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The Agriculitual Development trogram vil 
provide approximately
$13 million in concessional loan funds to 
procure approximately
50,000 tons of Diammonium Phosphate 	for Kenya. 
 Policy reform
measures associated with the project will support improvements in
the supply of agricultural inputs which were 
initiated as part of
the U.S. structural adjustment program for Kenya. 
 Local currency
generated by sale of .the imported fertilizer will be used in
mutually"'agreed upon priority development projects in the 1984f85
and 1985/86 Kenyan development budgets.
 

A loan of not to 
exceed $13 million is hereby authorized.for
the purchase and shipment of fertilizer to Kenya.
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The Government of Kenya will pay to A.I.D. interest which
 
will accrue at the rate of two percent (2%) per annum for ten
 
(10) years following the date of the first disbursement ana at
 
the rate of three percent (3%) per annum thereafter on the
 
outstanding balance of Principal and on any due and unpaid

interest. Interest on the outstanding balance will accrue from
 
the date (as defined in Section 5.5 of the Project Agreement)

of each respective disbursement, and will be payable

semiannually. The first payment of interest will be due and
 
payable no later than six (6) months after the first
 
disbursement.
 

The Government of Kenya will repay to A.I.D. the Principal

within forty (40) years from the date of the first disbursement
 
of the Loan in sixty-one (61) approximately equal semiannual
 
installments of Principal and interest. The first installment
 
of Principal will be payable nine and one-half (9-1/2) years
 
after the date on which the first interest payment is due in
 
accordance with Section 2.1. of the Project Agreement. A.I.D.
 
will provide the Borrower with an amortization schedule in
 
accordance with this Section after the final disbursement under
 
the loan portion of the Assistance.
 

Food production in Kenya, particularly the hybrid maize
 
which has been responsible for much of the increase in output
 
over the past several years, relies heavily on imported

fertilizer for its success. In the short-term this project

will help ensure availability of this key input through direct
 
financing of its importation. In the longer term,

implementation of the policy reforms linked to this project

will help ensure effective private sector distribution of
 
fertilizer.
 

As with previous U.S. fertilizer programs, the fertilizer
 
procurement will be accomplished by the Kenyan Embassy in
 
Washington with AID assistance. Prior to or upon reaching

Mombasa, the fertilizer will be sold directly to private sector
 
distributors for sale to farmers.
 

The policy initiatives linked to this loan will emphasize

full implementation of agricultural input supply reforms
 
initiated under previous agreements. Specifically this loan
 
will regularize the mechanics of private sector fertilizer
 
distribution, and improve the price structure for such
 
distribution.
 

The local currency generated by the sale of the fertilizer
 
to private sector distributors will become available much
 
sooner than in previous years since Kenya shilling deposits to
 



government will either be made immediately through cash
 
payments or will be made within 180 days of sale of fertilizer
 
to private firms under bank guarantee. The proceeds of
 
fertilizer sales will be used to defray the costs of priority

development activities included in the 1984/85 and 1985/86
 
development budgets (especially those supported by other AID
 
programs and projects) and, if necessary, by joint agreement to
 
cover some local costs of drought assistance.
 

Conditions Precedent to Disbursement:
 

Prior to the first disbursement under this Assistance, or to
 
the issuance by A.I.D. of documentation pursuant to which
 
disbursement will be made, the Borrower will, except as the
 
Parties may otherwise agree in writing, furnish to A.I.D., in
 
form and substance satisfactory to A.I.D.:
 

(a) Evidence of the establishment by the Borrower of a
 
Fertilizer Committee to implement the private sector fertilizer
 
distribution policy;
 

(b) Evidence of the publication by the Borrower or current
 
fertilizer stock levels and donor fertilizer financing
 
intentions known as of the date of signing of the Project
 
Agreement. Publication of stock levels will be made by the
 
Ministry of Agriculture and Livestock Development. Publication
 
of donor intentions will be made by the Ministry of Finance;
 

(c) Evidence that the Borrower has published an up-to-date
 
compilation of commercial fertilizer import applications
 
received as of the date of the Project Agreement. Compilation
 
of these commercial fertilizer import applications will be made
 
by the Fertilizer Committee;
 

(d) A fertilizer import plan specifying types, quantities
 
and timing ct fertilizer imports as well as anticipated donor
 
financing. This plan will be developed and published by the
 
Fertilizer Committee.
 

Covenants:
 

1. Private Sector Fertilizer Distribution.
 

(a) The Borrower will announce wholesale and retail
 
prices for fertilizer by November 1 of each year. Announcement
 
of these prices will be made by the Fertilizer Committee on an
 
annual basis beginning in 1984.
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and 
(b) The Borrower will publish fertilizer stock levels
known donor fertilizer financing intentions by June 1 of
each year beginning in 1985. 
 Publication ot 
stock levels will
be made by the Ministry ot Agriculture and Livestock
Development. Publication of donor intentions will be made by


the Ministry of Finance.
 

(c) 
The 	Borrower will distribute a list of commercial
fertilizer 
import applications compiled by the Fertilizer
 
Committee by July 15 each year beginning in 1985.
 

(d) 	 The Fertilizer Committee will develop a
fertilizer 
import plan specifying types, quantities and timing
of fertilizer imports 
as well as anticipatea donor financing.
This plan will be published by the Fertilizer Committee by July

30 each year beginning in 1985.
 

2. 	 Fertilizer Pricing Structure.
 

The Borrower will complete a 
review and revision, as
appropriate, of 
the 	current pricing 
structure for fertilizer in
order to 
provide adequate compensation for and promote a wide
distribution of 
fertilizer. The objectives of 
the Borrower's
 
review and revision will be to:
 

(a) 	Establish wholesale and retail fertilizer prices
on a 	timely 
basis so that farmers, distributors and importers
 
can plan ahead;
 

(b) Implement a standardized price structure for
fertilizer of the same 
type 	that arrives at different times.
For 	example, 
a firm price for DAP should be established for 
a 6
month period, based on 
the international market;
 

(c) Establish price levels, both wholesale and
retail, for various clients, i.e., authorizea importers, large
distributors, small distributors, village stockists, 1000 tons
 
users, and small users.
 

3. Fertilizer PackingPolic
 

The Borrower will establish a policy authorizing
application of 
a surcharge on fertilizer sold 
in properly

marked packages of 
25 Kg. or less.
 

4. 
 Deposit and Utilization of Local Currency.
 

(a) The Borrower agrees that all fertilizer purchases

from Government by private distributors
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will be paid for 
in cash or via a bank guarantee not to exceea

180 days. These payments shall be made directly to 
the special

account described in paragraph (b) of this Section.
 

(b) The Borrower will establish a separate
interest-bearing special account with the Cereals and Sugar

Finance Corporation for the deposit or 
Kenya Shillings

generated from the sale of all USAID-financed fertilizer.
 
Counterpart shillings generated 
from the sale ot fertilizer
 
will be used tor 
mutually agreed upon development activities of

the Government or Kenya in the areas or 
agriculture, health,

nutrition and family planning, education, social services,

water development, environment and natural 
resources, energy,

and regional development. 
The annual rate or interest on

deposits in 
the special account will be twelve and one-half
 
(12.5) percent.
 

(c) On a quarterly basis, the Cereals and Sugar

Finance Corporation will provide USAID 
a report detailing the
 
status of the special account. 
The report will include: the
 
account balance at the beginning of the quarter, the amount and
 
provenance of individual payments made to the account during

the quarter, the 
amount and purpose or disbursements from the
 
account during the quarter, and the balance at the end of the
 
quarter.
 

(d) Procedures to be followed by the Borrower in
 
implementing and reporting on 
the special account will be
 
amplified by A.I.D. in Implementation Letters.
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THE FY1984 AGRICULTURE DEVELOPMENT PROGRAM
 

PROJECT 615-0230
 

I. SUMMARY AND RECOMMENDATIONS
 

A. Title: Agricultural Development Program (Fertilizer)
 

B. Amount: $ 13,000,000
 

C. Type of Funding: $13,000,000 of DA Loan Designated

Funds (FAA section 103) to finance the purchase and shipment of
 
fertilizer to Kenya.
 

D. Loan Terms: $13,000,000 for 40 years, including a
 
10-year grace period on the repayment ot principal with interest at
 
2% per year during the grace period and 3% per year [or 30 
years
 
thereafter.
 

E. Period of the Program: Two 
(2) years - All US aol±ar
 
funds under 
this program will be disbursed between approximately
 
December 1984 and December 
1986.
 

F. The GOK Executing Agency: The Ministry o1 Finance and
 
Planning and The Ministry of Agriculture ana Livestock Development
 

G. Brief Program Description: The purpose ot the two-year

Agricultural Development Program is 
to improve the agricultural
 
input supply system. This will be achieved by providing $13 million
 
of U.S. fertilizer and shipping on concessional loan terms for
 
distribution through the private sector, and by effecting policy
 
reform in the agricultural input supply system.
 

Food production in Kenya, particularly the hybrid maize which has
 
been responsible for much of the increase 
in output over the past
 
several years, relies heavily on imported fertilizer tor its
 
success. In the short-term this project will help 
ensure
 
availability of 
this key input through direct financing of its
 
importation. In the longer term, implementation of the policy

reforms linked to this project will help ensure effective private
 
sector distribution of fertilizer.
 



- 2 -


The $13 
million dollars provided through this assistance will be

used to procure and ship approximately 50,000 tons of diammonium
 
phosphate. At worldwide market prices this quantity of 
fertilizer
 
C&F Mombasa will cost $13 million. 
As with previous U.S. fertilizer
 
programs, the fertilizer will be procured by 
the Kenyan Embassy in
 
Washington with AID assistance. Prior to or upon reaching Mombasa,

the fertilizer will be sold directly to 
private sector distributors
 
for sale to farmers.
 

The policy initiative linked to 
this program will emphasize full
 
implementation of agricultural input supply reforms initiated 
under
 
previous agreements. Specifically this program will regularize the
mechanics of private sector fertilizer distribution, and improve the
 
price structure for such distribution.
 

The local currency generated by the sale ot the fertilizer to
 
private sector distributors will become available much sooner 
than
 
in previous years since Kenya shilling deposits to Government will

be maae within 180 days of sale of fertilizer to private firms. The
 
proceeas of fertilizer sales will be 
used to Jefray the costs of
 
priority development activities incluoea in the 1985/86 development

budget (especially those supportea by other AID programs and
 
projects) and, it necessary, by joint agreement to cover some local
 
costs ot drought assistance.
 

H. Environmental Concerns: 
 The Initial Environmental
 
Examination (IEE) 
for this Program, which included a recommendation
 
for a Negative Determination, was approvea by the Atrica Bureau
 
Environmental Officer at time of (State 208705).
the PAIP review 


I. Program Analyses: 
 As will be shown in subsequent
 
Sections of this PAAD this program:
 

1. 	 is justified in economic terms as 
it will
 
ameliorate 
the GOK's balance of payments and
 
severe budget situation;
 

2. 	 is technically sound;
 

3. 	 is expected to function more efficiently than
 
earlier AID- financed fertilizer programs,
 
especially with the Kenya private sector
 
undertaking complete responsibility for fertilizer
 
distribution; and
 

4. is consistent with GOK and USAID development
 
strategies.
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J. Source/Origin of Fertilizer 
and Shipping: The
source/origin for all commodity procurement (i.e., 
rertilizer) ana

services under this Program will be from AID Geographic Code 000.

The authorized nationality for shipping will be Code 941 although in
 
accordance with the Cargo Preference Act at least 50% of the
 
shipping will be on U.S. Flag vessels.
 

K. Issues: A major thrust ot this Program is to shift the

entire fertilizer distribution responsibility to the private sector
 
to improve the efficiency ana effectiveness of the marketing u1 this

critical commodity. Consequently, the guiding policies 
ana
 
operating procedures must be in-place prior to 
the arrival of the

first shipment ot AID-tinanced fertilizer under this Program.

Conditions Precedent 
(CP) to Disbursement will be included 
in the

Project Agreement which ensure that AID review ana approval or

marketing policies ana operating procedures will be required prior

to the commitment to disburse any funds.
 

USAID/Kenya personnel are 
working with GOK counterparts in the

development of satisfactory marketing policies ana operating

distribution procedures and 
it is expected that this undertaking

will be reasonably completed to 
permit the first shipment of
 
fertilizer under this Program to arrive in Kenya during 
the
 
November/December 1984 period.
 

L. Use of Small, Disadvantaged, and Women Owned-Firms: 
 Use
of small disadvantaged ana women-owned firms was considered during

PAAD preparation. Although such firms will be eligible to proviae

fertilizer and shipping services during program implementation, the
nature of the goods and services required does not justify limiting

competition to such firms.
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M. Conditions Precedent and Covenants:
 

1. The Project Agreement will include the following conditions
 
precedent:
 

Prior to the first disbursement ot this Assistance, or to the
 
issuance by A.I.D. of documentation pursuant to which disbursement
 
will be made, the Borrower will, except as 
the Parties may otherwise
 
agree in writing, furnish to A.I.D., in 
form and substance
 
satisfactory to A.I.D.:
 

(a) An opinion of counsel acceptable to A.I.D. that this
Agreement has been duly authorized and/or ratified by, and executed
 
on behalf of, 
the Borrower, and that it constitutes a valid and
 
legally binding obligation of 
the Borrower in accordance with all of
 
its terms;
 

(b) A statement representing and warranting that the named
 
person or persons have the authority to act as the representative or
 
representatives of the Borrower pursuant to Section 8.2. of the
 
Project Agreement together with a 
specimen signature of each person

certified as to its authenticity.
 

(c) Evideince oL the establishment by the Borrower of 
a
 
Frrtilizer Committee to 
implement the private sector fertilizer
 
distribution policy.
 

(d) Evidence of the publication by the Borrower of current
 
fertilizer stock levels ana donor fertilizer financing intentions
 
known as o' the date oC signing of this Agreement. Publication ot
 
stock levels will be made by 
the Ministry of Agriculture and

Livestock Development. Publication of donor 
intentions will be made
 
by the Ministcy of Finance.
 

(e) Evidence that the 
Borrower has published an up-to-date

compilation of 
commercial fertilizer import applications received as

of the date of this Agreement. Compilation of these commercial
 
fertilizer import applications will be made by the Fertilizer
 
Committee.
 

(f) A fertilizer import plan specifying types, quantities

and timing of fertilizer imports as well as anticipated donor
 
financing. This plan will be developed ana published by the
 
Fertilizer Committee.
 

2. The Project Agreement will 
include the following covenants:
 

2.1. Private Sector 
Fertilizer Distribution.
 

(a) The Borrower will announce wholesale and retail prices

for fertilizer by November I of 
each year. Announcement ot these

prices will be made by the Fertilizer Committee on an annual basis
 
beginning in 1984.
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(b) The Borrower will publish fertilizer stock levels and
 
known donor fertilizer financing intentions by June 1 of each year
 
beginning in 1985. Publication of stock levels will be made by the
 
Ministry of Agriculture and Livestock Development. Publication of
 
donor intentions will be made by the Ministry of Finance.
 

(c) The Borrower will distribute a list of commercial
 
fertilizer import applications compiled by the fertilizer committee
 
by July 15 each year beginning in 1985.
 

(d) The Fertilizer Committee will develop a fertilizer
 
import plan specifying types, quantities ana timing of fertilizer
 
imports as well as anticipated donor financing. This plan will be
 
published by the Fertilizer Committee by July 30 each year beginning
 
in 1985.
 

2.2. Fertilizer Pricing Structure.
 

(a) The Borrower will carry out a review and revision, as
 
appropriate, of the current pricing structure tor fertilizer in
 
order to provide adequate compensation for and promote a wiae
 
distribution of fertilizer. The objective's of the Borrower's
 
review and revision will be to:
 

(1) Establish wholesale and retail fertilizer prices on a
 
timely basis so that farmers, distributors and importers can plan
 
ahead.
 

(2) Implement a standardized price structure tor fertilizer
 
of the same type that arrives at different times. For example, a
 
firm price for DAP should be established for a 6 month period, based
 
on the international market.
 

(3) Establish price levels, both wholesale and retail, for
 
various clients, i.e., authorized importers, large distributors,
 
small distributors, village stockists. 1000 tons users, and small
 
users.
 

2.3. Fertilizer Packing Policy, The Borrower will establish
 
a policy authorizing application of a surcharge on fertilizer solo
 
in properly marked packages of 25 Kg. or less.
 

2.4. Deposit and Utilization of Local Currency.
 

(a) The Borrower agrees that all fertilizer purchases from
 
Government by private distributors will be paid for in cash or via a
 
bank guarantee not to exceed 180 days. These payments shall be made
 
directly to the special account described in paragraph (b) of this
 
Section.
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(b) 
 The Borrower will establish a separate interest-bearing
special account with 
the Cereals and Sugar Finance Corporation for

the deposit of Kenya Shillings generated 
from the sale of all
USAID-financed fertilizer. 
Counterpart shillings generated from the
sale ot fertilizer will be 
used for mutually agreed upon development
activities of the Government ot Kenya in 
the areas of agriculture,

health, nutrition and family planning, education, social services,
water development, environment and natural resources, energy, and
regional development. 
 The annual rate of interest on deposits in
the special account will be twelve and one-half (12.5) percent.
 

(c) On a quarterly )asis, the Cereals and Sugar Finance
Corporation will provide USAID 
a report detailing the status of the
special account. The report will 
include: the account balance at
the beginning ot 
the quarter, the amount and provenance of
individual payments made 
to 
the account during the quarter, the
amount and purpose of disbursements from the account during 
the
 
quarter, and the balance 
at the end ot the quarter.
 

(d) Procedures to 
be followed by the Borrower in
implementing ana reporting on special
the account will be amplified

by USAID in Implementation Letters.
 

2.5. Availability of ForeignExchange
 

(a) The Borrower will provide 
access to one-hundred and
twenty (120) percent of the amount o-
 foreign exchange estimated as
 necessary to 
implement the fertilizer import plan called for 
in
 
Section 
6.1.(d) of this Agreement.
 

0. Project Team Members: 
 Project design team members are:
 

John Thomas Agricultural Project Officer

David Lundberg 
 Chief, Agricultural Otticer
 
Richard Greene 
 Program Economist
 
Gordon Bertolin 
 Project Development Officer
 

P. Recommendation: USAID/Kenya recommends that 
loan funds
in the amount of 
T13.0 million be approved 
in FY1984 for purchase

and shipment 
to Kenya of 50,000 tons ot aiammonium phosphate
 
fertilizer. 

II. BACKGROUND
 

A. Political Update: 
 The United States shares a number of
political and strategic interests with Kenya. 
 It is one of the few
 
.-)untries in Africa with democratic political institutions and 
an
elected civilian government. The non-government share of 
the
 economy 
is based on free market principles with an active private

sector. Continued political and 
economic well-being ana
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development 
are important for 
the United States 
as a demonstration
that progress and stability are possible in 
a third-world society
with developing democratic institutions and a market-oriented
 
economy.
 

Kenya's foreign policy follows a moderate course
countries which the United States favors. 
among third-worl'
 

Within the context of the
Horn of Africa crisis and the Indian Ocean basin,United States share Kenya and thecommon strategic interests. An evolving programof mutual cooperation between Kenya and the United States has
enhanced American interests in 
this part of the world over the past
several years.
 

The United States firmly supports democratic institutions and the
private sector 
in Kenya, both of 
which are developing in the
direction that the United States encourages,neighbors while many of itsare moving in the opposite direction. In order 
to provide
such support 
the Kenya economy will need to 
be strengthened, the
trade balance improved and population pressures contained. 
 In the
short 
run, the timely provision of foreign exchanqe
importation will allow provision of a key input to 
for fertilizer
 

Kenyan farmers.
Ancillary benefits will be balance of payments and budget support
for 
Kenya's structural adjustment program. 
In the longer term, the
improved agricultural input supply system will strengthen
agricultural sector, the
 
the key sector for Kenya's future growth.
 

B. 
 Government of Kenya Development Strategy
 

The major agricultural sector objectives of the Government of
Kenya's Fifth Development Plan 1984 
to 1988 include increased food
production, growth 
in agricultural employment, expansion of
agricultural exports, 
resource conservation, and poverty
alleviation. 
Most of 

domestic supply. 

the nations food requirements must be met from
Therefore, a major strategy of 
the Fifth Plan is
to maintain broad self-sufficiency 
in basic foodstuffs.
 

Agricultural production 
is targetted to grow 4.5 per 
cent annually
for the first 
four years of the Plan, rising to 5.0 per
1988. Of the cent in
total planned increase in agricultural output, just
over 
a third is expected to result from 
increased crop area.
of this will come from grazing lands Much

in the drier zones where yields
are below the national average.
increase expected 

The remaining two-thirds of theis to result from higher yields, reflecting theGovernment's emphasis on intensification of land use.
 
The major thrusts to 
facilitate the achievement of the Plan's
 
objectives are:
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(i) To establish a framework of policies that: 

optimize the allocation of resources 
to their most
 
productive use through the setting of product
price levels that reflect changes 
in import and
 
export parities;
 

enable markets to function as orderly and

efficient channels for 
purchases and sales of
 
inputs and products;
 

channel credit where it 
is most needed and where
 
it provides a high return; 
and
 

guarantee reasonable security of 
tenure and access
 
to land for those able to 
make the most efficient
 
use of this resource.
 

(ii) 
 To provide agricultural and livestock services
 
that will:
 

supply relevant new technologies for crop and
 
livestock production through improved extension
 
services;
 

insure the timely availability of inputs 
at prices

that make their use profitable;
 

create efficient channels to market outputs at

competitive prices with prompt payment to
 
producers, depending upon 
the commercial sector 
to
 
the maximum extent feasible;
 

ensure 
that the farming community pays 
a fair
share of costs whenever appropriate; and
 

make more efficient use 
of existing levels of
 
recurrent expenditures.
 

The proposed Agricultural Development Program directly supports the
second objective in 
each of the above categories.
 

In addition to the agricultural objectives described above the
Government of 
Kenya has macro-economic objectives 
to which the
proposed program is 
directly relevant. 
 Foreign exchange shortages
and budgetary imbalances have, for several years acted 
to limit
Kenya's growth to unacceptably low levels and have restricted
Government's ability to carry out 
its development program. 
Periodic
application of strict measures 
to control balance of payments
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deficits also resulted in reduced use of 
industrial capacity and
shortfalls in tax revenues. 
 The Government's ability to implement

its long-range policies in 
both the industrial and agricultural

sectors has, therefore, been limited. 
 Basic structural changes in

both sectors 

in 

are essential to achievement of long-range improvements
the foreign exchange and budgetary situations and for long-term

growth. In 1980, in response to 
this critical and unacceptable

situation, the Government undertook, with donor 
encouragement and
 
support, a major program to re-orient growth along patterns that
 
make better use of local resources and conserve on foreign

resources, 
including commercial imported energy, imported capital

goods and imported intermediate inputs.
 

The Government identified in 
the 1979-83 and 1984-88 Development
Plans the following as 
required to achieve structural adjustment:
 

restructuring of the trade regime and system of 
incentives to
 
industry;
 

reforms in pricing, marketing, research and extension, and
 
land utilization in agriculture;
 

fiscal and monetary policies that restrain the level of
 
Government expenditures, narrow the deficit, limit the total
 
expansion of credit and increase the share of credit
 
available to the private sector;
 

more 
flexible and realistic interest rates and exchange
 
rates; 
a wage policy that promotes expansion of employment;
 

an improved balance between 
recurrent and development

expenditures; 
better planning and implementation of
 
development projects; 
less direct Government participation in

commercial investments, and improved analysis of such
 
investments; more 
effective monitoring of debt;
 

a diminished role 
(at least relatively) for the public sector
 
in production and distribution and greater reliance 
on the

private sector; 
better monitoring and improved performance of
 
public enterprise;
 

stronger efforts 
to lower the rate of population growth by

reducing fertility.
 

The proposed Agriculture Development Program is consistent with and
supports the GOK Development Plan 1984-88 and the FY 1984 A.I.D.
 
Structural Adjustment Program Amendment 
(615-0213). The Structural

Adjustment Program PAAD Amendment contains an 
in-depth analysis of

the GOK's performance under 
its structral adjustment program and the
reader is referred to that document (available from AFR/PD/EAP as
 
Supplementary Annex C) and Section VIII of 
this PAAD for a broader

understanding of the Kenya structural adjustment program.
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The balance of payments and budget support provided by this 
FY1984
Agricultural Development Loan will assist the Government in
achieving greater efficiency and increased agricultural production.
It will help the GOK attain the first two of the above-mentioned
goals in the 1984-88 Development Plan, namely: 
 a) restructuring of
the trade regime and system of incentives to the private sector, and
to a lessor extent 
 b) reforms in 
pricing, marketing, research and
extension, and land utilization in agriculture.
 

C. USAID/Kenya Strategy
 

The proposed program strongly supports the USAID/Kenya 
FY 1986
Country Development Strategy Statement. 
 By providing needed
fertilizer, the program will 
foster growth in
agricultural sector both through providing an 
the high priority
 
input critical to
increased agricultural output and by promoting policy changes needed
to improve the efficiencies of 
the distribution system for that
input. The attainment of 
increased fertilizer marketing
efficiencies will be accomplished by transferring the fertilizer
distribution responsibility in 
Kenya to


increasing the private sector. An
role for the private sector 
is an important pillar of
A.I.D.'s development policy in 
Kenya, 
and this program strongly
supports that development policy. 
 In addition, by providing needed
balance of payments and budget support, the proposed program will
facilitate continued and improved implementation of Kenya's
structural adjustment program, essential 
to Kenya's long-term

economic growth.
 

Equity remains one 
of AID's priority developmental objectives.
program will contain conditions and covenants to 
The
 

improve fertilizer
distribution procedures and to 
broaden fertilizer 
use among all
groups including smallholders. Smallholders currently account for
one-third of total fertilizer use 
in Kenya, but smallholders are in
effect at 
the end of a long distribution chain where marketing

margins are squeezed at every point.
 

From the Mission's perspective, as defined in its FY 86 
CDSS,
improved equity 
is defined largely in 
terms of improved
opportunities employment and income, brought about by the
 
tor 


multiple processes of economic growth: 
enhanced production, improved
resource efficiency, and technical change. 
 For Kenya, with a
burgeoning population on 
a narrow resource base, USAID believes it
generally inadvisable to distort either input or output prices to
cause other than a market-determined allocation of 
resources
productive sector. in any
Only with improved resource efficiency, brought
about by market prices, and economic growth brought about by private
investment, will Kenya's underemployed population find remunerative
sources of income. 
 (The exception to 
this general resource rule is
the public provision of traditional public goods, 
and public
responsibility for nutritional wellbeing among the very poor.)
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The "equity" issue in the 
case of fertilizer must, therefore, be
seen in 
a broad social and economic context where full regard is
given to 
national and regional comparative advantage. 
 Relative
market prices determine crop priorities. Relative input costs
should help determine sustainable crop production patterns by

agroeconomic zone.
 

USAID proposes to utilize this Development Program (and other
mechanisms) to 
foster policy and procedural changes that enhance
efficiency and increase equitable access 
to fertilizer. 
 Gradual
Government decontrol of fertilizer wholese.le and retail prices and
marketing margins, 
in the context of 
increased competition, will be
fostered, and dealers will be encouraged to sell fertilizer in
smaller packages. By drawing on 
Dutch and USAID field assessments
of fertilizer use, 
the Mission will continue to shape policies

guiding the efficient, utilization of agricultural inputs.
 

D. 
 Status of U.S. Fertilizer Assistance Programs 
in
 
Kenya
 

The United States 

1974. In that year 

first provided fertilizer assistance to Kenya in
the GOK purchased some 24,000 
tons of fertlizer
 
under a $10 million Program Loan.
 

The Kenya Farmers Association, then the largest organization
distributing agricultural inputs 
in Kenya, was originally designated
as 
consignee by the Government. 
The Government subsequently changed
the consignee to 
the Kenya National Federation of Cooperatives
(KNFC), 
an apex organization for Kenya Cooperatives, which had no
prior experience with fertilizer 
distribution, but which had
recently established a Merchandizing Branch to 
handle agricultural
inputs. Fertilizer was then 
to be sold to private firms by the KNFC.
 

The fertilizer arrived at Mombasa in 
four shipments: 10,500 metric
tons of TSP )December, 1974), 
5,250 metric tons of DAP 
(January,
1975), 
5,000 metric tons of TSP February, 1975), and 2,950 tons of

mixed fertilizers (after June, 1975).
 

Due to 
several complications described in Section III.E. below the
fertilizer was 
not promptly distributed to farmers, and was 
not
applied at spring planting as planned. 
 Instead, the AID fertilizer
 was held in inventory for a substantial period, while commercial
fertilizers 
filled farmers' needs. 
 Ownership and accounting records
became confused. At 
least five million shillings, representing
amounts which should have been paid to 
the Treasury, according to
the Government of Kenya, 
was never paid in. 
 Treasury was ultimately
required to make deposits of counterpart KShillings 
rrom its own
 
account.
 

http:wholese.le
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In 1980 and 1981 the United States provided balance of payments
support through a $20 
million Economic Support Fund grant (615-0200)

to finance some 63,000 metric 
tons of fertilizer as follows:
 

Diammonium Phosphate 
(DAP) 31,924 mt
 
Monoammonium Phosphate (MAP) 
 10,216 mt

Triple Super Phosphate (TSP) 20,910 mt 

Total 63,050 mt 
42,000 mt of this fertilizer arrived between January 22, 1981 and
March 29, 1981 and the balance, 21,000 tons, between October 29,
1981 and January 11, 1982. 
 Importation and distribution of USAID
fertilizers for 
the 1980-81 program was handled by the Kenya Farmers
Association (KFA), a private 3nd 
independent farmers association.

KFA prepared tenders and conducted inspections, off loading,
warehousing and final distribution. 
 Fertilizer was distributed toKFA warehouses throughout the country on the basis of historicalcropping patterns and the fertilizer requirements of individual
 
crops.
 

The $20 million FY 1980/81 fertilizer grant resulted in localcurrency generations in 
the amount of KShs 164 million which were
 
utilized to support priority development activities in
Government budgets of 

the
 
1982/83 and 1983/84. 
 The final sales of one
originally overpriced fertilizer 
type (TSP) are taking place now and
should be completed and generate the remaining local currency by
December 11984. 
 Programmed utilization of the funds 
generated by the
 

FY1980/81 grants is per Annex D.
as 


In September 1982 the 
United States provided a $4.4 million
Development Assistance grant for balance of payments and budgetary

support that financed the importation of 14,200 
tons of fertilizer
 
as follows:
 

Diammonium Phosphate (DAP) 
 9,200 mt
 
Monoammonium Phosphate (MAP) 
 5,000 mt
 

Total 
 14,200 mt
 

Cost plus internationally competitive shipping 
rates for this amount

of fertilizer equals $2.9 million. The balance of $1.5 million
 
represents a subsidy to 
U.S. flag shippers.
 

The FY 1982 Agricultural Sector Grant 
(615-0228) resulted in

fertilizer imports in 
December 1983. 
 A portion of this fertilizer

is currently being sold to 
private sector dealers. The grant will
result in 
KShs 64.9 million deposits into the special account by
December 1984. Utilization oIU 
 those funds for priority development
activities in the 1984/85 Kenya Fiscal year has been agreed upon as
 
per Annex D.
 



- 13 -


III. PROGRAM RATIONALE
 

A. Program Strategy and Impact
 

From the foregoing description of past USAID fertilizer 
assistance
 
programs and the nature of the agricultural sector in Kenya as
 
described below, it clear
is that:
 

1) the current pattern of agricultural production and input
 
use in 
Kenya leaves untapped enormous potential for increased
 
agricultural production through 
increased use of fertilizer;
 
and
 

2) past and current systems of 
fertilizer distribution are
 
not suscep*ible to dramatically increased levels of
 
fertilizer distribution and use.
 

The basic program strategy is therefore to continue to develop a new
 
fertilzer distribution system which, when fully operational, will

permit increased distributution and use of fertilizer in Kenya. It
 
is expected that this FY1984 Agricultural Development Program will

in and of itself result in 
increased agricultural production during

the life of the program directly from the use of the 50,000 tons of
DAP. However, the principal indicator of project success will be 
a
 
functioning private sector 
fertilizer distribution system.
 
Achievement of this objective will permit growth in 
fertizer
 
distribution which 
in turn will result in increased agricultural
 
production in future years.
 

It is the Mission's view that increasing the number of private

dealerships, improving competition among dealers, and decontrolling
 
prices, will, when the 
new system is fully operational and permitted

to grow, ensure a larger supply of fertilizer, more timely and
 
reliabl delivery, better mix, and provision 
in appropriate-sized

bags. Private dealers with adequate profit margins will be able to
 
supply fertilizer to remote areas and the
more to invest in 

necessary storage, bagging and transport facilities. Fertilizer is
 
already sold at 
a wholesale price based largely upon prevailing

intetnational fertilizer prices. 
 USAID expects that full adoption

of a market system will 
increased efficiency and competition so that
 
many farmers will pay less per unit of fertilizer delivered, and
 
many smallholders who are not currently served will be reached by an

expanded distribution chain. 
 With greater fertilizer use will come
 
greater production, and greater 
income and employment on-farm and in
 
related activities. Government does not have the 
resources or
 
administrative capability to 
successfully subsidize or 
otherwise
 
influence the provision of fertilizer to 
the most remote farmers
 
(other than to construct required infrastructure such as roads and
 
communications facilities).
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B. Trends in Agricultural Production:
 

During most years of 
the past decade, food crop production and
livestock output have barely kept pace with population growth. 
The
result has 
been reduced supplies for export, particularly of grains
and livestock products, and large imports 
in recent years of grains

and vegetable oils and fats.
 

Agricultural production has varied greatly over 
the last few years.
Output of grains, which dominate changes the tonnage of food
in 

produced, has varied widely in

macro-economic the past decade in response to
policies, distribution and marketing systems, and
weather. 
 Output trended lower 
in the 1976/77 to 1980/81 period.
Much of the decline was due to reduced area in grains. 
 Partly as a
result of the pricing policy, which did 
not maintain maize support
prices in 
line with the general rate of inflation, hectares in maize
declined from nearly 1.6 million in 
1975/76 
to around 1.35 million
in 1979/80. Beginning in 
1979/80 through 1983/84 support levels 
for
maize have been sharply increased and have undoubtedly contributed
to increased 
areas planted to maize 
even though drought in 1980 and
19,13 probably reduced the hectares of maize harvested. Table 1
summarizes crop production, land area 
in production and yield per
hectare for major crops for five of 
the most recent years. Of the
three major grains -- naize, wheat and rice -- maize production has on 
average kept pace with consumption. 
Wheat imports have been
about 100,000 tons 
per year, the difference between some 300,000 
to
350,000 tons consumption and 200,000 
to 250,000 tons annual
production. 
 Rice consumption is currently 
some 40,000 to 45,000
tons 
(milled rice) with production steady at 
about 25,000 tons
 
milled.
 

Annex F provides a detailed overview of agricultural
 
production in Kenya.
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TABLE 1
 

CROP AND LIVESTOCK PRODUCTION
 
Selected Recent Years
 
1978/79C980 81
Commodity 1_ 1981/82 1982/83 1983/84 

Food Crops(1976=100) 
 108 101 
 133 129
Tonnage (1000)1/ 5540 5352 6503 
115
 

6428 6000

Hectares (1000) 
 3295 3406 
 3671 3721 
 3711

Yield/Ha (kg) 
 1681 1571 1771 
 1727 1617
 

Grains 2/
 
Tonnage (1000) 
 2129 1866 2775 
 2631 2190
Hectares (1000) 1527 
 1596 1802 1839 
 1804

Yield (kg) 
 1394 1169 1560 
 1431 1214
 

Coffee
 
Tonnage (1000) 
 85 92 
 102 89
Hectares 1000) 93


88 102 118 
 131 130
Yield (kg) 
 971 897 
 869 682 715
 

Tea
 
Tonnage (1000) 
 93 90 91 
 96 118
Hectares (1000) 72 
 77 79 81
Yield (kg) 1292 1169 

83
 
1152 1185 
 1422
 

Non-Food Crop
Tonnage (1000) 
 57 74 
 96 77
Hectares (1000) 83


189 201 181 
 185 190
Yield (kg) 355 
 368 530 416 
 437
 

All Crops
 
Index(1976=100) 
 107 102 132 
 128 115
Hectares(1976=100) 
 99 103 110 112 
 112

Yield(1976=100) 
 108 
 99 120 
 114 103
 

Livestock Production
 
Tonnage 
 1250 1272 
 1276 1293 1315
Index (1976=100) 112 
 118 118 
 120 122
 

1/ 
 All crops except coffee, tea and non-foods.
 
2/ Maize, wheat and rice.
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Efforts to 
increase food production have been constrained by the
limited availability of high potential agricultural land and
deficiencies in output marketing, input supply and extension of
known and improved technologies in agriculture, as 
well as weather
 
and macro-economic policies.
 

Conflicting information makes it 
difficult to 
assess the size of
cropland base and how the
intensively it is now being used.

available suggest that virtually all the better 

Data
 
agricultural land is
already in use in 
farm crops, meadows and pastures, reserves and
forests. Some additional cropland will 
come
pastures, land outside farms, and possibly 

from permaneint
 
from the less intensively
used larger holdings. The FAO Production Yearbook reports a land
area of 56,925,000 hectares 
for Kenya. However, only 6 million
hectares are classified as "agricultural areas". 
 Of the
agricultural land, only about 1.8 million hectares are 
reported as


arable.
 

If the physical. arable land in farms is 
only about 1.8 million
hectares, effective areas 
ir annual crops, including double and
muli-iple cropping, suggest a cropping intensity of around 1.65.
Statistical 
evidence and observation would suggest that there is 
not
idle land available
much for expanding crop production.
conclusion is This
supported by the data presented in Table I above in
which it is clear that 
land area 
available for production has
leveled off over the last three years.
 

The limited availability of high potential agricultural land
constrains expansion of cropped areas. 
 Increased production must
therefore come from increased crop yields. 
 To illustrate, the
national average coffee yield is 
662 kgs per hectare whereas the
lower optimum potential is 
1,800 kg/ha. Similarly, the national
average yield of tea 
is 2615kg/ha whereas the potential is 
7,000
'g/ha. In the 
case of maize and wheat, yields can be increased by
65% 
and 47%, respectively, by using hybrid seed, fertilizer,
minimum levels oF recommended husbandry practices. 
and
 

While sustained long-run efforts 
to improve agricultural

technologies are important, policies designed for 
removing
deficiencies 
in 
input supply systems and output marketing provide
the principal choices 
for accelerating production 
in short and
medium run contexts. 
 Furthermore, when long-run technologies change
is successfully evolved, 
its 
spread and acceptance will depend 
on
well developed output marketing and input supply systems and related
 
oolicies.
 

C. The Role of Fertilizer
 

Increased production of food and other farm products in Kenya will
rely heavily on the use of commercial fertilizers. At presentimported inputs account for approximately 3% of value added inagricultural production compared with much larger figures elsewhere

in the developing world.
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The critical need for 
fertilizer, 
if crop yield increases are to be
accelerated, has been recognized by the government and by a number
of donors. In the 4 years 1980 
through 1983, donor 
nations provided
265,000 tons of fertilizers ranging from 55 
to 75 thousand tons per
year. 
 Increased fertilizer use 
in those years contributed to 
a
higher level of grain production and to further increases in theproduction of tea, coffee and a number of fruits and vegetables, thelatter all major export crops. 
 The combined donor fertilizer
 
program has been 
important in maintaining and increasing fertilizer
supplies during 
recent foreign exchange shortages and has

contributed to the recovery in the agricultural sector and in foodproduction in particular. Since the shortfalls of 1980-81 Kenya has
been basically self-sufficient in maize and has had good wheat crops
in all but the most recent year 
(due to weather).
 

Fertilizer imports vary widely from year 
to year due mainly to
swings in world prices for fertilizer. 
 However, accumulated stocks

in some years and the relative tightness in available supplies of
foreign exchange also 
influence the amount of fertilizer imported.

Available stocks help to moderate swings in 
domestic use 
but annual
variations in 
use also are wide. 
As a result, as indicated in Annex
E, fertilizer use has not increased significantly since 1970,
although there have been high variations among years. About 43% of
total fertilizer used goes to cash crops, mainly coffee, tea,
sugarcane and tobacco. 

goes 

Maize takes 41%, three-quarters of which
to high rainfall 
areas and a quarter to low rainfall areas.
 

Studies by the FAO and World Bank substantially indicate that

fertilizers, as 
a source of incremental production, bears the
largest potential for accelerating agricultural production in the
medium-run context. 
 The use of fertilizer is made necessary by

several factors, including the need:
 

1. to replenish soil nutrients depleted by continuous
 
cropping;
 

2. to supplement nutrients lost 
from crop residues which 
are

often removed as waste products; and 

3. to replace nutrients which leached or washed away from
are 

the soil during the rainy season.
 

The Farm Management Handbook of Kenya produced by the Ministry of
Agriculture in 1982 presents the results of studies which

demonstrate the average production of maize in 
Kenya can easily
reach 2.500 metric tons per hectare(vs.l.360 currently) at

lowest optimum yield if grown 

the
 
on well suitable soils, with
fertilizer 
and good husbandry practices. This level is 
achievable


during a short to 
very short growing season (85-100 days) using a
dry-land composite variety of maize. 
 By using a High Altitude

composite maize variety over 
a long growing season 250-280of days,yields of 6.000 metric tons per hectare can be obtained. These 
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figures demonstrate that yields per hectare can be nearly doubledthrough the proper application of fertilizer and husbandry

practices. 
With this year's estimate of 1,680,000 hectares planted
to maize, the total output can be increased from the expected total
 
output of 2,284,800 metric 
tons to 4,200,000 metric tons, an
 
increase of 84 percent.
 

These dramatic potential increases depend on a variety of improved

practices, of which fertilizer application is only one. 
 A

small-farm survey conducted 
in 1977 on fertilizer trials and yields
demonstrated the impact of the 
use of fertilizer alone on major

crops. The study compared maize yield per hectare at three levels
Of fertilizer use: a control group 
in which no fertilizer was used;

a second group which 
used a phosphorous fertilizer; 
and a third
 group which used a compound of nitrogen and phosphorous such as

DAP. In the second and third groups, each incremental yield
increased maize production by an average of 28 percent and 62
 
percent respectively per hectare.
 

The government realizes the need 
to encourage fertilizer use in
 
or .er to increase food production to keep up with the rapidpopulation increases. theIn National Food Policy Paper, the GOK

targets a 20% fertilizer use increase per year achieve
toself-sufficiency in 
basic food crops. The target is unrealistic
 
considering the past fertilizer use 
trend, the current distribution
system, pricing structure, and lateness in 
paying farmers. In order
 
to increase fertilizer 
use by a mere 4% (the current growth in
 
population) policy changes 
are required.
 

D. The Fertilizer Importation and Distribution System
 

All of Kenya's fertilizp- is imported and the entire 
industry is
under rigid Government control. Government controls import

authorizations and eligible firms, 
sets import levels by amount and
type of fertilizer, establishes 
shipping and handling margins and

retail prices by market area. Responsibility for 
these detailed
controls is 
diffused, mainly among the Ministry of Agriculture and
Livestock Development 
(import plans, stock reports), the Ministry of
Finance and Planning (bilateral agreements, overall accounting,

negotiations with donors), 
the Office of the President (national
policy, price conttol review), and the Price Controller (price

formulas and publication). 

The distribution industry is 
made up of 3 major firms and several
 
very small operators. Currently 92% 
of fertilizer used in Kenya is
distributed by Kenya Farmers Association 
(KFA), MEA Ltd. and Devji
Megji. Only 8% is handled by other small companies such as Elgon

Chemicals, 
Roffee Chemicals and Bemont Chemicals. Prior to 1980,
many large firms, such as Sapa Chemicals, Intag, Kenya Merchant

Supply, Twiga Chemicals, and Mackenzie Dalgety were 
involved in
 
fertilizer distribution.
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This market concentration came about following the end of the coffee
 
boom of 1977, when Kenya faced serious shortages of foreign
 
exchange, making it difficult for many fertilizer importers to
 
obtain foreign exchange a-locations. On the domestic scene credit
 
was tightened and interest rates increased. The international
 
prices of fertilizer increased as a result of the general rise in
 
oil prices. At the same time, the GOK squeezed prices of fertilizer
 
leading to inadequate profit margins. As a result most of the firms
 
previously in the fertilizer business discontinued involvement with
 
fertilizer. KFA and MEA survived because of 
their long experience
 
in the fertilizer trade and the fact that they traded in other farm 
inputs therefore spreading overhead costs among several product
 
lines. At the end of 1983 KFA had a virtual monopoly control over
 
fertilizer distribution controlling 75% of the market.
 

MEA, formerly Windmill Fertilizer, currently has 10% of the market
 
share and mainly supplies fertilizer to large scale farmers. The
 
firm has a fertilizer blending plant at Nakuru and utilizes the
 
facility for bagging fertilizer imported in bulk. Devji Megji has
 
8% of the fertilizer market and sells its fertilizer mainly to
 
cooperative unions and coffee estates. The other 
 importers have a
 
market share of 8% among them. About 55% of total fertilizer used
 
in Kenya is sold directly to the users by the main importers, 20% is
 
sold through stockists, 10% through cooperatives unions, and
 
societies and 15% through industrial and marketing organizations.
 
KFA has prospered in the fertilizer distribution business selling

directly to the users, thereby maximizing volume and retaining the
 
maximum profit margin allowed in the official pricing structure.
 

Market concentration was further increased by a Government shift to
 
a sole agency relationship with KFA, made in part to overcome severe
 
difficulties encountered in 1974-76 with accountability when many
 
private sector firms were involved in distributing donor supplied

fertilizer. KFA handled all GOK fertilizer as agent from then until
 
the beginning of 1984. 

E. Deficiencies of Past Systems
 

A review of what went wrong with the 1974 Program Loan was included
 
in an AID Auditor General's Report written in October of 1975
 
(before the last and smallest shipment arrived). The report
 
included the following findings:
 

...the GOK did not have an effective organization for
 
distribution or marketing of the fertilizer. KNFC admittedly 
lacked knowledge and experience in the local retail
 
fertilizer market which we believe is the major contributing 
factor to delay in utilizing the imported fertilizer... 
according to GOK officials, the fertilizer industry in Kenya
 
has been monopolized by four private companies.
 
Consequently, when the KNFC put their fertilizer on the
 
market, these four companies quickly
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reactea by undercutting the KNFC price. By the time the GOK
 
and KNFC reacted, by establishing a more competitive price,

the planting season hau passed. 
Most farmers had purchased
 
the less expensive products, leaving the KNFC with 93 percent
 
of their consignment unsold.
 

In addition, AID's PAAD the 1980 Kenya Commodity Import Program
 
states:
 

The fertilizer was sold to ten private firms by the Kenya
 
National Federation of Cooperatives, consignee for the
 
Government of Kenya. 
 These vendors were responsible for the
 
ultimate distribution ot the fertilizer... The lack of a
 
systematic procelure for accountability of various donor
 
fertilizer that arrived at Mombasa about the a
same time, 

drop in the price of fertilizer on the world market after
 
USAID fertilizer was sold to private distributors, and the
 
loss of identity of the fertilizer with the original

consignment as it was transported up country contributed to
 
difficulty in tracing distribution and sales. Additionally,
 
distributors made large periodic payments to the Exchequer
 
without reference to the type of fertilizer. While all the
 
fertilizer was eventually sold or 
otherwise accounted for as
 
distressed cargo, complete payment was never made to the
 
Government.
 

As describea above, the deficiences of the system used in 1974 for
 
AID-provided fertilizer include: l)the inablity of the system to get

fertilzer to farmers in time for the planting season; and 2) the
 
failure of the system to ensure payment 
to Government by

distributors for fertilizer received. These problems can 
be largely

ascribed to the inexperience of the intermediary used, the Kenya

National Cooperative Association(KNFC), its inability to plan for or
 
appropriately price donor-provided fertilizer and its inability to
 
select experienced distributors or to set up and utilize
 
apapropriate accounting controls.
 

The concentration of market power and decision-making authority

which came about later in the 1970s had its own distinct set of
 
deficiencies. The 
import planning and pricing decisions which were
 
assumed by Government were not performea effectively or in a timely
 
manner. Widespread vacillation in decision making resulted from
 
Government's failure to understand the importance of fertilizer to
 
the food and fiber industry and to the grossly inadequate

information, statistical facts and analyses 
on which to base
 
estimates of domestic demand and import needs. 
Government personnel

controlling the 
industry did not have sufficient understanding, nor
 
the necessary information or sound analyses to make the many
 
detailed market decisions requireA of them.
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The domination of the industry by a few firms, and the maze of
 
controls which Government exercises with less 
than desired
 
efficiency is 
a major problem of the industry. Incomplete data and
analyses on demand for fertilizer, pricing and costs, packaging,
import practices, and the distribution system make it impossible
demonstrate the gross inefficiencies of market controls 

to 

quantitatively. However the problem is apparent.
 

Fertilizer use by the small scale farmers 
is not up to potential
 
because it is often not available at the right time, in the proper

types, and in appropriately sized bags at the village level. 
 From
 
Government's point of view the system fails because it 
does not
generate revenue in a predictable or timely manner. Possibly the
 
greatest failure of the current system, however, is that it does not
permit expansion of the flow of fertilizer to farmers. It is so 
administratively cumbersome, and so costly to Government in terms of
 
support to the principal distributor, KFA, that it can not be
 
dramatically expanded given present Government 
resources and
 
administrative capabilities. 
 The only way to achieve the needed
 
expansion is by tapping the substantial resources of the private

sector by providing appropriate pricing incentives and an 
efficient
 
and accurate importation system and allowing private sector
 
importers to undertake the task.
 

Review of the system used in the FY1980/81 program yielded findings

consistent with those described above. not
Although it was 

Government's intent, the policy of using KFA as 
the sole agent for
donor fertilizer has increased KFA's market share at 
the expense of
 
other dealers to the point that only 2 or 
3 dealers of relevance
 
remain active. Second, the FY 80/81 system of selling the
 
fertilizer to farmers on credit with extremely slow repayment rates
 
resulted in an 
enormous backlog of local currency generations for
 
the Budget making revenue projections and efforts to balance
 
revenues and expenditures almost impossible. 
 Finally, unilateral
 
Government decisions concerning the amount and type of fertilizer to
be imported resulted in inappropriate fertilizer orders 
in some
 
cases. 

The review demonstrated:
 

(a) the need to increase competition and expand the
 
distribution systems;
 

b) the desirability of providing the GOK with local currency
 
resources in a more timely manner; and
 

(c) the need to increase private sector participation in
 
fertilizer import decisions.
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To attain the first two objectives noted above USAID and the
Government agreed via 
a covenant to 
the 1982 program agreement that
if commercially viable mechanisms could be developed through the
commercial banking system, other distributors in addition to KFA
would be allowed to participate. 
 The third objective listed above
was addressed through the FY1983 Structural Adjustment Program Grant
(615-0213) in which 
the Government established a Fertilizer Advisory

Committee with private sector participation which makes
recommendations to Government on 
such issues as amounts and types of
fertilizer to be 
imported, wholesale and 
retail pricing, and
distribution. 
 (See Annex I for FAC membership and terms or
reference). 
 After nearly nine months of operation of the Committee
there are indications that the Government is 
responsive to their
 
recommendations.
 

in vember 1983, following extensive USAID-Government dialogue, the
Government dissolved 
its sole agency agreement with KFA. This has
initiated a difficult period of 
transition from nearly monopolistic
control of fertilizer distribution by KFA to the development of
system of more a
competitive marketing of fertilizer. 
 7,000 metric
tons of the DAP provided under the 
1982 program was sold directly to
the p ivate sector and the balance, 5,000 metric tons of MAP and
2,200 metric tons of DAP was distributed by the KFA under the "old"
system. Private are
sector firms receiving the fertilizer following
3ubmission of 
a 180 day bank guarantee to the GOK. 
 In addition to
increasing competition and 
effective private sector participation,

the use of the 
bank guarantee system will make available Kenya
Shillings generated from the sale of 
fertilizer to 
the GOK within
180 days of sale to the private sector. 
 This timing contrasts
sharply with the two to 
three years after arrival in-country
required with the 
"old" system. 
 In the future all donor provided

fertilizer will be 
handled under the 
new system.
 

Although the decision and initial 
steps to expand the role of the
private sector 
in the fertilizer distribution system has been made,
the development of 
that system is 
still in the infant stage. The
proposed Agricultural Development Program will assist the 
process of
building 
a strong private fertilizer distribution system. Once this
system is fully operational and allowed 
to expand (well beyond the
life of this program), it 
will result in larger quantities of
competitively priced and 
more appropriate fertilizer being made
available to farmers and in more 
timely generation of shillings from

fertilizer sales for GOK development programs.
 

The new system of private sector fertilizer distribution, to be
implemented under 
this program, will avoid 
some of the difficulties

encountered in 
the 1974 program. 
 Only those private sector firms
which have demonstrated knowledge and experience in 
the local retail
fertilizer market will be given an 
allocation to distribute

fertilizer. 
 The Fertilzer Advisory Committee has prepared a 
list of
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approved distributors (Annex B) with a proven organization for

distribution and marketing. 
 The list of approved distributors will
 
be modified as necessary to include additional firms that have not

been regularly distributing fertilizer but have proven their

interest in and commitment to establishing a distribution system.
 

Prices will be established quickly and on a timely basis in order
 
that the distributors know their cost for 
the imported fertilizer
 
and the maximum retail price they can charge. Policy measures to be
 
included in the Project Agreement as Conditions Precedent and
 
Covenants will require the Government to adhere to a schedule of
 
actions designed to assure a coordinated schedule of analyzing and

announcing fertilizer stock positions, donor and commercial import 
intentions, and import allocations for importers/distributors.

These measures will be completed prior to the procurement of any

imported fertilizer in order to enable the government to announce,

by November 1 of each year, the wholesale and retail prices extended
 
to authorized private distributors. The price of fertilizer for
 
various types will be pegged to the international market and would
 
be firm for all imports during a six month period.
 

To further assure that accountability will be established,
 
monitoring of the fertilizer and record keeping will be enforced

throughout. As described further in Section VI, monitoring will be
 
reviewed by USAID and the GOK in 
three stages: first, arrival and
 
offloading of the fertilizer at port; second, the distribution by

private firms; 
and third, the deposit and utilization of local
 
currency generated from fertilizer sales. The USAID project officer
 
will be assisted in performing the monitoring function by a
 
contractor employed under the Commodity Import Program, or 
by a
 
local Kenyan firm under separate contract, who will develop report

forms, assist the agent and private firms with completing reports,

follow-up on delinquent reports, and keep an accounting of all
 
arrivals.
 

F. Policy Implications
 

The history of previous U.S. fertilizer assistance to Kenya and of
 
Government efforts to manage U.S. and other donor assistance imply

certain policy changes with regard to future fertilizer assistance
 
programs. The areas in which change is 
required are described below
 
and reflected in the program conditions and covenants outlined in
 
Section IV. B.
 

1. Distribution System
 

There is 
a need for greatly increased private sector involvement in

the fertilizer distribution system. An increase in competition 
in
 
fertilizer trade will create higher efficiency. Higher efficiency
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and competition should result in 
reducing the fertilizer prices paid

by the farmers. 
 A step has been made in this direction by allowing

other private firms, in addition to KFA, to buy Government
 
fertilizer. 
 There is currently a limited list of registered

fertilizer distributors, (see Annex B) eligible to 
import

commercially or buy donor-provided fertilizer 
from Government. As

noted previously there are 
a number of former distributors who
 
probably would get back into the fertilizer business under the right

conditions. Publication of information on 
fertilizer import plans,

pricing, and conditions of participation by private sector firms
 
will help these firms participate constructively in the fertilizer
 
program.
 

2. Packaging in smaller units
 

Equity considerations and optimization of 
fertilizer use require

that methods for 
wider and more efficient distribution of fertilizer
 
to the smaller producer in remote areas be developed. One means of

achieving this wider participation is to encourage packaging in
 
smaller units: 5, 10 and 20 kilogram bags and making these
 
available in 
remote areas through stockists or traders.
 

Currently, fertilizer of all types is sold in 50 
kilo bags. The
small Larmer, 
under prevailing market conditions, cannot afford a
 
whole bag of 50 kg of fertilizer, especially when during 
one season
 
he may use less than half of it. 
 Without proper storage conditions
 
the farmer may have 
to discard the remainder, especially if it is
 
nitrogenous. 
 In addition to lessening fertilizer wastes, small
 
packing units will ease transportation costs since a farmer can
 
easily walk with 
a 5 to 10 kg bag of fertilizer. The ceiling price

of DAP, for example, is 281.30 Kenya shillings. This price is

established by 
the GOK Price Controller and is based on 
the cost of
 
importing fertilizer in bags. Selling fertilizer in smaller units

would increase costs per 50 
kilos beyond the ceiling price due to
 
increased handling costs and materials. Larger established
 
fertilizer distributors in 
Kenya have not found it feasible to sell
 
fertilizer in less than 50 
kilo units due to this constraint on

pricing. One large fertilizer distributor (MEA), however, is asking

permission from the 
Price Controller to sell fertilizer in 10 and 25
 
ilo units, and to apply a surcharge on these units.
 

Despite the ceiling prices on 50 
kilo sacks, a number of small-scale
 
traders in the Central Province, Kisii, and Kakamega areas are
 
breaking the 50 
kilo units into smaller units for sale to
 
smallholders farming on 
2 acres or less. These smaller units are

being sold for approximately 70 Kenya shillings for 
a 10 kilo bag,

or Kenya shillings 350 for the equivalent of a 50 kilo bag. The
 
demand for these smaller units is demonstrated by this practice and

has been growing 
as small holders are adopting proper techniques of

fertilizer application, and finding the smaller units to be
 
compatible with other agricultural inputs already being sold in
 
units appropriately sized for their 
use.
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For example, during the last 4 years the Kenya Seed Company 
(KSC)
has experimented with selling seeds in 2 kilo packages. 
 KSC has

traditionally sold its seed in 10 
and 25 kilo bags. These smaller
sized units are most appropriate for small holders farming on 
1 - 2
 acres. 
 Sales of these units have steadily increased throughout the
country, particularly 
in the areas of Kisii, Kakamega, Thika, and
 
around Nairobi where there are large concentrations of
smallholders. The demand for the 10 to 25 
kilo bags of fertilizer

being sold by small-scale traders in 
these areas is tied to the use
 
of smaller units of seed.
 

A study conducted for the Government of Kenya revealed that
the number of fertilizer bags 
(50 kg) used by farmers per season
ranged from 0.5 to 5 bags, of which 73.6% 
of all farmers used less
than two bags. There was strong evidence that farmers would favor
smaller bags if available. From the study it 
was shown that 83% of
the farmers preferred smaller packages of which 59% 
preferred 25 kg

bags and the rest even smaller sizes. The reasons given by farmers
 
for favoring smaller sizes were:
 

1. ease in transportation

2. economic for smaller farms
 
3. economic in smaller units: 
 i.e., farmers did not
 

want to tie their capital on large units which
 
could not be fully used in 
one season.
 

It therefore appears both 
feasible and desireable to promote policy

changes which will allow sale 
in smaller packaging units.
 

3. Government Role
 

Government exercises 
too much control over day-to-day market
decisions without adequate economic facts and analyses on 
which to

base such decisions. Government should withdraw from making
detailed market decisions. The government's role should be one of
assistance, support and monitoring and not 
firm control. Greater
reliance 
on market forces and inputs from private sector

representatives on the Fertilizer Advisory Committee can help

achieve a lessening of Governmert's role.
 

4. Pricing
 

Pricing 
on a timely basis is essential in order that the
distributors know their 
cost for the imported fertilizer and the
retail price they can charge. No business can function without this
information. 
 Extreme price variations are hurting the current
 
system. We believe a pricing system could be pegged to 
the
international market for 
each fertilizer 
type and could be firm for

all imports during a 
six month period. This would eliminate
fluctuations and all 
w distributors and farmers 
to plan their
 
actions.
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Fertilizer distributors feel that the pricing structure does not
 
allow reasonable profit margins needed to expand into the
 
smallholder sector. 
 The Government's continued 
use of KFA as the
 
main distributor supports monopolistic tendencies and it 
is likely
that KFA squeezes its stockists who are left with inadequate profit

margins.
 

The Government role in price policy should at most be 
limited
 
to establishing ceiling prices at 
final distribution points after
 
recognition of transport accessibility and costs. Below such
 
ceilings market competition could determine the 
structure of prices

and price spreads. In order for the farmers to pay competitive

prices the pricing structure must be streamlined and a higher degree

of competition among fertilizer distributors must be encouraged.
 

Publication of wholesale and retail prices early in the crop year
will allow private sector distributors to make reasonable judgments

about their participation in the fertilizer program. Further study

of the pricing structure and system will help rationalize both.
 

5. Demand Assessment
 

Demind assessment will always be an approximation, but major

mistakes like buying at 
the wrong time or overbuying can be

eliminated. Underbuying or overbuying can prove costly in terms of
 
storage or shortages of fertilizer. 
Demand is heavily dependent on

world prices (which require careful monitoring) and on world
 
fertilizer supplies and shipping costs. 
 The Government should move

toward providing current information on the volume and cost of
 
imports, stocks in the distribution channels, fertilizer prices at

all levels, and estimates of use. Government's role is to provide

facts and perhaps analyses of the industry that can be used by

industry in making 
its own demand assessments.
 

6. Timing of Imports
 

The timetable must follow the 
farming calendar and be related to the

timely allocations of 
foreign exchange for commercial imports. For
 
the system to operate properly fertilizer stock positions must be

known early -- probably by June I each year; 
donor intentions to
 
provide fertilizer must be 
known; commercial import applications

must be known; 
a basic import plan developed; import allocations
 
made; distribution intentions and guarantees known; shipping and

arrival schedules developed; and wholesale and retail prices of
 
various fertilizer types developed and announced.
 

7. Bulk Hih-Nutrient Fertilizer
 

Fertilizer imports should be concentrated on the

high-active-ingredient fertilizers that can 
be used for direct crop

application or blended in 
the country. The Diammonium Phosphate

(18-46-0) , that will be imported under this program, can be used for
direct crop application or blended in Kenya to make mixed fertilizer.
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8. Donor Fertilizer 

Donor fertilizer should be treated, as much as possible, like any
 
other fertilizer. It should be priced and sold to the private
 
sector buyers at the port. Prices will be based on world market
 
costs. If the types of donor fertilizer are not precisely what the
 
market demands, private auction should be used to establish a price
 
that will move the fertilizer into commercial markets. Application
 
of the system proposed under this program to other donor programs,
 
as is intended, will achieve this objective.
 

9. Research
 

Government research is necessary on crop response to fertilizer,
 
soils research, technical requirements for crop nutrients,
 
marketing, pricing and cost efficiencies in getting fertilizer
 
through the market distribution system to the farmers. Research on
 
crop response to fertilizers (NPK) and other nutrients should
 
provide guidance to producers and to the industry in order to avoid
 
imports of costly nutrients, or perhaps bonding agents, that are not
 
needed. Although such research will not be part of this program, it
 
is intended that it be pursued under the upcoming Agricultural
 
Technology Project No. 615-0229.
 

IV. PROGRAM DESCRIPTION
 

A. Fertilizer Types, Quantity and Timing
 

This program will finance the importation of 50,000 tons of
 
Diammonium Phosphate (DAP) for which demand is currently high. Of
 
this 40,000 will be bagged and 10,000 tons will be bulk. Although a
 
greater volume of fertilizer could be procured if a larger
 
proportion were to be shipped in bulk, bagging facilities in Kenya
 
cannot handle more than 10,000 tons during the time period between
 
expected arrival and sale to farmers.
 

For planning purposes the price for DAP, FOB Gulf, is estimated at
 
$178 per ton bulk and $218 per ton bagged. Thus:
 

10,000 Ton bulk DAP @ $178 = $ 1,780,000 

40,000 Ton bagged DAP @ $218 = $ 8,720,000 

Total cost of fertilizer FOB Gulf = $10,500,000 

Shipping costs to Mombasa are estimated at $130 per ton on U.S.
 
vessels and $50 per ton on foreign vessels. The last shipment of
 
fertilizer which USAID brought into Kenya, 14,000 tons in December
 
1983, was shipped on a U.S. vessel at a cost of $127 per ton.
 
Although none of the fertilizer was eligible for shipment on
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non-American vessels it 
is understood there were 
quotes as low as
$22 per ton available on foreign ships. 
Under this program 50% of
the expected 50,000 tons will 
be shipped on U.S. vessels and the
other 50% on foreign vessels 
(code 941 or 935). 
 On this basis the

shipping costs are as 
follows:
 

25,000 ton @ $50 
 = $1,250,000 
25,000 ton @ $130 
 = 3,250,000

Total cost of shipping = $4,500,000
 

B. 
 Policy Changes (Conditions Precedent and Covenants)
 

In support of the interventions proposed under this program,
the Government will implement four 
specific policy changes described

below. These will be 
treated as Conditions Precedent and Covenants
 
in the Agreement.
 

Private Sector Fertilizer Distribution 

This program will bring about the full implementation of 
a
system that will effectively distribute all donor-provided

fertilizer by Kenya's private sector. 
 Specific steps to
implement the 
stated private sector distribution policy will
include the Conditions Precedent and Covenants described below
 

1. Conditions Precedent to First Disbursement
 

a) The Government will establish a Fertilizer Committee to
 
implement the private 
sector fertilizer distribution policy.
 
b) 
 The Government will publish current fertilizer stock

levels and donor fertilizer financing intentions known as of
the date of 
signing of this Agreement. Publication of stock
levels will 
be made by the Ministry of Agriculture and
Livestock Development. Publication of donor intentions will

be made by the Ministry of Finance.
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c) The Government will publish an up-to-date compilation of
 
commercial fertilizer import applications received as of the
 
date of the Agreement. Compilation of these commercial
 
fertilizer import applications will be made by the Fertilizer
 
Committee.
 

d) The Government will develop a fertilizer 
import plan

specifying tyles, quantities and timing of fertilizer imports
 
as well as anticipated donor financing. This plan will be
 
developed and published by the Fertilizer Committee.
 

2. Covenants
 

The Covenants a to d below will be fulfilled annually on the
 
dates indicated. For items b-d, these actions will begin in
 
1985.
 

a) The Government will announce wholesale and retail prices

for fertilizer by November 1 of each year. Announcement of
 
these prices will be made by the Fertilizer Committee.
 

b) The Government will publish stock levels and known donor
 
fertilizer financing intentions by June 1 each year.

Publication of stock 
levels will be made by the Ministry of
 
Agriculture and Livestock Development. Publication of donor 
intentions will be made by the Ministry of Finance.
 

c) The Government will distribute a list of commercial
 
fertilizer import applications compiled by the Fertilizer
 
Committee by July 15 each year.
 

d) 
 The Government will develop a fertilizer import plan
 
specifying types, quantities and timing of fertilizer imports
 
as well as anticipated donor financing to be published by the
 
Fertilizer Committee by July 30 each year.
 

Fertilizer Pricing Structure
 

This Agreement will initiate the development and
 
implementation of a fertilizer pricing structure that better
 
serves farmers, fertilizer distributors, and fertilizer
 
importers.
 

The specific measures to implement the fertilizer pricing
 
structure policy is outlined below. 
This will be treated as
 
a Covenant to this Agreement.
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The Government will carry out a review ana 
revision, as
appropriate, of 
the current pricing structure for fertilizer

in order to provide adequate compensation for and promote a
wide distribution of fertilizer. 
The objectives of the

Borrower's review and revision will be 
to:
 

(1) Establish wholesale and retail fertilizer prices on
 
a timely basis 
so that farmers, distributors and
 
importers can plan ahead.
 

(2) Implement a standardized price structure for

fertilizer of the same 
type that arrives at different
 
times. For example, a firm price for DAP should be

established for 
a 6 month period, based on the
 
international market.
 

(3) Establish price levels, both wholesale and retail,

for various clients, i.e., authorized importers, large
distributors, small distributors, village stockists,

1000 ton users, and small users.
 

Fertilizer Packing Policy
 

This program will initiate the development of a fertilizer

packing policy to 
better serve smallholders. Although vital
to 
smallholder fertilizer utilization, the promotion of sale

of smaller bags is inextricably bound to the pricinc

structure discussea in point B above. 
The development of a

fertilizer packing policy will be treated as a Covenent to
the Agreement. The Government will announce a policy

authorizing application of 
a surcharge on fertilizer sold in

properly markea packages of 25Kg or less.
 

Deposit and Utilization of Local Currency
 

All fertilizer purchases from Government by Distributors will
be paia for 
in cash or via a bank guarantee not to exceed 180

days. The Government will establish a separate

interest-bearing special account with the Cereals and Sugar

Finance Corporation for 
the deposit of Kenya Shillings

generated from the sale of all USAID-financed fertilizer.
 
The annual rate of interest on deposits in the special

account will be 
twelve and one-halt (12.5) percent.
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On a quarterly basis, the Cereals and Sugar Finance
 
Corporation will provide USAID a report detailing the status
 
of the special account. The report will include: the account
 
balance at the beginning of the quarter, the amount and
 
provenance of individual payments made to the account during
 
the quarter, the amount and purpose of disbursements from the
 
account during the quarter, and the balance at the end of the
 
quarter.
 

Procedures to be followed by the Government in implementing
 
and reporting on the special account will be amplified by
 
USAID in implementation letters.
 

These two policy changes, payment in cash or a bank guarantee not to
 
exceed 180 days, and establishment of a separate interest-bearing
 
special account with the Cereals and Sugar Finance Corporation, will
 
be treated as Covenants in the Agreement.
 

V. PROGRAM IMPLEMENTATION
 

A. Institutional Framework
 

1. Background
 

The Government of Kenya is interested in establishing a system that
 
moves donor-provided fertilizer directly to the private sector
 
quickly and efficiently. The Ministry of Finance and Planning
 
desires to open opportunities for participation by importers and
 
distributors as a means to obtain local currency early and a
 
guarantee of payment for donor fertilizer. The Ministry of
 
Agriculture ana Livestock Development wants supplies to be adequate
 
and timely to meet farmers' needs. Both want prices to be fair to
 
distributors and farmers. The importers and aistributors want an
 
orderly development of the input supply system and the chance to
 
distribute donor fertilizer with a reasonable profit. A system is
 
evolving that meets the needs of all parties involved and can
 
provide a sound basis for growth in fertilizer use in Kenya. There
 
will, of course, be problems but with effort and the cooperation of
 
all participants problems that arise can be solved.
 

Five entities will be directly involved in the system.
 

The Ministry of Finance and Planning will take the leaa in
 
developing and operating the system, selling to the private

firms and recovering the Kenya Shillings generated from those
 
sales.
 

The Ministry of Agriculture and Livestock Development will
 
provide technical support including the fertilizer amounts
 
and types required, stock information, and current farmer use
 
trends.
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The Fertilizer Advisory Committee will advise both ministries
on the 
fertilizer requirements, qualified distributors,
pricing, distribition issues and generally provide a forum
for communication between the private sector and Government.
 

The Cereals and Sugar 
Finance Corporation will 
serve as the
"laccountant" for 
the fertilizer imported and sold and for the
Kenya Shillings generated from those sales.
 

The donor community will remain interested in the operation
of the system, the use of the fertilizer they have financedand the progress toward rational pricing of fertilizer. 

2. The Organization 
 (see figure 1)
 

The Director of External Aid will have the responsibility and
authority for 
all donor provided fertilizer 
that enters Kenya.
will be supported by the Fertilizer Committee that will be 
He
 

responsible for implementing the system. The Fertilizer Committee
will have three active members: the Under Secretary (Agriculture)it- the Ministry of Finance and Planning, the Headconcurrently of Planning andChairman of the Fertilizer Advisory Committee for the
Ministry of Agriculture and Livestock 
Development, and the Financial
Advisor, Ministry of 
Finance and Planning.
 

The Fertilizer Advisory Committee will, as 
the name suggests, advise
the Fertilizer Committee. 
Their membership and role will remain as
is described in Annex I. 
 The Fertilizer Committee, 
in conjunction
with 
the Director of External Aid and with advice from the
Fertilizer Advisory Committee will make all major decisions
regarding fertilizer 
imports to Kenya including such things as
pricing, allocation to distributors, and engagement of clearing and
forwarding agents. 
 Only major policy issues will be raised to a
higher level for decisions.
 

The Secretariat will have at 
least two officers, one
seconded/nominated from the Cereals and Sugar Finance Corporation
(CSFC) and one 
from either 
the Ministry of Agriculture and Livestock
Development 
or 
Finance and Planning. As 
the workload is regularized
the staffing level of the Secretariat will be adjusted. 
The
Secretariat will be 
the "keeper of 
the numbers" for
fertilizer both the
imported and the Kenya Shillings generated from the sale
of donor fertilizer. Thus, 
two types of information would be kept
fertilizer ­and 
financial information. 
 Fertilizer information would
include: arrival schedules, distributor allocations, sales tovarious distributors by quantity and type 
for each donor shipment,
donor commitments, distributor 
fertilizer by District. 

stocks and ultimate destination ofFinancial information would include:
guarantees, schedule of due dates 
bank
 

for guarantees, value of
fertilizer sold for 
each donor, 
Kenya Shillings deposited, Kenya
Shillinqs used for what purposes, Kenya Shillings balances in
various accounts and balance due based on 
established value.
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Figure 1 

Director 
External Aid 

Ministry of Finance 
Planning 

Community] 

Fertilizer 100 
Committee / 
(3 Members) 

Under Secretary, MOF&P 
Head, Planning, MOA&LD 

Financial Advisor, MOF&P 

Secretar iat 1 Fertilizer 
I 

(2 Officers) 
1 CSFC 

Advisory Committee 

1 MOF&P/MOA&LD (9 members) 
(5 private and 4 public) 

MOF&P Ministry of Finance and Planning
 

MOA&LD 
 Ministry of Agriculture and Livestock Development
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B. Procurement and Contracting
 

1. Fertilizer Requirements
 

Based on estimates of current stocks, statements of donor
 
intentions, and applications for commercial import licences,
 
the Fertilizer Committee, with assistance and advice from the
 
Fertilizer Advisory Committee, will develop a fertilizer import

plan. Based on the best estimates of current prices and
 
shipping costs, the Ministry of Finance and Planning and
 
Ministry of Agriculture and Livestock Development in
 
conjunction with the Fertilizer 
Committee and the Fertilizer
 
Advisory Committee, will determine the quantity and type of
 
fertilizer to be requested from each of 
the donor countries.
 
The Director ot 
External Aid will then communicate these
 
cequests to fertilizer donors. It is anticipated that the
 
Unitea States will supply one commodity only, probably DAP, for
 
which U.S. suppliers have competitive prices.
 

2. IFB's and Contracting
 

The Government of Kenya will be the buyer. For AID-financed
 
fertilizer, an Invitation for Bid 
(IFB) will be prepared in the
 
Kenyan Embassy in the United States with SER/COM assistance as
 
necessary and released in Washington, in accordance with the
 
procedures of Section 201.22 
"Formal Procurement" of AID
 
Regulation 
1. In order to assure timely arrival in Kenya, the
 
date for opening the bids will be set no 
later than November 15
 
1984. Tenders for other donor fertilizer will be released in
 
Nairobi for 
purchase in the donor country involved -- if the
 
source and origin of the fertilizer must come from the donor
 
country.
 

3. Shipping
 

A U.S. freight agent will be employed by the Kenya Embassy in
 
Washington to arrange for 
the charter of vessels, Code 941 and
 
code 000, to carry the fertilizer (subject to SER/COM/TS

approval) ano 
to obtain marine insurance.
 

4. Fertilizer Allocation
 

When quantities, types, and tentative arrival times of donor­
provided fertilizer are known this information will be
 
circulated to the distributors. They will signify their intent
 
to 
take various quantities by providing a performance bond for
 
that fertilizer desired. 
 This statement of intent will then be
 
followed by a bank guarantee that must be delivered two weeks
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prior to the arrival of the shipment. At such time that the
 
distributor accepts possession of the donor fertilizer 
they
 
accept the responsibility of providing a quarterly report

indicating sales by type, amount, bag size, 
ana district for
 
each shipment accepted as well as the off-loading information
 
noted in section VI.A.l. below to the monitoring contractor.
 
They will also be required to report their estimated
 
requirements for the following year.
 

C. Distribution System
 

1. Fertilizer Distributors
 

The list of approved distributors (Annex B) will be modified as
 
necessary by 
the Fertilizer Committee in consultation with the
 
Fertilizer Advisory Committee. Donor fertilizer will be first
 
offered to the approvea distributors. If all is not purchased
 
by those on the approved list it will be offered to
 
distributors on a subsidiary list. 
 This list will include
 
those firms that have not been regularly distributing
 
fertilizer but wish to do 
so. As they prove their interest in
 
and commitment to establishing a distribution system they will
 
be considered for the approved list.
 

2. Clearing and Forwarding Agent
 

A clearing ana forwarding agent will be engaged by the
 
Secretariat as necessary to clear, forward, or 
store the
 
fertilizer arriving. 
 It is expected that most fertilizer will
 
be sold prior to arrival and that the buyer will clear the
 
shipments as they do with their commercial purchases. 
 In cases
 
when the clearing and forwarding agent is used the price to the
 
distributor will reflect the additional costs of clearing,
 
tranrport and storage.
 

3. Private Sector Distribution
 

Once purchased by a private sector firm, distribution will be
 
the sole responsibility of that firm, subject to the reporting

requirements described in section VI, A., 
2. below.
 

Annex G provides the implementation schedule that Government
 
expects to utilize to implement the private sector oriented
 
distribution system.
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D. Financing
 

1. U.S. Dollar Costs
 

Once the supply contract has been awarded to a U.S.
supplier,the Ministry of Finance and Planning will request AID
to issue 
a Direct letter of Commitment to the supplier.

will 
issue the Letter of Commitment. Payment will be made 

AID
to
the 
fertilizer s.pplier under the Letter of Commitment upon
presentation to A.I.D. of shipping and other 
required documents.
 

2. Kenya Shilling Payments
 

The Government will request from each of the private
distributors submitting an application for fertilizer a 180 day
bank guarantee or cash for 
the amount of the application.

Payment or a guarantee must be given to 
the GOK prior to taking
possession of the fertilizer and no 
later than December 1,
1984. Firms that take possession after December 1 will be
subject to a shortened bank guarantee period to 
assure that
Kenya shillings generated are available for 
use if necessary
during the Kenya FY 1984/85 
-- prior to June 30, 1985. The
guaranteeing bank will pay the GOK the amount of the guarantee
wh~en the payment is due. 
 The GOK will deposit these funds into
 
the separate special account.
 

Some firms experienced difficulty in obtaining bank gurantees
for fertilizer available to 
the private sector under the FY
1980 Agriculture Sector Grant (615-0228). 
 The problem occurred
because the 
firms utilized all available lines of credit for
regular commeLrcial purchases since it was not known that aid
fertilizer would be available. 
 This problem will be avoided by
alerting eligible firms of 
import intentions by mid-August of
each year (See Annex G, Implementation Schedule).
 

The Cereals and Sugar Finance Corpcration will be the
repository for Kenya Shillings generated from the sale of donor
fertilizer. A separate special account tor each donor and for
each year of 
imports will be established. The account will
receive deposits of the proceeds from the sale of the
fertilizer. The account will be used to 
cover the cost of
sales and other expenditures agreed upon by the Government and
 
the donor.
 

3. Monitoring and Handlinq Costs
 

As described below program monitoring is the responsibility of
the USAID project officer who will be assisted by a monitoring

contractor. 
Handling and storage charges, as necessary, will
be paid to a private freight forwarder/clearing agent who has
been competively selected. 
 The costs of these services will be
met 
from existing local currency generations from previous
program assistance currently held at 
the Cereals and Sugar

Finance Corporation. Estimated costs are as 
follows:
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Clearing and forwarding cost 
 KSh 322 X 20,000 KSh 6,440,000

(based on 40% of imports


balance cleared by purchaser)
 

Transport costs 
 20,000 tons X KSh 100 
 KSh 2,000,000
 

Storage costs KSh20/ton/mo. X 3 mos KSh 600,000

(based on 
40% of imports


balance directly to purchaser)
 

Monitoring costs 
(1 year contract) 
 KSh 960,000
 

Total 
 KShlO,000,000
 

VI. PROGRAM MONITORING AND EVALUATION
 

A. Monitoring
 

The Government's responsibilities with regard to accounting for
CIP-financed commodities will be spelled out in the Agreement. 
In
brief, these requirements includeKenya's responsibility to maintain,
for at least three years, a system of 
records documenting the arrival
and disposition of the fertilizer financed by AID, ensuring clearance
by customs within 90 days, ensuring effective utilization within one
year from arrival in Kenya, and ensuring that it is not exported from
 
Kenya.
 

1. Analysis of GOK's present system
 

The Customs and Excise Department of the Ministry of Finance and
Planning keeps statistics by SITC code of 
imports. The "Import
Entry" form which is prepared in six copies has full details
including the Import License number, the Foreign Exchange Allocation
License number, the Bill of Lading number, and a full description of
the goods. 
 5% to 10% of all imports are physically inspected by
Customs. A copy of 
this form will need to be obtained for
preparation of the arrival accounting reports. 
 The form reflects
short shipments, short landings, and partial deliveries. The
Government will covenant supplying this form to USAID.
 

The Kenya Port Authority prepares ship out-turn reports, usually
within 14 days after a ship's departure. This report will also be
useful in determining short shipments and short landings. 
 The
Government will agree to supply this form to USAID as well.
It is only rarely that goods remain in customs for anywhere near 90
days because port storage charges are substantial (presently 12
shillings per ton per day). 
 No storage tee escalation charge is
applied to imports. 
 Instead, if clearance documents are not
submitted to 
the port within 21 days after the vessel starts
discharge, then the goods are 
to 
be sent to customs for auctioning.
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This provides sufficient incentive to 
remove 
goods promptly from the
port. The main reasons goods are 
not removed expeditiously from the
port is improper or 
inadequate documentation, e.g., 
no original
negotiable B/L has been presented, or 
the goods cannot be located in
the port perhaps because the goods 
were 
shipped and manifested "break
bulk" but are now 
in 
a container which has not yet been stripped.
port inspection has shown that 

A
 
it has more 
than adequate equipment to
physically handle the 
imports, 
and has storage facilities reasonably
 

secure 
from theft 
ana weather.
 

From this description, 
it can be seen 
that the existing system of
Government recora 
keeping is 
not quite adaquate for AID's need 
to
determine exactly how much fertilizer is received by each buyer.
Therefore AID monitoring of 
this program will involve three
additional stages: 
first, arrival and offloading of 
the fertilizer at
port; second, the distribution by 
the private firms and end use; 
and
third, 
the deposit and utilization of local currency generated from
fertilizer sales. 
 Monitoring procedures will be established for each

of the three stages.
 

2. Arrival Offloading Movement
 

The private firm or 
the GOK's appointed clearing and forwarding
agent, depending on 
which off-loads the fertilizer, will provide a
report to AID and 
the Government for each shipment of fertilizer that
arrives. 
 The report will include (1) copies of the bills of 
lading,
(2) copy of vessel's out-turn report showing actual quantity
discharged, (3) an explanation of any shortages and copies of
insurance claims, 
(4) copies of delivery receipts showing amount by
type released to private firms, 
(5) copies of the relevant "Import
Entry Forms", (6) 
names of firms receiving various types, 
(7) amount

moved to 
storage and location of storage.
 

3. Distribution by Private Firms and End-Use Checking
 

Each 
firm that buys AID-provided fertilizer will be given a 
simple
report form that when completed will indicate 
the initial disposition

of the fertilizer.
 

The Government presently performs no end-use utilization accounting,
although the purpose of 

hoarding. 

such controls is primarily to discourage
AID's policy (HB 15, Chapter 12) requires consumption or
use by the importer or sale or 
transfer by the 
importer for
consumption 
or use within one year 
from the date the commoaities are
removed from customs, unless a 
longer period 
can be justified to AID
by reason of 
force majeure, special market situations, 
or other
 
circumstances.
 

A contractor 
will perform end-use checks 
on the fertilizer sales to
ensure 
that this requirement is being met. 
 The end-use check will
follow the fertilizer to 
the point of first sale by each buyer.
Thus, if 
the buyer is a wholesaler, the end-use check 
will determine
whether or 
not the fertilizer was properly sold to retailers 
or sold
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large end-users such as plantations.
to If the buyer operates retail
outlets the end-use check will determine whether 
or not the retail
outlets sold the 
fertilizer and not if 
the fertilizer was actually
used on crops. 
End-use checks will be performed on a statistically

valid sample of each buyer's sales.
 

4. Deposit and Utilization of Local Currency
 

A separate interest-bearing special account will be established with
the Cereals and Sugar Finance Corporation. On a quarterly basis the
Cereals and Sugar Finance Corporation will provide USAID a report
indicating the account balance at the beginning of 
the quarter,
deposits made during the quarter, payments made during the quarter,
and 
the balance at the end of the quarter. A separate exchange of
letters between the GOK and USAID will indicate the agreed upon 
uses
of local currency generated by this program. 
The CPs and Covenants
detailed in the 
introduction to 
this PAAD establish the ground rules
for operation of this account. 
Further detail, as needed, will be
provided through Project Implementation Letters.
 

5. Monitoring
 

Responsibility for program monitoring will 
rest with the Agricultural
Office, USAID/Kenya, with advice and assistance from 
a Projects
Office officer with substantial experience in commodity programs.
The monitoring efforts of these officers will be augmented by
assistance from a contract firm. 
This contractor will be either the
 same contractor employed under Project No. 
615-0213, the Commodity
Import Program, or a 
local Kenyan firm under separate contract. This
contractor will develop simple report forms, assist the agent and
private firms with completing reports to assure understanding, will
follow-up on deliquent reports 
on behalf of 
the GOK and USAID,
compile and verify information on 
all arrivals and distribution, and
will monitor 
the USAID Special Account through semi-annual audits.
 

B. Evaluation
 

The program will be evaluated in June 1985 assuming fertilizer is
imported in November/December 1984. 
 PD&S funds ($20,000) will be
requested to fund the evaluation. The evaluation will be based on
 
the following criteria:
 

-degree of progress in development of a government system to 
move
USAID-provided fertilizer directly to 
the private sector;
 

-degree of progress in esLablishing a price mechanism that 
serves

the interests of 
the government, the fertilizer distribution and
 
the farmer;
 

-progress in 
timely movement of local currency generated from

fertilizer sales 
to the separate special account;
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-management of 
local currency deposited in the separate special
 
account;
 

-effectiveness of the Fertilizer Advisory Committee in helping

ensure appropriate types, quantities, prices, timing of
fertilizer imports and in bringing private sector fertilizer

distributor interests 
to the attention of 
the Fertilizer
 
Committee;
 

-extent to which fertilizer has been sold in small bags, by
district, at what price. 
 Information on 
size of bags and
location of sales will come from distributor reports per VI.A.2
above. 
 Price information will be per official prices. 
Impact on
production of smallholders (the only farmers who will use 
small
bags) will be calculated based on 
existing production functions,
 
to the extent are
they known.
 

VII. PROPOSED USE OF LOCAL CURRENCY
 

The $13.0 FY 1984 Agricultural Development Program will result in
local currency deposits of approximately KShs 182 million. Upon
arrival in Kenya the fertilizer will be sold to private sector
di:tributors who will pay in cash or 
provide a bank guarantee of
deposit of the Kenya shillings sale price into a separate special
account within 180 days of 
sale. Since it is planned that the
fertilizer will be 
sold to private sector distributors in time to
used during the be
spring 1985 long rains, all Kenya shillings will be
deposited in the separate special account prior to the end of Kenya
Fiscal Year 1984/85. Conditions and Covenants detailed in Section I
of this PAAD describe the 
terms under which local currency is to be

deposited and used.
 

The programming of utilization of 
the Kenya shilling equivalent of
$13.0 million is part of 
a 
larger package of local currency
programming which also includes local currency generations from the
FY 1984 PL 480 and ESF 
agreements. It 
is anticipated that a total of
$31 
million of Kenya shilling will be available from these programs
during Kenyan 
FYs 1984/85 and 1985/86. 
 The proposed breakdown of
 
utilization is 
as follows:
 

U.S. million
Kenya budget 26.0

Private Sector Initiatives 
 5.0
 

Total 
 $31.0
 

The Kenya shillings resulting from the Agricultural Development
Program will be used 
to 
support priority agricultural development
activities in 
the Kenyan FY 1984/85 and FY1985/86 budgets. 
Possible

activities to be 
supported include:
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Agricultural Research
 
Arid and Semi Arid Lands Development
 
On-Farm Grain Storage

Higher Agricultural Education, etc.

Drought related costs such as 
transport of food, 
to drought
 
areas.
 

The precise activities and amounts are subject 
to the Kenya budget
process and negotiation with Government.
 

USAID/Kenya has a long-standing policy of supporting only those
Government activities which are 
included in the budget since to 
do
otherwise would undermine the developing budget discipline which
USAID/Kenya and others are 
vigorously promoting through a variety of
channels. 
The principal impact of USAID/Kenya identifying and
financing specific budget line items with local currency available
from program assistance is to facilitate protection of the full
funding of these activities during periods of expenditure cutbacks.
USAID/Kenya plans to 
vigorously and systematically monitor
Government expenditures for agreed upon activities and intensively

lobby to 
ensure full funding.
 

Deposits into and withdrawals from the separate special account will
be monitored and verified by a contractor. The Government ano 
the
contractor will report regularly to USAID/Kenya on the status and
operations of this Separate Special Account.
 

VIII. MACRO-ECONOMIC ANALYSIS
 

Although it is expected ;hat the proposed changes in the fertilizer
distribution system will 
ultimately have a positive impact on
agricultural production in Kenya, the principal short-term economic
impact of the program will be 
at the macro-economic level as
 
described below.
 

A. Economic Trends
 

During 1982 and 1983, Government management of the economy showed
definite improvement. 
Since the attempted coup of August 1982, the
Government has achieved a period of stability and a return of
business confidence. Public expenditures have been curtailed,
foreign exchange reserves are 
up, imports flow more smoothly, and
price inflation has subsided. 
Underlying 
these trends have been
sharp adjustments in 
the prices of 
foreign exchange, food and
imported oil. The Government has been given high marks by 
the IMF
in early 1984 
for meeting agreed-upon expenditure, domestic credit,

and borrowing targets.
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Further steps are required. The sharp curtailment of effective
 
demand 
in the economy has compressed the level of economic activity

in Kenya, and has brought the disadvantages of reduced employment

and living standards, and even of 
a stall in the development
 
process. The preferable alternative, to which the Government
 
subcribes, is to encourage economic growth by changing patterns of
 
production and demand along lines that will 
reduce Government's role
 
and expand private investment, and at the time to reduce the
same 

requirement for imports and increase the level of exports produced
 
from Kenyan resources.
 

Successful demand management is not sufficient in itself because of
 
the limited natural 
resources at Kenya's disposal in comparison to

its population. Kenya does 
not have sufficient arable land or
 
mineral wealth to allow its population to find employment

opportunities within 
the economy's present policy structure. Both

domestic and foreign private investment are required to effect
 
prosperity.
 

The Government laid the foundation for its structural adjustment

program in the Report and Recommendations of the Working Party (the

"Ndegwa Report") of July 1982, 
in the KANU political manifesto of
 
August 1983, in the new fifth Development Plan released in December
 
of 1983, ana in Consultative Group statements. 
However, Government
 
has announced, but not implemented, policies vo further decontrol
 
selected domestic retail prices, to liberalize domestic market and
 
trade controls, to divest interests in 
some puolic parastatal bodies
 
and to 
expand credit for private investment. These are the
 
underpinnings for a more active development role for the private
 
sector.
 

B. The Budget Issue
 

Kenya's chief structural adjustment success to date has been a

large scale shift of resources from the public to 
the private sector
 
over a brief period of 
three fiscal years. Government expenditures
 
were reduced from 35 percent of GDP in 
1980/81 to 27 percent of GDP
 
in 1982/83, sharply reversing an upward trend that had lasted for
 
more than a decade. The Government has taken a substantial risk in
 
reducing its relative share 
in the economy by more than a fifth in

such a brief period of time. Between FY 1980/81 and FY 1982/83,

total Government expenditures decreased by approximately 19 percent

in real terms, and real development expenditures fell by some 29
 
percent. In the meantime, population has continued to grow by 4
 
percent per annum, along with the demand for 
jobs, services, and
 
development activities.
 

Government's investment program has borne the brunt of the financial
 
cutbacks of the past 
two years. Although an attempt was made to
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give priority to completing on-going development projects,

implementation of projects inevitably suffered. 
During the course
 
of FY 1982/83, the Government had to revise its budget three times
 
as 
reveiue estimates declined in line with faltering economic
 
growth. Shortfalls in local matching funds caused aonors and
 
Government to reconsider priorities and to revise or reschedule
 
individual projects. 
As a result development project disbursements,
 
which should have been up in 
a time of crisis, instead declined.
 
Since most externally financed development projects contribute more
 
foreign exchange to the Kenyan economy than they absorb, budget

austerity indirectly contributed to an increased need for austerity
 
in the external accounts as well.
 

Despite the painful nature of 
recent budget cutbacks, Government
 
intends to consolidate the gains of 
the past two years. Government
 
will limit expenditure during the 1984-1988 Development Plan 
to an
 
average of 28.6 percent of GDP 
-- below the 31.7 percent average of
 
the previous five-year plan, and well below the level of 35 percent
 
reached in 1980-81.
 

Table 1
 

Government Expenditures as a Share of GDP at Market Prices
 

Actual Projected
 

1978/79 32.3% 1983/84 27.5%
 
1979/80 32.2% 1984/85 
 28.7%
 
1980/81 35.0% 1985/86 28.7%
 
1981/82 32.2% 1986/87 28.9%
 
1982/83 27.0% 1987/88 28.9%
 

In recent years, expenditure cutbacks were combined with tag

increases to produce significant reductions in the overall
 
budget deficit from 9.6 percent of GDP in 1980/81 to 3.3
 
percent of GDP in 1982/83 (well below the IMF 
target of 4.7
 
percent). The average deficit to be financed during 1983/84 
-

1987/88 will be held to just over 4 percent of GDP.
 

Table 2
 

Government Budget Deficit as a Share of GDP at Market Prices
 

Actual Projected
 

1978/79 7.4% 1983/84 4.4%
 
1979/80 5.7% 1984/85 
 4.2%
 
1980/81 9.6% 1985/86 4.0%
 
1981/82 6.5% 1986/87 3.9%
 
1982/83 3.3% 1987/88 3.6%
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At the Consultative Group Meetings held in 
Paris in January and
 
February, 1984, Government provided data required to define
 
gross external resources required for the budget to finance 
the
 
1984-88 Development Plan 
($1584 million, or approximately $317
 
million per annum).
 

Table 3
 

Kenya: Central Government Budget;

Gross External Resource Requirements, 1983/84-1987/88
 

(Millions of U.S. Dollars)
 

Total Expenditure 
 10,877

Less: iecurrent Expenditure 8,111


Equals: Development Expenditure 
 2,766
 
Less: Current Surplus 
 761
 
Less: Domestic Borrowing 788
 

Equals: Net External Resources
 
Required 
 1,217
 

Plus: Estimated External
 
Repayments and Start-up
 
Funding for Projects 
at End of Plan 
 366
 

Equals: Gross External Resources
 
Required 
 1,584
 

Less: External Commitments
 
Outstanding 
 840
 

Equals: Additional Gross External
 
Resources Required 
 744
 
Of Which: Additional Gross Project
 
Assistance Required 
 388
 

Additional Gross Program
 
Assistance Required 
 356
 

Source: Speech by Hon. Prof George Saitoti, M.P., Ministry for
 
Finance and Planning of the Republic of Kenya. Paris: Republic

of Kenya for the Consultative Group Meeting, January 31, 
1984.
 
The proposed ESF Commodity Import Program of $13 million for FY
 
1984 would account for 4 percent of 
the $317 million annual
 
gross external resources required. When the effective
 
assistance portion of this Agricultural Development Program of
 
$13 million and the 
PL 480 Title I Loan of $5 million are
 
included, the U.S. contribution rises to 10 percent.
 

By Government's calculations, some $840 
million of outstanding

commitments from donors will be drawn down during the Plan
 
period, leaving 
some $744 million of additional external
 
resources to be found (or approximately $149 million per

annum). According to Government estimates, 
new gross project

assistance required is estimated at 
some $78 million annually.
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New gross program assistance required is somewhat less at 
an
 
estimated $71 million annually. The proposed U.S. Commodity
 
Import Program of $13 million for FY 1984 would supply

approximately 18 percent of the additional average annual
 
program assistance required to support the five-year
 
Development Plan. This $13 million from the Agricultural
 
Development Program would provide an additional 18 percent of
 
annual. required program assistance. U.S. program assistance in
 
all forms would contribute over 44 percent of requirements. It
 
should be noted however, that only a small portion of the FY
 
1984 program assistance will reach the government budget in
 
1984/85. Most FY1984 program assistance will support the FlY
 
1985/86 budget and it is proposed that 40% of the FY1984 ESF
 
program assistance generated Kenya shillings be used in the
 
private sector.
 

C. The Balance of Payment Issue
 

Since 1980, smaller Government deficits, higher interest rates,
 
and slower growth have contributed to a strong overall trend
 
toward improvement in Kenya's trade and current account
 
balances. In the past year, slower growth in the monetary
 
aggregates has contributed to the process as well. In
 
addition, there were devaluations of 5 percent in February

1981, 15 percent in September 1981, and 15 percent in December
 
1982. These had the effect of reversing the 7 percent
 
appreciation that had taken place in the real effective
 
exchange rate between 1976 and 1978. By the end of 1982, the
 
purchasing power parity of the Kenya shilling was back 
to its
 
1976 level. Government has now committed itself to periodic
 
exchange rate adjustments as necessary to maintain the
 
purchasing power parity of the shilling (exemplified by the 2.5
 
percent mini-devaluation of July 1983). A series of tariff
 
adjustments have also been made. However, controls in the 
form
 
of import and exchange licenses, which continue to be applied,
 
contribute artificially to improvements in the trade and
 
current account balance.
 

Kenya experienced a cummulative current account deficit of 
some
 
$3.2 billion during 1978-82. Financing the deficit has
 
resulted in an increase in Kenya's outstanding stock of medium
 
and long-term public debt at the beginning of 1983 to a level 
of $2.8 billion (including IMF debt). However, most of this
 
debt accumulation occurred in the first half of the period.

The Kenya Government contracted two large Eurocurrency loans in
 
1979 and 1981 which have contributed to worsening of the
 
average terms of official debt. 
The 1979 loan for $200 million
 
began to be repaid in 1981 and is due to be repaid by the end
 
of 1984. 
 The second loan for $115 million will be amortized
 
during 1984 - 89.
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Kenya's debt service ratio more than doubled during
1979 the period
to 1982 from about 12 percent to 
about 24 percent. As the
Eurocurrency loans are repaid, the debt service ratio is
expected to rise to 
29 percent in 1985, and then to decrease to
about 20 percent by the end of 
the decade.
 

Due to 
the large proportion of concessional and
semi-concessional loans, Kenya's external portfolio at the
beginning of 1983 had an 
average contracted maturity of over 
24
years, with an average grace period of almost 6 years, and 
an
average interest rate of just over 
6 percent. The maturity,
structure, and concessionality of Kenya's existing and
projected external loan portfolio, together with a modest and
potentially declining debt service ratio, make Kenya 
a sound
credit risk 
for the type of lending proposed under the
Agricultural Development Program (615-0230). 
 It may be noted
that the proposed terms of 
the Loan 
(at 2 percent interest
during 
a grace period of 10 years, and at 
3 percent interest
during a subsequent amortization period of 30 years) will act
to 
increase the average maturity and concessionality

characteristics of 
the current Kenyan portfolio of public and
publically-guaranteed medium and long-term loans.
 

Table 4
 
Kenya: 
 Current Account and Trade Balances
 

Traae Balance 
 Current Account Balance
 

m. U.S.$. % of GDP 
 m. U.S. $ % of GDP
 
1979 
 -801 
 13.2% 
 -488 
 8.2%
1980 
 -1390 
 19.6% 
 -893 
 12.6%
1981 
 -1093 
 16.3% 
 -686 
 10.2%
1982 
 -836 
 13.4% 
 -512 
 8.2%
1983 
 -679 
 13.1% 
 -290 
 5.6%
1984 
 -673 
 10.3% 
 -293 
 4.5%
1985 
 -718 
 10.2% 
 -311 
 4.4%
1986 
 -782 
 9.9% 
 -348 
 4.4%
1987 
 -831 
 9.5% 
 -369 
 4.2%
1988 
 -913 
 9.4% 
 -417 
 4.3%
 
Despite continued deterioration in Kenya's external terms of trade,
the country's merchandise 
trade deficit has been reduced by more 
than
$700 million dollars in the past three years, falling from minus
$1,390 million in 1980, 
to minus $679 million in 1983 
(a reduction
from 19.6 percent of GDP to 13.1 percent). Such improvements,
however, have been more 
than accounted for 
by reductions in 
imports
which fell by $987 million from $2632 million to $1645 
million during
the same period.
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As Table 4 above indicates, Kenya's current account balance has also
 
shown strong improvement, falling from 12.6 percent of GDP in 1980
 
to 5.6 percent of GDP in 1983. Reductions in the current account
 
deficit, however, have been partially offset since 1980 by

reductions in the surplus on 
capital account. Net private long-term

capital fell by some $90 million between 1980 and 1983, and net
 
public long-term capital flows fell by 
some 300 million (reflecting

reduced willingness by Government to borrow externally on commercial
 
terms, as well as some shift by external donors from loan to grant

financing of development activities). The current account deficit
 
for 1984 is now estimated at 4.5 percent of GDP, 
a level which would
 
be sustainable in the long term, and which Government plans to
 
maintain throughout the 1984-1988 Plan period. 
At the Consultative
 
Group meetings in January and February, 1984, the Government for the
 
most part held to its lower level projection of the current account
 
deficit for calendar years 1984-88 
($1738 million U.S. dollars, or
 
an average 4.4 percent of GDP). 
 Given such a net current account
 
deficit (plus required amortization payments and necessary reserve
 
increases), 
gross donor and IMF balance of payments financing during

calendar years 1984-88 would total $2413 million U.S. dollars. 
This
 
is some 50 percent greater 
than the $1584 million U.S. dollars of
 
budgetary assistance discussed above. Moreover, at higher levels of
 
current account deficits, additional financing would be required

from the IMF, the commercial banks, and donor sources. 
 At the
 
Consultative Group meetings, the World Bank reiterated its 
belief
 
that the Government's upper level (or more pessimistic) projection

of the balance of payments deficit ($3392 million U.S. dollars) is
 
more likely to be realized. This would imply the need to find
 
additional concessional financing of 
$1652 million U.S. dollars.
 

USAID believes that Government export projections for coffee, tea,

and other non-petroleum export volumes are unduly high. 
 In the case
 
of coffee and tea, growth rates projected by Government would
 
represeiit a widening of Kenya's overall share of world markets. 
An
 
expansion of other non-petroleum exports by nearly 10 percent per
 
annum also seems unlikely given the actual declines in 
total export

volumes recorded over the past decade. a 10
In a similar fashio.., 

percent annual increase in net travel receipts may also be too high

without extraordinary efforts on the part of Government to promote
 
tourism.
 

Given the large uncertainties regarding balance of payments

projections for 
the entire period 1984-88, the World Bank presented

its calculations of required gross balance of payments financing for
 
the two calendar years 1984 and 1985 at $910 
million U.S. dollars
 
per annum (see Table 5). This figure includes capital required to
 
finance the 
current account deficit, amortization, and increases in
 
reserves. 
 The Bank's financing projections for 1984-85 are
 
consistent with 
its overall current account deficit projections for
 
1984-88 
of 3.5 billion U.S. dollars. Of the $910 million U.S.
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dollars required annually during 1984 and 1985, private
non-guaranteed loans would account for $100 million. 
Of the
remaining $810 
million, the IMF could provide $100 million, and
commercial loans to government and parastatal bodies woula provide
another 
$250 million. Gross financing required from donor 
sources,

therefore, would amount to $460 
million annually.
 

The Bank estimates 
that in order to provide disbursements of $460
million annually, new commitments of donor assistance will have to
average about $520 million each year 
in 1984 and 1985. This would
imply an increase of about 20 percent over 
the average level of
donor commitments in 1981-83. 
 The Bank estimates that approximately

25 percent of these 
new commitments 
(some $130 million annually in
1984 and 1985) would have be
to in the form of quick disbursing
assistance. The proposed U.S. Commodity Import Program of $13
million for FY 
1984 would supply 10 percent of the average annual
quick-disbursing assistance required during 1984-85 or 
3 percent of
the $520 
million of annual cirosb comimitments required from donors.
This $13 
million Agricultural Development Program would supply an
additional 10 percent of quick-disbursing assistance and 3 percent
of gross required commitments. In addition, the proposed $5 million
of PL 480 Title I assistance would 
raise U.S. program assistance in
FY 1984 to $31 million. This total would supply 24 
percent of
required quick-disbursing assistance or 
6 percent of the annual
 gross commitments required 
from donors. However it 
should be noted
that little, if any, o: this amount will be supplied in CY 1984.
Nibe bulk of assistance will be effective in CY 1985 and 1986.
 

Table 5
 

Kenya: Balance of Payments

Average Annual Gross External Financing Requirements,
 

CY 1984 and 1985
 
(Million U.S. Dollars)
 

Gross Financing Requirements 910
 
Less: Private Non-Guaranteed Loans 
 i00 

Equals: 
 Public and Publicly
 
Guaranteed 
Loans and Grants 
 810
Less: Commercial Loans 
 250
 

Less: IMF Loans 
 100

Equals: 
 Gross Donor Financing required 
 460
Of Which: Quick Disbursing 130 

Other 
 330
 

Source: Based on 
Statement 
on External Aid Requirements by World
 
Bank Delegation, Paris, February 1, 
1984.
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D. Internal Financial Analysis
 

Imports of manufactured fertilizer financed under the $13 
million
 
Agricultural Development Program 
(615-0230) can be expected to have
 
limited direct effects on Kenya's overall domestic money supply and
 
rate of inflation during 
the period of program implementation.

Flows of imports temporarily increase the overall supply of goods,

and the collection of 
payments from importers by the Central Bank
 
decreases the actual or potential supply of money. Kenya's overall
 
money supply (money and quasi-money) as of December 31, 1983,

however, stood at some $1.7 
billion U.S. dollars. Overall
 
disbursements for fertilizer imports under 
the Agricultural

Development Program will total 
some $13 
million. Such disbursement
 
will amount to less than 0.8 percent of outstanding money supply.

Deposits to the special 
account will occur late in GOK FY 1984/85.

Given projected foreign exchange shortages, and the need for
 
additional buaget resources, it is 
likely that foreign exchange and
 
local currency balances will be 
minimized by Government, thus
 
further diluting any net 
effect, positive or negative, resulting

from accumulation and 
subsequent expenditures of shilling
 
counterpart balances. 
 It should be noted that the Kenyan economy

during most of the project disbursement period is likely 
to be under
 
significant inflationary pressure as 
the result of the devaluations 
of December 1982, July 1983, 
and May 1984 ana as a result of
 
continuing further depreciation of the Kenya shilling. 
 In
 
consideration of 
this factor, it is proposed that the chilling
 
counterpart generated under the Agricultural Development Program

will be utilized for 
items already planned for inclusion in the
 
Government of Kenya budget for 1985/86, thus further 
reducing any

possible medium-term inflationary effects of the program.
 



ANNEX A
 

STATUTORY CHECKLI STS 

3A(2) - NONPROJECT ASSISTANCE CHECKLIST 

The criteria listed in Part A are applicable generally to FAA funds, and
 
should be used irrespective of the program's funding In Part B a
source. 

distinction is made between the criteria applicable to Economic Support
 
Funds and the criteria applicable to Development Assistance. Selection
 
of the appropriate criteria will depend on the funding source for the
 
program.
 

CROSS-REFERENCES: IS COUNTRY CHECKLIST UP TO 
 Yes. See Structural
 
DATE? IDENTIFY. HAS STANDARD ITEM CHECKLIST Adjustment Program

BEEN REVIEWED? (615-0213) PAAD Amend­

ment.
 
YeS.
 

A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCE 

1. FY 82 Approp. Act Sec. 523, FAA Sec.
 
634A, Sec. 653(b); Second CR FY 83,
 
Sec. 101(b) (1) . f
 

a. Describe how Committees on A congressional notifi-

Appropriations of Senate and House cation was 
sent to
 
have been or will be notified Congress on July 24.
 
concerning the non-project The 15 day waiting
 
assistance; period expired on August 8
 

without congresional
 
objection.
 

b. Is assistance within (Operational YeS.
 
Year Budget) country or international
 
organization allocation reported to
 
the Congress (or not more than $1
 
million over that amount)?
 

c. If the proposed assistance is a Yes.
 
new country program or will exceed
 
or cause the total assistance level
 
for the country to exceed amounts
 
provided to such country in FY 83, 
has notification been provided to
 
Congress? 

6'
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d. If proposed assistance is from 

the $85 million in ESF funds
 
transferred to A.I.D. under the
 
second CR for FY 83, for "economic
 
development assistance projects",
 
has the notification required by

Sec. 101(b)(1) of the Second CR
 
for FY 83 been made?
 

2. 	 FAA Sec. 611(a)(2). If further 

legislative action is required 

within recipient country, what
 
is basis for reasonable expec­
tation that such action will be
 
completed in time to permit
 
orderly accomplishment of
 
purpose of the assistance?
 

3. 	 FAA Sec. 209, 619. Is assistance 

more efficiently and effectively 

given through regional or multi-

lateral organizations? If so
 
why is assistance not so given?
 
Information and conclusion whether
 
assistance will encourage regional
 
development programs. If assistance
 
is for newly independent country,

is it furnished through multi­
lateral plans to the maximum extent
 
appropriate?
 

4. 	 FAA Sec. 601(a); (and Sec. 201(f)

for development loans). Information 

and conclusions whether assistance 

will encourage efforts of the country 

to: (a) increase the flow of inter-

national trade;(b) foster private 

initiative and competition;

(c) encourage development and use of 

cooperatives, credit unions, and 

savings and loan associations; 

(d) discourage monopolistic practices; 

(e) improve technical efficiency of 

industry, agriculture, and commerce, 

and (f) strengthen free labor unions. 


N/A
 

No further legislative
 
action is required.
 

No. 	The assistance is
 
a country-specific
 
activity.
 

The assistance will
 
increase the flow of inter
 
national trade by directly
 
financingf imports of
 
fertilizer from the U.S.
 
It will foster private

initiative and competition
 
and discourage monopolistic
 
practices by moving ferti­
lizer distribution to the
 
private sector. The
 
provision of fertilizer
 
will increase the technical
 
efficiency of agriculture.
 
No adverse impact on
 
cooperatives, credit unions,
 
savings and loan
 
associations or free labor
 
unions is anticipated.
 



- 3 ­

5. FAA Sec. 601(b). Information and 
conclusion on how assistance will 
encourage U.S. private trade and 
investment abroad and encourage
private U.S. participation in 
foreign assistance programs
(including use of private trade 
channels and the services of U.S. 
private enterprise). 

U.S. fertilizer suppliers 
and U.S. shippers will 
participate in the program 
by providing these goods 
and services. 

6. FAA Sec. 612(b), Sec. 636(h); FY 82. 
Approp. Act Sec. 507. Describe steps
taken to assure that, to the maximum 
extent possible, the country is 
contributing local currencies to meet 
the cost of contractual and other 
services, and foreign currencies owned 
by the United States are utilized to 
meet the cost of contractual and other 
services in lieu of dollars. 

Local currencies generated 
by previous program assis­
tance activities will be 
utilized to conduct an 
audit of the previous 
fertilizer distributor and 
to help monitor the ferti­
lizer import program. 

7. FAA Sec. 612(d). Does the United 
States own excess foreign currency
of the recipient country and, if so,
what arrangements have been made for 
its release? 

No. 

8. Faa Sec. 601(e). Will the project 
utilize competitive selection 
procedures for the warding of 
contracts, except where applicable 
procurement rules allow otherwise? 

Yes. 

9. FY 82 Approp. Act Sec. 521. If 
assistance is for the production
of any commodity for export, is 
the commodity likely to be in 
surplus on world markets at 
the time the resulting productive
capacity becomes operative and 
is such assistance likely to 
cause substantial injury to U.S. 
producers of the same or similar 
competing commodity? 

This assistance is not 
specifically for the 
production of any commo­
dity for export. 

10. FAA 118(c) and (d). Does the program
comply with the environmental 
procedures set forth in AID 
Regulation 16? Does the program
take into consideration the 
problem of the destruction of 
tropical rain forests? 

Yes. The Africa Bureau 
environmental officer 
approved a negative 
determination per Regula­
tion 16 on 17 July 1984 
(State 208705). 



- 4 ­

11. 	 FAA Sec. 128, Second CR FY 83, Yes.
 
Sec. 101(b)(2) Has an attempt
 
been made to finance productive
 
facilities, goods and services
 
which will expeditiously and
 
directly benefit those living
 
in absolute poverty under the
 
standards adopted by the World
 
Bank?
 

12. 	 FY 84 Continuinv Resolution. Is 
 No.
 
comparable American private enter­
prise funding available for the
 
proposed project.
 

13. 	 FY 84 Continuing Resolution. Has Yes.
 
full consideration been given
 
at each stage of design to the
 
involvement of small minority
 
(including women-owned businesses)
 
enterprises, historically black
 
colleges and universities, and
 
minority PVO's?
 

B. FUNDING CRITERIA FOR NONPROJECT
 
ASSISTANCE
 

1. 	 Nonproject Criteria for Economic
 
Support Funds.
 

a. FAA Sec. 531(a). Will this 
 N/A

assistance support and promote
 
economic or political stability?

To the 	extent possible, does it
 
reflect the policy directions of
 
FAA Section 102?
 

b. FAA Sec. 531(c). Will assistance N/A
 
under this chapter be used for
 
military, or paramilitary activities?
 

c. FAA Sec. 534. Will ESF funds N/A

be used to finance the construction
 
or the operation of maintanance of,
 
or the supplying of fuel for, a
 
nuclear facility? If so, has the
 
President certified that such use of
 
funds is indispensable to non­
proliferation objectives?
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d. Second CR FY 83, Sec. 101(b)(1). N/A

If ESF funds to be utilized are part

of the $85 million transferred to
 
A.I.D. under the Second CR for FY 83
 
for "economic development assistance
 
projects", will such funds be used
 
for such projects and not for non­
development activities including
 
balance of payments support, commodity
 
imports, sector loans, and program loans?
 

2. 	 Nonproject Criteria for Development
 
Assistance.
 

a. FAA Secs. 102(c), 111, 113, 	 Adoption of a private

Sec. 	281(a). Extent to which 
 sector fertilizer distri­
activity will (1) effectively bution system with
 
involve the poor in development, appropriate pricing

by extending access to economy at 
 policies will increase

local level, increasing labor-
 the access of small­
intensive production, spreading 	 holders to 
fertilizer.
 
investment out from cities to small 
 Private fertilizer
 
towns and rural areas; and (2) help distribution will be
 
develop cooperatives, assist rural 
 assisted by this
 
and urban poor Lo help themselves activity. The activity

toward better life, and otherwise will not directly affect
 
encourage democratic private and 	 cooperatives.
 
local government institutions?
 

b. FAA Sec. 103, 103A, 104, 105,
 
106, 107. Is assistance being made
 
available: [include only applicable

paragraph --
 e.g, a, b, etc. -­
which corresponds to sources of funds
 
used. If more than one 
fund source
 
is used for assistance, include
 
relevant paragraph for each fund
 
source].
 

(1) [103] for agriculture, rural The activity will

development or nutrition; 
if so, increase the produc­
extent to which activity is tivity of the rural poor

specifically designed to increase 
 by providing a key input

productivity and income of rural 
 to agricultural produc­
poor; [103A] if for agricultural tion and modifying the
 
research, is full account taken 
 distribution system

of needs of small farmers; 	 policy to allow better
 

access by the rural poor
 
to this input.
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(2) [104] for population planning N/A
 
or health; if so, extent to which
 
activity extends low-cost, integrated

delivery systems to provide health
 
and family planning services,
 
especially to rural areas and poor;
 
extent to which assistance gives
 
attention to interrelationship
 
between (A) population growth and
 
(B) development and overall
 
improvement in living standards in
 
developing countries. Is activity

designed to build motivation for
 
small families in programs such as
 
education in and out of school,
 
agriculture production, rural develop­
ment, and assistance to urban poor?
 

(3) [105] for education, public N/A

administration, or human resources
 
development; if so, extent to which
 
activity strengthens nonformal
 
education, makes formal education
 
more relevant, especially for rural
 
families and urban poor, 
or
 
strengthens management capability
 
of institutions enabling the poor
 
to participate in development;
 

(4) [106] for technical assistance, N/A
 
energy, research, reconstruction,
 
and selected development problems;

if so, extent activity is:
 

(a) to help alleviate energy
 
problem;
 

(b) reconstruction after natural
 
or manmade disaster;
 

(c) for special development problem,
 
and to enable proper utilization of
 
earlier U.S. infrastructure, etc.,
 
assistance;
 

d) for programs of urban develop­
ment, especially small labor­
intensive enterprises, marketing
 
systems, and financial or other
 
institutions to help urban poor
 
participate in economic and social
 
development.
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(5) [107] by grants for coordinated 

private effort to develop and
 
disseminate intermediate techno­
logies appropriate for developing
 
countries.
 

c. FAA Sec. 113. Extent to which 

assistance reflects appropriate 

emphasis on integrating women into 

the recipient country's national 

economy. 


d. FAA Sec. 122(b). Does the 

activity give reasonable promise
 
of contributing to the development
 
of economic resources, or to the
 
increase of productive capacities
 
and self-sustaining economic growth?
 

e. FAA Sec. 281(b). Describe extent 

to which program recognizes the 

particular needs, desires, and 

capacities of the people of the 

country; utilizes the country's 

intellectual resources to encourage 

institutional development; and
 
supports civic education and
 
trainirng in skills required for
 
effective participation in
 
governmental and political
 
processes essential to self-government.
 

3. 	 Nonproject Criteria for Development
 
Assistance (Loans only).
 

a. FAA Sec. 122(b). Information and 

conclusion on capacity of the country 

to repay the loan, at a reasonable 

rate of interest. 


b. FAA Sec. 620(d). If assistance is 

for any productive enterprise which
 
will compete with U.S. enterprises,
 
is there an agreement by the
 
recipient country to prevent export
 
to the U.S. of more than 20% of the
 
enterprise's annual production during
 
the life of the loan?
 

N/A
 

Since may small farms in
 
Kenya and managed by
 
women, increased agricul­
tural production, made
 
possible by the ferti­
lizer provided under this
 
activity, will improve
 
the integration of women
 
into the national
 
economy.
 

Yes.
 

The program recognizes
 
and utilizes the capaci­
ties of Kenyans by
 
moving the fertilizer
 
distribution system to
 
the private sector.
 

The project economic
 
analysis concluded that
 
the Government of Kenya
 
could repay the loan.
 

N/A
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c. Second CR FY 83, Sec. 134. If the N/A
 
recipient country has an annual per
 
capita gross national product greater
 
than 3795 but less than $1285, will
 
the loan be repayable within 25 years
 
following the date on which funds are
 
initially made available? If it has
 
an annual per capita GNP greater than
 
or equal to t1285 within 20 years?
 

3A(3) - STANDARD ITEM CHECKLIST
 

Listed below are statutory items which normally will be covered
 
routinely; in those provisions of an assistance agreement dealing with
 
its implementation, or covered in the agreement by exclusion (as where
 
certain users of funds are permitted, but other uses not).
 

These items are arranged under the general headings of (A) Procurement
 

and (B) Other Restrictions.
 

A. PROCUREMENT
 

1. FAA Sec. 602. Are there arrangements The procurement of ferti­
to permit U.S. small business to lizer will be advertised
 
participate equitably in the in the U.S., thereby
 
furnishing of goods and services participation of U.S.
 
financed? small businesses in the
 

furnishing of
 
commodities.
 

2. FAA Sec. 604(a). Will all commodity Yes.
 
procurement financed be from the
 
United States except as otherwise
 
determined by the President or under
 
delegation from him?
 

3. FAA Sec. 604(b). Will all commo- Yes.
 
dities in bulk be purchased at
 
prices no higher than the market
 
price prevailing in the United
 
States at time of purchase?
 

4. FAA Sec. 604(c). Will all N/A
 
agricultural commodities available
 
for disposition under the
 
Agricultural Trade Development &
 
Assistance Act of 1954, as amended,
 
be procured in the United States
 
unless they are not available in
 
the United States in sufficient
 
quantities to supply emergency
 
requirements of recipients?
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5. FAA Sec. 604(d). If the cooperating 
country discriminates against U.S 
marine insurance companies, will 
agreement require that marine 
insurance be placed in the United 
States on commodities financed? 

Yes 

6. FAA Sec. 604(e) ISDCA of 1980 
Sec. 705(a). If offshore 
procurement of agricultural 
commodity or product is to be 
financed, is there provision 
against such procurement when 
the domestic price of such 
commodity is less than parity? 

N/A 

7. FAA Sec. 604(f). Are there 
arrangements whereby a supplier 
will not receive payment under 
the commodity import program 
unless he/she has certified to 
such information as the Agency by 
regulation has prescribed? 

Yes 

8. FAA Sec. 608(a). Will U.S. 
Government excess personal property 
be utilized wherever practicable 
in lieu of the procurement of new 
items? 

N/A 

9. MMA Sec. 901(b). Sec. 603, FAA. 
Compliance with requirement that at 
least 50 per centum of the gross 
tonnage of commodities (computed 
separately for dry bulk carriers, 
dry cargo liners, and tankers) 
financed shall be transported on 
privately owned U.S.-flag commercial 
vessels to the extent that such 

Yes 

vessels are available at fair and 
reasonable rates. 

10. International Air Transport and Fair 
Competitive Practices Act, 1974. 

If air transportation of persons or 
property is financed on grant basis, 
will provision be made that U.S.-flag 
carriers will be utilized to the 

Yes 

extent such service is available? 
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11. 	FY 82 Approp. Act, Sec. 504. If the Yes
 
U.S. Government is a party to a
 
contract for procurement, will the
 
contract contain a provision
 
authorizing termination of such
 
contract for the convenience of
 
the United States?.
 

12. 	FAA Sec. 621. If technical assistance N/A

is financed, will such assistance
 
be furnished by private enterprise
 
on a contract basis to the fullest
 
extent practicable? If the acilities
 
of other federal agencies will be
 
utilized, are they particularly
 
suitable, not competitive with
 
private enterprise, and made available
 
without undue interference with
 
domestic programs?
 

B. 	OTHER RESTRICTIONS
 

1. FAA Sec. 620(h). Do arrangements Yes.
 
preclude promoting or assisting the
 
foreign aid projects or activities of
 
communist-bloc countries contrary to
 
the best interests of the United
 
States?
 

2. FAA Sec. 636(i). Is financing prohi- Yes.
 
bited from use, without waiver, for
 
purchase, long-term lease, exchange,
 
or guaranty of sale of motor vehicle
 
manufactured outside the United States?
 

3. FAA Sec. 122(b). If development loan Yes.
 
funds, is interest rate at least 2%
 
per annum during grace period and at
 
least 3% per annum thereafter?
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4. Will arrangements preclude use of
 
financing:
 

a. FAA Sec. 114, 104(f), FY 82 Approp

Act Sec. 525. to pay for performance 

of abortions or involuntary
 
sterilization or to motivate or
 
coerce persons to practice
 
abortions? to pay for performance
 
of involuntary sterilizations as
 
method of family planning or to
 
coerce or provide any financial
 
incentive to any person to practice
 
sterilizations? or to lobby for
 
abortions?
 

b. FAA Sec. 620(g). to compensate 

owners for expropriated nationalized
 
property?
 

c. FAA Sec. 660. to finance police 

training or other law enforcement
 
assistance, except for narcotics
 
programs?
 

d. FAA Sec. 662. for CIA activities? 


e. FY 82 Approp. Act. Sec. 503. to 

pay pensions, etc., for military
 
personnel?
 

f. FY 82 Approp. Act. Sec. 505.
 
to pay U.N. assessments? 


g. FY 82 Approp. Act Sec. 506.
 
to carry out provisions of FAA Yes.
 
Sections 209(d) and 251(h)? (transfer
 
to multilateral organization for
 
lending).
 

h. FY 82 Approp. Act, Sec. 510. To 

finance the export of nuclear
 
equipment, fuel, or technology or
 
to train foreign nationals in
 
nuclear fields?
 

i. FY 82 Approp. Act Sec. 511. To 

aid the efforts of the government
 
to express the legitimate rights of
 
the population of such country
 
contrary to the Universal Declaration
 
of Human Rights?
 

Yes.
 

Yes.
 

Yes.
 

Yes.
 

Yes.
 

Yes.
 

Yes.
 

Yes.
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k. FY 82 Approp. Act. Sec. 515. To Yes.
 
be used for publicity or propaganda
 
purposes within U.S. not authorized
 
by Congress?
 



ANNEX B
 

AUTHORIZED COMMERCIAL IMPORTERS 1983/84
 

Kenya Farmers' Association Continental Management Consultants
 

MEA Ltd. 
 Farmchem Ltd.
 

Devji Meghji Kleenway
 

Agrimac Ltd. 
 Elgon Chemicals
 

Ciba Geigy 
 Kenya National Fed. Cooperatives
 

Twiga Chemicals Muranga Coop Union
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March 6, 1984
 

Mr. Harris P1. iule
 
Permanent Secretary
 
'Ministryof Finance & Planning

P.O. Box 30007
 
Na irobi.
 

Subject: Fertilizer Program for .eny-a
 

Dear Harris:
 
tI;e are very pleaseC 
with the progress beino 
.ade to 
rationalize
the donor and commercial fertilizer import ann
Prorar.. '.*r. distributior
'1orrick Who was 
in charge ot our
1980 to 1902 is in Kenya for prograF! from
three weeks assisting. 3overn ent
officials, private di::trlbutors and other donors in comr'letino

establishment 
of a system that will ..ieet the needs ofGovernment, the farrers and private. distributors.
A joint review of progress to date indicates that the role of
the Fertilizer Advisory Committee and
timetable of actions by thn 

the adherence to 
a
M'inistryLivestock Development, of Agriculture andTreasury, including the Price Controller
are critical to an, system. The timetable must follow the
farming calendar and be related to the timely allocation of
foreign exchange for 
commercial imports.
Advisory Committee The Fertilizershould provide the knowledge and pressuremake the system work. 
to 

A workable timetable might be as follows: 
A. Stock Position: 
Development 

The Ministry of Agriculture and Livestockshould publish the Nationalposition (totals only) Fertilizer stockfor all interested parties by ist July
each year. 
B. Donor Sunlies: The (External Aid) Division of Treasury
should publish donor intentions also by Ist luly each year.
C. Commercial 
imnort anolications 
'or the entire year should
be received by Ministry o
... 5f 
 oAgricult
he e
Development before 15th July each year.

and Livestock
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a) Demand: Should be estimated byand Livestock the M!inistry of AgricultureDevelopment based on analysis of stocks,commercial and donor supplies by the Fertilizer Advisory
Committee. Distributors 
stock 

who do not cooperate by supplyingand import plans on time could be excluded fromallocations of donor supplies.
 

b) Allocation 
 of Donor-sunplied ImIorts: Should be based on
the expressed intentions of commercial importers adjusted
make best to
the utilization and fairest allocationsupplies. of donorThose allocated donor Supplies should have 
or prove
they intend to establish commercial distribution systems. A
one time, fixed date appeal mechanism for allocation should be
established. 

c) Tender, Shipping and Insurance: For the commercialtherc is importsno 
proolem, for donor suPolies there 
are a number of
options, but given individual donor needs, the desire for
comoetitive tenders and the price control system onlyoption seems onefeasible. 
Government

experienced agent to carry 

should appoint an
 
out these several functions
competitive for afee. The number of functions performed byagent will depend theon the 

the to 
point cf transfer of ownershiD fronGOK the distributor. 

board ship Mo-mbasa, 
This point could be either onfree on railat in 1ombasa, or inof bulk shipments, exit the bagging facility. 

the case 
agent ;ould tender In all cases thefor product, shipping and insurance with
Bills of Lading in the name of the Government of Kenya. 
The
following circumstances might be anticipated:
 

(1) Individual, separate shipment for distributors on oneship. Bills of Lading to Government endorseddistributor at arrival. over to
All further responsibility


for consignee.
 

(2) Large bagged shipment to be allocated among several
distributors. 
Agent would.offload ship and transfer
of ownership would be free on rail in Mombasa. Agentwould be responsible for-claims for short landing.
damage on ship, etc..: Distributor would bear all
further responsibility.
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g) Menva Shillina Remittances: For donor supplied fertilizer
the Government expects prompt and full payment of proceeds lessCosts and profits. 
 There have been serious problems in all
systems used to date. 
These problems result from cases of
improper accounting, disputes over allowable costs, losses,claims and counter claims. They have also resulted fromliquidity and management problems within CSFC and AFC. 
 In a
situation where the Import Plan reflects normal business and
donor import levels and growth in the input delivery system the
distributors should be able to provide fixed date bank
guarantees to the Treasury. The current supply 
of USAID
fertilizer at Nakuru, has been allocated to four distributors
subject to providing such guarantees. 
This will hopefully
provide a precedent for the future.
 

Unusual donor activity, a shard drop in demand due to, say,inadeauate prices or credit or 
some 
similar situation could
result in problems. Should the'se be minor the fixed date
guarantees could be adjusted or 
some other 
relief considered.
!ajor -problems would require separate consideration and would
require flexability on the part of Government.
 
h) Government 
 and Donor Accountability: This has been a
problem at times due to mix-up of shipments, loss and damage
not accounted for, excessive time in storage, etc.Government's concern is mainly with the question of fullremittance. Donors have varying accountability needs to which
importers have responded in varying degrees. - A system based onbank fixed time deposit agreement should be followed to allowbasic Government accountibility (exceptions considered).Importers will have toagree to specific donor monitoring and
the degree of such should be made known at the time of
allocation. 

In outlining the above timetable and system the basic needs ofthe participating institutions and-firms have been assessed.-The Ministry of Finance and Planningfor participation desires open opportunitiesby importers and distributors and a guaranteeof payment for donor. fertilizer. -The Ministry of Agricultureand Livestock Development wants supplies to be adequate and
timely to meet farmers needs. The Price Controller wishesprices to be fair. 
 The importers,and distributors want an
 



orderly develo{mient 
to 

of the inou 'supply systemdistribute donor fertilizer. and the chance 
outlined above meets 

We believe that the system 
can provide a 

these needs. of all parties involved and.sound basisKenya. for growth in fertilizer use inThere will, of course, be problems but with effort and
the cooperation of all participants those that arise can be
solved.
 

Mr. Worrick's stay in Kenya is limited, but he is available
full time to discuss this importantparties. program with interestedUSAID remains vitally interested and ready to assist
at your convenience. 

Sincerely,
 

Allison :. Herrick 
Director 

cc: 41r. Nyachae 
Permanent 
Office of 

Secretary 
the President 

Nairobi. 

Permanent Secretary
Ministry of Agriculture & Livestock 

Development 
Nairobi. 



Annex D
 

The attached letters deal with the programming of local currency
generated from previous USAID fertilizer programs.
 

Letter D1 deals with the programming of local currency generated
from project 615-0228, Agriculture Sector Grant.
 

Letters D2, 
D3, and D4 deal with the programming of local currency
generated from project 615-0200, Fertilizer Grant.
 



UNITED 	STATES C AMERICA 
AGENCY FOR INTERNATIONAL DEVELOPMENT 

- - U.S.A.I.D. MISSION TO KENYA 

Office of the 	 Director. 
UNITED STATES POSTAL ADDRESS NrCRNATIONAL POSTAL ADDRESS 

NAIROBI lID) POST OFFICE BOX 30261 
DEPARTMENT OF STATE NAIROBI. IENYA 
WASHINGTON. D.C.. 20520 

Permanent 	Secretary FEB 1984
 

Ministry of Finance and Planning
 
P.O. Box 30007
 
Nairobi
 

Attention: Mr. William P. Mayaka
 

SUBJECT: 	 Project 615-0228 - Agriculture Sector Grant
 
Implementation Letter No. 6
 

Dear Sir:
 

This letter addresses the generation and programming of Kenya
 
Shillings from the sale of fertilizer imported under the subject

activity. The Agreement as amended on February 1984 stipulates

"Section 5.1. Use of Local Currency. (a) Grantee will establish a
 
Special Account with the Paymaster General and deposit therein
 
currency of the Government of Kenya in amounts equal to proceeds
 
accruing to the Grantee or any authorized agency thereof as a result
 
of the sale or importation of the Eligible Items. Funds in the
 
Special Account may be used for such purposes as are mutually agreed
 
upon by A.I.D. and the Grantee within 180 days after this agreement
 
is signed." Implementation Letter No. 5 extended the date for
 
agreement on disbursement to March 31, 1984.
 

We linderstand that the CIF Mombasa cost of the fertilizer, which
 
in-ludes a U.S. flag carrier freight cost of $127 per ton, results
 
in a retail price, after adding Kenya handling charges,

substantially above the cost of equivalent fertilizer types imported
 
on non-U.S. flag carriers. In other words, Government cannot expect
 
to recover the full shilling equivalent of the Grant value plus U.S.
 
shipping. We, therefore, agree that the fertilizer be sold to the
 
private sector and KFA at prices that are competitive in Kenya with
 
equivalent types as follows:
 

MAP
 
(bagged in Nakuru) 9325/ton X 4,980 Ton = $1,618;500 Ksh 22,335,300
 
DAP - ,.
 
(bagged in Nakuru) $334/ton X 9,238 Ton $3,085,492 *Ksh 42,579,789
 

Total $4,703,992 Ksh 64,915,089
 

(Ksh 23.8-= US$1)
 

This price adjustment, in order to ensure sales to the private
 
sector, results in shillinas earned by Government of Ksh 64,915,089.
 



2. 

We further agree that up to $1 million of the proceeds

(Ksh 13,800,000) may be used for costs incurred by Government to
 
prepare the fertilizer for sale, i.e. unloading, cost of bagging and
 
handling, etc.
 

The remaining funds, Ksh 51,115,089, as requested in your 8th

November 1983 letter, should be used to fund Vote D-20, Sub-Vote
 
204, Self Help Water Supplies in 1983/84. We expect that shillings

generated from fertilizer sold to thi private sector be deposited in
 
the Special Account within eight months from the date of sale and
 
that you advise us 
of the amounts and timing of shillings

deoosited. We further request that you advise us of the amounts and

dates these funds are-disbursed for costs incurred in handling the
 
project fertilizer and for the self-help water supplies program.

Payments made against fertilizer handling should be supported by

copies of invoices paid.
 

Please signify acceptance of the terms of this letter by signature
 
below and return the original and one signed copy to USAID.
 

Sincerely,
 

Allison B. Herrick
 
Director
 

Accepted ___________
Permanent Secretary 



Drafted:AGR:DLundberg:2/6/84
 
REDRAFT:PROG: 2/8/84
 

Clearances:
 
PRJ:GBertolina
 
PROG:JFStepanek-'
 
REDSO:EDragon AD_\ 
D/D:BRiley
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J3MAR 1984Permanent Secretary 

Ministry of Finance and.Planning 
P.O. 	 Box 30007 
Nairobi
 

Attention: Mr. William P. Mayaka
 

Re: 	 AID Project 615-0200 -. Fertilizer Grant
 
Implementation Letter No. 9
 

Dear 	Sir:
 

This letter deals with Kenya Shillings generated under the
 
fertilizer import program Project 615-0200 of !'enya "11.991/82.

Project Agreement 615-K-601 and Amendments Number 1 and 2
 
indicated ,that proceeds from the sale of the fectilizqr would
 
be" used to'support Kenya economic development projects. We.
 
previously agreed, based on your letter, Reference No. EA/FA

9/03 dated 19 April.1992, to the use of KSh118,000,000
 
generated by the Project. The original total of Kenya
 
Shillings expected to be generated from the Project was
 
KShl73,515,315 however due to the necessary TSP pr'ice reduction
 
the total.will be reduced by;KSh9,400,000. There.fore .
 
KSh46,115,315 (KShI73,515,315 KShl8,000,000 programmed.t• 
KSh9,400,000 TSP price reduction = KSh46,115,315)' are,available 
for programming. 

To complete the programming: of Kenya Shillings gener.ated under
 
Project 615-0200 we agree "that KSh6,964,440 be used ifor the
 
development of the Kabarak Hatchery and the balance :og flnds
 
-available' be used for .the. 1933/84. Development BJd9et .s. folloiis: 

Vote 	D-l0, )Sub-Vote '103, Food and Farn. 
Development.;..: 	 - .28287r20 

-vote D 2'0',,S'u-vot 203, Rural Water-
Supplies .- KShlO,863,615 

We request that you advise us by March 30, 1984 of the Kenya

Shillings that have been-deposited in the Special Account from
 
the sale of fertilizer under :Project 615-0200, the additional
 
amount you expect-to be deposited, the amount you have now 
disbursed and finally the additional amount you expect to,
 
disburse.-


Sincer ely,
 

Allison B. fierick
 
Director
 



D3
 

April 3, 1984
 

Permanent Secretary
 
Ministry of Finance & Planning
 
P.O. Box 30007
 
Nairobi
 

Attention: Mr. William P. Mayaka
 

Re: 	 AID Project 615-0200 - Fertilizer Grant
 
Implementation Letter No. 10
 

Dear 	Sir:
 

This letter responds to Mr. Ongalo's April 2, 1984 letter (BFN

740/05) regarding the need to reduce the price of USAID
provided TSP from KSh.2326.95 to KSh.2156.25 per metric ton, an
 
approximate 7% reduction.
 

In the interest of moving the stocks, in some cases over 
three
 
years cld, 
we agree to the reduction as indicated. We

recognize that this price change will 	result in a reduction inthe Kenya Shillings generated by fertilizer sales amounting to
KSh.2,047,089. In Implementation Letter No.9 dated March 13,

1984 	 we agreed that KSh.10,863,615 generated from fertilizer
sales would be used for the 1983/84 Development Budget, Vote
 
D20, Sub-vote 203, Rural Water Supplies. Due to the TSP price

reduction the amount now available for 
this 	purpose is

KSh.8,816,526 (KSh.l0,863,615 minus KSh.2,047,089).
 

Let me take this opportunity to remind you that Implementation

Letter No.9 requested you to advise us by March 30, 
1984 	of the

Kenya Shillings that have been deposited in the Special Account

from 	 the sale of fertilizer under Project 615-0200, the 
additional amount you expect to be deposited, the amount you
have now disbursed and finally the additional amount you expect

to disburse..
 

/incerely, 

Bar y Riley
 

Act'llg, Director. 
Clearance: PROG:JSt-ypnek PRJ:NGreeley 
Drafted:AGR:ADL erg:g 2/84 

http:KSh.2156.25
http:KSh.2326.95
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IMlN!_' $r'Y OF F "' .'
 
- : , :.. . J,. M., . ,/+., THE "REASU%7." 

. - .- . . . P .O . c Ox .'..'hin FL;'..r-5 j,:C3 i_.2C. N' . .: '+ N IR 
EA/FA 9/03 C. "KR... . No. .. ,. --..­

ar d,. 
; 

19th April 9E..8 
. °e'e................... ... , ° o
 

Ms. Allison B. Herrick,

Director, 
 USAID DIST?(4-21-82)JK
U.S.A.I.D. ACTION:AGR -W1/atch
 

S ,3 (DUE :4-29) 
INFO:O/DIR;ROG; PR.JR-C: CIRON; RF. 

Dear COZvp -
KENYA SHILLING GENERATIONS FROM PL 480TITLE I (1981) AND CIP FERTILIZER SALES 

(1980) 

Thank you for your letter of 15th January, 1982
regarding the Generation and Plans for Utilization of Kenya
Shilling from PL 480 Title I (1981) 
and CIP Fertilizer Sales
(1980). Based on your discussions with Mr. Roy;of the

Treasury, I confirm the following:
 

PL 480 Title I (1981)
 

We will, as agreed with you, utilize the funds to
support our Agricultural Credit Scheme during 1981/82 and
1982/83. The Self-Help Measures Report due as per the PL 480
Title I Agreement has been despatched to you by Mr. Mayaka 
on
6th April, 1982.
 

CIP Fertilizer 1980
 

As per our agreement of 30th September, 1980, these
funds are to be placed in a Special Account to support programs
agreed between us. The current position is shown in the attac-Schedule from which you will notice that we expect a realizatic­of approximately KShs. 110.6m. of which KShs. 83m.' have alraad­
been received in the Special Account.
 

We intend to utilize the entire amount and to support
the following programmes in 1981*/82 which are already included

in the budget and are being funded.
 

O O S-7# 



oRT Je, pi: , a.-. / 	 THE tP.1;SU.

TcIegraphit 3Cd?1
Ct ,.U 	 P.O. P.FINANCE.AI'.I 

,Te'kph'c-"A 	 NAIROBI: .'	 KE.­"qU ' 

n rerp:fin; 'K 
P%.,F. Na .. . .. . . . . ... . .. .. .. .. ,. ,. ......... ...... .-. ... 

TeWh'K ep ,-nS;13. 	 . 

- 2 

Proqram Government of :<eny­
, , Cont rib t i-

KShs. 

1. 	Vote 14-Sub-vote 141-Head 465 63
 
Rural Roads
 

2. 	Vote 10-Sub-vote 104-Heads 241 and 244
 
17
Agriculture Extension 


3. 	Vote 10-Sub-vote 104-Head 243
 
3
Soil Conservation 


4. 	Vote 1U-Sub-vote 105
 
Rural Development Fund 29
 

~. 	 Vote 10-Sub-vote 108 
6
Agriculture Research 


Total 	 118
 

I believe the above is in conformity with our recent 
discussion and understanding in which case, it will he 
appreciated if you would confirm your agree-ent to the 
transfer of the present and future funds from the Special 
Account for application as above.
 

Yours --* -)
 

(H. M. Mule)
 
PERt*1AN::NT SECRETARY 
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THE F RT TI, F.R S TTUATIOI'l TI1 KENVA 

and use of fertiliz r has been l)ow for aKenya's import 
struggl1ing to exp:,'.d agricultural productiol;. Output of

nation 
kept pace in the pastfood Zand other -pircducts has barely 

doestic marke-t for food anddecade.' 5 th the rapidly qro.ing 

expandc potential; for export of commercial. crop.. (Figl)
 

Fertlizor h, no --qual. in priority for the use of scarce
 
purchase of input.; nceded to ma-intainforeign cxchanign. iin the 

and assure adequate su}pplies of foods.economic activity 
and pricing have not accorded the necessaryKenya's policies 

for fertilizer.econo-irc priority 
Thc result is output of food and fiber--the natior!' . 

vith the growingdor:minant economic output--has not kept pace 
result is limited exortsdomestic market for food. A further 

nc:easrdand accompany ing earn inys of fore ign exchange, 
in Kenya's economic output.imports of food, and slowed growth 

In addition it contributed to an increasirg debt burden and the 

the value of the Kenyan shilling inrcl.ted -'epreciation in 
worldI marklt. 

Thu centLi. role oi: agriculture in the economiy and the 
on th

heavy dependence of the aqricultural arid food i'duStry 
if Kenya'suse of cowmercial fertilizers must be recognized 

farmer., are to increase( production rapidly .enough to supply the 
cro .'i ncj dorie. tic markets and exploit the potential for expcrt 

ev'panidiiil their shore of the international market.earnings, by 
r'o do tlhis limited foreign exchange eariiings must be usd 

In addition incentiv.; and earningsfor fecti].i.-er importE:. 
and 

pror pcts In agriculture attractive enougl to encourage 

fac-iI tae: wider.pread use of fertilizer, disease ard insect 
and thiuscontrvols, and Gultural p- ac-.iJccs will increase yields 


acce]orcr Cte ag r cul tur'] production.
 
The phenoicnal growth in )opuLation quickly absorbs gains
 

export earnings and
in ford production and has led to reduced 

the u.sac of scarce foreijn exchange to pay for larger imports of 

food in recent year'., particularlY wheat. Yields also limit 

the potential fior expott ea.rnings in growing orld markets, 
coffee, fruits and vegetables, and sisal.particularly for tea, 

Kenya's cr1 ticcA. ncd for fertilize.r has been recognized ir" 

recent years )y i number of donor nations. In the 4 years 1980 

through ].903, donor nations have provided 265,000 tons of 

fortilizer to Ienya. The aid fertilizer, whIc h-.- ranged from 

55 to "/5 tiiou-and tons per year, has increased fertilizer use 

in recent years. This increased fertilizer use has contributed 
and production increases ofto a higher 1,vel of grain yields 


tea, coffee, fruits and vegetables, produced mainl.y for export.
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Demand For Fertilizer 

a
fertiJ.-:er is determined by
The domestic demand for 

number of powerful economic considerations, technica. 

practices and Government controls.
requirements, marketing 

costs, which often depend mainly on world prices,
Fertil-zer 

earnings will largely determine the a:,ount and

and prospective 
Any realistic astessitent 

type of feE-ilizer farmers will buy. 


of demand will require careful monitoring and 
short-run
 

world supplies and price trends, domestic ship;Iing

forecasts of 

and handling costs, domestic prices and prospective earnings,
 

insect
 
plantings of high-fertilizer-using crops, disease 

and 


damage, arid the weather. Any demand as :essment is an
 

approxi:ation, but the job could be done efficiently 
with more
 

use , price- and
facts on imports, stocks,
Government provided 

greater freedom for industry to appraise demand in their own
 

markets. (table 1)
 

DOMEST]C USE
 

Domestic use of fertilizer has varied widely f:om
 

years. There is hardly a
 
year-to-.yeCtr during 	the past 15 

trend, but a simple 	 least-s:quare trend would be
discernable 

increased use in recent
slightly upward, largely because of 

Still use per hectare of high-using
years due to donor aid. 


crops trenes slightly downward.
 

The wide annual swing in use demonstrates the large impact
 

use fertilizer.
of fertilizer costs 	 have on imports and of 
(fir. 2)
 

demonstrate
Available fertilizer import, use and cost data 
and the use of fertilizerpersuasively that fertilizer imports 

cost fert5 lizer. Prospective
are strongely influenced by of 

to high ..fertilizer-usingreturns from major crops, area planted 


crops, financing, disease and insect damage and weather
 
in total fertilizeralso importantlydevelopments will figure 

the principal economic considerations will be
 use. Overriding 

trade policy, the availability of foreign exchange and the 

level of donor aid.
 

Price Elascity of 	 Demand 

inverse use-price relationship is logical and
The 
the years of large donor aid. significant especially up to 

(Fig. 2) 
in 

Rough graphic analytiis suggest a price elasticity 
of demand 


the range of-0.7 to 	more than-l.0. This suggests that a
 

in the price (cost) of fertilizer would
10-percent increase 

10 percent reduction in fertilizer use.


result in a 7 to 

to modify the effect of
 Obviously, other forces could intercede 


price on use.
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Table 1-F!ZRTILIZER: SUMMAPY FOR STOCKS, IMPORTS AND USE BY MAJOR TYPES
 
Beginning Stocks 0 Imcorts 2/ Doiestic Use
 

Year Nitro- Phos- Mixed Total Nitro- Phos- ixed -otal Nitro- Pihos- Mixed Total
 
1969 31.i 37.0 36.3 1C,4. 31.1 37.0 36.3 104.4
 
1970 50.2 41.8 46.0 140.9 44.4 41.8 48.9 135.1
 
1971 5.8 5.8 41.0 41.3 47.6 129.9 16.8 41.5 47.6 135.7
 
1972 55.5 37.3 57.3 VC.1 46.7 37.3 57.3 141.3
 
1973 8.8 8.8 77.4 31.0 33.1 141.5 77.4 31.0 33.1 141.5
 
1974 8.8 8.8 102.8 35.5 35.7 174.0 73.8 17.2 21.8 112.8
 

1975 37.8 18.3 13.9 70.0 43.5 14.1 47.5 105.1 44.4 16.4 34.1 94.9 
1976 36.9 16.0 27.3 80.2 26.9 41.0 32.0 99.9 37.4 14.9 43.5 95.8 
1977 26.4 42.1 15.8 04.3 51.2 52.1 .41.6 144.9 54.7 47.5 34.9 137.1 
1978 22.9 46.7 22.5 92.1 61.4 29.2 53.6 144.2 54.0 50.2 47.0 151.2 
1979 30.3 25.7 29.1 85.1 19.6 10.0 42.3 71.9 42.0 25.3 45.8 113.1 

1980 7.9 10.4 25.6 43.9 50.7 64.2 55.8 170.7 3/ 45.8 57.8 51.3 154.9 
1981 12.8 16.8 30.1 59.7 48.1 34.5 S3.1 165.7 / 53.9 32.8 105.4 192.1 
1982 7.0 18.5 7.8 33.3 50.0 26.2 53.4 129.6 3/ 20.5 38.2 60.6 119.3
 
1983 36.5 6.5 0.6 43.6 130 133.6
 
1984 40 140
 

Source: USAID/ADO Compiled mainly from industry reports by industry to CBS 
as well as reports of :4m of Trade. 

/ Dased on reports on indudtry to CBS 
2/ Based mainly on industry reports to CBS, there are some year-to-year 

variations between CBS reports and Min of Trade, but sum of the two 
series 1970 to 1979 differ by around 20,000 tons only. 

3/ Industry reports to CBS of imports in 1980-1982 are under-reported 
compared with Min of Trade. The MOT reports imports of 466,000 tons in 
those 3 years compared with data reported to CBS of 371,000 tons. It 
appears this under-reporting may pertain mainly to 1981. Accordingly, 
the 19C0 CBS figure was used for 1650 and the M*in of Trade import for 
1982 and 1981 was adjusted to result in 466,000 tons for the 3 years.
 
The difference affected mainly compounded fertilizers. The two years
 
1981-1982 imports for mixed fertilizers are about the same for both
 
sources.
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The ratio of fertilizer costs to commo.ity prices is 
often usUed as ;.n indicator of earnings prospects and the demand 
for fertilizer. 
The cost of fertilizer (PFt) over the price of maize in the 
previous year (PMt-l) as a measure of prospective earnings is 
illu,st rated in (fiq.3) . 
This relationship shio:s that at very high ratios--high 
fertili.er cost relative to prospective prices--fertilizer use 
is severcly restricted. Ratios of 3.5 to 4.0 indicate that it 
would take 3.5 to 4 tons of maize to equal in value a ton of 
fertilizer. 

Prospective Demand Trend 

Availab.e evidencc. suggests there was some increase in 
fertilizer use in 1983 over 1982. In 1982 use was sharply 
curtailed from record use in 1981/1982. Most world fertilizer 
prices averaged lower in 193o3 than a year earlier and domestic 
prices for grains, coffee and tea showed gains over 1982. 
Prospects for increase, fertilizer use in 1984 are somewhat 
les - -. Domostic prices may rise further in 1984 for 
grains and major export crops, but fertilizer costs also are 
increasing and may largely offset the effect of better 
commodity prices. This also depends on donor-aid of 
fev tiizcr: and its co!t to the producer. Moreover, planting 
6clays may rcduce the long-rains planting of grains and some 
veqctb!- crops, thus reducing fertilizer demand. 

Over the longer-run, pressures to produce more using 
avai lable agricultural resources will keep up,,-.d pressure on 
food price- and on tihe demand for fertilizer. Increased costs 
for fertilizrr matrr ials may force economies in fertilizer use 
and in turn the Irc,]uct1on, preservation and use of more 
organic fertilizer materials. 

Fertiliner Im;orts 

Kenya imports all fertilizer materi.as and compounded 
fertilizer used by farmers. An unsuccessful attempt was made 
some years ago to establish a fertilizer production plant based 
on impor ted non-materials. The fai].ure could be considered a 
blessing since the plant probably not economically, viable and 
was a part of a national program that would have placed the 
fertilizer industry in a straight-jacket of economic 
controls--even more so than the current system.
 

The demand for fertilizer imports is subject to many of 
the same forces that determine domestic use. Except for 
Governmnt control of imports and donor-aid, the volume and mix 
of commercial imports depends on domestic demand.
 

http:materi.as
http:fertili.er
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InIpo:'t:'7 a:y from year-.to-year due main]y to swings in 
world par!ct (the cost of fertiliver) which is the mainpr ices 
dter:ninani of dorc.. ic n ,mand. In addition t- demand for 
dom.,.stic use accuIu' -'ted stocks or inadehquate operating stocks 
as well as the relative tightness in availab].e supplies of 
foreign e::ch-nge day some conditions actually fix ther under 
volue of ferti iz:C impots. (tabl.e 2)

The annual var iations in use are wide because of the very
high reE:pons e ofr prooducers to changes in procu.'t prices and 
fertilize r costs. In ge-neral commecial fertilizer import:-,
will be a functioii of the cost of fertilizer, recent domestic 
stock leve; or possibly a ratio of stocks-to-use, areas 
plant-d to hich-fertilizer usiilg crops, some .ez..sureof the 
avai2-bili Li of foreign excliarge, and the levels of donor 
ferti] ize r aid. in recent years--1980 thr'ougj 1.983--donor 
fertilizer aid totaUd ?65, 000 tons, varying from about 55,000 
to 75,0.00 ton!, 1>;r year. (tahle 3) 

Table 3-]ONOJ AID rE7RTTLIZR 3.979/80 TO 1983/84 

Denor Estimated 
1979/80 .980/81. 3.981/R2 1982/83 3.9 83/!4 

Metric Tons 

Norway 
UlA 

9,400 
-

4,700 
42,513 

8,977-
20,900 

5,000 
-

18,940 
14,218 

Swode:, - - - 20,000 
a-,-. 

Nt 1,Jm (1 

8,52 
48,000 

7,795 
13,COO 

7,000 
18,000 

10,000 
32,166 

2,500 
10,000 

I 
PAO 

; -

-

-

-

10,000 
450 

5,000 
-

Total 552 68,003 54,877 77,616 50,658 

The aid fertilizer has been kept separate from co.mercial 
supi 1.ies; and iS Iccount(l for separately. Al.though this may be 
reLI 1 red b,6y the donors, the practice greitly complicates the 
sale and uW.. of f2r tillzers, and slows the generation of local 
currency fr:,,m f,-rati-iosr a]_u; whiclh g(oes; back int-o the 
Treasry. T'i, p-oposed U.-;A]I) Loan atio.,pts to simplify and 
speed- u!, Lh imro't, pricinq and tranh-fer of title of the 
fert iJ. er a:; %.ellas the r0etu,:n of local currency generated
frow its: ale to the Government through the USAID Agriculture 
Dew icpment LI.oan. 



Table 2-

Nlitroqpnous Phosphatic Cther (D:×xed) All Fertilizer
 

Quantity Value Uit Quantitv Value Unit C-an=:ty value Unit QuantitY vaIlt Unit 
Value Value Value Value 

Year M.T. kll000 Ksh/ton M.T. K111000 Ksh/ton M.T. K1/1000 Ksh/ton M.T. K1/1000 K.!../ton 

19C7 
1968 
1969 31115 5 4 343 36967 799 432 36203 1268 C99 104.4 2601 498 
1970 50170 906 361 4181G 893 427 4S900 1606 657 140.9 3405 483 
1971 41025 706 344 41252 986 478 47612 1671 702 129.9 3363 518 
1972 55520 1206 434 37331 PCI 429 62817 2116 674. 155.7 4123 530 
1973 77437 2779 718 30966 964 622 33143 1440 869 141.6 5183 732 
1974 104538 8118 1553 49540 4761 1922 37995 3178 1673 192.1 16057 1672 

1975 44394 4387 1976 30626 3280 2142 335c4 2706 2187 1C6.9 11373 2089 
1976 20194 1089 1079 30636 2016 1316 29474 2151 1460 60.3 5256 1309 
1977 88201 5119 1161 335G0 1i529 1152 37338 2425 1299 159.0 9473 1192 
.197a 78170 4545 1163 19625 1039 1059 57334 4428 1543 155.2 10012 1290 
1979 38375 2866 1494 11455 956 1669 10924 1522 2787 60.8 5344 175S 

!9ao 61S29 6253 2023 25460 3060 2404 42383 6530 3081 129.7 15843 2443 
1931 62992 6008 1908 36157 4356 2409 107518 13710 2550 206.7 24074 2330 
1982 76608 7344 2073 28200 3855 2734 30600 4409 2881 129.6 15605 2408 
1983 130 2053 
1984 
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In addition to the regular import data from the
 
Customs a Lxcise DK-ltT~nt, indu:.'.!:ry to the Control
Ed rcpor'ts 
Bureau of Staitistics (CBS) on their reports, stocks and use. 
These data, despite sonte questions on accuracy and consistency', 
provide a basis foL estimating use and the monitoriliq of 
stocks. (Fin. 4) 

rihe dif.ferences between the Customs data and industry 
reports to CBS aLe i'. mor for fertilize:s as a whole. Annual 
totals differ only slightly due mainly to The time of recording 
the import. Over a period of years, the small differences 
balance out. Differences between the two series by major 
groups of fertilizer are larger and in some instances difficult 
to explain. 

Fertili-"r., TrIorts and Use l___3vje of Fertil..izer 

Data by type of fertilizer is less reliable than data 
for all fertilizerfs. In addition to the timing of reporting 
imports, there are quecstions of classification, particularly 
between the high-nitrogen and the mixed fertilizer. To further 
confi n f-h i sue phosphztte fertilizer!s often are high in 
nitrogen. The potash fertilizers, a minor portion of the 
total., are reported with the mixed fertilizers. Thus, the data 
as it i.s reported haF; somne limitations for analytical 
appra sai . A more thorough researching of the data may make 

it poss ible to break cut imports in enough detail to roughly
estimate nutr ient; 

(N, P and K) iTported. It may, however, p;'ove impossib.e to 
appro: m,.te stLocLs and use by nutrient. 

'he two sources of import data show, wider variation by 
type o-f ftr-iii :ei: Lhani th:;t observed for all fertilizers 
combi!-cd ( ). ) 
There ,ears to be offsetting differences that l'.rgely balance 
by year arid betrween type!s of fertilizer. The difterences for 
phosphate fe :t:i.iz, r s, however, are not so easy to ex:plain 
unless tb, indu,try reports to CBS include some mixed or 
high-nitrogjen fertili;ers in the high-phosph:te group. 

The data on use by type of fertilizvr also are not so 
systematically related to prices as is the all-fertilizer 
total. (FLig. 6 

Use by type of fertilizer in relation to prices wholesale 
Mombasa, adjusted for price inflation) is much more logical for 
mixed fertilizers and high-nitrogen than for the phusphate 
fertili zer. 
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Fii. 5 

IMPOR5 OF FERTILIZER BY TYPE 
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Fig. 5 

IMPORTS OF FERTILIZER BY TYPE (CONTINUED) 
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Fig. 6 

FERTILIZER USE AND PICES 
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FERTILIZER USE AND PRICES (CONTINUED) 
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Table 4-Estim'tes of Fertilizer bytype 
HHigh ligh Mix 

Nitrogen P1osihate Fertijlizer Total 
Domestic: Use 1/ 

(1000 ton) 46.6 30.9 41.1 118.6 
Percent 39.3 26.1 34.6 100 .0 

Imports 2/ 
(1000 Con) 40.5 29.3 43.4 1..3.2 

Percent 35.8 25.9 38.3 100.0 
Min of Agriculture 3/ 

(1000 ton) 86.6 56.4 45.7 188.7 
Percent 45.9 29.9 24.2 100.0 

MEA Ltd. Est. 4/ 
(1000 ton) 70.0 75.0 62.5 207.5 

Percent 33.7 36.1 36.6 100 

1/ Domestic use estimate, average per year 1975 through
 
1979.
 

2/ Imports (reports to CBS), average per year 1975 through
 
1979.
 

3/ Ministry of Agriculture estimate baseO on demand 
projection.
 

4/ MEA rough estimates for hypothetical year. 

Table 4 provides some estimates of fbrti_izer use/imports
 
by type (high nitrogenr high phosphate, and mixed).
 

The sources of estimates indicate that thye high-nitrogen 
fertilizers run 35 to 45 percent of total, higjh phosphates 25 to 
30 percent, and mixed fertilizers 25 to 35 pe~izent of the 
total. Estimates based on use and imports for- the period .975 
to 1979 probFbly are closer to actual distribit.on during the 
years. These indicate 35 to 40 percent of total is 
high-nitrogen, around a fourth is high phosphalbe and around 35 
to 40 percent in mixed fertilizer. 

Use By Commodity
 

The use of fertilizer by specific crops Is difficult. The 
Agriculture Ministry assessment may provide thee most realistic 
picture of the percentage use of fertilizer b , crop. MOA"s 
demand assessment that follows indicates the percent of 
fertilizer, use by crop and percent of the crqp that is 
fertilized: 

http:distribit.on
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Percent of 
 Percent of

Total Use 
 Crop Fen:tilj.zed
Major ExpoIt Crops

Coffee 
 15.7 
 33%
Tea 
 11.7 100Tobacco 
 1.2 
 100
Pineapple 
 1.7 
 75
 
30.3
 

Other Crops
 
Maize
 
Low rainfall 
 10.3 
 25
High rainfall 
 30.8 
 25
Wheat 
 7.7 
 25
Rice 
 1.3 
 100
Potatoes 
 3.5 
 33
French Beans 
 0.1 100Sugar Cane 
 12.1 
 50
Bananas 
 1.2 
 10
Citrus 
 2.7 
 75
TOTAL 69.7
 

All Crops 
 100 

These cstimates show the imporUnce of. maize, using some 41percent of the total. Export crops utilize 30 percent. Theexuort crops however, contribute much more to total value ofagricultura.l production than do all the grains combined.
 

6k 
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PRICES OF FERTILIZER: TMORT UNIT VALUE
Nitrogen Phosphate Other Fertilizer Real Deflated Prices 
 All Fertilizer
Sh/ton sh/SCkg sh/ton sh/50kg sh/ton 
 sh/50kg Nitro- Phos-
 Mixed sh/50kg Real­*adj/wtsl *adj/whsl *adj/whsl 
Seneous phate adj/whsl deflated
Year 1/ 
 1/ 1/ 
 Price
 
1965
 
1966
 
!!67:;68
 

1969 343.2 27.31 432.3 
 33.10 698.9 50.43 
 53.0 64.3 97.9 37.4 
 72.6
 
1970 361.2 28.48 427.1 32.76 
 656.9 47.70 
 68.9 62.0 90.3 36.4 68.9
1971 344.2 27.37 478.0 
 36.07 701.9 50.62 
 49.5 65.2 91.5 
 38.7 70.0
1972 434.4 33.24 429.0 32.68 
 674.0 48.81 56.5 
 65.9 83.0 39.5 67.2
1973 71.80 51.67 622.0 45.43 859.0 
 61.48 79.7 70.1 94.9 
 52.6 81.2
1974 1553 105.94 1922.0 129.93 1673 113.74 140.9 
 172.8 151.2 113.7 151.2
 
1975 1976 133.44 2142 144.23 2187 147.16 158.7 171.5 175.0 
 140.8 167.4
1976 1079 75.14 1316 90.54 1460 99.90 
 75.1 90.5 99.9
1977 90.1 90.1
1161 80.t6 1152 79.88 1299 
 89.44 E8.3 68.3 76.5 
 82.5 70.
1973 1153 80.60 
 1059 73.84 1543 105.30 66.9 61.3 87.4 
 88.85 73.
1979 1494 102.11 1669 113.48 2787 196.16 
 79.5 .8.4 145.0 119.3 92.4
 
1980 2023 136.50 2404 161.26 3081 205.26 
 97.2 114.8 146.1 193.96 138.0
1981 1908 129.02 2400 161.00 2550 170.75
1982 2073 83.4 104.1 110.1 156.45 101.3.
139.74 2734 182.71 2881 
 192.26 82.1 107.4 
 113.0 161.50 94.9
1933 1660 112.9
 
1984 

1985
 

._/ Sh/ton (1.3) + 100sh divided by 20. At Mombasa Port.
 

*Wholesale
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PRICES OF FERTILIZER AND CRO2S-CURRENT AND REAL
 

Year 

1970 
197i 
1972 
1973 
1974 

Fertilizer Price 
Current Real 

748 1452 
728 1379 
733 1393 
789 1342 

1052 1623 
2274 3024 

Crop Price 
Current Peal 

38 75.8 
37.7 71.4 
34.5 62.4 
37.9 64.5 
51.4 79.2 
47.5 63.2 

Maize Support 
Price 

Current 'rce 
322.2 623.6 
333.3 631.2 
333.9 7C3.3 
38 .. 661.4 
323.9 60.2 
500.0 664.9 

P.S 

2.18 
1.99 
2.03 
2.70 
4.55 

P*t-i 
Rrnal 

535.9 
522.7 
603.5 
633.3 
601.9 
617.4 

pp._ 
PMr-_1 

2.57 
2.67 
2.22 
2.45 
5.01 

Hectare 

1855 
!.770.6 
1800.7 
1953.1 
1937.8 
1915.1 

4PF 
Real 

-5.03 
+1.38 
-4.0 
20.94 
86.32 

4PMS 
Real 

-0.90 
11.42 
-5.96 
-9.25 
10.78 

4H 

-4.55 
+2.15 
+7.98 
-0.78 
-1.17 

1975 
1976 
1977 
197S 
1979 

2215 
1802 
1650 
1777 
2385 

3347 
1802 
1411 
1475 
1857 

51.5 
100.0 
165.1 
119.6 
li6.1 

61.2 
100.0 
141.2 
99.3 
90.4 

722.2 
88S.9 
888.9 
722.2 
722.2 

65a.7 
86.9 
76C.4 
599.3 
562.5 

5.08 
2.03 
1.86 
2.46 
3.30 

829.8 
765.9 
760.4 
642.9 
692.3 

5.42 
2.17 
1.84 
1.94 
2.89 

2085.8 
2104.2 
2067.0 
1996.8 
1926.9 

10.68 
-43.16 
-21.70 

1.04 
25.90 

-0.93 
34.95 

-14.46 
-21.19 
-6.14 

+8.91 
0.B3 

-1.77 
13.40 
-3.50 

19.0 
iSSI 
1982 
198 
1934 

3479 
3129 
3230 
2600 
3100 

2476 
2u23 
1898 
1319 
1372 

115.9 
115.6 
128.3 
139.9 

82.5 
74.7 
75.4 
71.0 

I000 
1056 
1444 
1756 

711.7 
682.6 
848.4 
890.9 

678.8 
646.4 
620.2 
732.8 
777.0 

3.58 
3.05 
2.94 
2.13 
1.87 

2077.5 
2319.4 
2376.4 
2349.0 
2423.0 

19S5 
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AREA IN HIGH FERTILIZER USING CROPS
 
(1000 hectares)
 

Yea 

1965/66 
1966/67 
1967/68 
1968/69 
1969/70 

Maize 
Wheat 
Ric-

10007ha 
1354 
1400 
1514 
1572 
1570 

Barley Potatoes 
100--7a,1000/ha 

8.9 27.5 
9.6 27.5 

10.9 27.5 
9.5 29.C 
11.0 30.5 

Venetables 

87 
89 
89 
89 
91 

S.;aarcane 

17.1 
21.9 
26.5 
26.4 
31.5 

Domestic 
Crop/Total 

1494.5 
1547.0 
1707.6 
1725.9 
1734.0 

Coffee 

80 
85 
65 
85 
85 

Tea 

27 
27 
28 
28 
36 

Total 
All/Crops 

003/ha 
1601.5 
1659.0 
1820.6 
1838.9 
1955.0 

Fertilizer 
Total 
1000/MT 

Use 
Ka/Ha 

1970/?1 
1971/72 
1972/73 
1973/74 
1974/75 

1484 
1522 
1632 
1614 
1562 

10.0 
14.0 
26.0 
26.0 
28.0 

23.0 
32.0 
37.C 
40.0 
45.6 

93 
95 
96 
95 
07 

20.6 
17.7 
27.1 
22.8 
38.5 

1645.6 
1660.7 
1818.1 
1797.8 
1771.1 

05 
84 
85 
85 
85 

40 
44 
50 
i5 
59 

1770.6 
1808.7 
1953.1 
1937.8 
1915.1 

135.1 
135.7 
141.3 
141.5 
112.8 

76.3 
75.0 
72.3 
73.0 
58.0 

1975/76 
1975/71 
1977/78 
1973/79 
19798/80 

1714 
1697 
1536 
1527 
1446 

31.0 
55.0 
57.0 
80.0 
85.0 

47.0 
47.0 
48.0 
48.0 
48.0 

99 
101 
103 
104 
103 

46.8 
53.2 
71.0 
77.8 
78.9 

1937.8 
1953.2 
1915.0 
1836.8 
1760.9 

86 
85 
84 
88 
92 

62 
66 
68 
72 
74 

2085.8 
2104.2 
2067.0 
1996.8 
1926.9 

94.9 
95.8 

137.1 
151.2 
113.1 

45.5 
45.5 
66.3 
75.7 
58.9 

1960/61 
1961/82 
1982/83 
19S3/84 
1984/85 

1596 
1802 
1839 
1804 
1869 

87.0 
87.0 
85.0 
87.0 
88.0 

28.0 
45.0 
48.0 
50 
52 

103 
101 
105 
107 
110 

84.5 
87.4 
87.4 
88.0 
89.0 

1893.5 
2122.4 
2164.4 
2136.0 
2208.0 

102 
118 
131 
130 
130 

77 
79 
81 
83 
85 

2077.5 
2319.4 
2376.4 
2349.0 
2423.0 

154.9 
192.1 
119.3 
133.6 

74.6 
82.8 
50.2 
56.9 

1985/C6 



FERTILIZER DATA FOR ANALYSES
 

ear 

970 
971 
972 
973 
924 

975 
976 
977 
978 
979 

920 
951 
982 
983 

984 

Do=estic 
Use 

Du 
135.1 
135.7 
141.3 
141.5 
112.8 

94.5 
95.8 

137.1 
151.1 
113.1 

154.9 
192.1 
119.1 
133.6 

Use 
Per Ha 

Dur 
76.5 
74.8 
72.0 
72.5 
52.5 

44.8 
44.6 
64.4 
73.5 
57.2 

73.2 
80.8 
49.6 
56.0 

Price 
Computed
who!Lale 
Deflated 

Pr? 
728 
773 
789 

1052 
2274 

2815 
1802 
1650 
1777 
2335 

2479 
3129 
3230 
2600 

Price of 
Crops 
1976=100 

PC 
'.-38.0 

34.5 
27.9 
51.4 
47.5 

51.5 
100.0 
165.1 
119.6 
116.2 

115.9 
115.6 
128.3 
139.9 

Price of 
Maize 

Pil! 
276 
232 
390 
390 
464 

698 
766 
889 
775 
889 

954 
1000 
1056 
1444 

x 
__ 

2.64 
2.32 
2.02 
2.70 
4.90 

4.03 
2.35 
1.86 
2.29 
2.68 

3.65 
3.13 
3.06 
1.80 

.rea in 
Hih-use 
Crcos 

CHOPWF 
1767 
1819 
1963 
1952 
1928 

211. 
2146 
2130 
2055 
1976 

2116 
2.48 
2412 
2186 

Area in: 
Ma' e 

1350 
1400 
1520 
1503 
1450 

1590 
1570 
1490 
1400 
1350 

1498 
1690 
1720 
1680 

World 
Price 

463 
5i8 
530 
732 

1672 

2089 
109 
1192 
1290 
1758 

2443 
2330 
2408 
19t0 

Imoorts 
M 
140.9 
129.9 
150.1 
141.5 
174.0 

105.1 
99.9 

144.9 
144.2 
71.9 

170.7 
165.7 
129.6 
130 

Stock 
SFt +1 

5.8 
0 

8.8 
8.8 

70.0 

80.2 
84.3 
92.' 
85.1 
43.6 

59.7 
33.3 
43.6 
40.0 

. 

externalt to 
debt ratio 

E/D 
1.51 
1.51 
1.51 
1.51 
1.93 

1.54 
1.58 
1.55 
1.20 
.94 

.90 

.65 

.56 

.53 

Z=1 
Trend 

T 
70 
71 
72 
73 
74 

75 
76 
.77 
73 
79 

80 
81 
82 
83, 

985 



PRICE TO PRODUCERS: HIGH NITROGEN CROPS
 
Percent Usage l_/ 1970 (Price KSh Per Ton)
1971 1972 
 1973 1974
Weight Price Pxwt Price Pxwt 1975
Price Pxwt Price
41.1 49.2 Pxwt Price Pxwt Price ?xwt
276 135.8 333 163.8 
 390 191.9 390 191.9
Rice (paddy) 1.3 464.3 288.4 497.9
1.5 507 7.6 484 245.0
7.3 508 7.6 501
Tea 11.7 7.5 566.4 8.8 1044.9 15.7
14.0 6365 943.3 6506 920.8 6015 842.1 
 10570 1479.8 7206.2 1008.9
Coffee 15.7 8078.4 2009.0
18.8 7478 1405.9 6365 1196.6 7789 1464.3 
 9207 1730.9 10078.4 1894.7
Sugarcane 12.1 14.5 10686.0 2009.0
45 6.5 45 6.5 
 50 7.3 52
Pineapple 1.7 2.0 7.5 61.8 9.0 89.4 13.0
345 6.9 220 
 4.4 220 4.4 230 
 4.6 230
Total O0O 4.6 200.0 4.02506 
 T 2517.6 
 3422.2
Index 1976=100 1i-.4 3417.7
37.7 
 34.5 37.9 
 51.4 
 47.5 51.5
 

(1976) (1977) (1978)
Xaize (1979)
49.2 765.9 376.8 863.9 437.3 774.7 (1980) (1981)
381.2 888.9 437.3
Rice 1.5 1368.3 20.5 1360.0 20.4 1448.5 21.7 
953.7 469.2 1o00.c 492.0


1508.3 22.6
Tea 1504.4 22.6 1479.6 22.6
14.0 10569.3 1479.7 21492.0 3008.9 15832.0 2216.5 
 13566.9 1399.4 15911.0
Coffee 18.8 2227.6 17723.4 2431.3
25237.6 4794.7 39750.0 
 7473.0 28181.0 5298.0 28349.2
Sugarcane 14.5 104.5 15.2 127.1 
5329.6 26348.0 4953.4 24760.1 4635
18.4 133.0 19.3 133.0 
 19.3 133.0 19.3
Pineapple 145.1 21.0.
2.0 212.0 4.2 250.0 5.0 250 5.0 
 250 5.0 250 
 5.0 250 5.0
Total ' 0 
 66 1. 1096J.0 94 17Index 69 .0 76 6.5
00.0 165.1
liS.61 119.6 116.15.9
 

5 9 

(1982) (1983) (1984)
Maize (1985) (1986) (19F71
49.2 1055.6 519.4 
 1444.4 710.6 1755.5 836.7
Rice 
 1.5 2000 30.0 
 2000 30.0 2000 30.0
Tea 
 14.0 19410 2717.4 
 23463 3284.4 27000 3780
Coffee 
 18.8 27800 5226 27800 5226 27800 
 5226
Sugarcane 
 14.5 145.1 21.0 
 227 32.9 253 36.2
Pineapple 2.00 250 
 5.0 
 250 5.0 250
Total 100.0 
 8518.9 
 9263.9
Index 
 129.3 
 139.9
 

1/ Based on recomm.ended fertilizer applications for
 
1983/84 crops. Fron Technical staff Min. of Agr.

Total probably overstated but percentag. allocation by

crop looks reasonable.
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PRICES: DOMEnTIC HIGH Fi-'RTLI7ZF.R USING CROPS
Weights 1970 
 1971 1972 
 1973 1974
Cro__o Outnut I/ Price PSXQO Price psxoo 	 1975
Price PSXQO Price PSXOO 
 Price PSXOo Price PSXQO
l000/:on Sn/ton


Maize 1623 270 	 Sh/ron Mil/Sh
439.7 333 542.1 390 
 634.9 390 634.9 464.3
Wheat 	 755.9 497.9 810.6
166.8 451 75.2 
 506 64.4 5C6 84.4
Rice 	 567 94.6 803.6 134.0 1047.1 174.7
38.5 507 .19.5 484 18.6 
 5Ca 19.6 50i 10.3 
 586.4 22.6 1044.9 40.2
Barley 32.3 390 
 14.9 440 16.9 440 
 16.9 500 19.5 700
Sugarcane 1065.8 	 26.8 950 36.4
45 48.9 45 43.9 50 54.3 
 52 56.5 61.8 67.1 89.4 97.1
Pineapple 99.3 345 
 34.3 220 21.8 220 21.8 
 230 22.8 230 22.8
Total 	 200 19.9
632.5 732.7 831.9 
 847.6 1029.2 1178.9
Index 
 37.7 	 44.6 49.5 
 50.4 61.3 70.2
 

(1976) (1977) 
 (1978) (1979)
Maize 	 (1980) (1981)
765.9 1246.9 U88.5 1447.1 774.7 1261.2 
 -'8.9 1667.1 953.7 1552.6 1000
Whea-t 	 1162.8
1203.0 200.7 1332.3 222.4 1333.3 
 222.4 1436.4 239.6 1638.6
Rice 	 273.3 1667.7 278.2
1368.8 52.7 1360.0 
 52.4 1448.5 55.8 1508.3 
 58.1 1504.4 57.9 1479.6
Barley 1079 41.3 1100 	
57.0
 

42.1 1160 44.4 1160
Sugarcane 104.5 113.5 127.1 	
44.4


138.0 133.0 144.4 133.0 
 144.4 133.0 144.4 145.1 157.0
Pineapple 
 212 21.1 250 24.8 250 24.8 250 
 24.8
total 
 1679.2 1926.8 
 1753 1958.4
Index 
 I000.0 114.7 104.4 
 116.6
 

(1982) (1983) (1984)
Maize 
 1055.6 1718.5 1444.4 2351.5 1755.5 
 2858
 
Wheat 
 1736.0 289.6
 
Rice 
 1479.6 57.0
 
Barley
 
Sugarcane 145.1 157.5
 
Pineapple
 
Total
 
Index
 

I/ 	74/75, 75/76, 76/77.
 
Cal. 75,76,77.
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CROP YIELDS AND FERTILIZER USE
 

Year 
197V7l 
1971/72 
1972/73 
1973/74 
1974/75 

Crop Yields 
Annual 
Food PF All 
Cro-s PM Croos 
1296 2.64 1264 
1399 2.32 1346 
1315 2.02 1307 
1282 2.70 1289 
1389 4.90 1377 

Grain 
935 
1131 
962. 
899 
1010 

Fertilizer Us_ 
Total Rate Per 

High Use 
Area 

135.1 76.3 
135.7 75.0 
141.3 72.3 
141.5 73.0 
112.8 " 5S.9 

2.07 
1.64 
1.71 
2.65 
4.56 

Food CroPs 

OIutnut Area 

3914 2941 
4275 3028 
4301 3177 
4220 31F3 
4523 3174 

Yield 

2332 
1412 
1354 
1334 
1425 

Out 

Exoort Crops 

ut Area Yield 

1975/76 
1976,'77 
1977/78 
1971/79 
1979/60 

1424 
1470 
1545 
1641 
1640 

4.03 
2.35 
1.86 
2.29 
1.68 

1389 
1459 
1517 
1586 
1628 

1103 
1198 
1250 
1394 
1341 

94.9 
95.8 

137.1 
151.2 
113.1 

45.5 
45.5 
66.3 
75.7 
58.7 

3.82 
1.96 
.1.81 
2.03 
2.30 

4899 
5184 
5370 
5540 
5545 

3366 
3423 
3399 
3295 
3242 

1455 
1514 
1580 
1681 
1710 

1980/91 
1981/32 
1982/83 
1933/84 
1984/85 

1490 
1752 
1692 
1568 
1640 

3.65 
3.13 
3.06 
1.80 
1.77 

1484 
1676 
1631 
1531 
1588 

1169 
1560 
1431 
1214 
1307 

154.9 
192.-
119.3 
133.6 

74.6 
82.8 
50.2 
56.9 

2.86 
2.58 
3.93 
1.56 
1.54 

5352 
6503 
6428 
5999 
6363 

3406 
3671 
3721 
3711 
3793 

1571 
1771 
1727 
1617 
1678 

1985/86 



Ahnex F
 

Agriculture Overview
 

Kenya's economy continues in a severe liquidity bind despite
 
prospects for some improvement in 1984. Even with export
 
increases indicated this year, especially for tea and coffee, a
 
large net import of food and non-agricultural products will
 
continue to use available foreign exchange earnings in 1984.
 
Exports as a percent of the debt will decline further making
 
debt servicing payments ever more burdensome. (See Table 1).
 

Table 1-GROSS DOMESTIC PRODUCT: EXPENDITURES
 
Selected Recent Years
 

Item 1977 1979 1981 1982 1983 
(Current Prices K1 Million)
 

Consumption
 
Government 322.0 447.3 624.0 600 630
 
Private 1034.0 1449.5 1909.5 2000 23.00
 

Gross Fixed Investment 390.0 540.5 682.6 510 570
 
Net Inventory Change 51.2 24.2 70.2 40 35
 
Exports Goods & Services 650.2 600.1 750.0 850 950
 
Imports Goods & Services 587.6 736.6 1013.1 1000 1050 
Net Export Trade Balance 62.6 -136.5 -263.1 -150 -100 
Gross Domestic Product 1859.9 2276.6 3023.3 3000 3360
 

Real GDP 1590.9 1773.1 1915.3 1765 1867
 
Price Level Deflator
 

(GDP) 116.9 128.4 157.8 170 180 

External Debt (Disbursed)
 
(Mil US)l/ 1056.2 1736.3 2251.1 2401.6 2600
 
Debt as Percent
 

GDP (Percent) 23.5 28.5 33.7 46.4 53.0
 
Export/Debt Ratio 1.51 .94 .76 .56 .53
 

SOURCE: Kenya Stat. Abstract 1981/1982. 
I/ External debt outstanding at end of year (mil US dollar) 

Kenya will continue to seek foreign funding to limit domestic deficit 
financing and provide foreign exchange for such essential imports as 
ferttilizer, agricultural and industrial machinery, and materials 
needed to bolster domestic production activity. Although Government
 
has succeeded in reducing its deficit, mainly through cutbacks in 
expenditures on investment projects, the world bank estimates a 
required gross balance-of-payments funding in 1984 and 1985 around 
$910 million U.S.. dollars per year. Private loans, IMF loans and 
commercial loans to Government would pare the total down to around 
460 million annually needed from donor sources.
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Possibly a fourth of this ($130 million annually in 1984 a,., 19E 5)
would have to be in a form for quick disbursing assistance. The niazro 
problems of balance-of-payment stringency, related trade imbala.ces,
the resulting slowdown in the economy, rising unemployment and 
currency devaluations originate in and impact mainly on Kenya's
agriculture. The economic forces that contribute to developing
problems in agriculture arise partly from faulty domestic polic- and 
partly from world market forces--the petroleum crisis and the recent 
recession in world economic activity. In searching for insights as a 
basis for policy/program decisions, it is necessary to consider
 
developments and needs in the agriculture and food sector which
 
dominates the nation's economic activity.
 

Developments In Agriculture and Food 

Understanding developments in the general economy requires insichts
 
into the economic and political forces that shape the nation's
 
agriculture and food system.
 

There is much more to agriculture than farming--the sector usually
measured by "GDP for agriculture" in the national accounts. The broad 
agriculture and food industry includes, in addition to farming, the
 
service and input industries that supply agriculture with producticn
 
inputs, hired labor, banking and credit services, machinery repairs,

construction, etc. The broad industry also includes business activity
that exist.; to transport, store, process and market farm prcduc,-s. In 
the Kenyan economy about two thirds of manufacturing is based on 
materials of agricultural origin.The service sectors, wholesale and 
retail trade, export trade, etc., all depend directly on agricuLture.
Thus the broad agriculture and food industry accounts in most years

for 2/3 to 3/4 of Kenya's total economic activity, for 75 to 85
 
percent of employment and for 85 to 90 percent of total export trace.
 
There are no macr o p}roblems and policies that do not relate dire.ctly 
to Kenya's agriculture and food industry. Thus, understanding 7ajcr
economic and policy issues requires insight into economic and 
political forces that shape Kenya's agriculture. 

Agricultural. Production
 

During most years of the past decade, food crop production and
 
livestock output have barely kept pace with population growth. The
 
result has been reduced supplies for export, particularly of grains
 
and livestock products, and large imports in recent years of grains
 
and vegetable oils and fats. (fig. 1)
 

The production impacts on consumption were not as severe as indicated
 
in (fig. 1) because of large imports of grain in the years of poorest
 
harvest.
 

Agricultural production depends on an involved complex of forces, with
 
weather variations playing a key role. But prospective returns on 
major crops provide both incentives for shifts in production, az well 
as the ability and willingness of producers to apply fertilizer,
control disease and insects and provide the care and cultural 
,Mnef iop npfrav irV f -r nnrr- in Fn "IFC 'Sf "j a;,Ji t -r~l 



Fig. 1 

FOOD OUTPUT AND POPULATION 
(Indexes 1976 = 100 ) 

FOOD CROPS
 
140
 

120 POPULATION i
 

,4-- PRODUCTION
 

\/ "\
 

PERCAPITA 

80 
OUTPUT Estimated 

1 I .
 
1975/76 
 1980/81 1985/86 

140 
1 LIVE STOCK 

PRODUCTS
 

120 

/." -, - PRODUCTION 

100 / 

PERCAPITA __"_.,_• , ~OUTPUT ' . 

60 

Estimated 

" , . ,, . 
1975/76 1980/81 1985/86 



-3-

The support price for maize, adjusted for price inflation, declined
from the mid-1970 decade to 1979/80. Fig.2)
Although the announced support price was steady to rising 
gradually inmost of 1.976 to 1980 period; the increases were much less than risingcosts and general inflation. As a result, hectares in maize declinedfrom nearly 1.6 million in 1975/76 to 
around 	1.35 million in 1979/80.
The sharply increased support levels for maize from 1979/80 to the1983/84 marketing year undoubtedly contributed to increased areasplanted to maize even though drought in 1980 and 1983 probably reduced
the hectares of maize harvested. 

Most of these adjustments in area planted probably were in the 	short
rains season as producers chose to plant crops other than maize orsimply 	not to plant another crop at all. Evein theat 	 current highersupport and market prices for maize for the 1983/84 season, Kenyaproducers received about the same level of prices 	as those reportedfor U.S. farmers. Rice prices were somewhat Rower and wheat prices
averaged above the depressed U.S. prices in 1-983/84. However, for 
a
nation 	 that imports a substantial quantity of grains and other foods,domestic prices to producers are not high relative to world levels.
Kenyan production costs probably are higher tDthan costs per 
 ton inmajor food exporting nations. In fact, the general terms of tradebetween farm prices and costs in Kenya have tngbhtened materially inthe past decade. This reduces earnings prospects and limits the useof 
fertilizers, insecticides and other producition-increasing inputs.
 

PrJCES 	 RECEIVED AND PAID BY FARv.ERS 
Select Recent Years 

Commod-ity 1978 1980 1982 1983/Est. 
(Indexes 1.976=100)

Prices 	Received
 
Cereals 
 113 130 143 195
 

All Crops 119 122 
 138 185
 

Livestock
 
Products 129 141 167 194
 

All Commodities 121 126 145 180 

Prices 	Paid
 
Fertililzer 
 98 129 160 155
 

Rural Consumption 117 
 146 206 240
 
Prices 	Paid 
 118 144 
 200 230
 

Parity 	Ratio 103 88 
 73 78
 



MAIZE: 	 HECTARES PLANTED RE LATED
 
TO PRODUCER 
 PRICE SUPPORT. 

1000
 
HECTARE 

Shs/ TON 

1800 

Estimotes 800
 

1700 	 7
/ HECTARES 

1600 
 -
 700
 

1400 

600
 

\ / 	 / SUPPORT PRICE,1300 

REAL, NCPB
 

1200 

500
 

1100
 

I I | _ . I .t I , I _I I 
 -

1970171 	 1975/76 1980/81 	 1985/86 

* NICB SUPPORT PRICE ANNOUNCED FOR CROP, ADJUSTED
 
FOR INFLATION BY GOP DEFLATOR.
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Output of grains, which dominate changes in the tonnage of food 
produced, has varied widely in the past decade in response to
 
the forces out].ined above. Output trended lower in the 1976/77
t'o 1980/81 period. Much of the decline was due to reduced area 
in grains. However, yields per hectare rose until 1978/79,
then declined in 1979/80 as rising prices for fertilizer
 
reduced domestic use. There appears no question that
 
fertilizer use influenced yields although dry weather in 
1980
 
and 1983 were responsible for much of the sharp decline in
 
grain yields in those years. (fig. 3)
 

Crop production has not shown a steady rise over 
the years as
 
is often assumed. In fact, available evidence suggests rather 
wide swings from year-to-year in the past decade. Poor growing
conditions in 1980/8. were responsible for reduced yields even
 
though donor aid fertilizer increased fertilizer use from the
 
low rate in 1979/80. The sharply higher production level in
 
1981/82 reflects a recovery from dry weather in 1980, improved

earnings prospects, and 
sharply increased use of fertilizer as
 
donor aid supplies supplemented Kenya's commercial imports.

But even under generally favorable conditions for high crop

production, the poor long-rain and short-rain season 
in 1983
 
reduced yields and food production in the 1983/84 market year.

The current delay in the onset of the long-rain season has led 
to the need for feeding programs in some areas, delayed

plantings, and concerns over prospects for the 1984/85 season 
crops. 

Producers of coffee and 
tea enjoy strong markets and relatively
favorable world market prices. Favorable earnings prospects
will stimulate continued expansion in plantings and production
of coffee, and especially tea. These crops contribute
 
mat-rially to Kenya's agriculture despite the relatively small 
area used for them.
 

Land Base and Output Potentials
 

Conflicting information make it difficult to 
assess the size of
 
the cropland base and how intensively it is now being used.
 
Data available suggest that virtually all the better
 
agricultural land is already in 
use in farm crops, meadows and
 
pastures, reserves and forests. Some additional cropland will
 
come from permanent pastures, land outside farms, and possibly

from the less intensively used larger holdings.The FAO 
Production Yearbook reports 
a land area of 56,925,000 hectares
 
for Kenya. 
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But only 6 million hectares are classified as "agricultural
 
areas". Of the agricultural land, only about 1.8 million
 
hectares are reported as arable. The following reports land in
 
crops for 1980/81, including areas double cropped and inter
 
cropped:
 

1000 hectares
 

Annual Crops 2992
 
Permanent Crops 794
 
Total Effective Area 3786
 

Annual Crops 2992
 
Physical Land Area
 

Annual Crops 1790
 
.Cropping Intensity
 

Index 1.66
 

If the physical arable land in farms is only about 1.8 million
 
hectares, effective areas in annual crops including double and
 
multiple cropping suggest a cropping intensity of around 1.65.
 
Statistical evidence and observation would suggest that there 
is not much idle land available for expanding crop productior-. 

With little slack in the potential land base for agriculture,
 
the rapidly growing domestic market must be supplied by an 
accelerated increase in crop yields per hectar-e. Large
 
fertilizer inputs and effective control of diseases and insects 
as well as incentives to encourage and facilitate large inputs,
 
will be necessary to accelerate gains in crop yields.
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CROP AND LIVESTOCK PRODUCTIONSelected Recent yeLWrT. 

Commodity 
1978/79 9 0/81 19F7I2 1982/83 1983/84 

Food Crops (1976=i00) 
Tonnage (1000)1/ 
Hectares( i000 
Yield/Ha(kg) 

108 
5540 
3295 
1681 

101' 
5352 
3406 
1571 

133 
6503 
3671 
1771 

129 
6428 
3721 
1727 

115 
6000 
3711 
1617 

Grains 2/
Tonnage (loco) 
Hectares (1000) 
Yield (kg) 

2129 
1527 
1394 

1866 
1596 
1169 

2775 
1802 
1560 

2631 
1839 
1431 

2190 
1804 
.1214 

Coffee 
Tonnage (1000) 
Hectares 1000) 
Yield (kg) 

85 
88 

971 

92 
102 
897 

102 
118 
869 

89 
131 
682 

93 
130 
715 

Tearonnege (1000) 93 90 91 96 118 
IlecLares (1000) 
Yield (kg) 

72 
1292 

77 
1169 

79 
1152 

81 
1185 

83 
1422 

Non-Food Crop
Tonnage (1000) 
flect-ares (1000) 
Yield (kg) 

67 
189 
355 

74 
201 
368 

96 
1.81 
530 

77 
185 
416 

83 
190 
437 

All CroD3.q
Index(I.976=100) 

liectare.;(1976=100) 
Yield (1976=100) 

107 
99 

108 

102 
103 

99 

132 
110 
120 

128 
112 
114 

115 
112 
103 

LivesLock Production 
Tonnage 
Index (1976=100) 

1250 
112 

1272 
118 

].276 
118 

1293 
120 

1315 
122 

I/ All crops except coffee, tea and non-foods. 
2/ Maize, wheat and rice.
 

Export and Import Trade 

In years of production short-fall, in 
order to moderate impacts on
domestic food consumption, exports of food have been restricted
and food imports increased. In 
the past decade food exports have
declined, particularly for livestock products and grains. 
 Exports
of coffee, tea, fruit and vegetable products have increased.
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Agricultural exports increased in 1982 and 1983, with substantial 
increases for tea, coffee and further gains for fruits and 
vegetables. Exports of agricultural origin continue around 85% of 
total exports (less the export of in-transit fuels). This ratio 
illustrates the dominant role of agricultural exports in Kenya's 
total trade. 

AGRICULTURAL EXPORT TRADE
 
Selected Recent Years 

1977 1979 1981 1982 1983/ESe?. 
EXPORTS-VALUE (Mui K,) 

Food 316 215 233 277 "- 304 
Coffee & Tea 276 173 1.70 222 235 
Materials (Agr.) 29.6 37.8 37.9 49 44 
Manufact.(Agr.) 9.8 12.9 9.7 10.9 10 

Exports of Aqriculture
 
Origin(Mil K-l) 335.4 265.6 280.6 336.7 358 

Total Less Fuel 396.5 308.3 349.8 400.3 415 
par n 90. 86 . 83 - 84 86 

EXPORT-VOLUME(1000 tons) 
Major Foods 109.5 209 67 98
 
Coffee & Tea 164.5 171 162 188 
Materials(Agr.) 47.8 56 62 

hAricultural Exports 
(1976=100) 106 99 102 108 104
 
Total Exports Less 
Fuel (1976=100) 107 107 104 117 117 

Imports of grains and vegetable oils increased over the decade to
 
supplement domestic food supplies. Imports of maize, wheat and
 
rice in particular have supplemented domestic food supplies in 
recent years when drought reduced production.
 

Reduced exports and increased imports of food helped to maintain
 
domestic market supplies, but at considerable cost in terms of 
scarce foreign exchange. This trade imbalance further aggrevated
 
the developing shortage of foreign exchange and limited funds
 
available for essential imports needed to maintain dimestic
 
industrial activity. The related chain reactions forced cuts in
 
business investment, employment and Government expenditures as 
well as currency devaluations and a growing foreign debt.
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AGRICULTURAL IMPORT TRADE
 

IMPORTS-VALUE (Mil K-s)
 
Food and Agr. 


Fertilizer and
 
Chemicals 


Mineral fuels 

Manfg. Material
 
Etc. 


Total Imports 

Imports Less
 
Fuel 


Select 

1977 


47.5 


19.2 

118.2 


346.4 

531.4 


413.2 


IMPORTS-VOLUME(1000 tons)

Foods 
 139 

Non-Food 
 22.7 

Fertilizer 
 159 


Total.Import Less Fuels

Vol. (1976-=1o) 125 

Price(1976-:.00) 109 


Domestic Market
 

Recent Years 

1979 1981 1982 1983/EST.
 

51.2 75.8 86.5
 

14.5 33.1
 
147.9 347.5 334.5
 

406.6 .475.7
 
620.2 932.4 900.3
 

472.3 584.6 565.8
 

105 275
 
20.3 	 21.9
 
61 207 130
 

118 104 
 89 79
 
132 186 
 210 231
 

Although trade adjustments helped to increase domestic food
supplies, at the expense of short foreign exchange reserves,

domestic consumption has not kept pace with rapid population
growth. Percapita consumption of the important food grains has
trended down since late in the 1970 decade. The result wasreduced food energy supplies large enough to reduce averagedaily intake of food energy and a deterioration in thenutritional adequacy of the average diet.
 

http:Price(1976-:.00
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FOOD CONSUM-TION AND NUTRITION
 
Selected Recent Years
 

Commodity 1978/79 I_90/81 1961/82 3983/84
 
Kg Per Capita 

CONSU!IPTION 
Grains 150.5 146.4 162.9 138.8 
Food Grain l/ 
Pulses 

131.7 
11.4 

124.9 
11.6 

142.5 
11.9 

120.5 
14.0 

Root Crops 73.1 60.2 65.4 61.8 
Vegetables 24.1 23.2 23.3 22.6 
Fruits 33.3 33.3 31.6 30.8 

Total 292.4 274.7 295.1 268.0 
NUTRTT[ITION (Cal/day) 

Grains 1160 1129 1257 1072 
Food Grains 1/ 1020 966 1101 933 
Pulses 105 108 ill 130 
Root Crops 197 168 176 166 
Vegetables 15 14 14 14 
Fruits 41 41 39 38 

Total 1518 1460 2597 1420 

1/ Maize, wheat and rice.
 

Justification of Fertilizer Program 

The acute shortage of foreign exchange and its dampening effect 
on investment (pu.blic and pLivate), cuts in Government
employment, slowdown in economic activity and the growing
burden of servicing the debt underscore the nation's need for
balance of payments support. The stringency in foreign
exchange was aggrevated as world market develop-ments restricted 
export earnings, particularly from tea and coffee. Still the 
root causes of the persistent problem over time arise mainly
from inadequate increases in agricultural production--increases
large enough to provide for exports and support a rapidly
growing domestic market. Thus, additional supplies of 
fertilizer and measures to facilitate broader use of fertilizer
and other inputs are positive actions to encourage increased 
agricultural production. Output gains will help to correct

developing food shortages in many areas as well as arrest the
 
deterioration underway in the average nutrition level of
 
available to most Kenyans. Moreover, recovery in world markets
 
will improve opportunities for larger export earnings,

especially from tea, coffee, fruits and vegetables, pyrethrum

and sisal.
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ANNEX G

Implementathon Schedule
 

ACTION DATE 
 ACTION
 

ATIONAGENT 
Project Paper Authorized 
 9/13/84 
 USAID/Kenya
 
Project Agreement Signed 
 9/14/84 
 USAID & GOK
 
Fertilizer stock position published 
 Prior 
to disburse-
 FC !/, FAC 2_/


ment and by June 1 
 and MOA&LD 3_/

of each year
 
thereafter
 

Donor fertilizer import 

financing intentions published 

Prior to disburse- MOFP/External Aid
ment and by June 1 
 Division 4/
 
of each year
 
thereafter
 

Commercial Import Applications 

received and reviewed by FC 

Prior to disburse- Commercial Importers,

ment and by July 
 FC
 
15 of each year

thereafter
 

Import Plan 
Prepared and published Prior 
to disburse-
 FC, FAC
 
ment and by July

30 of each year

thereafter
 

Import allocation communicated to

importers/distributors *To be done annually FC
 

by August 15
 
each year.
 

Specific fertilizer import 
 To be done annually MOFP
requests communicated to AID 
 by August 15
and other donors 

each year.
 

Invitation for Bids 
(IFB) 
 9/30/84MOFP

prepared for US 
financed 
 9/08
fertilizer and transmitted to
Kenya Embassy, Washington, D.C.
 

IFB issued in United States 
 10/15/84 
 Kenya Embassy, SER/COM

Bids received, evaluated, and 
 111/15/84 
 Kenya Embassy, SER/COM
L/Comm issued 


Kenya Embassy and

Freight Agent.
 

,/ Fertilizer Committee
 
2/ Fertilizer Advisory Committee
3/ Ministry of Agriculture and Livestock Development
4/ Ministry of Finance and Planning
 

Ii 



-2-

ACTION 

Fertilizer shipped 

Wholesale & retail prices 
set, offer extended to 
authorized private 
distributors 

DATE 

12/1/84 

12/1/84 

ACTION AGENT 

Suppliers 

MOA&LD, FAC, 
MOFP 

Offers to buy (with 

performance bonds) submitted 
to Fertilizer Committee 

12/15/84 Private Distributors 

Allocations made and published 12/22/84 Fertilizer Committee 

Sale to distributor when bank 
guarantee delivered to 
Fertilizer Committee 

12/30/84 

(FC) 

Private Distributors, 
Fertilizer Committee 

Fertilizer arrives and is picked 
up by private sector buyers,
Any balance to be off-loaded 
and stored by clearing agent
pending sale to private sector,/ 

1/7/84 Supplier, private 
distributors, and 
forwarding agent 

Fertilizer distributed and 
sold to farmers 

1/85-5/85 Private 
Distributors 

Agreement on budget use 
generated shillings/ 

of 90% of 2/28/84 MOFP/USAID 

KShilling counterpart deposited 
in special account 

Special Account audited 

4/31/85 

5/15/85 

Private Distributors 
and FC 

Program monitoring 

Withdrawal from special account 

to support agreed development
budget activities 

5/30/85 

contractor 

USAID/CSFC/MOFP/FC 

Program Evaluation 
7/85 PDS-funded evaluation 

contractor, USAID, 
MOALD, MOFP, Private 
Distributors 

5/ The price of any such 
"late" sales will 
include the cost of
off-loading and storage.
6/ 10% balance to remain 

handling, and to 

in CSFC to pay future year storage,

support arrival and end-use accounting costs.
 



ANNEX H
 

Fertilizer Advisory Committee
 

The Terms of Reference 
for this committee are:
 

- development of 
annual estimates of 
national fertilizer
 
requirements by 
types and quantities;
 

- establishing prices, sales 
and marketing systems for
 
fertilizer; and
 

- setting up of a procedure by 
the Advisory Committee for

the purpose of identifying private sector 
firms and
organizations that 
may be authorized to improt and
 
distribute fertilizer.
 

Members of 
the Committee are:
 

Two officials of 
the Ministry of Agriculture and Livestock
 
One official of 
the Office of the President
 
One official of the Ministry of 
Finance and Planning

The Managing Director of KFA
 
The Director of 
the Murang'a Cooperative Union

A representative of 
the Kenya National Farmers Union (KNFU)

A Kenyan businessman
 

The latter five are 
representatives of 
the private sector.
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UNITED STATES GOVERNMENT
 

m-emorandum
DATE: Se tmber 2 9 

REPLY TO 
ATTNOF, Ra iWeurg, Pr 
jects Office
 

SUBJECT: Agricultural Develop ent 
Program (615-0230) Program
 
Documentation
 

TO: 	RLA, Edward Dragon
 
RFMC, Robert Henrich
 
AGR, David Lundberg
 
PROG, Joseph Stepanek
 

Attached you will find 
the following documents concerning
the authorization and obligation of 
the subject program:
 

(1) the authorization package (Action Memo, 
PAAD
 
facesheet and 
the PAAD)
 

(2) 
 the Program Agreement (the Agreement and 
the
 
Amplified Description)
 

You are requested to 
clear the Action Memo and 
the PAAD
in the spaces provided on the documents. 
 Please indicate
your clearance of the 
Program Agreement by signing below.
The Controller is 
also requested to indicate that 
funds
 
are available for 
this program.
 

Clearance 

Date
 

RLA: EDragon 
 4'I i /'/ '/ 

RFMC: RHenrich 
 .p/ / 

AGR: DLundberg
 

PROG: JStepanek V L1$ 	 I / 

°1J V A,LQ'A M LE 

OPTIONAL (701RM NO. 10 
(REV. 1-0) 
GSAFPMR (4tC14R)01-H!6
5010-114 



ACTION MEMORAN 
 FOR To CTOR, USAID/Kenya 

FROM: Mt. 
 R5 rojects Office
 
SUBJECT: 
 Agricultural Developmen[ Program (615-0230)
 

DATE: September 13, 1984
 

Action:
 
Your approval is reque'sted for a loan of $13 
million from the
FAA Section 103 appropriation to Kenya for the Agricultural
Development Program (No. 615-0230). 
 It is planned that the
full amount of the loan will be obligated in FY 1984.
 

Background:
 

Since 1980, the U.S. Government has made funding available for
the purchase of fertilizer 
through program assistance
activities designed to mitigate Kenya's balance of payments and
budgetary problems. 
 In 1980/1, an Economic Support Fund
Grant (615-0200) of $20 (ESF)
million was provided to finance some
63,000 metric tons of fertilizer imports.

handled by These imports were
a the Kenya Farmers Association (KFA).
generated local currency of 

The
 
designated some KShs. 164 million was
to support priority development activities in the
Government budget of 
82/83 and 83/84. 
 In 1982, the United
States provided a $4.4 million Development Assistance (DA)
funded grant for 14,200 metric 
tons of fertilizer. 
 Proceeds
from sale of the fertilizer, totalling some KShs. 64.9 million,
are scheduled to support the Kenyan Fiscal Year 1984/85 budget
requirements in such areas as rural roads development,
agricultural extension and research and soil conservation.
 
During the implementation of 
these activities, several key
problems have been noted. 
As a result of 
its exclusive
agreement with the Kenya Government regarding fertilizer
imports, 
 the KFA developed a nearly monopolistic position in
the 
industry restricting the play of free market forces in
fertilizer importation and distribution. Sale ot 
fertilizer 
to
farmers on credit also created lengthy delays in repayment,
 

'-I­
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defeating the objective of providing rapid support for the
 
Kenya budget from local currency generated by the fertilizer
 
projects. Finally, arbitrary decisions by the GOK on
 
fertilizer ordering occasionally resulted in errors in the
 
types and amounts of fertilizer brought into the country.
 

Many of these problems were first addressed in the 1982
 
fertilizer program. In November, 1983, after much negotiation,
 
the GOK dissolved its exclusive agreement with the KFA and a
 
period of transition is now taking place between the KFA near
 
monopoly and more open competition. Of the 14,200 tons
 
purchased under the grants 7,000 tons have been sold to private
 
sector distributors. This action has opened the way for an
 
improved system of fertilizer marketing which will support
 
private sector initiative and ultimately aid the Kenyan farmer
 
in obtaining an essential agricultural input in a timely
 
fashion, in reasonable quantities, at a fair market price.
 

Discussion:
 

The proposed project will finance the importation of
 
approximately 50,000 metric tons of diammonium phosphate (DAP)
 
into Kenya over a two year period. The total project cost will
 
be $13 million in Loan designated DA funds. Features of the
 
new project include efforts to: support greater competition in
 
the marketing of fertilizer, improve the fertilizer import
 
planning process, and accelerate the flow of local currency
 
proceeds to priority development projects.
 

Private competition will be fostered by requiring that all
 
fertilizer provided through the program, as well as other donor
 
projects, be moved through private sector companies on a free
 
market basis. The import planning process will be aided by the
 
establishment of a Fertilizer Committee, under GOK auspices,
 
which will develop, with assistance from the Fertilizer
 
Advisory Committee established in conjunction with the FY 1983
 
Structural Adjustment Program Grant, a fertilizer import plan
 
on an annual basis and will assist in the development of a
 
fertilizer pricing structure that better serves farmers,
 
distributors and importers. Local currency proceeds will flow
 
more rapidly through the system by requiring that all
 
distributors provide cash payment or a 180 day bank guarantee
 
prior to taking possession of any fertilizer.
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Beneficiaries of 
these innovative arrangements will ultimately

be those Kenyan farmers who will be 
able to acquire needed

fertilizer at a reasonable price so that maximum output and
productivity can be achieved. 
 The private commercial sector
will also benefit from a more openly competitive environment
 
for this key import.
 

Conditions Precedent and Covenants to 
the Agreement
 

Conditions precedent 
to disbursement which are considered

essential to achievement of project objectives are 
summarizea
 
below:
 

(1) Establishment of 
a Fertilizer Committee to 
implement

the private sector fertilizer distribution policy;
 

(2) publication by the Government of current fertilizer

stock levels and donor fertilizer financing intentions as
 
of the date of project obligation;
 

(3) publication by the Government of 
an up-to-date

compilation of commercial fertilizer import applications

received as of 
the date or the project agreement;
 

(4) publication by the Fertilizer Committee or 
a
 
fertilizer 
import plan specifying types, quantities and
 
timing of fertilizer imports.
 

Covenants associated with 
the project cover 
reform measures in
 
the following areas:
 

(1) Annual announcement of wholesale and retail fertilizer
 
prices;
 

(2) annual publication of fertilizer stock levels and
 
donor financing intentions;
 

(3) annual publication of a list of commercial fertilizer
 
import applications;
 

(4) annual publication of a fertilizer import plan;
 

(5) review and revision of the fertilizer pricing
 
structure;
 

(6) development of 
a policy on surcharges for fertilizer
 
sold in small quantities 
(25 Kg. or less);
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(7) payment 
for fertilizer by private distributors 
in cash
 or by bank quarantee not 
to exceed 180 days;
 

(8) establishment of 
an interest bearing account 
at the
Cereals and Sugar Finance 
Corporation for 
deposit of all
local currency proceeds 
from the project.
 

(9) evidence 
that the Government will 
make available
foreign exchange necessary to implement the 
the
 

annual
 
fertilizer import plan.
 

Responsible AID Officer:
 

The officer in USAID/Kenya responsible 
for the project
Thomas of the Office of 
is John
 

Agriculture. 
 The responsible officer
in AID/W 
is Thomas Lofgren, AFR/PA/EA.
 

Waivers:
 

No waivers 
are included 
in this program.
 

Justification to 
the Congress and OMB:
 

A Congressional notification 
was sent to Congress on July 24,
1984. The 15 day waiting period expired 
on August 8, 1984

without Congressional objection
 

Authority:
 

Delegation of Authority No. 
140 dated June 
9, 1982 provides to
Directors 
of Schedule A posts authority authorize
to a project
if the project: does 
not exceed 
$20 million 
in LOP funding,
does not 
present significant policy 
issues, 
does not require
waivers which can 
only be 
approved by AA/Africa or the
Administrator (if 
waivers are required, 
they must be obtained
prior to authorization), 
and does not 
have a project life in
excess of 
10 years. The 
PAIP for the Agricultural Development
Loan was approved by the ECPR for 
the Africa Bureau 
on July 2,
1984 with the understanding 
that the PAAD would be approved and
authorized 
in the field 
(State 208705, which 
forms attachment A
 
to this memorandum).
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Recommendation:
 

That you authorize the $13 million Agricultural Development 
Program Loan by approving this memorandum and signing the 
attached Program Assistance Approval Document. -

APPROVED:
 

DISAPPROVED:
 

DATE: / " ]z 

Clearance:RLA:EDragon A 
RFMC : RHenr ich 

AGR: DLundberg
 
PROG:JStepanek
 

Drafted:PRJ:BMacDonald:lh: 8/12/84
 



S.<.............................. .. .... : .. Attachment A
 

'"c " '" .FE.BUNCLASSIFIED 	 " ""' STATE 2 97 5/.M 2073/3 i 
C, AID-3 ECON FAS &MB..DCM ADM CHRON-9 	 -L -O O 

VZ0ZC,'A0323" LOC: 304: 334 _. PP RUEHNRi 17 JUL 84: 3549DE 	 RUEEC 4B705/01 1993533 CN: 57971ZNR uu'uU ZZH * CER": AID0 P 174:21z JUL 31 
 DIST: AID 
FM SECSTATE '.SHDC (

TO AMEMIBASSY NkIROBI PRIORITY 0897B"
 
B-1
 
UNCLAS 01 OF 02 STATE 209705 7;7 
AIDAC 

E.O. 12356: N/A

TA"S: 
SUBJECT: 
 ECPR GUIDANCE: KENYA &"RICULTURAL LOAN
 
(615-a230)
 

-.AT THE JULY 2 ECPR, TEE PAIP FOR THE AG. LOAN VSA

APPROVED WITH THE UNDERSrANDIN 'THAT 
 THE PAD OJLD E P7 EF'/'APPROVED AND AUTHORIZED IN THE FIELD. THE ECPR ALSO; 'MADE - ,
SEVERAL DECISIDNS RE3ARDIN PA&D DEVELOPMENT. THESE nPY:L 
DECISIONS ARE AS FOLLOS:
r 	 AA nOT: 
A. JUSTIFICATION: AT BOTH THE ISSUES REVIEW AND TR,
ECPR, IT 4AS NOTED TRAr DA FUJDS AJT3ORIZED UNDER SECTION

103 MUST BE USED PRII1ARILf FOR TIE (DVEL)PIENr) PUjpOSE __',
o 	 COITAINED IN TiAT SECTION, NOT PRIM&RILT FOR BALANCE OF DP17 
PAYMENTS SUPPORT. FOR TIS REASON THE ECPR DIRECTS Eig D/1-l
MISSION TO BASE THE PAkD JUSTIFI"ArION ON (1) POLICE RFDL2 
REFORM, I.E., IMPLEMENTATION OF AN IMPROVED FERTILIZ'ER ".'"Dol-. 
DISTRIBUTION STSTEM, (2) rlE ImPucr ON FO)D PRODUCTt:R,
AND (3) THE DEVEL)PMENr USES OF THE LOAN 3EqERATED LO'CAL LIG/o 	 CURRENCY. THE BALANCE OF PAYMEN S EFFECT SHOULD AL0 BE RF2!CNOTED BUT NOT HIGHLIGHED. 
 PROG 

c 	 B. PAAD ANALYSIS: (1) IN SHIFTING THE EMP3ASIS FRO,,IBALANCT OF PAYIEITS SUPPORT TO POLICY REFORM AIMED Al'IMPROVED FERTILIZER DISTRIBUTION, THE PAAD MUST PRESENT k 	 __­
o 	STRENGTHENED V4ALYSIS DEMONSTRkTIN, rHAT THE DEFICIE iCIES
 

OF XHE CURRENT DISTRIBUTION SYSTEM CONSTITUTE MAJOR 
 PER" 
OBSTACLES TO IMPROVED PERFORMANCE OF THT AGRICULTUR&L RF
o 	 SECrOR AND THAT TiE PROPOSED IMPROVEMENIS Il THE C]RONFERTILIZER DISTRIBUTIO.1 SYSTE' WILL RESULT IN C&R

SIHNIFICkNTLT BETTER 
 USE OF FEPTILIZER AND BETTERoPERFORMANCE OF TEE A3RICULTURAL SECTOR. rO BE CONVIICIN m
THE ANALYSIS SHOULD PROVIDE QUANrlIATIVE EVIDENCE AVID

[t EIAMPLES OF IVEFFICIENCIES IN TE PRESENT SfSTEM. R&TEER 
-

HR

THAN ASSCRT, AS THE PAIP DOFS, TlAP S4ALL9OLDERS EAiWE TO

PAY EXORBIrANT PRICES FOR FERTILIZER OF UIRELIABLE
 
QUALITY, TEE PAAD SHOULD PROVI T)E EXA'IPLFS AS TO THE ORDER
OF 	MAGNITUDES INVOLVED COMPARED WInH WHAT WOULD BE
 
POSSIBLE UNDER A LIBERALIZED syTsEm I WHICH FIRMS WOULD
 
NOT BE DISCOURAGED 
 BY 	RIGID PRICE CONTROLS FROM REB ,&;IN/o 	 AND SELLING IN SMALL QJANTITIES. 



0 
Ug'LASSIFIED 	 STATE 2I97I5/zE
 

(2) TFE ANALYSIS S3OULD ALSO DEAL dITfH THE FACT TffAr
f(( 	 TqE
SHIFT TO THE SOLE AGENCY RTLATIOSqIP WITdo 	FAR-MERS' ASSOCIATION rF KENYA.4AS '14DE. IN 	PART TO OVERCOkIE SEVEREDIFFICULTIES E4COUNrERED IN 1974-73 PPO-RkMS WITH
ACCOUNTAPILITY W'H?J .M4qY PRIVArE SECTOR FIRIS WERE
INVOL-EO IN DI3TRIBUTIN3 DONOR-SJPPLIED FERTILIZe.R,
MUSt -EXPLAIN HOW 	 AND
THE NE# 
SYSTEM PRO'13TED 
BY 	THE PROPOSED
ASRICULTURAL DEVELOPIENT LOAN WILL AVOID SUCH
 
0 	DIFFICULTIES.
 

(3) GIVEN TqE IMPORTANCE OF ESTABLISHINS THE IMPACT THAT
'THE PROPOSED PROaRAM 4ILL HAVE ON THE PERFORIANCE OF THE
KENYAN AGRICULIURkL SE"TOR, THE PAAD SHOULD LAY OUT A
.. MONITORING AND EVkLUATION PLAN THAT FOCUSES ON MEASURI43
THE MrAGNITUDE OF 
PHE EFFICIENCY CH&N'ES. 
 IDEALLY, r S.
WOULD INCLUDE MEASUREMENT CF THE EXPANSION
FERTILIZER SOLD Iq Sl.LL 	
OF VOLUME OF


BAS I- REMOTE DISTRICTS, PRICES

PAID BY SAI1LLHOLDERS F3R FFRTILIZER SOLD IN S4ALL BA;S,
THE ASSOCIATED IIPACT OF THIS 
ON 	SMALLEOLDERS' OUrPUr &ND
A&'RE'ATE'OUTPUT OF FOOD AND EXPORT 
CROPS, 
AND ON SPEED
OF 	TURNOVER OF LARGER DEALERS' STOCKS OF FERTILIZER.
 

C. CONTRACTOR 43qITORING:
o 	CONTRACTOR MONITORING THE ECPR FOUND THE SECTION ON& BIT VAGUE &ND REQUESTS A CLEAR
DEFINITION IN THE PAAD OF CONTRACTOR IND USAID
'.'RESPONSIBILITIES. 
 AS #IrH THE ESF FUNDED CIP, THE
( 	CONCERN HERE IS -.
qAT TsE MISSION SHOULD NOT CONTRACT OUT
 
FUNCTIONS A.ND RESPONSIBILITIES TiAT AREINOR.IALL! HANDLED
o 	BY DIRECT HIRE EMPLOYEES, I.E., FUNCTIONS RELATED TO AID
POLICIES, INTERPRETATION OF THOSE POLICIES, &ND PRUDENT
AID MANAGEMENT OVERSIGHT.
 

0 D. 
LOCAL CURREVCY GEnERATIOnS: 
 THE PAIP IlDICArES raAT
 
LC. GENERATIONS iILL BE DEPOSITED 
 IN A SPECIAL ACCOUNT
 
H1R0EVER,


o 	 WITH THE CEREALS AND SUGAR FINANCE CORPORATION; THERE IS,VERY LITTLE DETAIL AS
1 	WORK. TO HOW THIS ACCOUNT dILL
FOR EXAiPLE: 
THE FT 34 CIP 
PAkD HAD NUMEROUS CPS
o 	 AND COV;NANTS RELATED 

ASSUME THE AG. 

TO THE LC SPECIAL ACCO71. WE
 
COVENANTS, ETC.) 

LOAN PAAD dILL HAVE SIMILAR DETAILS (vPS,
ON THE DEPOSIT AID JSES FOR LC.
 
E. FREfGBT DIFFERENTIAL: 
 AS INDIATED 
IN THE P&IP,
ANNEX H, THE USE OF LOIN FUNDS O4 &X RANT BASIS To COVER
o 	 THE U.S. S!IPPIN3 COST DIFFERENTIAL
CONSULTATION WITH OMB AND THE HILL. IS SUBJECT TO
GC/&FR AND PD ARE
dORKIN'; TO 
 OBTAIN T3ESE 
 CLEARANCES 
AID WILL ADVISE
o 	 MISSION 3r SEPEL ON THIS MATTER. 
2I2. 
THE PAIP PROVIDES A CLEAR CUT GENERAL DISCUSSION ON
THE POLICI CHANGES THAT WIGL BE SOU'G 
T AS CONDITIOALITr
FOR THE A. LOAN. AID/ 
 IS FULLY SUPPORTIVE 
 OF THE
 

PB 
 .UNCLASSIFIED
U
 STATE 208705/ I
0 



UNCLASSIFIED' ' '' " STATE 208735/02 

0 	 MISSION'S POSITION O NEVOrIATIO.S A4D WOULD LIKE TO 
I.r 	 CONCUR ON Tq_ TERIS PROPOSED FOR THE LOAN A.REEMENr. FOR
 

THIS REASON THE ECPR REQUESTS THE MISSI3N CkBLE AID/9 '-THE
 
CPS AND COVEJATS THAT ,ILL BE INCLUDED IN THE P4AD.
 
AID/i i'ILL COIDUCT A QUICK.REV.igi hf'v PROVIDE TqE MIB3ION
 
WITH ".COMMENTS O THE PROPOSED CONDITIOIALITT PRIOR TO
 
SIm.Iiia OF THE LO.N AGREEMENT. IN ADDITIDN, AID/V OULD
 
APPRECIATE A ZRIEF SUMIARY OF EOi f E MISSION
 
NTENDS TO 
 . 

APPROACH THE ECPR'S ,$UIDANCE (PARA 1 A-E) IN THE PA&D. 
0 	3. THE BUREAU ENVIRONJMENTAL OFFICER HAS APPROYED THE
 

NEGjATIVE DETERMI4ATIOI RECOMMENDED IN TIE PAIP, VITH
 
[F. 	 APPROPRIATE MODIFICATIONS TO THE REFERENCES TO BALAINCE OF o 	 PAYMENTS SUPPORT AS THE PROJECT'S JUSTIFIZATION. 

4.- PLEASE frEEP US ADVISED OF rHE TIING FOR PA&D
 
o 	 COMPLETION, RESULTS OF .NEGOTIATIONS, &ND ANrICIP&TED
 

OBLIGATION DATE. DAM
 
BT
 

NNNN
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