressive farmers)., The $3.4
milllor provided under Pa:t C will disburse over thre. years and thus
will make little cori-ribution to alleviation of the balance of payments
constraint in 1975. It will, however, contribute to the increased
flow oif ¢ velopment financing whicli the GOK has built into its
balance or payments projections, Much more importantly, Fart C wiil
provide technical assistance and financial resources to support GOK
efforts to develop Improved systems for extending necessary services
to smallholde:r tood crop producers; the <development, operaticn and
evaluation of tnese systems will make a waluable contribution to the
planning of programs for smsllholders and to the development of the
relevant institutions,

In summary, the loan addresses the external resources constraint
‘n the short terr {Parts 4 and B) and medium term (Dart C), the
domestic resources censtraint in the short term (Farts A and B) and
medium term (Part C and reflows from Parts A, B and C), and the
plarming and institutional constraints (Part C), The pricing policy
constraint is not addressed explicitly by the loan due to the
adequate increases in producer and consumer prices of January 1975,
together with subsequent GOK statements concerning agricultural pric-
ing policy and the inclusion of an agricultural prices covenant in
the IBRD Prugram Loan for Kenya, However, it has becn made clear
to the GOK In discussions concerning the loan that favorable A,I1.D.
considrration of the GOK.s loan request is partially attributable to
the GOK's recent favorable pricing policy.

Te rationale for Part C of the loan is discugssed at length in
finnex C ard need not be elaborated here., With respect to Purts A and
0, 1t will be useful to consider first the external and domestiic
resource yaps which Parts A and B are addressed to, and s=cond, the
adequacy of GOK effortc to keep these gaps within manageable limits,

According to GOK figures, the balance of payments
deficit now projected for 1975 is on the order of $160-170 million.
The GOK has received 1975 balance of payments assistance comaitments
thus far of over $140 million, including $30 million under the TBRD
Program Loan, %56 million in IMF drawings (inciluding $14 million for
the first credi: tranche, $52 million in 01l Facility and Extended
Facility drawings, and $20 from *he projectsd increase in Kenya's
IMF quota), an estimated $21 million in assiztance from other multilateral
sources {REC $15 million, UN 0il Facility $1.7 miliion and African
Development Bank 0il Facility $3.8 million), and 37 million under a U.K.
program loan. The $10.1 million available under Parts £ and B of
the loan will assist the GOK in filling most of the remainder of the
projected gap for 1975.
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It is extremely difficult, of course, Lo give a precilse estimate
elther of the production impact of the credit provided under the loan or
of the short-term production credit "gap." The demand tor production
credit is affi:cted by A myriad of somewhai unpredictable factors including
farmer r-zctions to price incentives, perceptions of risk due to poor
weatly 1 and discase, etc, The GOK approach has heen to estimate the
credit requirements for increased input costs and the additional areas
to b bLrought into prcduction, and to assure that avallablility of credit
docs oot vocome a constraint, This requires an estimute of the supply
of ecrudit, which the GOK has done on an incremental basis by assuming
that production credit from traditional sour-es (commercial banks and
irput suppliers) would decline or remain about constant due to the
credit cquee e, and that the GOK-supplied credit would have to make up
for any decline in private sector credit, cover part of the increase
in production cests, and cover the increases in wheat acreages and
acrrages plunted to high-yielding corn varieties (as well as increased
acr-uges unler passion fruit, haricot beans and sunflowers). The
incrementas demand for production credit, based on increased costs
for existing acreages and proJjections of additional acrcage required
for wheat and maize is very roughly $12 - 1% million (See Section G.
Annex L). The additional amounts available for wheat and maize
productior: are the $5.6 million increase in Guaranteed Minimum Return
'GMR) funds and the $8.7 million from the A,I.D, loan for a total of
$14.5 million. Thus, the available credit may somewhat more than cover
the reguirvements, although the decline in traditional private sector
credit misht increase demand for public sector credit sur{iciently to
bring domand inte rough egquality with supply. Also, the GOK has
deliberazte!y attemptd o Keep credit supply slightly ahead of demand
tu o assure 'nat orev.lL 1s not a constraint,

The: "eredic gap" could, of ¢our::, be filled by internal borrowing
ravher than ty oxternal borrowing from A.I.D. (which is what th GOK
has actually wroon wn Interim basis). Giver *he curr.:.’ credit
squezze and ' .- GOK's obJective of holding dom.. tic price increases
below international price increases, extcrnal borrowing is wlesrly
the pretferable course for the GOK. Moreover, production credit is “he
one are:n which 1s avle t. ubsorb substantial additicnal :'inancial
resources cfectlvely in the short run fur food crop oroduction and
for which lurye Increases are necessary in 1974,
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As regards GOK policies, both the IMF and the IBRD have concluded
in recent documents that the current policy nix is appropriate and
that it should be adequate to permit Kenya to adjust to a new external
equiiibrium position whiié/providing maximum support for the GOK
equity and output goals. In addition, an IMF mission to Kenya in
April concerning Kenya's use of the IMF Extended Facllity endorsed
GOK policies and recommended substantial continued support of Kenya's
long-term balance of payments adjustment program, subject to semi-
annual joint reviews of progress under the program, The IMF analysis
has tended to focus on credit policies, policies affecting recurrent
revenves and expenditures, and on policies affecting the balance of
paymenuis over the short and medium run. The IBRD has concentrated on
longer-run policies affecting the restructuring of Xenya's growth
pattern, i.e., the reallocation of resources to directly productive
activities and rural development and the realignment of product and
factor prices to reflect the scarcity of capital resources and the
relative abundance of Kenya's land and labor resources. As noted
above, the GOK began the process of budgetary reallocation in the Plan,
but carried it much further in the budget for 1974/1975 and in the
revised forward budget for the remainder of the plan period (1975/1976 -
1977/1978). On product and factor pricing, the GOK has moved over
the past year to set the prices of major food crops at levels which
proviae improved incentives and eliminate subsidization for urban
consumers, to restrain modern sector wages and salaries and to increase
the cost of capital. The Central Bank raised interest rates for the
first time ever in June 1974, and is planning to initiate a compre-
hensive study of the interest rate structure in the near future., A
far-reaching reform in the tariff structure is under review with the
EAC partrer states, as is a possible reduction in investment allowances,
The GOK has also consldered exchange rate adjustments, although it has
apparently decided not to devalue at this time, partially because the
tieing of the Kenya shilling to the dollar has already resulted in a
substantial depreciation (og_fpe order of 12-15 percent) against the
average of world currencies. In general, the GOK's anti-inflation
policies are designed to gradually improve the position of the shilling
and avoid the disruptive effects of a devaluation.

It is too early to assess the adequacy and feasibility of the GOK
poclicies, although both the IMF and IBRD have endorsed the current
policy package and concluded that 1t provides a basis for substantial

19/ 1BRU, "Kenya Program Loan', Report No. P-1574a-KE, May 6, 1975.

.U, 'lhe Kenya shilling is pegged to the U,S. dollar at $1 -
KS T.14286
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balance of payments assistance and increased “evels of development
acsistance., The GOK 1s aware that the very large planned increases
in resource allocations to agriculture and rural developmert will
require aggressive efforts to expand relevant planning and implemen-~
tation capacities, and has been actively ascessing means of strengthen-
in the relevant ..£ institutions (as evidenced by requests for A.I.D.
assistance in agricultural planning and health sector management).

he nelitical feasibility of the policy package is 1lso open to question-
the policies imply a very slow rate of growth in r.al incomes, and
some of ihe policies (particularly thosg_?ffecting eduction and wages)
have already come under strong attack. &

On balance, the GOK's program of economic management appears to
have reasonable prospects of success, It is a well-conceived, compre-
hensive and realistic program and has been formulated with a full
awarcness of the operative institutional and political constraints.
Tne progeam warrants full support from the intermational donor
community, including increased levels of asslstance from the U,S,

21/ 1In fact, the GOK was recently forced to relax its original
izuidelines on wage increases under threat of a nationwide general
strike (among otler pressures), although the policy restricting
wage Ilncreases to less than the estimated rate of inflation 1s
sti1ll in effect. The GOK also permitted an increase in the urban
minimum wage from 240 shillings per month to %00 shillings
(The Central Organization of Trade Unions had demanded 400). It
should be noted that real wages had probably declined by 10
percent per year in 1973 and 1974 .
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LESS-PROGRESSIVE SMALL FARMER SERVICES FPROGRAM-PART C

A. Objectives

The objective of Part C is to design and develop the capacity within
the cooperative system to organize and implement a program which will provide
comprehencive production and marketing services for food crop production
to les: progressive small-scale farmers.,

The system includes the selection, packaging and delivery of inputs
requirea Jor apecitfic crop combinations. It includes farmer training in
e of these puvkages, cooperative participation and training for proper
mange-ement of credit by the farmers., The system requires coordination of
input delivery with field extension visits to the participating farmers,
It incluces provision of maurketing services based on prompt payment to the
Jarme: forr hic produce combined with proper storape and handling of produce
by the cooperatives., The system, to be implemented, requires training for
beth (he local cooperatives and field extension staflf and assumes that ihe
current activities oi’ the cooperatives will be expanded in terms oi services
nrovided, ¢lientele and crop orientation. These modif'ications and the design
of’ the system, along with their rationale are discussed 1n greater detail
below.

B. Present Situation

The Ministry of Agriculture (MOA) has designated sever geographic areas
thit e predominantly smallholder regions to be the target locations for
the Part C smallholder program. Table I lists the number of active unions
and the arfiliated cooperatives ldentified by type in each of the seven
disirlcts, total farm Tamilies, area and average slze of holdings plus a
list of KFA mppointed stockists within each district. Almost half of the
farmers ln these seven districts are cooperative members. The cotton and
cereal cooperatives are predomlnant in the western districts and coffee is
grown in all dgistricts listed. It is important to note that cooperative
unions and member socleties exlst throughout the regions designated by the
MOA.

There are weaknesses in these cooperatives, however, which have reduced
their effectiveness in supporting the development of either cash or food
crop production by their members, Although cotton, coffee and dairy
cooperatives market cash crops, individual producers of these commodities
in Western and Nyanza Provinces receive only limited berefits from these
services since their holdings of cash crops seldom exceed one acre of cotton
or one-half acre of coffee., In addition, the producers are predominantly
cultivators of food ~2rops--maize, beans, groundnuts, etc.--for home consumption


http:ativiri.es

ANNEX ©
Al

Page 2

and limited sales. Members cannot market food crops through their cooper-
atives since the cooperatives are not authorized by the Maize and Produce
Board to be purchasing agents. Another weakness of these cooperatives

Lo thelr railure in most instances to provide input supply services. This
last consiraint also applies even Tor the relatively well-organized cash
crop cocperatives., The absence of an accessible supply of inputs limits
the use o improved seed and fertilizer for food crop production.

Despite these problems, the organizational structure of the cooperatives
in the program arca is firmly established and i1t is the only agerncy which
reachicec oul to the more remotely situated and neglected smallholder. It
is possible, with a carefully conceived, properly supported program, to
Huild the existing cooperative network into a fully integrated supply,
marketing cnd credit system capable of supporting the typical subsistence
origented producer so that he can improve his economic status and contribute

to the r'ood supply of the country.

C. The Program

1. Background

Discuscsions at the MOA and Ministry of Cooperative Development (MOCD)
followed by extcensive field countacts with personnel of both agericies have
contributed . the proposed plan of action designed to develop an integrated
service Jysier. The program also has been reviewed with cooperative union
and soziety leadership of cooperatives in seven districts.

The Ministry of Cooperative Development personnel cgree that the
C.P.C.S. ;/ system at present does not offer the less-progressive small-
nolder qai opportunity to employ seasonal credit for food crop production.
They support an integrated conperative development plan and recognize that
tie crondln segment of such a plan must allow more access by the so-called
nighcr-visk nrmer borrower than the C.P.C.S. system now permits. The
MOCD through the Federatlon of unions and societies is cooperating fully
in the dcveloprnient ol the program.

The MOA has been directly involved in the planning ro: the program,
ATD's progsram development consultant is officed in the Ministry and has

been assiloned a full-time counterpart from the Ministry's Planning Division.
The proposed program has been revicwed with all major divisions of the
Ministiy. The Extension and Training Division, Crop Production Division,

and Farm Management Division and the Economic Planning Division have
responded favorably to the general outline. Ministry field personnel,
Provincial and District Agricultural Officers and District Crop Officers
have been contarted In the seven districts and have cooperated in the

field surveys and assisted in the formulation of crop production
recommendations. Plans for farrmer training courses have been reviewed with
District Agricultural Officers (D.A.O0.).

1/ See Annex A for a discussion of the C.P.C.S. system.
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2. Prcgram Components

a. Administration

An Inter-agency Coordinating Committee made up of the Directors
of the principal divisions of MOA and MOCD will have the responsibility to:

Approve the program plans.

Coordinate program activities.

Conduct periodic reviews of program progress and problems.
Review the results of the annual evaluation and take
appropriate action when necessary.

L0 D

The MOCD leadership of cooperative unions within the seven
districts will be instructed to carry out the program. This action is to
be followed by the acssipgnment of additional field personnel to advise and
assist Lhe unions and their respective socleties in organizing supply,
marketing and credit systems., Action by the MOCD on this requirement has
begun with thz recent assignment of additional cooperative officers to several
western unions.

Ministry of Agriculture Provincilal and District Officers will
be c¢fficially informed of the application of the plan in their respective
areas. Informal contacts have already been made. The field extension
servicc¢ will be particularly involved in the proposed production system,
organizing :the farmer training courses, assisting in the selection of pros-
pective perticip nts, and subsequently continuing field contact with Tarmers
to advise them on the use of cash inputs.

One-crop cooperatives will be converted to multipurpose sociletiles.
Many of the one-cropv societies in the seven districts have by action of the
membership dcclared themselves multipurpose cooperatives, thus making it
possible to handle :upplies and to market a wide range of crops. This develop-
ment was precipated by the announcement last November of the availability of
credil to small farmers forr food crop production (supported by Part B of
this Loan).

b, Supplies and Marketing

Cooperatlve unlons and uocleties Iinvolved in the program plan

aro to develop dependable supply sources. They will work with all relevant
orpanlzalions beginning with the Kenyn Natlonal Federation of Cooperatives
(KNI'C) whilch cenn provide inpuls, but wlll not exclude KIFA nnd thelr appointed

Slockluts whio cover muny ol Lhe moie remote arcas of the wenlern provinces.,
Table I llcts the KIFA stockists.
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quite effectively in most areas of the country with botn large and small
scale progrescive producers, do not at present oiffer credit opportunities
for smaller nigher rick food crop growers. As cited above, the scheme
¢losest Lo thidls group is the C.P.C.S. whose relatively conservative
phiilocopuy provenis expansion of the system into food crop cooperatives.

A credit system for this neglected group rmust be carefully
sSiructurea, howoever, so as not to create a casual attitude towards loan
repayment which In the long run could undermine the successiul efforts of
the ereators ol CoP.C.S8,. to develop a business-like atiitude towards credit
use,  The credit plan proposed for Par:t C, ‘herefore, will substitute certain
jualirications for prospective borrowers, replacing the somewhat strict
sequirements off CLPL,CLS. but not totlally eliminating a selection process.

Carciul review of the Special Rural Developmen*® Projects
"SRDP':), particularly the Tetu and Vihiga schemes, has provided imporctant
culacnce inodeveloping this credit plan, Becaurse of the experimental nature
oi bouh sohemcs, there huas boog thorough documentation of the resulis through
several compiete evaluations.> The target rarmer groups for the cchemer
were similur to the smallholder subsistence farmer with which Part C is
coucerned.  Food crop production was also stressed in SRDP., An effort has x
been made Lo utilize the more successful methods employed in both schemes ;
in formuluting thic credit plan.

e moct ilmportant single element in the Part C credit portion
ol tiw prowe:iion ccheme will be the requirement for all loan applicants
to complowe o Purmer training cou:se, t ic through this device that the
caditlonal smullholder, who heretofore has had little extension support
and has been cither an inactive cooperator or a non-member, can be educated
.n both the uce of cash production inputs and the value of cooperative
produ.-tion ~redit.

Regular farmer training courses are the MOA Extension Service's
favorite methon ol cducating interested farmers in improved agricultural
prowctlives,  PFarmer Troining Centers with complete physical Tacilities for
bozring 00 Lo 100 participants exist in each of the dist:ricts assigned to
Part ',  Untfortunately, budgetary limitations huve restricted normal training
activify to much below full capacity. Funding assistance described in
Table II For Farmer Truining Center staffing, staff training and conducting
the proposed courses will be provided from Part C funds.

The farmer training course will be conducted Jointly by the
repular aining staff and members of the MOCD's Educational Division. The
latter will cover cooperative education and conduct the credit part of the
semlnar which proved to be osne of the most effective communication devices
developed in the Vihiiga project.

3/ Extension and the Forgotten Farmer/I.D.S. Bulletin 37/1973 - Ascroft, ;
Roling, Kariuki and Chege.
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The selection process of applicants for the training courses 1A
has beendesigned to encourage participation by farmers who usually have been '
the last to recelve direct extension and cooperative support, At Tetu, : 3
farmers were visited in the field by Junior Agricultural Assistants and sub-
chiefs, informed about the course and invited to attend, This method can be
used in regions of high concentration o1 smallholders but it will be
supplemented by a cooperative publicity campaign advising members ard non-
members of the availability of credit and the F,T.C, requirement, Cooperative
leadership will Jjoin with extension staff and, where practical, sub-chiefs
in reviewing eligibllity of applicants, The prime requirement is for the
applicant to be truly a smallholder, A single definition based oii size of
holding will not be practical since district by district a typical
smallholding varies in size depending upon general soil fertility and/or
density of population, A basis which can be loosely applied and will provide
the necessary yardstick 1s an estimate of potential net per capita farm
income including home consumption of between $50,00 and $150.00, 4/ This
definition of a target group should not be employed in such a manner that
it excludes farm families which do not have this potential but rather to
clearly define that group of farmers which should receive the greatest
emphasis and attention by the program, Farm families with net per capita
tarm income that exceed this amount should be excluded since they are assumed
to be already part of the commercialized farm sector. Credit for food crop
production will be seasonal; that is, repayment will be due at the close of
the crop year. All credit will be furnished in kind through cooperative
suppliers, K,F,A. and stockists, whichever best serves the particular location,
Credit applicants will not be reguired to be cooperative members. During the
,7.C.,, however, he will be encouraged to join since societies seldom charge
more than a K.Shs., 5/00 membership fee and some are as low as K.Shs, 1/00.
Applicants will decide whether they wish to accept a loan at the conclusion
of the course since the course will be structured as much for farmer technical |
education as for credit understanding, Thus, the course will also be a method
uf' reaching farmers with extension Information who have herelofora not §
taken full advantage of existing services. :

%, Recommended Food Crop Production Packages

Several common food erops are traditionally grown in all seven
program areas, Maize is the most popular and provides the basic cereal for
rural ‘diets, In addition, several varieties of pulses or small edible beans,
potatoes and cassava make up the typical farm family subsistcnce diet., Of
this proup, maize has the potential in all districts to yield profitable

roturns with Improved cultivation, hybrid seed, fertilizer and insect control.
In recent yveara a higher yvielding commercially marketable bean, Mexican 142, L
han boen Introduoed to Bast Africa and has yielded profitable returnswhen

ﬂ/ For more complete discussion of this target group, see Annex A and Part II.B.4
of the Loan Paper,
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treated with cash inputs., Likewise, sunflower production for sale ha:
become more widespread with an improved price structure and a rcady marketl
for i1ts vegetable oil content,

(iroundnuts, traditionally a widely grown East African food usually
produced for home consumption, has become a good source of cash income when
grown with improved practices., F.A,0, fertilizer trials conducted in
Western Kenya have ylelded as high as 1,500 kg./ha, with average yields of
1,000 kg./ha, over all 120 trial plots., A groundnut processing plant has
been established in Kisumu for preparing peanuts for confectionary use and
peanut butter production with inferior grade nuts, The plant can process
12,000 tons per annum, more than twice present estimated production in the
sarrounding area, f nearby market and an attractive price make this food
an important potential source of cash income for the smallholder, Labor
it the major constraint to rapid expansion of growing area since hand
shelling is slow and time-consuming., It 1s estimated that 1t requires.one
man day to shell 14 kg, of peanuts,

The: four food crops shown in Table III, maize, Mexican 142 beans,
sroundnuts and sunflower provide the elements for the recommended packages.
They are maize/Mexican 142 beans; maize/groundnuts; and maize/sunflower.
The: size of plots for the two crops combinations are well within a smallholder's
family labor capability and are used to form the basis for calculating each
unit's cash return potential, Individual growers can increase or reduce
field size according to their capability. Mailze with groundnuts and Mexican
142 each total 0.7 of & hectare while maize with sunflower calls fcr 0.8
hectare, the latter crop requiring less labor,

Below is a summary of the total returns and the incremental
returns over plantings without cash inputs for the three packages taken

from Teble III:

Incremental Total Net Incremental  Benefit/Cost
Cash Costs Return Return Ratio
Maize/Mexican beans 142 $ 69 $143 $ 74 2.1:1
Maize/Groundnuts $ 61 $198 $ 104 3.2:1
Maize/Sunflower $ 65 $132 $ 75 2.1:1

All packages return better than one hundred percent over input cosis with
the maize/groundnut unit showing an outstanding profit.

4, Projected Returns from Program

__ Table IV projects the use of the $702,000 earmarked in first
First year of the Part C Program for Food Production Credit.
The average size of a loan for each package (Table III)
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is approximately $90%!K.Shs. 642/60 ) permitting 7,500 loanc., Table IV
shows the dispersal of credit by district and type of loan, Use of the
three recommnende=d packages in each district is related to ecological
conditions ot sulted for the crop combination and existing markets., The
total numer o loans by district 1s related to the smallholder populations
of cach Jistrici. (These figures relate ta year 1 only. Figures for

years 2 and 2 can be obtained by extrapolation.)

A total net ceturn valued at $1,233,000 s projecied from the
production of 15,815 tons of food crops, It is estimated that the
incremental amount of food resulting from the use of cash inputs will total
E,007 tons, v total net cash increment atf'ter allowance for cash inputs

ia

of $595,000 comes to $638,000, a cost benefit ratio of 1:2.1.

5. Relationshiip of the Intugrated Apricultural Development (IADP)
'rogram and to the Part C Program

T TADY 18 presently being preparced by the Ministry of
Apriculture stat't. It contemplates funding support from the IBRD on the
order o §24 million., An integrated appreach to agricultural development
addressing provlems ol input supply, marketing, infrastructure, extension
support and credit is being used in order to improve production throughout
the major high potential agricultural areas.

Althongh the goals of IADP are similar to the Part C program, the
plans diift::r in scope and the range of smallholders they are designed to
service, IADP? will operate in Central, Eastern, Western -ard Nyanza

Provinees, ord though it is primarily concerned witn the small farmers, a
fairly lar o« proportion of the credit is planned to be channeled through
establicica farmm credit programs -- AFC and CPCS. These organizations

iv lesnd with small farmers, most of whom can be considered good credit
picas tecauce of thelr cash crop resource. The program, however, also
makes specific mention of the smallholder group not presently able to

ontain credit and poorliy supported with input supply and marketing assistance,

IAD” will have a significant impact upon the agricultural credit
system. Present ¢stimates indicate credit assistance will reach 56,700
rarm familics over a 4-5 year period, In addition, there will be funding
to suppoit the improvement of farm input supply systems, marketing systems,
and rural comrmunication -- roads, telephones and field staff mobility.

Tue weneral simllarity of IADP and the Part C smallholder program
hat been recogrnized in planning for Part C and there has been continuing
contact and close coordination between planners for both projects. Program
actlvity nreans nnnlgned to Part C by the Ministry of Aprlculture are adjacent
Lo nome off the TADD targets, 'There will not be any duplication of etfort

and overlapp b anthortly atnee TADP ‘s credit plan wlll not  address
Lhe Tow Tneome mmaltholder until the thivd year of lts operation, 1t Is
arcmed thato al Lhind Lime the Part 0 oredit program will be Milly operative

1/ The actunl average loan for cash loputs slous wonld be 576, however
an allowance of Ks&h., 100 (814,00) has heen included for labar 1o the

average loan amount should this be required.
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and IADP funds will flow through this same system. [ADD plans o
developiny agricultural support services will complement slmilar Pt o
plans, hence the possiblility of accelerating the rate ot developmeut off
this important adjunct to the Part C smallholder credit program,

D, Program Costs

1. Technical Assistance

In addition to the evaluation, the program will require the fol-
lowing technical asclstance. Cosis over a three year period are shown
in Tabhle o, II below,

A proJject administrative advisor will be required for a
three vear period to supervise the implementation and development of
a r'ully intesrated system. He will also be responsible for training a
Kenya counterpart who will assume the supervisor's role at the completion
of his tour., Ten Peace Corps Volunteers wlll be required to be asslgned
to cooprrative unions, Volunteers with accounting and business adminictra-
ti1orn ckills will be responsible for assisting the management staff of tie
unlons and thedr aftfiliated socleties in establishing an effective book-
keeping and accountiig system. The volunteers' primary obJjective, however,
will be to train Kcnyan staff in the above systems. Cooperative unions
have as many as eight to ten affiliated socleticu, hence a voiunteer
assigned to a union will have a full workload assisting and training society
and union staff, Taple No, II shows the estimated costs of equipment and
supplies necr-ssary for office management and volunteers' mobility. Volun-
teers will 1ecieve cooperative training in addition to their regular Peace
Corps training at the Cooperative Training College.

2. Administration and Development

Ministry of Agriculture/Farmer Training Courses

The cost of providing the F,T,C, to loan applicants has been
calculated (Tabl: No, IT) for approximately 8,000 participants in year one,
Th~ funding represents the incremental amount required over the average
annual budget allocated to the tralning centers to traln 1,200 applicants
at each center,

b. F.T.C. Costs Attributed to Cooperative Training Staff

Funding is provided (Table II) to support the training input of
the MOCD educational staff who will be assigned to the training centers to
present cooperative and credit seminars.
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c, F.T.C. Staff Training

T

Funds are provided (Table No. II) for the special staff
training necessary to prepare extension and cooperative trainers,

d. MOCD Start Additions to District Ccoperative Offices

undine is provided (Table No, I1) to hirce twe coopera-
tive field assistants and one marager/trainer for each district. These
positione are MOCD assigrments needed to licrease t'ield staff who will
work dir ctly with cooperacive membership and in an advisory role to unions
ard socievice, Cooperative fleld ascirstants also will coordinate their
activity with ext. nsion agricultural assistants and junicr egriculiural

assictan s,

e. Participart ‘rainl: for Cooperative Ofticers

A cooperative ofilcer with the auvpropriate academic
vackrround will v celected oom each district to ve sent to the U.S., for a
5ix month intencive reneral cocrerative educational course, Candidates will
be selected wach yeo: for trree yeares,

%, Food Slorage Facilitlies

Funds (Table Ko, IT) are provided for capital irvestment in
food storage raciliti-= to accommeinte the anticipated incerease in fooc crop
produetion resulting [rom the uge (3 productic:r inputs, Total cestimated
annual production increment will be 8,500 tons. The estimated additional
storage capacity required will he 7,000 tons distributed acong the seven
districts.

Z, Tuoplementation Schedule

ROV

‘he art.cipated ~verall implementation schedule for Part C of the loan
1o as follows:
1. TLoan Authorization June, 1975

2., “ompletion of detailed Part C
plan and establishmert of

administretive structure: July, 1975
4. Assignment of field statf? August, 1975
b, Arrival of U,S, operations advisor September, 1975
5, Ar:-ival Peace Ccrps Volunteers, October, 1975

evaluation consultants;
staff trailnir; for farmer
training courses begins., GOK
subrits first reimbursement
request.
6. Farmer training courses begin, Novemper, 1975
input packages finalized



Annex C
Page 11

7. First planting season begins; plans January 1976
for storage construction prepared

and construction begins. January, 1976
8. TInput supply assessment March, 197¢
9. First participants depart for
training April, 1976
16, Part C program evaluation September, 1976
1), Sfecond year Tarmer training October, 1976

cyele veging; first
reprogramning of credit reflows
from Parts A, B ard C,

12, Third farmer oodrving cycle

begins October, 1977
13, GOK submit: inal reimburscment

rec est October, 1978
14, Toan % rminal date Deccember, 1978
15, TFinal ceprogramming of credit

resflows June, 1979

Further details of the implementation schedule for year 1
(1975/1976) are as follows:
1. June, 197

a. {ntain approval from concerned GOK ministries of Part C
program design, including participating unions and socileties.

i, Inter-agency Coordinating Committee established., Obtain
final concurrenct of committee on 1-lans for program activities,

c, MOA oificlially informs Provincial and District
Apricultural Ofticers in program areas of their responsibilities vis-a-vis

Part C program,

d. Peac- Corps/Kenya submits request for volunteers to
Peace Corps/Washington with appropriate documentation.

. USATID/Kenya requests AID/W to identify candidates for
operations advisor and evaluation team for GOK approval.

vy Augnst, 1497

A, MWD Aaspdenr additional cooperative star't where required.
Pentenale b anibons bep b planndne for Inpat supply systems, product handling
atnl credll exlenasdon,

b, MOA assigns required statt for agricultural extension
and larmer Trairing Centers to be used for small farmer food production and
credlt training,
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¢. Operations advisor begins activity September 1,

3. September, 1975

a. District Agricultural Ofticers prepare farmer
training course budpet.

b, Jperations Advisor working with MOA and MOCD develops
curriculum for staff training courses,.

c. Progress by cooperative unions in preparation for input
supply handling 1s reviewed and where reguired appropriate action is taken,

4, Cooperative and extenslon staff work out details of
farmer selection process and obtaln Inter-Agency Coordinating Committee
concurrence,

¢. Evaluation contractor arrives to prepare evaluation
plans, train staft and assist in introducing system,

4, OQctober, 1975

a. Peace Corps Volunteers arrive and begin cooperative
training at the Cooperative College.

b. Staff training begins and include final development
of favrmer training curriculuvm along with training in evaluation
procedures,

5. November/December, 1975 and January, 1976

a. Farmer tra.ning courses begin, Western Province
courses will be trained first since planting season is usually one month to
six weeks earlier than Eastern and Centrel Provinces. Courses will continue
into January if the additional time is necessary.

b. Cooperative union and society staff will prepare
required input packages and distribution system based upon number of

participants in farmer training courses.

6. January/February, 1976

a, Farmers begin planting with the use of input packases
they acquire following training courses., Acquisition by credit in kind
and/or purchase with farmer's own resources.
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b. MUA and MOCD tic1ld personnel cooperate to follow
up and assist farmers 1a proper land preparation and use of cash inputs.

c. Plan storage requirements on basis of program
participation,

d. Begin construction of storuve facilities.

T. Marcr/April, 197

a., Participant. trainees selected and depart for 6
month U,S. training period. (April - September paiod will permit trainees
to return following ccurse in time for sec nd year training c. 1),

b, Input supply assessment by MOCD staff and Operations
Advisor,

8. July,August, 197~

a. Harvest rperiod and start of loan repayment

9, Septerm- , 1970

Fvaluation of first year's program by cvaluation
consultant, Operations Advisor and GOK ministries.

10, October, )76

Lat'tt training for tccond yzar begins,

F. Monitoring and Evaluation

The program will be closely monitored by the GOK and AID through the
Inter-agency Coordinating Committee, assisted by the Operations Advisor
provided under the technical assistance portion of the loan, The major
relevant documenta ion will e the GOK quarterly rceimbursement requests and
the quarterly repo:ts of the Jperations Advisor (whose reports will
incorporate reporting from tie cooperative union managers). The details of
the monitoring system will be set forth i\ the Part C plan submitted pur-
suan*t to the relevant Condition Precedent of the Loan Agreement, and will
be 1-:fined further by the evaluation consultants,

The Coudition Precedent submission roted above will also include a
detailed c¢valuation by evaluation consultants. Since all farmer participants
under the Part C program will go through farmer training courses, these
courses should provide a low-cost vehicle for gathering most of the data
needed ror evaluation of the program. Under this approach, evaluation
consultants would participate in the first farmer training courses as well
as in a stalf training course programmed for extension and cooperative
trainers, This will provide the means to educate field personnel in
evaluation methods and the record keeping designed to monitor the project.
The team will remain through several succeeding farmer training courses in
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order to cover all seveh centers to instruct and assist the trainers in

the establishment of the required data base. Apppoxpmedeldy two man-months will
b necessary to set up the program with one man-month required at the close
or the ¢:p year to evaluate the results bhased on the organized record keep-
ing of ti. extension and cooperatives staff. At an appropriate point
followir:is planting, there will also be a staff review ¢! the effectiveness

of *he input ¢vstem, This will be necessary if adjustments to the system
are required prior to the short rain season which can be the next input
Jemand period.

Altnough this production scheme is planned to offer a service previously
nor availavl. to the srallholder, it should not be classified as experimental
ror shoulg it bee considered a pilot project. The SRDP projects were
experimn s ir smallholder credlt for food production and as such proviaed
mlrh of' the structure planned here, This does not mean, however, that the
s, m hiac been perfected, and therefore the evaluation will include an

w

analyuls of the effectiveness of the SRDP 1ldeas employed in this scheme.
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TABLE II - PART C BUDGET PLAN

N.B.

Ksh. Totals may not add due to rounding.

1/ Average loan of $90 X 7,800 participants.

trainees).

1ro
~

W
~

1975/76 1976/77 1 8 TOTAL
Item $000  Ksh.000 $090  Ksh.000 §6%m_5§n,mg $000 Ksh.0Q0
Operations Advisor 50.0 357.0 50.0 357.0 50.0 35Y.0 150.0 1,071.0
- kvaluation Consultants 18.0 128.5 18,0 128.5 18.0 128.5 54,0 385.5

(9 m/m @ $6,000)

Fquipment & Supplies 50.0 357.0 20.0 142.8 10,0 71.4 8c.0 511.2

Participant Training 59.5 4248 59.5 424.,8 59,5 4oy 8 178.5 1,274.4
(21 @ $8,500)

Parmer Training Costs 8,000 Trainees 9,000 Trainees 10,000 Trainees

(MOA)

(7 $700ATrainee) 56 .0 399.8 64.0 57,0  70.0 499.8 190.0 1,356.6
Farmer Triining Costs

M0CD)

@ $5300, Trainee) 2l .0 171.4 26.0 185.6 30.0 214.,2  80.0 571.2
F.T.C. Staff Training &

Maintenance 5.0 35.7 5.0 35.7 5.0 35.7 15.0 107.1
New Coop. Staff 66.0 1.2 67.0 4k78.4  67.0 k8.4 200.0 1,428.0
Storage Constriction 66.0 1.2  67.0 478.%L  67.0 478.4 200.0 1,428.0

SUB-TOTAL 39,5 2,816.6 376.5 2,688.2 376.5 2,688.2 1,147.5 8,193.0
15% Contingency 59.5 Yo .8  56.5 403.4 56.5 4oz .4 172.5 1,231.7
SUB-TOTAL 454 .0 3,241.4 433.,0 3,091.6 U433.0 3,091.6 1, 320.0 9,424.7

1/ 2/ -3/
Credit 702.0~" 5,012.2 1378.0~ 9,838.9 2,080.0 14,851.2
TOTAL 1,156.0 8,253.60 1811.0 12,930.5 433.0 3,091.6 3,400.0 24,276.0

(Assume 2.5 percent drop out of

Average loan of $90 X 7,800 new participants X 7,510 returned participants.

New participants for 1977/78 will receive credit from reflows of Parts A and B.

Returned participants covered by reflows of Part C funds.
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Returm oo rickages

Usirg Ta5 . Inp.‘«
Matze] Faize]
Gr.7.es

Mux, Fogna

Produ~"ton Unit [Hectarec) 0.4

0.7 <.7
Av. Yiel2/Hectare (Kg.) 5,050 - - -
lalt Yield (¥gz.) 1,520 - - -
Av. Pa2turn (Ksh./¥gz.) 0.72 5. T2 1. 1.€7 2.75 2.7% 1.13 1.13 - - -
Grozs Peturm - ¥sn, 1,176.0C LR o £75.00 338.00 1,000, G0 500,00 542.00 220,00 1,54.00 2,172.20 1,712.00
275.00 - 12%.0C -- %9.00 -- 128.00 - 372,05 1.6
25,36 2. 56.00 54.00 26,720 24,00 12.00 12.00 75,00 .23
ation 16C.00 1050 106,00 10,00 4,00 7%.00 170.00 110.00 200.0C 17%.20
Cxrer Costs _7 .00 €. §2.00 - 56.0C 37.00 - -- 11€.00 12,00
Creitt 3/ 36.00 — 2:.00 - 15.00 - 14,00 - €7.00 [N
To%21l Tosts - Ksh. 55,00 186.06 331.00 154.00 260,00 135.0C 275.00 122.00 T12.00 FPENSS
¥et Feturn - Ksk. 671,00 302,00 344,00 184.00 745.00 365.02 25C.00 104.00 1,C15.00 1,411.00 ez
$ 92.98 52,30 48.18 25.77 103.64 51.12 37.5% 14.57 152,15 TR 1iL.e
Increoental Return - Ksh. 369.00 160.00 - 375.00 - 164,00 - 529.00 TL4.00 ©33.20
$ 51.68 — 22.40 -~ 52.52 - 22.97 - 7%.09 104,20 T3.€5

1/ Pertilizer Pates per Hectare:
Maize - 75 Kg. TSP + 165 Kg. ASN-CAN
Mexican Beans -~ 120 Kgz. TSP
Groundruts - 100 ¥Xg. TSP
Sunflower - 100 Kg. TSP

y Includes irsecticides ard cort of spraying.
3/ 10% of cash costs (excludes land preparation).
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1.200 201 1,440 107
7,800 1233 &.80 653
. swass seses "

759

4 A



Table V

Part C - Food Produced in First Year

(Metric Tons)

Ground Mexican Sun-

Districs Maize Nuts Beans flower Total
Machakas 1,458 - 284 96 1,838
Exbu 1,458 - 284 96 1,838
Kakamags ‘ 1,944 108 243 144 2.439
Busis 1,944 144 162 192 2,442
S. Xymxa 1,944 252 122 96 2,414
Kisumu 1,944 216 122 144 2,426
Siaya 1,944 216 162 96 2,418

Rt Total 12,636 936 1,379 864 15,815

Incremsrzal Total 7,371 414 566 336 8,687



AID 1020-28 {7-71*
SUPPLEMFENT |

Froject Title & Number:

“NARRA [IVE_SUMMARY

Program or

«ctor Goaol.

which this projact contributes:

1. The long term goal of Part C 1is to
improve the welfare of small farmers.

2. The short term goal of Parts A & B
is to relieve balance of payments
pressures by reducing wheat imports
and producing an exportable surplus
of maize.

Kenya Agricultural Sector Loan I

The broader nhijcct - 1o

"ROJECT DESIGN 5IUHARY

SOGITAL

VERIFIASLE
4 Goal Achic- . ot

incomes cf small-scale
Production data.

1. et
farmers.
2. Food production and balance cof
pavments data.

¢ RSGEVERK

Annex D
TR TION. THIA
REPORT.

TE S BMIITED

i 1S AN OFTIONAL
FOPM #a-TH CAN BE USED AS AN AID
TO SRGAN!'ZING DAYA FOR THE PAR
1T NEED NOT BE RETAINED

Lite of Project =
From FY _ i ?/ 5 AL FY_-__AM‘_‘_

Total U.S. F.ading  $13.58 milldun. .
Date Prepo.cd.. ~Maw 12,1675 .

_.___ PAGET

| MEANS OF VERIFICATION

1. Sample survevs of smal
r

2. M0A statistics on food production.

Central Bank of Kenve s:i.tistics on
balance of payments.

TRPGETANT 7o i (IGNS

Ass, ;

T to, s

Improvement in yeneral welfare
i1l be reflected in increased food
availability for sale and home con-
sumption.

2. Increased zgricultural produc-
tion will result in reduced focd
imports and increased exports.
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SUPILEMENT |

Kenya Agricultural

PROJECT DFESIGH SUMMARY

y e e e, -
Ll AL e

Sector Loarn I

Project Title & Numb
»,

NARRATIVE SUMMARY

OBJEC {IVELY VIRIFIABLE INDICATCRS

Project Purpose:

1. Under Part C the long term purpose
i8, in selected areas, to improve the
infrastructure serving small farmers,
particularly cocperative credit, train-
ine and education, input supply, mar-
k:ting and storage facilities.

2. Under Parts A and B the short *erm
purpose is to increase food crop
praduction.

Con.!
achicvad: End of project stetus.

1. Small farmers iu preject areas
are beiny reached and serviced by
agricultural institutions
(specif c targets by area are to
be developed).

2. Quan:tities of major grain crops
produced and marketed have in-
creased.

tenvs that will indicoie purpese hos bo oo

Life cf Projecr

U From FY 1675 tc FY 1378
Lty _———
Totai U.S.F-ndnq $12.% 7illion
D(‘telpr:;:me:i' AAY sra adid
Annex D
) o . e PAGE 2
o M_E_ﬁ%_S.EJ"F_ _V_F_R l_FlﬂC‘A-T_IPN o . ENPORTANT ASSUmAP T10MS

1. Repoerts of participating ayencies.

Site inspection by vualified GOK
and A.L.D. staff. Annua! joint
evaluations.

2. 3Sample survevs of small farmers.

3. Agricultural producticn and mar-
keting statistics of GOK.

Assur ot for mchicving pog o e

1. Needed manpower, equipaent,

vehicles, ete. to improve agri-
cultural services are availeble.
SOt rlans and proyrams are
well desipned -- aimed at

iwction constraints
cts ¢or gaps in

2d
climinnting pro
agricultural serv.ces.

and meeting Jef

2, Tmpreved phvsical infrastructure

facilities allow agriculture man-
power to perform more efficiently.

4. No major drought or adverse
weather conditions.

5. Prices of major farm products
continue favorable and price
increases for farm products at
least offse increases in cost of
production - .« *-s.
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Project Titls & Hu-ber: _Kenya Agricultural Sector Loan I _

NARRATIVE SUMMARY

Oufputs:

1. New programs or expansions of
existing programs which improve
agricultural services for less-pro-
gressive small farmers in selected
areas.

2. Increased credit available for
food crop production.

PPN IT DT

TWZLt VERIVIABLE Mo ICAY

g

1 Cutputs:

1. COK agriculrtvral development
hudget for Fiscal Years 1976-1978
includes items specifically
earmarked for small farmer
development prc jrams.

2. New programs providing com-—
prehensive production and market-
ing services to small farmers
operating in at least seven
districts and s-rving 7,800 new
farmer participants each year for
FYs 1976, 77 and 78.

3. Programs operating with
personnel assigned by end - 1976.

4. An additional $3.4 milli-~a of
agricultural credit reaches
small farmers in 1975/1976.

5. Loans totalling $6.7 million

are made to larger farmers in
197£/1976.

SITN SURHARY

~

Annex D

Lite of Project:

From FY 1975 1o FY,.H?L,-

Total U.S. Funding_ $12.5 million

Mite Pre D ":_,,__:Lly A2.-1925. . .
PAGE 3

LSS OF VERIFICATION

1. COK budget plars.

GOK

2 reports.  Annual joint GOK/
A,I.D.

evaluations.

3. GUX develcpment budger for
FY 1976 - 1978.

4. Records and reports of
participating organizatiunms.

CEIFORTANT A0 s T

Assumptions 6,

1. GOK has the ahility to plan
expansion ol existing and develop-
ment of new agricultural proeduc-
tion poegrams and improvement of
agricultural services.

2. Ministry of Finance and
Planning and Parliament will
appiove increases in the
Development Budget.



A1D 1020-28 {7-74}
SUPPLENENT §

Projoct Titla & Mumber:

Kenya Agricultural Sector Loan I

PROIELT DFSian

Ciips

=i

1ARY

COGICAL RA. L 0K

NARRATIVE SUMMARY

luputs:

1. Funds will be provided by A.I1.D.
and COK to expand the FY 1976 to

1978 agricultural development budgets
to include new credit and small
farmer service programs.

2. Other necessary 1inputs will be
precvided or made available by GOK.

1. A.I.D. provisicn of $§13.5 1.
millivne in sgrizaltural sector
loan funds.

2. Land, equipment, manpower and
administrative talent to

support programs will be prcvided
for in GOK budget and furnished
in a timely manner.

A.1.D.

Annex D

" MEANS OF VERIFICATION

financial records.

”. GOK financial and program records.

Life of P-oimece: »
From FY _1?15 to FV___],9_7_5

Total U.S. Funqu [ 45 _
Data Prezcred: __ Mgy i{:’_,_fﬁ.___'

PAGE'{.

T T

Assurmpnens fur provid g i4;.1s:

1. Funds will T provided in time
for effecrive arilizaticn.

2. A.1.D. %
July 15, i¢
ments oon -l
1578,

can will te signed by
" and &l1 disburse-
eted by [ecember 31,

3. GOK wiil previde adequate
quancities and quality of land,
equipment, manpower and
zdministrative talent.




ANNEX E

EFZECT OF THE LOAN ON THE ROLE OF WOMEN IN KENVA'S DEVELOPMINT

Women in Kenya are steadlly increasing thelr participation
in goverrment and business as the country progresses towards full
developrent,  In a,riculture, however, particularly in the cmail
subsistence level farms, they arce faced with the traditional
attitude of the women's place in the yural home. Although most
of the farm fi:1d work is done by women, the husband practically
always is the cooperatlve member and the land title-holder. e
usually insists on exercising his voting rights ir. the cooperative
and receiving payment for whatever producls are soid, leaving
little opportunity for his wife 1n do more than work the land and
run the household,

There are changes taking place, however, in these rural
patterns und womer: are playing increasingly larger roles in
agriculiural decisiorn-making. Due Lo ligh rates of labcor migra-
ticn, a decline in the Trequency ot widow inhieritance, and the
recent direction of male attention towards c¢xport crop production,
women are taking over the rcesponsibilities of hwusbands and sons
for technical declsions in regard to food production. Although
specification of the level of farm erpenditure is usually the
responsibility of the malc farm head, female farm managers often
are iaced with such critical decisions as which inputs to purchase,
how much labor to use and when it should be applied, which
husbandry practices to incorporate, and when, where, and how
mucn of the crop to sell.

In locations that ofier alternative employment for the males
the farm women are assuming the t'ull role of farm management and
decision making. One example of the impact of ncarby urban employ-
ment opportunities was revealed in the records ot the {armer
training sessions of the Tetu S.R.D.P. scheme where thirty percent
of the trainees were women. The Tetu area is north of Nairobi and
accessible to several vrban centers where man; Tetu area men hold
Jobs. Other instances of women assuming an increasingly important
role in avricultural production werc ouserved in field visits. In
Westorn Kenya several of the milk producer cooperatives have a
high percentage of women members who milk their cows, deliver the
milk and insist on recelving payment for sales. The same holds
true for poultry production. A number of multi-purpose unions
Include consumer cooperative societies organized and run by women.,

These evidences of the increasing activity of smallholder's
wives are encouraglng, but more formal support is needed to develop
the rural women's position in the economy. At present, the Ministry
of Agriculture Extension Scrvice trains women for home demonstiation
instruction. Women with thelr knowledge of practical farming can
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make excelilent agricultural field officers and should be accepted
for training. By the same token the Ministry of Cooperative Develop=-
ment should train women in cooperative management, record keeping,
cte. [or assignmert to unions.

The Part C vrogram will establish an extensive series of Tarmer
training ssions at which undoubtedly many farm women will attend.
The two i ries concerred with developing this program are urge

to taxe this opportunity to assign, whenever possible, wonmen trainers
and worer leld staff., I too few qualified wemen are available for
the first series tiwre is ample time to train staft for the <v.cessive
crop years prcjected in the program and project plans wiil provide for
selection and training ot women for these Jobe.

Foi- virect participation in Part C credit no rectrictions because
ot se wilo be inciuded in the borrower's qualification. Women will
be aciively cacouraged by cooperative and extencion staff to attend
.T.C. ard obtain credit if cach production purchaces are desired.
Title deeds traditionally in the male's nane except tor widows with
legalized inheritance will not be a loan security requirement in
Part C credit.
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ENVIRONMENTAL IMPACT

The impact of this program on the environment 1s likely to be
slight. No resettlement of population, construction of irrigetion
eystems or ponds, or artivities that will disturb wildlife are
planned in the project. The use of pesticides and fertilizers on
the bulk of the acreage affected by the project should not substantially
exceed present levels since 75 percent of the loan is to meet the credit
needs of farmers who normally use credit to purchase inputs. It is
possible some of these farmers will expand present acreages, but for
the most part AID funds will allow maintenance of present acreages by
increasing the credit pool to meet input costs which have tripled
in the past two years.

The less-progressive small farmer component of the loan will
put a number of farmers not now using pesticides and fertilizers in
a position to purchase them. Such farmers will, at the same time,
receive training and assistance from extension services, hence there
sheuld be the necessary educational and supervisional activities to
prevent, or at least minimize, the use of pesticides and fertilizers
in ways that have an adverse impact on the environment,

A substantial portion of the funds from this loan will be used
to purchese fertilizer. Nitrogenous and phosphate fertilizers, when
applied to crops, are potentially capable of causing changes (which may
be adverse, beneficial, or of no significant consequence) in the existing
conditions or characteristics of the environment of Kenya. There 1s
also the possibility that fertilizer will be mismanaged by some
inexperienced handlers and farmers and may result in the improper use
of limited quantities of fertilizer. For the most part, however,
fertilizer will be obtained by established farmers who have used them
previously and there 1s no indicatation that cases of negative impact
would be extensive or permanent. For less progressive farmers under
Part C of the project the application of rertilizer will increase the
yields per acre, which are very low. The use of fertilizer will thus
have a significant beneficial effect on their welfare with a low
probability of adverse effects on the land. There are no adverse effects
on the alr environment from the use of fertilizer. Nitrates and
phosphates contribute to the overgrowth of objectionable plant forms
in lakes and other standing bodies of water. The permissible
criterion for nitrates (determined as nitrogen) in public drinking
water is 10 milligrams per liter. Satisfactory records are not
available on the nitrate content of drinking waters, nor are we aware
of any evidence of the incidence of hemglobinemia, the disease caused
by high nitrates. The beneficial effects of the application of
fertilizer to the crops of Kenya far outweigh the potential and
unproved adverce effects. However, specific environment effects will
be reviewed further during the annual program evaluation.
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AlL of Kenya 18 drought prone and certain areas of the country
have suffered from varying degrees of drought ior the past three
years. This program will operate 1in areas of Western, Central, Eastern
and Rift Valley Provinces which are considered high and medium potential
agricultural areas and where drought conditions do not now rrevail.
The Mission, therefore, believes the project will not affect Kenya's
drought susceptibility.
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CHECRLIET OF STATINORY CRITIHTA

H:r- righi-hand margzin, for each item, writc ar*w-*r or, o cvproprinto,
ary of reaulred discussion. As peceszary, reivrence the seelion ot L

in which the matter is further disc....c.d.

sistance Yaper, or other clearly identifizd and uvr*lnn}o doziiant,

The following abbrevictions are used in the checklist

1

FAA - Forveign Assistance Act of 1961, as amended

FAAh, 1973 = Torcign Assistance Act of 1973

App. = Foreign Assistence end Releted Proaram Lporopriation Acl, 1974

MMA - Merchant larine Act of 1939, as amcnded.

FULFITAMENT OF STATIMCRY _ORJECTIVES

A. Needs Which the JToan is Addressing

1. FAA Section 103. Dizcuss the extent
Lo which {he loan vill alleviate starvaticn,
hunger and malnuteition, end will provide
basic services Lo poor people enhancing
thair capacity for sz1f-help,

2. FAA Section IPL Discuss the exlent
to viich the Joan will increass the
opportunitiecs and motivation for family
planning; will reduce the rate of population
grovth; will pravent and combal disecosc;

and vill help provide health services for
the pgreat majority of {he population.

3. FAA Sceiron 105. Discuse the
extent to vhich the loan will reduce
illiterecy, cxtend vesic edvealion, and
increace raudover treining in skills
relaved to develeopmont.

. FAA Section 105, Discuss the
extent L0 vn.(j"&ZTan, Will help solve
econanic und sacial developmeni nrobles.
in fields such as trausportation, pover,
industry, urben develcpment, ead CxRpOrt

development,

Kenya does not have a starvation
problem and the loan therefore
does not address this issue,
However, the loan is designed to
assist substantial elements of
the rural farm population in
need of agricultural goods and
services to enable them to
improve their performance and
thereby their social and economic
status,

Not applicable,

Not applicable.

Not applicable.




ction 107, Discuss the

5., FAA S¢
extent L0"V¥1E
fgeaera) ecoroes; ol the recieient councry:
or »iil suruert devaloarent prorra™s
conc’uil Ll Dy ate or internationl
orcaniciiicus,
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Tunds

Looan

Y. FAS M6, that
AnSUTranies = choor will e nade
that tie teciaiant country will provide

osts of the entire

at lonagt 254 of thn
e activi~vy vith respect

progvan,
to vhich such a
upder

csist
Sceotions 103-107 of the FAA?

2. TAA Sercrjon 111, Diccuss the
extent to W the loan will stiensthizn
the pﬂ]t](\ﬁ tion ol the urban and rural
poor in theis countiy's develosmeat, and
will assist in dovelonarnt of

coo, ~vaLwve, ek vill enable and
encourane greater nurhers of poor neovle
to help theruselves toward a better life,

Wi ("‘

the

3. FAA Section 112

of the Jaan be used

. 111l any wnart
to conduct any »nolica
trainin~ or related oroevam (other than
assistarcs rondered under Section 515(c)
of the Ooviitus Crina Control armd Safe
Streets Act of 1960 0y vith resnecet to
any authroity of the Drus "mforcenent
AdiinivOraiion of the I'31) in a foreign
counlry?

fiv  TAA Scction Deserihe the
extent to vhich tho nrojects or
activitics ta e Ffinanced under the lean
give narticular ateention to tue iuvterra-
tion ¢! wonnn inte tha national cconony
ol the recipiont country,

313,
Sranrans,

“the Yoan vill ~,upwort the

to Le furnished
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The loarn will be used to increase
food productlon by providing agri-
cultural inputs and oredit to
small.and large lavmera, thereby
decreasing tlic dependeney an
imported food grain.

The Kenya Government is providing
$4,5 mlllion for seasonal produce
tion credit.

A part of the loan funds will be
used to assist the GOK in channel-
ling agricultural inputs into rural
areas through established. farmer-
owned co-ops and assoclations.

In aduitlor. components of this
assistance will focus directly

on less progressive and heretofore
unreached farmers.

No.

The loan will make assistance

- avallable -o both men and women
farmers allke. See ANNEX E
of the loan paper.
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Corpance of atorte.cas as a nethod of

amilv planniece or to rotivate or coerce

any person Lo practice akortions?

COUNTIY PURG QI IANICE

A. Progyess Torards Country Coals

. TAL “ )er))/g) ) ')01 (lﬂ (7)

02 >())’m;[;' Hihcuns he extent
To viich ths cou ll./ is:

(a) Malir= apovopriate efforts
to incveane food oroduction and
innryove neans for food storage
ant¢ distribution,

(b) Creatina a favorakle e¢linate
for forecien and domestic onrivate
enterprise aad investnont:

111 any nart
of the loon Lz uoed to pay for the per-
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No.

The GOK has reaffirmed its com=
mitment to increased food crop
production in the 1974-1978
Development Plan. Current
budget a. locations reflect that
commitmen .. To stimulate agri-
cultural sroduction Kenya
recently lncreased food crop
prices including an 11% increase
in wheat prices and a 30% in-
crease in corn prices. The
Wheat Marketing Board of Kenya
has steadily increased the
storage and handling capacity
of its facllities.

Kenya has a growing economy and
investment policies that are
conducive to forelign investuent.
U.S. business investment in
Kenya by more than 125 companies
has doubled in the last two years
and now represents an lnvestment
in excess of $170 million. The
GOK has signed an Investment
Guaranteed Agreement.



(¢) Increasing tha people's role in
!
the developnental proc2ss:

(d) Allocatine exnenditures to
develonrent rather than to
uhnecenstry Wilitary purposes or
intevvention in other free
countrics' aflairs:

(c) VYillins to contrilnte fuads
to the vryoject or propranm:

() leking economie, social and
political reforms such as tex
collcelion dmprovements engd
chenzes in land tenure arrangermcni;
and reking prozress toward respect
for the rule of law, freedon of
expreossion and of the press, and
recosnizing the importance of
individual freedom, initiative,
and private enverprisc;

A part of the funds provided
under the loan will be used to
asslst small less progressive
farmers who have not recelived
cich assistance in the past.

Kenya's budget for development
projects and activities continues
to increase. In FY 1975 develop-
ment expenditures were $38.3 Mil-
lion, and defense recurrent end
development expenditutres $10
Million. Kenya maintains a foreign
policy whick emphasizes regional
cooperation.
The GOK will contribute $ 4.5
million, 25 percent
of program costs.

GOK recurrent revenues have
ii..~eased from 13.9% of GDP

an Fr 1964 to 18.5% in FY 1973.
3ince 1963 the GOK has operated
a series of settlement schemes
whereby large expatriate holiings
have passed to African settlers.
As of the end of 1973, 61£,5.k
acres had been developed for
57,174 families :



() Responding to the vitel econonie,
politiecal ond .,s;;-..l concerns of its
people, and cdezonstraiing & clear

delerninalion 1o teke effective self-
help measuresn,
B, Relotions with the'Pnjred States
1. FAA Sec, 620(c), If assistanue
is to a governinnt, ie Lhe governmant

to any U, &, citizen for goods
Curnishied or ordered vhore:
itas axhauvsalad avall-

includinpn arbitra-
the debt is not denied ov
tha soveranent, or (e) the
under sucit fovern-

indehted
or scrvices
(2) such citizon
Tesal 1‘(:'*-"51‘::\-',
tion, or (b)
contestod by
indal:Ladness

ahlu
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rent's or a predecessor's unconditional
[‘_ll(.‘l'--xl'.('(f?
2, TAA Sec. 620(d) If the loan

is inteaded for cn-utructlnﬂ or onnra-

tion of any prodiuctive enterprise that

i) mante A enternrise, has

the covalry asread that it will establish
annropyiate procedures to prevent export

to the U,8, of more than 204 of its enler-
wrises snnual nroduction during the lifc of
the loan? :

(ofy Sty e s

3 1{ assistance
is Lo
puent,

FAA Sac,
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any acency or subdiviaion thereof,

(a) nationzalizod ov exnreoorialad proverty
ouned by W, 8, citizens or bv any business

entity not less than 597 beneficiallv ewnad by 1974 the GOK began to negotiate witl

U.S. citizens, (b) talen stens to repuciate
or nullifly oyi’t4n~ contracts or anreerenls
vith such citizens or antity, or (c) imnose
oy enfurvend discviminatory taxes or othor
exacltions, or restrictive naintenance or
opevation conditions?  If so, and rore
sIx nontha
L HAT T if_'_.' {1
poverntent

{3a

dociemt indiceating that i
or annronriate asoncy or suh-
divition Lheveof, has talen annropriatc
to divehargn jtn
law Levsard suey citizen or ﬁntxt"° I{ lens
i roatha has alavued, what stesn, 15 anv,
it takier Eo ddgcnirae Les obhlicatinng?

£, has the country's fovern-

»

d

n
has elansed since quch occrrance,

sLens

o lieations undor fnternational
thar
b
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The Government has ard is continu-
ing in 1ts policy and actions to
direct resources icward improving

' the social and economic cond!tion |
of 1ts pecple, 1

: i
No. 4
N/A K

Mr. John Saul, a U,S, citizen,
in April 1974 obtained & nermit fram
the GOK for the mining of rubies.
On June 18, 1974 he was expelled
from Kenya and a mining permit for
the same locations was issued to a
Kenyan national. In Aug. 1974 Mr.
Saul obtailned injunctive relief in
regard to the establishment of the
competing claim, However, the GOK,
which has cancelled the competing
claim of record, prohibits Mr. Saul
from entering Kenya and from carry-
-Ing on mining operations. In Nov.

Mr. Saul's representatives on the
compensation to be paid for the im-
pairment of his mining rights. In §
view of the comylexity of the mate 8
ter, the time used to obtain inde- s
pendent opinion on the value of the
Saul claim, and the potentially
large sums involved, the length of
the negotiations cannot be consid-
ered unreasonable.
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h, FAL Scc. 620(4). lizs the country
permiticd, or “2iled to take adeguate
neasures to prevent, the danage or
destruction by uod estion of U.O. cpar Ly,
end Iailed to texe 2pprovriate meszurss to
prevent 2 recurrenze end to provide uﬂequate
cozrenzaticn Jor such damaze or ucsb*vc ion?

3.0 1PAN Sec!', (:_"(}(_.'l__)‘._ I'as tae povern-
nent instituted eon investmeat auaraogtv
projram uader AL Sec, 221(k)(1) 234(a) (1)
for the soecific risls of invonvertitilitv and
eixnvopriation or ceufiscation?

i o5 as avzndad,
Beclion 5. flas the country ceized, or
imposed any perz2liy or sanciion against,
any U.S5. fishirg activitics in interne-
tional waters? If, as a result of o
scizure, the U.S,G. has made reimbursesent
under the provisions of the Fishernan's
Protective Act asd such ermount has no:
been paid in full by the seizing co‘nt_J,
Ldcnlily the docuscnlabivu vilch Qeserive
.how the vithholding of assisiance under
the FAA has bean or will be eceomplishead,

T. FAA Sec. €20(a). Kus the
couniry beer in desault, auwring a ‘period
in cxcess of six wonths, in pzyment to

the U.S. on any FAA loan

3. YAk Sec. 620(t). FKave dip" ne. tic
reletions betwvesn ihe country the U.S.
been severed? 1T so, have thoy been
renewed? :

O
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There have been no
instances in which 1t
has been necessary for
the G0OK to take action
in this connection.

Yes.

No.

No.

No.

= O

"
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C. Peletions with Other Nations end
the U.il,

1, FrA See, 620(i), Has the ,
country t22d efZrgielly reoresentod at
any iniornziicnal conferaince uwnen that
repraseniation included planning sctivi-
tics involvirg insurrec

tion or subversion
directed vscainzt tre U.S
& c

; or cowunsries
receiving U,S. assistan

et
2., TPAA Sccs. 620(2), 620(n): Mas
the couniry scld, ruraished, or pernmitted
ships or aireraft under its registry to
carry to Cuba or North Vietnar, items of
cconeriic, :ilitpry or other assistance?

3, JFAA Seec, 620(u); Aon. Sec. 107.
Vhat is Lhz status o tha country's
U.Y, dues, scsessmenis or oiher
obligelicns? Does the loan agrecement
bar any use of funds to pay UK.
assessuents, dues or arrearagas?

1. FAA Scc. 620(i). RKes the country
cngaged in or prepurad Ior agfnrossive

rilitary efforts dirceted ageinst the
U.8. or ccuntries receiving U.S. assistence

2. FPAA Scc. 620(s). ‘'mat is
(2) the percentaege of the couniry's budgetl
éevoted to military purnsces, and
(b) the amount of the country's forcign

exchznge resources used to acquirs military

couiprent, ard (e) Las the country spent
noncy for sophisticaled weapons systoms

purchased since ihe statutory linmitation
beeate offective?
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No, as far as 1s known.

No, as far as is known.

Kenya has not been delinquent
in any obligations to the
U.N, The Loan Agreement
limits the use of funds to
the agricultural pursuits

of the program,

No.

Approximately 6% of Kenya's
budget (including the Devel-
opment Budget) was to be
spent for military purposes
during FY 1975. A negligible
amount of foreign exchange
has been spent for purchase
of military equipment, none
of which would fall into the
classification of "sophisti-
cated weapons".
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2, (2) Is the country diverting I.S. ' No.
developmant assistacce or P, 450
sales to military expenditures?

2, (3) Is the country diverting its No. .
oun resources to unncessary nili- ; !
tary exnenditures? (Findines on ' L
these questions are to ha made for ’
each country at least once each ' - )
fiscal year and, in addition, as )
often as may be regnired by a material
chanpe in relevant information,)

e b e, % N !

1I1, COUDITION OF THE LOAN

A.  (General Soundness

Interest and Repaynment _ The loan terms are conces- )
: ! sional and within the

1. YRA 85201(d), 201(o)(2). 1Is the country's capacity to

rale of licrcol exCossive or unrozsonsble repay. The Interest rate '

for”1iw.§ ‘c;o.t'lrowcr? ia'ejhere :'c::v_zsl;on;*.‘ule ;:rﬁddmuréng%theﬁeg:;:er ,

PrOanULL‘lor'r?p&}hDHu. What 1% the ! whioh is below the

prace period inverest rate; the rollowing applicable rate in Kenya,

yperdod intorest rate? Is the rate, of

Inberent higner than the eountiry's nppl e

¢rble dognl rote of 4nterent,

Ll by el 2

) .

Financing = Kenya has received develop-

' ment financing on reasonable e

1o a2 () 01) o whet extent terms from the United King- |1

[ 430 G TR .:-'_.. (g1 1(-“.!-":-1!1:3_._"‘1_‘{\ l-'{\‘r”:- l‘l‘ dm’ tl‘!e sbdeéal nemblic Of E,{
bt inaed fedst gibpd chegspuell) spoitivse, mfﬂ'; ‘RivdR; TPAly; ete, B
Hipdbiting g dvnbe COUFESS wiEWIR Ve Uon,y  HEWeved; edditionsl pesous-

cas are raguired. Private
beunude and Yeehpieal Bawndness gfs;nszgga:: :gigoty::?V1de

.o PAR 83201(0)(2). 201(n). The
activily's ceoncnie ena technical
soundnons Lo undueyteko lazhy dees sie
loun dpplication, lopethor wilk infor-
mation and ssonurances, indicate that
s vill ve vsed in an ccononically
S LR T

saiowntnnnierlly aound aanneres

ol 38 b

Yes .
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2, YA 8911(e)(1), ilave engincering,
finuneial, end olher plens neces isary 1o
carry out essistence, eand o reasowubTe
firm estizztz of the cost of assi .L niee to
the U.S., bteen comnleted? 3

Yes.,

J

3. FAA 8611(b); Awn. 0101, If tho The loan'is not related

loan or grant is for o waler or relates to water or land resources
Md-rosourees construction vroject or construction,

pro”rn:, do plans include e cost- '

benelit co:put:t* 2? Does the wroject

or pr relevent U.S,

cn standards and criteria

termi easibility?

) ‘AL §5 f this is
be }‘!..I'..JDJ,].(C?). If t!ll? is a Yes. See ANNEX H
Capital Assistznce Project with U,S. of Project Paper.

L
financing in excess of $1 million, hos
the princiypal A.I.D. efficer in the
coinlry certificd as to the country's
capability cffectively to maintain and
utilize the project?

B. \c1-,10ﬁ to LC1=c\e"ent of Fo“r Lrv

Country Goals ot

1. TAA 85207, 2%1(n). Waet is this
loan's relaticn to:

The loan addresses problems

in the agricultiural sector

(?? Ins%ituti?ns needcd for g ?g:ﬁigﬁtf2§§uﬁﬁaf;232:i;int
dcmgcrat'c socievy and to agsure agencies in assisting the
naximua participation on the rart farm community in develop-
of" ithe people in the task of ceononic ing the economy.

* * developnent?

(v) Enz ;1Ln' the country to ricet This assistance is directly
its feod neads hoth from 115 om focused on food production
increases and will greatly
], ¢ r i assist other GOK efforts to-
vith U.S, heln, of infy struciure ward making Kenya self-suf-
Yo support incrcased nal‘lcultl'r ficient in basic food

productivity? : . requirements.

|
.
]
i
i

rosources and through orvLJOLnru»,

I
i
b

(e) lecting increasing need for
trained nanvouer?

Not applicable.

(a) Loveloping vrosrens to noet :
pudblic health neois? Not applicable.
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(¢) Assisting other inmportant
cecononic, political, and sceial
develorment astivities, including
fndustyinl cevelopzznt, croyth cf |
free letor unions; cooncratives end
irzrov of
cormunicalion
fcr plunning
urbzn
nization of

remant

1033 seblw

-y

\ao'\‘ .1 pyy Pu—pn
l”“""\ﬂ"‘ lCl cné
LS
w

4 B
f \"s'( e I

and pu
d(.(1r\ '"z;
existing laws’

—
o

2

FAA B

1 iy
8 Coiisl

l:)' ‘J'
ol

contri

(hjcpblveq.

“ T (% Ty 1v1 1] -y
3, FAA Biao1(b)(9),¢ How will the
anctivity vo Po financ - ‘contribute tu tu.
achicverent ol self-sustaining growin?

.

. pap §ooalf), If this is a project
loan, de oncribe row such project will
prozote the country's economic developnent,

{Laking into account the country's human enc

material recolivee requirenzints and the

relationshiv belyeen ultinete objectives
of the project and overall econcmic

developEsnt,

5. L 8201(v)(2). In whal vays does
the activity give reascn2ole promiue of
conteibuling to the development of cconenic
yosources, or to the incraase of productive
capacitica? {

FA
:
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Farmer cooperative socleties,. | x
farmer assoclatlions and agri- 2
cultural banks will be the N
implementing agencies for this g
loan. Their capacity to provide ° i
additional services to the { 3
agricultural community will be B
strengthened. | =

Although Kenya nas a moderate
but growing inlustrial base and
an important tourist industry,
agriculture is and will remain
for some time as the main econ-
omlc activity of the economy.
Government planning and programs
reflect this reality. This loan
is accordingly consistent with
those plans and programs.

By providing some of the pre-
requisites to an expanded and
viable agricultural sector.

This 1s not a proJject loan.

By assiiiing in the provision
of identified agricultural goods
and services to farmers and
farm areas with potential for
increased production.

.
R e e e v
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6. FAA E200(n).

the particular rzeds, desires,

. \
5 (j)Paae 11 of 15

How does tke pregram
under vnich assistinse is provided recoznize
end capacitiss
of the countiy'c zeople; UtillZu the country's

By supporting agricultural
development the loan is —
aimed at those institutions 2 |
‘most directly affecting the '
welfare of the majority of

intellectual resources to encourage institu- ' 4

ticinl develorruent; andé suprort civic
cducation and training in skills resguired
for effective porticipation in political
processes,

f. FAA £601(2), How will this loan
encourage ¢ Lhe o suniry's efferts to:

(a) increase the flow of international
trade; (b) fosier private initiative and
competition; (c) cncourage dsvelopzent
and usc ol ccoperatives, creult unions,
and savings and lozn associziions;

(@) discoureze rorcwvolistic practices;
(e) improve tecimical efficiency of
industry,; egriculture, and ¢ tﬂ‘“CC; and

(r) ﬂi:c.gungn free labor unions

Kenyan people.

By (a) increasing agricul-
tural output of fsome of the
erops that have export market
or potential; (b & ¢) helping
to develop capable and suc-
cessful farmers through
established co-op; (d) not
applicable; (e) the exten-
slon services to be included
under the program; (f) not
applicable.

i thEL Pt U LS
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8, . Far $202(a). ‘Indicate the amount  No loan funds will go directly

of roncy unier the loan vhich is: pgoing .to private enterprise; 75% of
directly to rrivete enterprise; noing the loan will go to intermediate 2
to interrmoi A{inte cwo;"t_'u institutions or credit institutions which will :E
othicr borrovers for use by private relend the funds to private large ’
S I ety P and small farmers for procurement 8|
entervrissy oveing used to fincnce {
; "-t Iﬁm r-rw' ate sourzes; or obher- of both domestic and imported .
$EPR "‘“ < commodities., ?

vaue

to financa nracnuvonante
ol b Cdaded s tagtagaghk

1I'CCS

* 9. ¥t §811(2)(2). What legiclative  No leglslative action required. |
ection is :‘D:_'.:i:'ccl vithin the recipient |
corntr'j’ Wnzt is the bosis for a |

casonzble n.:ticipation that such action |
V! Jl" be coapleted in time to perm |
orderly gccu'roJis‘nment of purposes of‘ !
loan?
Regional Gozls |
1. FAA £61 A €619, If this loen is Not applicable.

assisting & ne: rl,,r indezendent country,

to vhat extent do the cireunstances .

pernil such essistance 1o b2 rurnished |

- threough sultilateral organizations ‘or _ f

pluns? . N
: |

2, FAN ""-')0. If this loan is direccted The loan does not address a ; :

ol o provicn or &n opoertwnity that is regional problem. The U.N.,
. regionzl in neture, how does aszistance World Bank, W.H.0. and FAO
“under this lozn encolirage a regionel provide assistance to Kenya.

dc\'{JO"\'r‘.?‘:‘; progran? VWhat multilateral
ssistence is presently being furnished
to the ccuntry?

.




: 1?5 ' . ,jsnge 13 or 18
L

C. Reletion fieonorzy

to .8,

Baployxent, Bolance of Peyments,

Privete Enterprise. i

1. FAL £3200(b)(8); 102, Vhat are
the possidiz effccts of tnie loan on U.S.
econaony, with spacial rerferance te arcas
of substantial lebor surpius? Describe
the cxient to th

¥ Mo
ich assistance is congti-
tuted o U.8., com:zodities nnd services,
furnished in & renner consistent with
improving the U.S, balance oi payuionts
position,

2. FAA §3612(h); 635(h). What steos
heve been tzken to azsure that, to the
maxiuwi extent possible, foreign
currencies ownad by the U, S. ané local
currcencies convrilbuted by the country esre
utilized to meet the cost or conbrectual
and other services, end that U.3. foreign
owned curreneies are utilized in licu of
dollars?

If this
et, to vhat

3. TiA 86 Ol(d : __2 1L‘c§
louan i fU“ H ¢

extentl hasd ccuvﬁﬁﬁ‘ Wi lize—
tion of cu;lnc;rlng end. orofessional
services of U,8, firms and their affilistes!
If the loxn is to be used to finance dircet
costs for consiruction, will any of the
contractors be persons otder than cualifieq
netionzls of the ccuntry or quslified
citizens of the U.S.? If so, has the

=
BE
cn
d.

required waiver bacn obteined?

Not applicable. Loan
consists of direct local
currency purchases.

U.S.-owned local currencies
are not available. Kenya

* Government Agricultural
Budget expenditures in
FY-1975 were $68 million
in loecal currency.

Not applicable.




b, FoA Fﬁof(e)
nation :

ultilize U.S. Covern=

Provide infor--

measures to be taken to

eat excess personal

Page 14 of 18

~ Not applicable.

properiy in licw of the procurecent of
new items, . . . i

5, FAA ?Si“ Vhet efforts have
Leen rade to assist U.8. sanll business
to varticirute eguitasly in the furnishing
of (0¢.0:1L1 ¢s end services Tinanced by

Not applicable,

this Joan? - |
6. YAl 592. T the loan provides Contracts for technical
technicn! assizven ce, hov is private services will be signed
enterprise on a centract basis ; with U.S. private ingsti-
utilized? If the fecilitios of other tutions., It is not
5 anticipated that Federai

encies will be utilized, in
whaL vay' are thcy particulzarly suitable;

c they competitive with privete enter-
p:lav (J. 5o, explein); ard how cen they
be nade availeble without undue inter-
ference with donestic vrograme?

T. FAL 'o1l(c) If this loen

\ 4 ArRe ¢ hhr\‘l\'f'i- Traw Ansiod e adid oo
anvodya 3 43 Bt -wa Aeen v LG VLUNE

Federal age

Agencies will be utilized,

Not applicable.

‘I.}lflJl 0‘7]"‘"-..1;!.; J}l CAC2SS ()f %JOO,UUL’ ‘ﬂji}
it be on a competitive tasis? I not, are
there feactors which make it 1mpract1CPble.

8, FPAr 8601(b). Dascride Lhe Not applicable.
efforts nuacde in co.nccbicn with this loan

to ecnconroge and facilitpse particivation

of private enterprise in achieving the
purpu“- ¢l the Act.

rocurenont .

1. FAA 8&ch(e).

exceplt a5 otherw

. President?

2. FLA nu (b)

LR

Will commodity

sirictad to U,S,
wise deverained by the

Vill any part of

this loan Ve used For bulk’ corrodity
procurenent,. at adjusted vricos higher
than the rmariet price provailing in
the U.8, al tine of purchusc?

Not applicable,

Not applicable.
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3. TAA 5;@}!2). Vill any purt of

this  loon Yo uied for procurnnanu ol any
cdity or proluct ihereol
o

dyraan Y

arricultursl cozz

oulsice tro U.S. when the domastic price of

Lida

suc)) coem=oliiy s less than parity?

A

» 500L(F) . Wil the agency

receive necoisary vre-peyment corvili-
calion cupnliers under a connediny
invort pronren agrecment a5 to descririicn
end cencition of comizodotles, and on the
basis of such, cotermine 11;1bility and

. Other Poouwiremants

1. 32£;??Cl(o,. Is the cowntry erong
the 20 couniries in which develcpzont loan
Tunds roy be vsed to mzke loans in this

Jiscel yeor?

2. fvp. ‘]() Doas the loan
agrumw~wt nron 1ue, with respeet to capital
projoecis, Tor U.G, pproval ol coniract

[ R e
CUNIID LTI LLriadn

300 ¥k BCo0( ;;1. If the loan is for
conclruciion o & o OJ*CJIO) c“ue“w““ae,
vith rceavect to vhich the agoresate velu
of aesictence o be Turaisned will exce
$100 riilion, wiat preparetion hos beesn
riwde 1o obuain Lhe cxoiess aprroval of

the connress?

L. Faa 64oln), 620(7);
J'as the Pro;i'a:h aethﬁulrec that the

D! Couninzted cr controiicd by
=1

K crooanist povenant?  If

e P2
TR RIS

Lhe conlry s o Conmundal coantry (inerudin
Lul nel Tirited Lo, the countrfos Jiated in

PAA BO00)) v Lo doen ia dnbenced for
ecoc i ey tanee s have e findde
regiiy ol by FAA RO20(T) and Ly Hiooty)
been roade and yeported Lo the Congrous?

No.

Not.applicable.

Yes.

Not applicable.

Not applicable.

Kenya 1s not a part
of or controlled by
the international

commnist movement.
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5. FAA Section _?QLE). Wrat steps nave

been taken Lo inswre Lhet the loan will not .The standard A.I.D. loan

be veed in e ronrer which, contrary to the provision will prohibit
best interest of the United States, promotes the comingling of communist
or wesists the fored; o ald projecls of the block aid.

Conaniicl-blo - countries?

“ef{). Will any part No.

G
of Lhic s boouved on Diraneing non-U.S.
moenviaclbered aeclonoviles? I so, has the

requirel waiver been obitained?

‘t. ThA Section 620(e).  Will any part of No.
Lhis Towl e i to conpensate owners for

erpropricice or nationsalivzed property? If

uny o aostetan hiae boen used for suzh pur-

poce i the pasl, has appropriate

redmburcenea i been made to the U.S. for

sums diverted?

G. A4 Scetion 201(f). If this is a Not applicable.
projicect lcezn, whal provisions have been
made Tor appropriate participation by the

recipient country's PPLVPL{ enterprise?

9. App. Section 103, Will eny funds No.
under the Jou. o used to pay pcnsions,
ele., for yurcons vho are serving or who
have we=prved in the recipient country's
urm~d forces?

10, 174 Beetion 90L1.b.  Does the loan Not applicable.
acrecrznl provide for omo];ance with U.S.
shipping rcquironents that at least 509
of the pross lonnzee of all commoditics
Tinameod with fands made available under
this Josn (conpated separately by
eeographic area for dvy bulk carriers,
dry cnppre ]inwrs, and Twnkors) be
Lronpog o o Exul(ly-ownci u.sS.
ftoge coeeercdo ] seaales 1o the exteut such
Vel e n\ni]hhju ol iy oud renson-
ahilo yales for U6, flag vessels and Lhat
ol Tenst Lol o0 b progs freight revenue
gencroted by »11 shipments financed with
funes weele wvaiteble under this loan and
tronsported on 2ry cargo liners be paid
to or fur toe benefit of privately-owned
U.5. flnpg corazrelal vosrely?
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11. IAA Section W81, Has the President
determingd U {hot the recipient country has
failcd Lo take adzcouate steps Lo prevent
narcolic ¢rurs proiuced or procured in, or
transported throvcl, such country from being
s0ld 111 cadly witnin the jurisdiction of
such conniry to U.S. Government personnel
or Lheiv deywendents or from entering the
United States unlawfolly?

12, App. Seclicen 110, Is the loan
being uwscd to trauslor funds to world
lending inntitulions under FAA Sec. 209(d)
and Sce. 293{n}7

13 hvp. Seclion 601, Are any of these

funos being uscd for pUbllClby or
poopasoovin within the United Slates?

. Scetion £12(d) and Section Lo
of T !d' At of T373). Does the United
Glaics an host couniry excess foreign
currency and, if 5o, vhal arrangements

have becen mude for its release in compliance
with Section 40 (FAA of 1973)?

25, FAA Section UOJ(d) Will provisions Not applisable.
be made for pracing marine insurence in the

U.S. if" {he yecipient country discriminates

against any marine insurance company

authorised o do business in the U.S.7

16, Soction 22 of PL 93 - 189
(kAA of 17 ?73 Ts there a military
bvuse locabed in the reccipient country
which base was constructed or is being
muintained or operated vith funds
furpished by the U.8., and in which U.S.
pareonnced corry our mililary operations?
1" 8o, hat o determination veen mude
Lhat the povertieni of gach reciplent
couatry b, congintenl wivh seevrity,
culhurized vecent Lo push mi)dtery bose
on ¢ reedne boein Lo hone e nevs
medio cor respondentn of Lhe .8,

Not applicable.

7. IFAA Section 60(e). Wwill a Not applicable,
grent bLe wads L6 tne recipient country
to pay 211 or purt of such sHipping
dif'f'erenticl as is determined by taz
Secretary of Comr*“cc to exist between
U.S. foreipn Clog vessel charler or

freight ratoas?

8
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18, App. Seclion 113, Will any No.
of the loan funds be vsed 1o eequire

currency of rceipient, country from

non-U.8. Treasury sources when excess

currericy of that couniry is on deposit

in U.8, Treasury?

19, fyp. Seetion 1140 Jave the Such notification will
House sud Sinweis Canmitlees on be made
L]

Appropriations becen notified 15 deys
in edvance cf the availebility for
ohligation of funds Tor the purposes
of this projecl? ’



ANNEX H

KENYAjAGRICULTURAL SECTOR LOAN I

Certification Pursuant to FAA Section 611(e)

I, Charles J. Nelson, the principal officer of the Agency for
International Development in Kenya, having taken into account, among
other things, the maintenance and utiliization of projects in Kenya
previously financed or assisted by the United States, the adequate
financial and manpower support given to the Phase I and now the
Phase IT Livestock Development Projects, the continued support for
agricultural education programs and the demonstration of sound
fiscal planning on a national scale, do hereby certify that in my
Judgment Kenya has shown both the financial and human resources
capability to effectively maintain and utilize the assistance rro-
vided under the Kenya Agricultural Sector ILoan I.

o Lo M

CTharles J. son
Director

Date \q h’\awy |Q“)S
\




DRAFT Annex I

LOAN AUTHORIZATION

A.1.D. Loan No.:
Provided under:: FAA Section 103, Food and Nutiition

For : Kenya - Agriculture Sector Loan

Pursuant to the authority vested in the Administrator of the

Agency for International Development (*.I.D.) by the Foreign
Assiciance Art of 1961, as amenced, and the delegations of authority
issued thereunder, I hereby authorize the establishment of a loan
pursuant to Section 103 of said Act to the Government of Kenya
("Borrower') of not to exceed thirteen million five hundred thousand
United States dollars ($13,500,000) to assist in financing the
United States Aollar and local currency coets of activities in
support of the development of the agricultural sector of the Kenyan
economy. The loan funds will be apportiored among the following
activities: Part A, $6.7 million will be reloaned by the Rorrower
to the Agricultural Finance Corporatiun (AFC) and the Kenyan

Farmers Association (KFA) to provide seasonal credit to commercial
farmers; Part T, $3.4 million will be reloaned by the Borrower to
the AFC, KFA and tne Cooperative Bank of Kenva to provide seasonal
credit to small progressive farmers; Part C, $3.4 million will
be used by the Borrower to provide comprehensive production and
marketing services and production credit to less progressive small
farmers. The foregoing activity allocations may be adjusted in
nrder to permit excess Part A funds to be utilized for purposes

of Parts B and C and excess Part B funds to be utilized for purposes
of Fart C. The loan shall be subject to the fcllowing terms and
conditions:

1. Interest Rates and Terms of Repayment.

(a) The Borrower shall, in United States dullars;

(i) Repay the loan to AID within forty (40) years
from the date of the first disbursement under
the loan, including a grace period of not to
exceed ten (10) years.

(11) Pay to A.I.D. interest on the unrepaid principal
and on any interest accrued thereon, at the rate
of two (2%) percent per annum during the grace
period and three (3Z) percent per annum thereafter.
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(b) For purposes of Part A, AFC and KFA shall, in legal
tender of Kenya:

(1) Repay to the Borrower the amount of the reloans
within a period not to exceed from the
date of the first disbursement under the loan.

{ii) Pay to the Borrower interest on the balance
payable under subparagraph (b) (1) above, at a
rate of not less than six percent ( 6% )
per annum.

{(¢) For purpose of Part B, AFC, KFA, and the Cooperative
Bank, shall, in legal tender »f Kenya:

(1) Repay to the Borrower the amount of the reloans
with a pericd not to exceed from the date
of the firr disbursement under the reloan.

(i1) Pay to the Borrower interest on the balance payable
under subparagraph (c)(i) above, at a rate of not
less than six percent ( 6% ) per annum.

(d) For purposes of Part C, to the extent of any reloan of
funds allocated to this Part to an intermediate credit
institution(s) such intermediate credit institution(s)
shall in legal tender of Kenya, repay the Borrower under
such terms and conditions as shall be agreed upon by
AID under implementation letters.

Utilization of Local Currency Accruing to Borrower under

Repayment of Relcans.

Local currencies accruing to the Borrower as the result of
repayment of reloans shall be devoted to development of the
agricultural sector and maintained in such accounts as may
be agreed upon by AID and the Borrower.

Prccurement.

Commodities and services financed under che lcan shall have
their source in A.I.D. Geographic Code 941 countries or from
Kenya. Fertilizers, other agricultural chemicals, and
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motorcycles financed under the loan shall have been

manufactured or produced in countries included in A.I.D.
Geographic Code 935.

4, Other Terms and Conditions.

The loan shall be subject to such other terms and conditions
as A.I.D. may deem advisable,.

Daniel Parker
Administrator

Date
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canplete study. report,
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Assessacut: A ooo mooth dolay will wot seriously aifect project.

Activa: None,

4o CPI Mumbur 10 - wissed (USAID-AID/W)

E.cut: Land cupability study tor high potential rancuing arcas uaderuvay.
Provlua: Dulay ox Revised projeet paper approval,

Aasugsueat: This will further delay cifective developmeut on 14 small
ranchus in ar@s vhich scriously aneed agsfgtancu.

A tlou: Recruit teom or specialict traa USAID to carxy out study with the
least pousible delay. USAID drafcing PIO/T.

3. CPI Rumber 11 - missed (USAID-AID/AW)

Event: Coatract i ned fur consuliants to renge uknugemeut truiniog
institutivas,

Pioblcew: Delay in PP appro.al cnd resulting delays i1n uuw project cumpoueuts,

Acscesuoui: Will not uffcct prescut vu-poluy project activiey but usxfect
future crainiag prujraus for Kenyun personnel.

Action: Recruit consultaat. with lecst poasiblu daluy ufter PP appruval,
USAID uraiting PIO/T.

4. CPI Number Lo - missed (USAID-AID/U)

Eveat: ILCA to have all clemeats of project moultoring progran stuartud.

Problen: ILCA Recruitmeat of o:atxdclaycd preeeatly Team leader and ome

teand weuber on board out of five mcuver=-tcan.

Assesosment:  Purcher delays in oonitoring will reduce cffoctivencecs as mueh
busuvline duta for sturt up wiltl aot be available.

Action: Throuph GOK urgu ILCA to iucrease rcecrultueunt cffortu,
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1. CPI Number . - kgwxg (USAID-AID/W)
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2. CPI Muaber 3 - atseed (USAID/GOK)

By

g

t: All lopistic support in ploce, admiaistrative, arrangeacats made,
juploaencation pluan developed aud OOK counterparcts naowd aud 4n
place., All preparacions ucde for indtiacion of field work.

Provlem: USAID end COK cannot cuuplete untla fira ETA of US tuam estabe
lished,

lssecswont: Porojoect clready Jdeliyed ia dndtiotion, SRV EXYSNEX
R a0 A O S N XA A S SR Y A KA ST M XXX

Action; Mission contfunucs to wake waat preparctions it can toc arrival of
team. Uit the Pebruary arrival Project EXE Coordianustor
these actions are now woving auead.)

E) Rurdl Plaain, (0162) v~

l. CPI Nuuwber 6 and 8.1No change.,
Z. CPI Nuambexr 7 = mlvsed (GOK/1IID).

Event: ISCU cstoblishied and operuciousl.

- Problaw: KSEU wou establisbed. Dectailed workplan for 'SEU bedag acveloped
by Calcf Advisor oi HIIDAON grodp. USRID expectu GO approvel
oi vorkplan and uvstoblislment und stasiing ol ISEU will procced
shortly.

Actioa: Misslon vill coutinuc wwouitoring and cucouraging G to properly
Lutablx.,h and cturf ISEU.

ASL 1 (OL71) \ﬁ/
l. CM1 l!uuuu lb - oicscd (GOR)

E.ent: Support steifs of uniovus, socictice, MO cud HMOTD required to
carry ovut cxpanded progrons, XIMXAINE trainod aend iu plice.

Probluw: Union support ctafis oaly purtly in place,
Ausudstient: Project hao been usaole to f411 all of L84 ifeld super.dvor

pouvitbns, Recrufnucut contiuuce lut ruality of pro,ru; wuy
suffer if pouitivuo aot substoutinlly filled by liarch 45,
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Action: Efforts to hire addftiwual field super.isuvrs will coatinue,

2o CPI Ruwber 19 - missod USAID.

Cvent: Pirst crop yesr cvvaludtion underuvay.

Prublem: LC.uluation wot uadertoken.

Asscosmnonit:  E.ulusction will provuvly cuasence tlarcii. Dalays in
pencretion of evaluacion infomstion will result 4o Jdelays
ino tinaligzing progriaa plaus for CY 1v77.

Action: Preso cootractor to ideutify and field cvaluucion texa ASAP.

3., CPI Mumber <0 - missed (GIK)

Event: Agriculiural faputc in place for CY 1977.

Problem: Cereals and Sugar Finance Corporation hau uot relcased -$1zads
for purchice of iunputs,

Avsussmwnt: DBoelicve funds will be relwaused shortly. Impoct on program
iv ueyliyable aw bulk of loputs arce reported to huve been
woved to pruject arves by EX IRPC and will be released to
farmers dumcdiatesy upon relcase of funds to Co-opurative
Bauk,

Action: WVill wouitor¥pro ress of fund release and ii release not wade
by February 7, will tuke up this dcsue wicth appropriate GOR
officials,

4, CPI Nuwber XMX <1 - uilssed - USAID.
Event: Buucliue survey 1I cuomencess
Probluau: Bascllac survey ® Il not dnitiated.

Asgscesment: Mission hus not yet received ond c..luated resultc of
B seline I. Pro,ect planning aad ¢vuluation will be
delayed and ualicy wsy be fmpaired by lack of base-
linc inforwaciou,.

Action: Bascliuc I scheduled to be delivered vitiiu next ten days. Upon
recuipe, will dlocuss witlhh contractor und determine when it
most upprupridfe to undertake Bascline 1I.

HARSHALL
UNCLASSIFIED
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UNITED STATES DF AMERICA
AGENCY FOR INTERNATIONAL DEVFLOPMENT
J.5.A1.D. MISSION TO KENYA

Ot e of the Diredtor,
DN NN I & S VTIVENG SRR S S TR B IMTERNATICHAL POSTAL ADDLRESS
NATEROES) LD POST OFFICE BOX 30261
[sh PARCTMIENT (8L} STATE NAIROBI. KENYA
WALHINGTON, 0 . 20520

lir. James G. Karuca Sentemher 12. 1940
Chairman

Cereals anc¢ Sugar Finance
Corporation

F.C. Loy oR2b 0

ifairobi

Dear lix. Raruga:-

RPe: 43L-I Ald Leoan to. 615-7--00%9
Aariculture Cector Loan X
Irplenenteaticn Lettsr lio. 2l

In Implementation Letter NMo. 20 of June 3, 1980,

ve outlined procecures tor anrroval of disbursements
from the ASL-I Feflov Account. 4lir. nrceccedirre therein
outlined was <scentially cue in which proposed reflow
expenditures woula ke emkhocdied irn annual work nrlans
and zupplenentary Ludget proposals. USALDL would

be consulied curinG tae crafting stage to expedite
approval of the final docuiments.

Sulsecuent to that letter, variouvs officers of the
Finistry of Agriculture have epproached UGSAILD o

seek rvflio~ fune guprort for snalil rrojects and for
studies vhere innortant cwall farmer information

wac recuircd on a priority tacis., It is our intention
that the rellow func pe utilized as & flexible, res-
consive; ool te sti:ulats criall farner development
activitiers. Ve visi.. thercfore; to rolily the guide-
lines of iImplerentaticn Letter No. 2C to alliow
consicderation and fundline of activities outside of

the worl plan struciure. Ve are, therefore, willing
to reviev individval study/rreject preprosals for
rellow Zund financing. *'¢ suggest that such proposals
Lbe forvraraed to Cir'C Ly either thie Commissioncr of
Cooperative Devclopment or the Director of Agriculture
with & carcton copy to USAID. Ve chall review each .
proposzal end then, upon receipt of an cfficial request
fron. C50C, will provide ocur concurrence through the
issvance of an Implementaticn Letter.
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We hope that vou will nd this raecnanicm notisfactery.

1) fi
If any turtoer clerification is roguircd. do not
wenitate to cormanicate vith us.

Sincorely.

A;/ . ‘_’\ . (‘- ,‘/v ¥ ’/’L

Pijliar Lifes
Acting Diroctor

cc: Mr. I.. Mucheni. Comissioner «f Cooperative
Develooment . | GCD

Lr. J.iv. [luthare. Director of Agriculture, I'OA

Er. A. Vienns, Director of Lxternal rid, OF



UNITED STATES OF AMERICA U
AGENCY FOR INTERNATIONAL DEVELOPMENT

‘ U.S.A.1.D. MISSION TO KENYA

Office of the Diractor.
P. 0. Box 30261,
Nairobi, Kenya.

Mr. J.M, Gachui April 5, 1978
Deputy Secretary

Ministry of Finance and Planning

P.0O, Box 30007

Nairobi

Subject: AID Loan No. 615-T-009 - Kenya
Agricultural Sector Loan 1
Implementation Letter No, 10

Dear Mr. Gachui:

The purpose of this letter is to cxtend the Terminal Disbursement Date
(TND) for Part B of subject loan for an additional period of six
mo:.ths to April 23, 1973. This follows upon Implementation Letter
No. 3 of August 17, 1977, in which the TDD was extended by six

months from April 23, 1977 to October 23, 1977, and responds to your
letter of liarch 6, 1978 requesting a further TVUD extensiom.

For your information, at the time that we initisted Implementation
Letter No. &, the maximum period of time by which a Mission was
authorized to extend TDD's was six months., G5ubsequently, this
authority -was exteunded to one year, enabling us to grant the hereii
authorized extension. Given the extensions cited in the preceding,the
USAID cannot therefore, on its own authority extend the TDD beyond
next April 23, Further extensions would require strong justificatien
to AID/Washington. We feel it would be diffieult, to develop a
sufficiently compelling case to obtain such appreval and would, in
any case, further delay possible disbursement, We strongly urge,
therefore, that Government file its claim for final disburgement
under the Part B account as soon as possible so that disbursement

can be accomplished by April 23, 1978,

The basis for the final disbursement request should be the findings
of the Bureau of Educational Research '"Part B Utilization Survey',
Our calculations (please refer to our letter to yeu of February 10,
1978) indicate that the final disbursement request should be for the
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sum of K.Shs, 3,615,565.30. 1If you agree with this figure, please
forward your reimbursement request as goon a3 possible., If, how~
ever, you disagrec with our calculations, please contact us
immediately so that we can discuss these differences,

Sincerely,

Ernest Wilson

Acting Director
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UNITED STATES OF AMERICA
m AGENCY FOR INTERNATIONAL DEVEI.OPMENT
U.S.A.1.D. MISSION TO KENYA

wuThe a1aTLs O amimct Office of the Director,
P. 0. Box 30261,
Nairobi, Kenya.
August 22, 1977
Mr, Japheth M, Gachui
Deputy Secretary
Ministry of Finance and Planning
P.0, Box 30007
Nairobi

Re: A.I.D. Loan No., 615-T~009
Agricultural Sector Loan I
Implementation Letter No., 9

Dear Mr. Gachui:

By letter to you of June 27y 1977, we advised of USAID's position with
respect to the programming of reflow funds generated pursuant to the
subject loan. That letter also furnished guidance as to the types of
Part C activities which USAID would, in principle, be prepared to
approve for reflow financing.

The purpose of this letter ig Lo sei Foriii A,I.D.'s requiremants with
respect to & different but related problem., I refer to the need for

the Program Management Unit (PMU) to develop, on behalf of Government,

an acceptable overall budget for the Kenyan fiscal year which commenced
July 1, 1977--and, on an annual basis, for each subsequent fiscal year--
for total Part C programming during the remainder of the project. This
budget should cover in appruvpriate supporting and explanatory detail
estimated financial requirements in the areas of (&) non-reflow expendi-
tures, for both credit and non-credit activities, for which reimbursement
will be sought under the subject loan; and (b) reflow expenditures,
Specifically, the budget should address, in a comprehensive manner, all
projected SPSCP needs, both capital and operational, for the year. All
major budget components--e.g., the needs of the Ministries of Agriculture
gnd Cooperative Development in terms of support operations--should be
treated. Proposed allocaticns should be demonstrably reasonable, and
credit allocations should not be excessive to anticipated repay™ent
capabilities. Where explanation or justification fer particular items

is not clear, supplementary information should be included in the pre-
sentation.

A.I1.D, had expected to receive a budget of this type pursuant to the
Operations Plan which was submitt-d to us in satisfaction of Section
4.01(d) of the Loen Agrecment. Such & budget is also the type of
document for which A,I.D. can, aad hereby does, make explicit request



pursuant to Sections 5.01(a) and 5.06 of the Loan Agreement, You will
appreciate that, based on normai principles of prudent loan management,
USAID will be unable to approve any future Part C financing, either
under loan reimburgement procedures or for reflow financing, in the
abgence of & satisfactory budget of the type outlinec 1ibove.

Finally, in stating A.I.D.'s requirement for the submission of e budget
as indicated, I am aware that a budget document was recently prepared

by the PMU and submitted to your Ministry. A copy of that document ware
forvarded to USAID. We have examined it and, regrettainly, find it
inedequate, By separate letter, I am furnishing you waith a statement of
the specific deficiencies in that document.

We will be pleased to work with Government on this matter and we
continue to look forward to the early development of an acceptable budget.

Sincerely,
"Original Signed"

Charles J. Nelson



UNITED STATES OF AMERICA

m AGENCY FOR INTERNATIOMNAL DEVELOPMENT

US.A.1.D. MISSION TO KENYA

Office of the Director.
P.O. Box 30261,
Nairobi, Kenya.

omeile 318115 & AMINCS

August 17, 1977

Mr. J.M. Gachui

Deputy Secretary

Ministry of Finance & Planning
P.O, Box 30007

Nairobi

Subject: AID Loan No, 615-T-009 - Kenya
Agriculturel Sector Loan I
Implcmentation Letter No, 8

Dear Mr, Gachui:

The purpose of this letter is to extend the Terminal Disbutsement
Date for Part B of subject lnan for a period of six wmonths and to
revise Implementation Letter No. 5 -in which AID specifies documentatien
required to effect Part B disbursements. Background and details follow:

1. For various technical reasons, Government has been unable
to provide documentation specified by AID in Letters of Implementation
Nos. 1 and 5 of subject Loan Agreement, for major amounts of credit
extended under the ASL-I Part B Program, Discussion between AID and
Government have revealed that Government is satisfied that monies
sufficient to form the basis for a reimbursement claim for the balance
of the Part B loan fund have passed from CSFC to the Cooperative Bank
of Kenya and on to specific Cooperative Unions and Societies where it
was onlent to eligible farmers for purposes designated in this Loan
Agreement, These funds, however, cannot Le readily identified at the
farmer ievel and thus documentation required under the Loan Agreement
cannot be provided.

2. AID desires to reimburse the Government for production
credit advanced to eligible farmers ior food crop production; however,
prudent management principles dictate that evidence be presented to
clearly establish the magnitude of resources provided to eligible
farmers for food crops. To this end, USAID and Govermment have agreed
to hire an independent firm which will, through a scientifically chosen
sample survey procedure, develop a reliable estimate of the magnitude
of food crop loans provided to eligible farmers under the Part B
Program,
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3. AID, with Government concurreuce, has solicited a proposal
from the Bureau of Educational Research (BER), University of Nairobi,
to conduct the random survey discussed in 2 above. The BER proposed
to conduct the survey in two phases: In Phase I, which is already
under way, BER will (2) determine the availlability of information in
all proposed survey sites, (b) select the study sample (specific
farmers to be interviewed), (c) develop the required survey question-
naire, and (d) develop a budget and plan of action for Phase II. 1In
Phase II, the actuzl informetion on Part B loans will be generated
and, from this information, an estimate of the magnitude of loans
provided eligible farmers for food crop production will be developed.

4. AID has apreed to fund Phase 1 of the study from its own
resources. Further, AID and Government have agreed to finance Phase II
from ASL-1 reflow funds. In support of this agreement, USAID hereby
provides its formal concurrence in the proposal to utilize reflow funds
for the Part B sample survey herein described.

5. UGAID hereby agrees to walve the requirements for documentation
set down in Letters of Implementation No.l, dated November 28, 1975,
«nd No.5 dated August 2, 1976, for reimbursement under the Part B
loan program only and, in lieu thereof, shall agree to accept findings
of the above referenced sample survey as the basis for relwbursement.
The survey finding will be reported by BER in the following fashion:
"We estimate, with 95 percent statistical reliability, that not less
than K.Shs, of credit resources have been utilized by
eligible Paxt B farmers for food crop production in 1975 and 1976.,"
If the Kenya Shilling figure equals or exceeds the unliquidated
balance of dollar resources allocated for the Part B Program, then
AID will disburse the full balance, If the estimated Kenya Shilling
fi~ure 15 less than the unliquidated balance of dollar resources
allocated for Part B Program, then AID will disburse only the dollar
equivalent of the estimated figure. After a disbursement ¢ aim based
on the survey findings has been processed and funds disbursged, the
Part B loan program shall be terminated, Tihe unliquidated balance,
if any, will be transferred to the Part C credit program account,

6. CBK certificatlon of eligible source and origin of
agricultural inputs purchased with credit funds will continue to
be a requirement.

7. In order to accomplish the above procedures, the Terminal
Disbursement Date (TDD) for the Part B credit program is hereby
extended by six months. The original TDD of April 23, 1977, is now
changed to October 23, 1977.

8. With the extension of the TDD for the Part B program,
USAID will consider any other outstanding claims for Part B loans
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made on or before April 30, 1977, but which, because documentation had
not been submitted before April 23, 1977, had not previously been
eligible for reimbursement under the program.

Sincerely,

"Original Signed"
Charles J. Nelson
ce: Mr, L.,0. Kibinge
Permanent Secretary, MOFP

Mr. Simon D, Gathiuni
Permanent Secretary, MOA



UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT
U.S.A.1.D. MISSION TO KENYA

Office of the Director.

P. 0. Box 30261,
August 17, 1977 Nairobi, Kenya.

Mr., J.M. Gachui

Deputy Secretary

Ministry of Finance and Planning
P.0. Box 30007

Nairobi, Kenya

Subjeet: A,I,D., Loan Ne, 615-T-009
Kenya Agricultursl Sector Loan I
_Implementation Letter No. 7

Dear Mr. Gachui:

The purpose of this letter is to formdlide dur concurrence in the
utilization of reflow funds for certain specified purposes. On
December 14, 1976, the Cereals and Sugar Finance Corporation requested
USAID to concur in the utilization of reflow funds as follows:

1. Short-rain crop financing of Part C farmers

in Machakos and Embu Districts K.Shs, 5 Million
2. Purchase of vehicles and furniture for
the SPSCP K.Shs. 218,420
3. Inclusion of the Kenya Farmer Associa<ion
in the Part B program K.Shs.20 Million
TOTAL .Shs.25,218,420

We responded positively to these requests in our letter of February 11,
1977. That concurrence, however, lacked the requisite formality since
Section 3.06a of the Loan Agreement specifies that credit reflows 'shall
be reprogrammed, apportioned and utilized by the Borrower, in compliance
with plans to be approved by A.I.D. in Implementation Letters" for certain
specified purposes., This Implementation Letter, therefore, provides
formal concurrence in the use of K.Shs.25,218,420.00 of reflow funds for
activities one, two and three outlined above.

Sincerely,

"Original Signed"
Charles J. Nelson
cc: Mr. L.O. Kibinge
Permanent Secretary, MOFP

Mr, Simon D. Gathiuni
Permanent Secretary, MOA
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UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT
U.S.A.I.D. MISSION TO KENYA

Office of the Director,
P.O. Box 30261,
Nairobhi, Kenya.

March 23, 1979

Mr. J. M. Gachui

Chairman

Cereals and Sugar Finance Corporation
P. 0. Box 30007

Naircbi

Dear Mr. Gachui:

Subject: AID Loan No. 615-T-009-Kenya
Agricultural Sector Loan I
Implementation Letter No. 12

A Memorandum of Understanding regarcding subject project was signed by
Government on January 25 and by USAID on January 29. A copy of this
memorandum is attached to this letter. The purpose of this letter is
to formally incdorporate the provisions of that memorandum, by
Implementation Letter, into loan documentation.

With the rcestablishment of project activity, the first necessary
formal action is for Government to write to us requesting an extension,
for not more than one year, of the terminal date for requesting dis-
bursements under Part C of the loan (currently October 23, 1978) and
for complecing disbursements (currently April 23, 1979). The request
should provide justification for the requested extension, e.g., that
loan disbursements were suspended by USAID from October 1977 to
February 1979, precluding the possibility of mceting the established
disbursement schedule.

We would like to draw your attention to several points in the
Memorandum of Understanding and to actions agreed to in that document.

1) Per Section II(a) Release of Reflow Funds and Approval of
Crop Year 1978 SPSCP Budget, rclease of reflow funds for credit
financing for Crop Ycar 1978 will bc from the Reflow Account rather
than from the Part C Account. In this regard, we shall expect to
receive a request from you for the specific amount of credit resources
required for such financing, if still required.

2) Also per Section II(a), USAID is now prepared to accept
requests for other proposed reflow fund financing.



-2

3) Per Section II(b) ASL-I Societies, Govermment should submit
within 30 days of the date of the memorandum (Jiawary 29, i979) a
list of specific societies which, commencing with the current planting
season, will receive credit financing from ASL-1, cither from reflow
funds or Part C dollar disbursements as appropriate.

4) Per Section II(c) Project Coordination Unit, pleasec advise
us whom you have appointed to serve as the PCU Credit Coordinator.
We shall in the near future draft terms of reference for the project
Program Advisor for your review and comments.,

5) Per Section II(d) Program Targets, ue shall expect to hear
from you in the n:ar future regarding the proposed targets for the
current crop year,

6) Per Scction II(e) Evaluations, we shall contact the American
Technical Assistance Corporation (ATAC) to determine if they could
send an officer to Kenya in the near futurc to discuss with Government
and assist in designing terms of reference for the ongoing evaluation
program.

7) Per Section II(f) Consultations, we request that you propose
a schedule for agreced-upon quarterly meetings. Hopefully, these could
commence in april,

We are pleased that outstanding project issues now have been resolved
and look forward to a continued fruitful working relationship.

Sincerely

P ) ~
o /

\ . i 4/ = !

Robert J. Muscat
Acting Director

Attachment: Memorandum of Understanding



MEMORANDUM OF UNDERSTANDING

In Re: Agricultural Sector Loan I ("ASL I'), Loan No. 615-T-009
between the Govermment of Kenya ("GOK") and the Govermment
of the United States of America, acting through the United
States Agency tor Internmational Development ("USAID").

Reference: USAID/GCK letter of October 28, 1977.

I. Purpose

This Memorandurn records that the issues and problems identified
in the attachment to the referenced letter have been discussed between
the GOK and USAID during the latter half cf February 1978, and have

now - as specified below - been resolved to mutua: satisfaction,

I, Understanding Reached

The GOK and USAID- agree, specifically, that the ASL I program
will henceforth proceed on the following bases, which are all understood

to be integral parts of the overall agreement embodied in this

Memorandum:

(&) Release of Reflow Funds and Approval of Crop Year 1978
SPSCP Budget

The ASL I-generated Reflow Account will, immediately
upon the date of execution of this Memorandum®, be
available in principle for the financing, on a one-time
basis and for the current planting season only, of the
SPSCP portion of the ongoing program in Eastern,
Western and Nyanza Provinces. Such Financing will

be consistent with the Revised Budget of October 1, 1977, as
transmitted to USAID by Cereals and Sugar Finance
Corporation letter of November 23, 1977, Also, s;.:ch
financing from the Reflow Account will be available in
support of a total CY 1978 program serving no more

than 18,000 beneficiaries. Activities currently eligible
for reflow funding are those tdentified in the USAID/MOFP
letters dated June 6, 1977 and August 22, 1977

00/2

* This Memorandum is considered executed as of the date of the last

signature below,



(Implementation letter No. 9). Immediate reflow
funding is available for those eligible activities,
within MOCD's jurisdiction, which have been
supported by project descriptions in the afore-
mentioned Revised Budget. In addition, activities
within MOA's jurisdiction may be funded from
reflows, conditional upon submission to USAID of
an MOA plan of action consistent with the
requirements set forth in the USAID/MOQOA letter
(to Head, t.and and Farm Managernent Division) of
October 7, 1977). Immediately upon execution of
this Memorandum, the GOK may present USAID
with a request for a specific drawdown from the
Reflow Account: and such request, to the extent
consistent with the foregoing, will be promptly
honoured,

For purposes of this Memorandum of Understanding,

the "current planting season" refers to the period
August 1 - December 31, 1977 for Eastern Province
and January 1 - July 15, 1978 for other program
areas., All drawdowns requested shall cover expenses,
both actual and proposed, during this period and shall
be honoured (to the extent consisterit with the foregoing)
even though in whole or in part they predate the date of

execution of the Memorandum.

(®) ASL | Societles
Within 30 days of the date of this Memorandum, the

GOK will submit to USAID for 'concurr-ence a list of
specific societies which, commencing with the next
planting season®*, and thereafter for that period sp:cified
in Section 3.06(f) of the Loan Agreement, will be
expected , within the constraint of ASL | resource
availability, to meet their total credit requirements

from ASL | funds - {.e., elther for expenditures for
. /3

* : B
{.e. Easte tely A f 1978 and. fi
® JREeRT S8R Ryt n O PR 2be Roxiniately anuary of 7o,
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which part C dollar disbursements will be possible;
or from the Reflow Account; cr a combination of

both sources.

These societies shall be chosen with the objective of
allozating ASL 1 funding predominantly to Class C
farmers engaging in the production of food crops (l.e.,
those crops grown for consumption, including coffee,
tea, sunflower oil and similar products), livestock and,
when used as a security crop, cotton. It is recognized,
hovvever, that a relatively small percentage of Part B
farmers will likely also be served through the designated
ASL | societies; and that a relatively small percentage
of non-food activities, such as pyrethrum, will likely
be financed by these societies. Also, shouldthe GOK
believe that, on anvexceptional basis, a particular
ASL 1 society should appropriately meet a relatively
small portion of its credit requirements from other
than ASL 1 sources, USAID would consult with the
GOK toward the end of mutual ad hoc agreement on
such proposals. Finally, it is agreed that, within

the ASL 1 societies, emphasis shall be placed on
development of cooperatives as institutions - t.e., on
the provision of appropriate supporting services

(e.g., marketing, input supply, technical services

and advice) as well as credit per se to participating

farmers,

(¢) Project Coordination Unit

The parties agree on the desirabllity of maintaining,
w‘lthln the GOK's overall organizational approach to
integrated agricultural development, a distinct Project
Coordination Unit (PCU) for the purpose of ensuring
sound planning and implementation of the "ASL 1 Soclety"

arrangement outlined in Section 1I(b) above. In particular,
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the PCU shall be responsible, in coordination with

MOA and MOCD, for the preparation of

4)) the Annual Work Plans and budgets, as called
for in the SPSCP Operations Plan, but with
reference to ASL Society future year funding;
and

) monitoring project progress and reporting same
in quarterly progress reports as called for in

the SPSCP Operations Plan,

Tha PCU will be headed by a Credit Coordinator, appointed

by and reporting to the Chairman, Cereals and Sugar

Finance Corporation, The Coordinator will liaise closely

with the Program Advisor, who will be an Amcrican recruited
by USAID under ASL I dollar funding.* The Program
Advisor's primary and major responsibility will be ASL I'
Society operations, with particular emphasis on the

development of cooperatives as institutions. He will, however,
be under the direction of the Permanent Secretary,

Ministry nf Agricutture ard will be available for any other

related duties assigned to him by the Permanert Secretary.

In meeting its above-referenced responsibilitiies, the PCU
through the Credit Coordinator shall liaise closely with the
Program Advisor and two Project Officers, one from MOA

ard one from MOCD, On behalf of their respective Ministries,
tnese Project Officers will be working on a full-time (or _
nearly full-time) basis on ASL 1 Socie.y related matters, and
their salaries and other costs will therefore be eligible for

ASL 1, Part C, non—credit funding.

.l...../s

*-—Subject.-to-AIBMW-_concurrence.,
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Reports and other documents pertinent to "ASL |
Soclety” operations will be fumished by the PCU
to CSFC for onward transmittal to USAID, The
CSFC shall make available to the PCU the
necessary staff and facilities through Part "C",

non-credit and Reflow Funds,

Program Targets

It is agrzed that, commencing with the next planting
season, ASL 1 societies, as identirfied above, should
administer programs of a size and nature. commmensurate
with their administrative capabilities, as well as those
of the unions through which they operate, and
commensurate with the objective of avoiding excesstve.
and inapprcpriate default rates. Toward these ends,
the ASL. ! Societies will recomrnend to the GOK,
reasonably in advance of each planting season,
appropriate beneficiary targets for each planting season,
Each society shall concur in writing, with PCU
endorsement, that targets__decided upon are reasonable
and manageable and otherwise consistent with ASL 1

project objectives.

Evaluations

The parties agree on the desirability of timely and.
appropriate evaluations of progress under the "ASL 1
Soclety! arrangement outlined above. Toward this

end, the parties willl cooperate toward implementation
by the Ministry of Agriculture's Management Evaluation
Unit (MEU), in consultation with the American Technical
Assistance Corporation (ATAC) or other suitable firm,
of the SPSCP Basellne 1l Survey (previously agreed

to by USAID/GOK document of December 19, 197%)



which, In essence, will document progress prior

to the transition to the "ASL 1 Society" arrangement
outlined in II (b) above, which survey will be carried
out in accordance with methodology outlined in the
SPSCP Operations Plaﬁ znd to be implemented early
tn 1979, USAID will be fumished tan coples of the
Survey Report when available. The parties will also
cooperate toward agreement on, and implementation of,
annual joint GOK/USAID evaluations (as specified in the
Operations Plan) of the "ASL 1 Soriety" arrangement,

once in effect,

Concerning implementation arrang:a2ments as to the above=
outlined evaluations, it is recognized that both the
USAID/GOK documeént of December 19, 1975 and the

SPSCP Operations Plan anticipate external evaluations
through ASL I dollar funding., It is further recognized,
however, that within the MOA a Management Evaluation

Unit (MEU) has recently been established, whose capabilities
the GOK wishes to utilize fully. Therefore, the MEU will
be fully involved in ASL ™ evaluations,

(f)  Consultation

The parties agree on the desirability of regular consultation
concerning ASL. I matters generally, toward the end of early
identification and timely resolution of problems. Therefore,

on a quarterly basis regularly, and more frequently when and {f
particular issues need urgcnt discussion, approprlate
representatives of the parties shall convene at the scheduling

of the MOF. In the évent of unaval lability for quarterly
meetings of the representatives named above appropriate
alternative representatives authorized to speak for their
principals, shall attend. The representatives shall normally

in ude, at a mintmum:

USAID - Assistant Director and Project Manager (Technician)
- GOK - Assistant Commissioner, MOCD: Head Land and
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Farm Management, MOA: and approprlate representatives
of MOF and the PCU, The quarterly meetings shall
normally be scheduled following receipt and review of the

PCU's quarterly progress reports.

11I. Effect of ASL I Documentation

The subject Loan Agreement and all related documents remain
in full force and effect, For procedural ourposes, USAID will
shortly hereafter issue an Implementation Letter, embodying the
ternmis of this Memorandum as part of Loan documentation, It
is agreed that the terms of this Memorandum will thereupon ba
censidered undertakings and obligations for purposes of Saction

5.01 () of the Loan Agreement,

Accepted for:

Government of Kenya: . Govermment of United States of
America:
M, GACHUI DIRECTOR,

' DEPUTY SECRETARY - TREASURY USAID/KENYA
CHAIRMAN -~ CEREALS AND
SUGAR FINANCE CORPORATION

Date: 2‘5//,/77 | Dato: * \"VC\\"\ |
Concur:

J. K., MUTHAMA
DIRECTOR OF AGRICULTURE

L.N. MUCEM]

COMMISSIONER FOR GO
OPERATIVE
DEVELOPMENT RA
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UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT
U.S.A.l.LD. MISSION TO KENYA

LE AL VTATES OF amteiZa

.'a % g g 5 g 7 Office of the Director,

i

P.O. Box 30261,
Nairobi, Kenya.

July 5, 1979
Mr. J. M. Gachui
Chairman
Cereals and Sugar Finance Corporation
P.0. Box 30007
Nairobi

Dear Mr. Gachui:
Subject: ASL I - AID Loan No. 615-T-009

Agpricultural Sector Loan I
Implementation Lecter No, 13

This is in response to ycur letter of June 11, 1979 in which you
request an extension of the termincl dote for requesting disbuisements
under Part C of subjcct loan {(currcently October 23, 1973) and for
completing dicburscuents {currently April 23, 1579).

USAID recognires that cisburscuent of funds wes suspended for cver one
year, precluding the possibility of meeting the established disburse-
ment schedule, USAID is authorized to grent cxtensions of TDD's for
periods not cxceeding one year, Utilizing that authority, we hereby
extend the terminal date for requesting disbursement under Part C of

the loan to October 23, 1979 aad for completing disburgement to April 23,
1980.

W. urge Governaent to submit claims for reimbursement under Part C as
soon as possible to allow sufficient time to deal with any issues
which wey arise well in advance of the new TDD.

Sincerely,

. \‘-\
A L

Glenwood P. Roane



m UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT

U.S.A.1.D. MISSION TO KENYA

wanta® JTATLS OF AMEECA

Office of the Director,
P.O. Box 302861,
Nairobi, Kenya.

July 5, 1979

Mr. J. M. Gachui

Chairman

Cereals and Sugar Finance Corporation
P.0. Box 30007

Mairobi

bear Mr., Gachui:
Subject: ASL I - AID Loan lo. 615-T-009

Ayricultural Sector Loan I
Tmplenentation Letter No, 13

Thig is in response to your letter of June 11, 1979 in which you
request an extension of tue terminal dote for requesting disbursements
under Part C of subjcct loan (curcently October 23, 1975) and for
completing disbursements (currently april 23, 1579).

USAID recognires that cisburscacent of funds was suspended for over one
year, precluding the possibility of mecting the cstablished disburse-
ment schedule, USAID is cuthorized to grant cxtensions of TDD's for
periods not cxceeding one year. Utilizing that authority, we hereby
extend the terminal date for requesting disbursement under Part C of

the loan to October 23, 1979 and for completing disburgement to April 23,
1580,

We urge Governacnt to subuit claims for reimbursement under Part C as

soon as possible to allow sufficient time to deal with any issues
which way arisc well in advance of the new TDD.

Sincerely, (

U L
N Q““x"“' N

Glenwood P. Roane "
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UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT
U.S.A.I.D. MISSION TO KENYA

Office of the Director,
P.0. Box 30261,
Nairobi, Kenya.

July 5, 1979

Mr, J. M, Gachui

Chairman

Cereals and Sugar Finanee Corporation
P. 0. Box 30007

Nairobi

Dear Mr, Gachui:
Subject: ASL I - AID Loan No. 615-T-009

Agricultural Sector Loan I
Implementation Letter No, 14

This is in response to your letter of June 11, 1979 in which you
request an extension of the termingl date for requesting disbursements
under Part C of subject loan (currently October 23, 1978) and for
eompleting disbursements (currently April 23, 1979),

USAID reeognizes that disbursement of funds was suspended for over one
year, precluding the possibility of meeting the established disburse-
ment schedule. USAID is authorized to grant extension of TDD's for
periods not exceeding one year, Utilizing that authority, we hereby
extend the terminal date for requesting disbursement under Part C of
the loan to October 23, 1979 and for completing disbursement to

April 23, 1980,

We urge Government to submit claims for reimbursement under Part C
ag goon as possible to allow sufficient cime to deal with any issues
which may arise well in advance of the new TDD,

Sincerely,

~

. A
\_.m*.\.m\‘m_év N g

Glenwood P, Roane

AR &‘



UNITED STATES OF AMERICA
AGENCY FOR INTERMATIONAL DEVELOPMENT
US.AI1D. MISSION TO KENYA

Office of the Director,
P.0O. Box 30261,
Nairobi, Kenya.

Permanent Secretary July 20, 1979
Office of the Vice-President and
Ministry of Finance
P,O. Box 30007
Nairobi, Kenya

Attention: Mr. Z.N, Nyarango, External Aid Division
Dear Sir:
Subject: AID Loans Nos, 615-T-008 and 615-T-008A

Kenya Livestock Development
Implenentation Letter No., 25

Implementation Letters Nos. 23 and 24 for AID Loan 015-T-008
extended the Terminal Dste fer Requesting Disbursement Authoriza-
tions (TDRDA) for Project Parts A and C of the loan to March 31,
1980 and the Terminal Disbursencnt Date (TDD) for Project Parts A
and C of the loan to September 30, 1930.

The purpose of this Implementation Letter (No. 25) is to advise
you that USAID hereby also extends the TDRDA and TDD of the Loan
Program Amendment (615-T-00GA) to iarch 31, 1980 and September 30,
1980, respectively.

Sincerely, /

TN ¥ \
\-“‘3?‘,.': y -!. B
<y
Glenwood P, Rodﬁt
cc: Mr, J.K, Muthama, MNOA
Mr, L, Ayuko, MOA

Mr. D.K.M, Njama, Treasury



UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT
U.S.A1.D. MISSION TO KENYA

Office of the Director,
P.O. Box 30261,
Nairobi, Kenya.

July 17, 1979

Mr, J. M., Gachui

Chairman

Cereals and Sugar Finance Corporation
P, 0. Box 30007

Nairobi

Dear Mr. Gachui:

Re: ASL I - AID Loan No. 615-T-009
Agricultural Section Loan I
Implementation Letter No, 15

Before attempting to respond to your letter of Junec 27th, 1979, two
members of our agricultural staff met with Mr. Boniface Kang'ela,
the newly appointed Credit Coordinator, for subject loan to discuss
some of the igsues relating to this loan in an attempt to resolve
them on a less formal basis, This should facilitate communication
and allow us to complete the activities under the loan within the
extended terminal dates (ref. my letter of July 5, 1979),

The proposal for reflow funds to be used to finance the purchase of
vehicles by the Unions appears to be appropriate, but we need details
on the number and type of vehicles to be provided, security arrange-
ments, and the mechanisms to be used to affect replenishment and
growth of the sinking fund, in short an overall activity proposal.
This is of particular importance considering that the weaker unions
are likely to be the principal users of the funds provided by the
sinking fund. We have a strong desire for this program to continue
to provide appropriate vehicles in the future when both demand and
prices are likely to be higher,

We have received cories »f the 1979/80 work plans and these are
presently being reviewed. The targets for the SPSCP seem reasonable,
(but have the sccieties concurred in their reasonableness?). We are,
however, unable to regard the work plan as a request for reflow
funds at this time believing that it would be wise to await the

field audit which we have discussed with Mr, Kang'ela,
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In reference to the last paragraph of your letter, we have conferred
with the Ministry of Agriculture and with their permission have
contacted ATAC to participate in the evaluation. So far however,

we have not received confirmation of an arrival date for a
consultant.

Sincerely,

';f,_,\ﬁ)% R e

Glenwood P, Roane

cc: Mr. J. K, Muthama
Director
Ministry of Agriculture
P. 0. Box 30028
Nairobi



UNITED STATES OF AMERICA
AGENCY FOR INTERNATIONAL DEVELOPMENT
U.S.A.I.D. MISSION TO KENYA

Office of the Director,
P.O. Box 30261,
Nairobi, Kenya.

July 19, 1979

Mr Boniface B.C Kang'ela

Secretary

Cereals and Sugar Finance Covporation
P 0. BOX 30007

Nairobi

Dear Mr Kang'ela-

RE: AID Loan No 615-T-009 Kenya
Agricultural Sector Loau I
Implementation Letter No. 16

Thank you for your letter of 11 July, 1979 regarding the
audit of the on-lending institutions and participating
cooperatives under this loan

We also are not interested in yet another audit of CSFC.
but only of the on-lending institutions and participating
cooperatives

We are in full agreement with the views expresscd in your
letter and are most anxious to assist where possible in
getting the audit under way.

Sincerely,

| |
e VTR \ N

-—

Glenwood P Roane





