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Chapter 1 

In 1970, Kenya's fertilizer distribution trade was on tht 
door step of a golden age. Fertilizer nutrient use had more tha 
quadrupled during the 1960s, and consumption was expected to grol 
even more rapidly during the 1970s. Fertilizer distribution wa. 
highly competitive in the more productive farming areas and i: 
servicing the large farm and estate subsectors. The two principl, 
distributors, KFA and Mea Ltd, were building up retail network: 
to serve the smallholders. Smallholder fertilizer demand had bee: 
spurred by increased planting of new maize hybrids. 

At the time, fertilize distributors had cordial relation 
with the Kenyan subsidiaries of European suppliers. Thes 
subsidiaries ordered fertilizer from their parent companies an 
covered the Kenyan side of international fertilizer tenders 
while the European firms supplied the fertilizer and technica 
expertise. The Kenya Farmers Association (KFA), chartered as 
private firm and a cooperative, was the leading distributor. 

Unfortunately, the golden age of the 1970s never arrived 
Fertilizer imports by weight were lower at the end of the decad 
than they were in 1970, and nutrients consumption rose only 3 
percent compared to over 400 percent the previous decade. 

In 1971, a Government of Kenya (GoK) Working Party reviewe 
the preformance of Kenya's agricultural inputs distribution, an 
was extremely critical of the system, citing high marke 
concentration, collusive pricing, high prices, and formidabl 
entry barriers. The Party complained that smallholder fertilize 
access and the development of cooperatives had been ignored. A 
a result, the GoK implemented fertilizer price controls, allowe 
less technically competent firms to import and distribut 
fertilizer, and undertook other reforms in line with the workin 
party's recommendations. 

The 1973/74 oil price shock caused fertilizer prices t 
rise sharply before decreasing suddenly. Fertilizer shortage 
were followed by gluts. GoK sought aid fertilizier for the firs 
time to mitigate foreign exchange problems. Fertilize 
application dropped following price escalations but began t 
recover as the impact of the oil shock died. New organisation 
encouraged by the GoK, entered the fertilizer trade. Man 
however, eventually withdrew or went into receivership followin 
diminished opportunities for profitable participation in th 
trade . 

Tn 1978 ,  Kenya w a s  in acute foreign exchange difficultie - 
2 1 * U  -*.LC ... "L -  - u - j r r  - -. - - - -- - - - - - - -  - - -  - - - - . 

to it's broad clientele, proven administrative capacity an 
financial viability, KFA was appointed the exclusive agent fo 
distributing donor funded GoK fertilizer. KFA' s exclusive agency 



together with its other extensive commercial activities, anabled 
it to increase its share to nearly three quarters of the 
country's fertilizer market. 

As aid ferti l izer increased and KFA' s market share swelled, 
its inventories of government owned fertilizer increased to far 
above what was commercially justifiable. These stocks posed a 
financial problem to both the government and the KFA, and 
reflected severedistribution inefficiencies. Such inefficiencies 
partly resulted from administrative requirements of donor funded 
fertilizer, GoK's difficulties in correctly forecasting national 
fertilizer requirements, and the fertilizer and agricultural 
commondity price controls. As a result, the private sector began 
disappearing from the fertilizer trade. 

The purpose of this assignment was to improve USAID's 
understandingofthe fertilizer subsectors liberalisation process 
and the roles played by different actors. This was to achieved 
by reviewing documents and analysing USAIDts involvement in 
Kenya's fertilizer subsector since 1980. The review and analysis 
were in respect of GoK, other donors, private and public sector 
involvement and policies, and in respect of instutitions and 
other relevant activities. 

Chapter 2 reviews the evolution of fertilizer trade in 
Kenya, and is followed by a review of the current structure of 
the fertilizer market. chapter 4 reviews USAID's fertilizer 
projects and programs since 1980 while chapter 5 contains a 
review of fertilizer programs by other donors- A summary of the 
activities by multinationals also forms part of chapter 5 .  A 
review of the relevant GoK's planning documents and policies is 
the subject matter of chapter 6, and a review of the history of 
KFA/KGGCU is brought out in chapter 7. Chapter 8 attempts to 
relate trends in fertilizer consumption to fertilizer supply, 
fertilizer prices and producer prices, and chapter 9 summarises 
the main events in the fertilizer subsector. In chapter 10, an 
attempt is made to bring out the main orientations in the 
subsector, while chapter 11 concluded the report and includes a 
section on recommendations. 



Chapter 2 

EVOLUTION OF THE FERTILIZER MARKFT IN KENYA 

The first fertilizer shipment to Kenya was a 300 tc 
consignment of single and double superphospates procured join 
by the Kenya Farmers Association (KFA) and Albatross Fertili 
Company of Holland in 1947, for the more progressive Eu~oF 
wheat and maize farmers. The outbreak of the Korean war in 1 
and the subsequent agricultural boom boosted fertili 
application in the mordern farming regions of the count 
Records suggest total fertilizer imports in 1951 of 6,500 t o m  
more than 20 times the first shipment four years previous 
Fertilizer consumption continued to increase during the rest 
the decade following extensive mechanisation of agricultu 
operations on the large maize wheat and coffee farms. By the I 

of that decade, about 22,000 tonnes of fertilizer were impor- 
annually. 

About that time, there was rapid expansion of smallholc 
production under the Swynnerton Plan, with smallholders join: 
largeholders and estates as fertilizer consumers. Fertili: 
consumption during this period grew fast enough for Windmill 
Holland, Development Finance Company of Kenya, and Dalgety c 
Company to establish a bulk blending plant in Nakuru to prodc 
NPK compounds. 

By independence in 1963, about 40,000 tomes of fertiliz 
were annually applied on the country's traditional cash crops 
tea and coffee, cereals such as maize, wheat and barley, and 
potatoes. The Government of Kenya(GoK) had, about that ti= 
introduced fertilizer subsidies collectedby recognised importe 
and passed on to farmers1. Most fertilizer was supplied by t 
Nitrex Complex cartel of European producers whose representativ 
imported and distributed fertilizers to an established clienti 
of large farmers and estates. The fertilizer importers produc 
a common price proposal for different fertilizer types annual 
during August for consideration by the Ministry 
Agriculture(MoA) representing the GoK. Following MoA's approva 
which took no more than a fortnight, importers published pricc 
for all major consuming centres. 

Smallholder production was gaining dominance due - 
subdivision of 1 arge farms bought out from departing whi- 

* settlers, introduction of high yielding varieties such as hibr: 
maize, and leqalisalative changes paving the way for cofff 
growing by African smallholders. The smallholder farmir 
community was however not adquately supplied with fertilizer ar 

' . In i t ia l ly ,  the subiidies (noainal] aaonnted to kthr 1 . 9 5  per m i t  of phosphate and later increas 
t0 kshs 5.00. That for nitrogen was kshs 2.00 per unit. These subsidies translated to  kshs 266.00 and ks 
!!4.00 for DAP 18-46-0 and YPK 20-20-0 :espectively. E x i s t i ~ g  ferti l izer iaporters found i t  necessary to f c  
the Fertilizer Importers lssoclation to :ac:ljtat: scbsld7 ,:0! !?:+!:: : - ~ 5  = - h e s  4 7  * P  : - z t n ~ -  - -* . -  
. -  - - - - . -  

. . - - -  -- ----.-, -,-yuucd. .a= -si.ir~.c,. ..*A p i i d 5  df i i i X K S .  3ee also f iOC 
(1986). 
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in 1963, the MoA released the Mackenzie report focusing on 
constraints to increased smallholder fertilizer application. The 
report recommended, inter alia, the introduction of subsidies on 
phosphate fertilizers and placing of emphasis on cooperatives and 
small traders to improve supply to the smallholders2. In spite 
of these measures and rapid commercialisation of smallholder food 
and cashcrop production, fertilizer use by the smallholder 
community grew unacceptably slowly during the sixties. 

Arising from continued concern over this inadquate growth 
in fertilizer consumption by the smallholder subsector, the GoK 
commissioned, in 1970, a Working Party on agricultural inputs to 
further explore constraints to smallholder fertilizer 
application3. The oligopolistic structure of the fertilizer 
market was seen as one of the main villains. At the time, 
fertilizer imports were shared between Kenya Farmers Association 
( X F A )  representingAlbtross-Holland (34%) MackenzieKenya Limited 
representing Windmill ( 2 4 % ) ,  Sapa Chemicals representing 
Monticallen-Edison (5%) and others including Hoechst, BASF and 
Twiga Chemicals(37%). Two organisations, KFA and Mackenzie, 
dominated fertilizer distribution in the country, accounting for 
more than half of the business, each having depots and branch 
offices in the main farming areas from which fertilizer was sold 
directly to large farmers, estates, cooperative unions, 
parastatals and a network of stockists. 

The Working Party made proposals to improve fertilizer 
'marketing, and emphasised restructuring of the fertilizer 
industry to make it more effective and competitive, and to 
encourage wider application within the smallholder subsector. At 
the time, import prices were determined by the largest importer 
who chose c.i.f prices based on comfortable margins, other 
importers agreeing on this price list. The more efficient 
importers were then able to offer discounts, but discriminated 
against smallscale buyers unable to take advantage of quantity 
discounts. The Party recommended legislation against importer 
collusion, and proposed that importers be required to 
individually submit separate f .0 . r  Mombasa prices for GoK's 
approval. It also recommended calculation of wholesale mark-up 
on foreign exchange charge per tonne plus a fixed proportion of 
the c.i.f value to take account of both fixed and variable 
costs4. In addition, retail margins of atleast 10 percent over 
wholesale prices, rather than the then fixed kshs 30 per tonne 
was recommended because the latter discouraged retailers from 
stocking more concentrated but relatively expensive fertilizers. 
m e  Party also recommended restructuring of the KFA to make it 

I. linistry of Agricultnre ad hi l a 1  Husbandry (1963). Keqa Fertilizers Uorkinp Part7 Report; lairobi, 
Septeaber 19 64. This report also recommended the establishment of a Fertilizer Advisory Corai ttee consisting 
of YoA, Treasury, and importers to deliberate isportant issues such as the fertilizer pricing spstel. 

.This Working Party produced the Banelack Report after the chaitaan of the party, piblished i a  
Republic of Kenya (1971) Report of the forking Party on Aqricultnral Inputs. Yinistry of Finance and Plannino. 

-.-& - r d C 3  . = & e  ",I 4 L ~ L Z I I  i m e  Dasls and others varied with the fertilizer value. 
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a more national cooperative society serving different levels 
farmers. Short term credit for private traders was a 
recommended to promote competition with cooperative unio- 
Further, a trader subsidised or government opera 
transportation mechanism to assist remote smallholders, and 
introduction of the smaller 25 kg fertilizer bag to meet 
pocket and transport needs of small businesses and smallhold 
were recommended. 

Najor changes in the fertilizer market occurred during 
1970s. The oil price escalations of 1973/74 pushed internatio 
fertilizer prices to levels never experienced hitherto, 
increased sea freight rates and local transportation 
distribution costs. The GoK, already exercising some control o 
price changes by requiring importers to submit price adjustm 
proposals through the Kenya Fertilizer Association 
consideration and approval by the Ferti 1 izer Advisory Committ 
became increasingly disillusioned with the association which 
experiencing difficulties in keeping a systematic pr 
structure in the rapidly changing international fertili 
environment that made it imperative for the association to m 
repeated requests for price revisions in line with global mar 
trends5. Consequently, the GoK made drastic changes related 
fertilizer importation and pricing, giving itself full cont 
over import licensing and levels, and established shippi 
handling and transportation margins. 

Fertilizer subsidies were abolished in 1974, and all fi 
wishing to import fertilizer were required to apply for imp 
quota allocations from an interministerial FertilizerAllocati 
Committee. The import quota allocations were meant to regul 
fertilizer import types and quantities to conserve fore 
exchange, and to break the oligopolistic import structure. In 
course of the same year, the GoK, encouraged by intimations f 
the N-Ren Company of Cincinatti that fertilizer could be obtai 
cheaply, became directly involved in fertilizer marketing 
imported 174,000 tomes of different fertilizer produc 
nominating the Kenya National Federation of Cooperatives (KN 
to distribute through the cooperative unions and societi 
Meanwhile, the Ken-Ren Company, a partnership between the N- 
Company and GoK, was established and was expected to have virt 
monopoly over fertilizer importation awaiting the construct 
of its fertilizer factory in Mombasa. The proposed factory 
expected to produce enough fertilizer to meet most of Keny 

e needs. 

. The KNFC was overwhelmed by the requirements of its 
merchandising responsibilities, having had limited previ 
marketing experience. In the end, the experiment w a s  disastr 

5 
pr ice o i l  
and the i r  

9y rarcb 1971, f e r t i l i z e r  pr ices  mere doable t h e i r  1971172 levels.  As the dust raised by the i r  
price escalation s e t t l e d  and international f e r t i l i z e r  prices began to drop, the European snpF 
local :?prcsentatiyes gaintaiaed a b igh  price s t ructure to recoup trading losses. t h e  Go 

---..-.-- , .------- - . ---  - .  - -  - -  -.. .... . . - - . . - -  -1, s.-c:~'.r- 

betiayal.  
u c ~ ~ * ~ % ~ ~ ~ ~ L C C C I I r  



for KNFC, whose merchandising section was wound up four years 
later having incurred heavy losses occasioned by unsold stocks 
of government fertilizer. 

Further, a11 fertilizer sold in Kenya after 1976 became 
subject to the General Price Control order6. 

By 1977, the GoK had become profoundly disenchanted with 
the Ken-Ren arrangement and removed Ken-Ren from fertilizer 
importation, encouraging local importers to get back to 
importation again. In 1978, the Ken-Ren project was altogether 
abandoned. Import licenses were issued to firms attracted to the 
market by opportunities for bidding on tenders to supply 
parastatals and private firms with established distribution 
networks. GoK also aggressively sought out fertilizer related 
donor assistance, and aid fertilizer became a common feature of 
the fertilizer market in Kenya. All donor financed fertilizer 
was, at the time, passed on to the KFA for distribution on a 
consignment basis. 

The 1978/79 coffee boom precipitated a huge jump in 
fertilizer application on coffee planting and precipitated huge 
increases in fertilizer imports into Kenya. A large percent of 
this however went unsold for about 2 years, crushing importers 
unable to bear the cost of unusually large fertilizer stocks. By 
the beginning of 1980s, the number of firms able to arrange for 
and finance fertilizer imports had therefore substantially 
shrunk. Majority of the large overseas suppliers and trading 
houses had withdrawn from the market by the late 1970s following 
deteriorating profit margins, carrying charges on carryover 
stocks not profitably saleable, enhanced GoK control and 
involvement, price controls, general domestic credit squeeze and 
economic recession, and proposed monopolistic marketing and 
domestic production7. 

At the turn of the 1980s, the number of capable fertilizer 
importers had dwindled substantially, and there was evidence of 
debutantes selling import licenses to more established firms. 
KFA, which had been nominated by GoK to handi'e the rapidly 

. Phis vas qazzected in the Legal Xotice Bnrber 153 of 19 76, and required the price con t ro l l e r  t o  work 
out maximar r e t a i l  pr ices  fo r  42 schednled cen t r e s .  I n i t i a l l y ,  d i f f e r e n t  prices were released f o r  each 
consignaent,  o f t en  leading to  incredible anoaalies.  For exaaple,  d i f f e r e n t  HRPs ronld be announced f o r  the 
saae f e r t i l i z e r  prodnct a r r i ~ i n g  in Xoabasa within t he  same week by d i f f e r e n t  ships from d i f f e r en t  por ts  of 
or ig in .  In January,  1980, fo r  e r a p i e ,  three d i f f e r e n t  p r i c e  c i r c u l a r s  were issued for  d i f f e r en t  consignaents 
of DAP, the  d i f f e r e n t i a l  between the cheapest and t h e  most ?rpensive being aore  than kshs 600 per tonne. See 
also Sch lu t e r  1, Rimnyu  P K and Ruign, G (1985) A Review of the  F e r t i l i z e r  Iapor t  Allocations and Pr ic ing 
Systeas i n  Xenya. Cheslical Engineering Consul taut, l a i r o b i  . 

By l a t e  1970, large f e r t i l i z e r  narketing f i r a s  snch a s  Yackenzie, INFAG, and SAPA Cheaicals had 
withdrawn Eroa t h e  f e r t i l i z e r  business. The 1974 GoK decis ion  t o  ping t h e  t r a d i t i o n a i  F e r t i l i z e r  import arennes 
xas a blow t o  meahers of the  3 i t rex  Conplex snch a s  Albatross,  Wantedison, Eoechst, BASF; as v e l l  a s  t o  
Yindnill ;  a l l  of whoa had o f f i ce s  i n  l a i rob i .  All of thee  coapanies had Iarqe  f e r t i l i z e r  sec t ioos  a a n n e u y  
aqr icr r l tnra l  and comercia1  specialists x i th  c-roacit7 fqr  * 7 - 7 - 7 - -  - - -  - -  ' .-----" -- 



increasing imports of donor financed fertilizer on account of 
extensive distribution network, accounted for the bulk of 
fertilizer business in Kenya. The take over of KFA by the Ke: 
Grain Growers Cooperative Union (KGGCU) in December 19. 
however, threw the fertilizer market into more turmoi 
Uncertainty about the future prevented KFA from order 
fertilizer in time, leading to potential farmgate shortages 
the during the long rains in 1985, the first long rains after 
major draught experienced in 1984. Distribution of fertilizer 
the main farming areas was delayed. 

A wide range of large and small parastatals and priv; 
organisations participated in the fertilizer market in the ea: 
to mid-1980s period. Included in these were the KGGCU with - 
largest market share resulting from the very long experience 
its predecessor and wide network in the main farming areas, 
well as its nomination to handle donor funded fertilizer. 
covered every aspect of fertilizer marketing - importatic 
wholesaling and retailing. Mea Ltd, established in 1961 as 
subsidiary of Windmil-Holland, had the second largest mar: 
share. It had seven branches and also sold to stockists 
cooperative unions and societies9. Dev ji Meghji, a smal. 
private firm at the time, also imported and supplied on tenc 
to cooperatives and large estates. It therefore did not have 
require a distribution network and held 10% of the market 
l984/85. 

There were about 12 other importers, mainly private fiz 
sell ing to estates, cooperatives and parastatals. Muran$ 
Cooperative Union was the only union enganged in importatic 
latter joined by Machakos and Ki rinyaga District Cooperatl 
Unions. Several private marketing organisations, parastatals z 
commercial firms supplied fertilizer to the network 
smallholders that were part of the larger organisatior 
productions schemes. Included in these were the British Americ 
Tobacco (BAT), Kenya Tea Development Authority (ICTDA), Ker 
Breweries Limited ( K B L )  and East African Industries, who eitr 
imported directly or bought on tender or received dor 
fertilizer allocations. 

I. The 1970 report of the Working Party on agricultural inputs had recommended the nstnctnrin( 
the KFA to rake it a national cooperative serving different parts of the conntry. It uas later no~inate. 
GoR as the lain avenne for distribution of donor funded fertilizer. Record suggest existence of tension bet, 

t GoK and KFA regarding handling of donor fertilizer, KFA claiming that it had liniaal participation in 
ordering of donor financed fertilizers leading to shiprent of anpopalar t o e s ,  late arrirals and heary sto 
costs. The GoK in tarn accassed RPA of not repaying GoK prorptly after fertilizer vas sold, inflicting 
flov probless to the Go1 and ailegatioos of financial nismanagerent in KFA. these circarstances appear to 
encouraged the GoK to deal with the KFA. The foraation of the KGGCB vas announced in July 1984, and 
directors of KFA disrissed by the Ministry of Cooperative Developrent on allegations of riaanagerent. X 
immediately announced its'intentions to take over KFA, and actlal!y did so duriag Cecesber 1984. KGCClr's 
laws stated that the Onion voald have ~onopoly in grain sarketing arid distribntion of inputs to grain alth 
in effect its scope ended up being vastly wider than than jnst grain growing. 



Most cooperative societies and unions supply farm inputs 
either through their own commercial departments or GoK organised 
schemes. Small scale stockists supplied fertilizer to rural areas 
not served by the large organisations such as the KGCCU and the 
stronger cooperative organisations. Such stockists bought their 
supplies from major distributors such as MEA and KGGCU at small 
discounts, and often sold by the kilogram to meet the pockets of 
the very small smallholders and vegetable farmers. 

Donor financed f erti 1 izers have been supplied to Kenya 
under multilateral and bilateral agreements with different donor 
countries and organisations. Although the first donor funded 
fertilizer consignment arrived in 1974, large donor funded 
shipments began in 1977, becoming more regular after 1979/80, the 
proportion of donor funded shipments increasing from 27% in 
1982/83 to a maximum of 63% of total fertilizer imports in 
1987/88. As mentioned earlier, the KFA was initially appointed 
the government's sole distributor for donor fertilizer. Because 
KFA also imported fertilizer commercially, it tended to sell 
these supplies first while charging GoK storage costs for donor 
fertilizer. Much of this fertilizer was sold on credit to another 
parastatal, the Agricultural Finance Corperation (AFC), for its 
loanees- Endemic problems in the AFCrs credit system led to 
delays in repaying KFA,leading to long delays in Treasury 
receiving shillings deposits of counterpart funds. 

These problems strengthened the case for the eventual 
cancellation by GoK of its sole agency agreement with XFA/KGGCU 
in 1985. In the course of that year, some 28,000 tonnes of USAID 
funded fertilizer was distributed by a total of 24 private firms, 
with number of firms having access to donor funded fertilizer 
growing to more than 35 in 1987. However, while some donors 
insisted that their fertilizer be distributed through the private 
sector, others wanted their fertilizer aid to be channelled 
through the KFA through its wider ditribution network so that 
such fertilizer could have a better chance of benefitting the 
smallholders. For donor fertilizer routed through the private 
sector, tenders were invited for quantity bids, and successful 
alocees charged the Mombasa MRP minus 15% payable within 90 days 
in cash or by bank guarantee. The KFA/KGGCU was supplied donor 
fertilizer on consignment basis and charged Mombasa MRP minus 10% 
for sold stocks, and sale proceeds from aid fertilizer used on 
projects agreed upon mutually between the GoK and donor 
countries. 

Apart from the World Bank, other donors extended fertilizer 
assistance in the form of aid in-kind. Effective introduction of 
aid fertilizer to the market made neccessary delicate management 
of shipments to balance fertilizer demand and supply. National 
fertilizer - requirements had to be estimated, donor intentions 
confirmed, carryover stocks estimated, and the balance allocated 
to firms for importatzon in advance of the crop season, Firrns 
intending to i-mport had to make timely requests indicating 
quantities and types they wished to import. Delays in any of 
these a c t i ~ j j + i n s  disru~ted +ha - m a 1  - '  - -  . .- 2 - -- 

. u u r L r p ~ i c ~ c y  or m e  neccessary stages made responses to crises 



sluggish. The presence of donor fertilizer as aid in k 
introduced peculiar management problems in fertilizer market 
that became objects of policy studies and dialogue in the lat 
part of the 1980s. 

In 1986, the Kenya National Fertilizer Association ( K N  
was formed, consisting of fertilizer dealers to represent priv, 
business interests of firms committed to fertilizer marketing 
distribution. The main purpose was facilitation of dialoc 
between dealers and the GoK and strengthening capacity within ' 
private sector to better serve the farming community. Recent. 
the KNFA was involved in allocation of aid fertilizer among 
registered members, but ran into problems related to conflict 
interest, resulting from participation of its secretariat in - 
fertilizer trade. 

Fertilizer prices were decontrolled with effect f: 
January 1990. Although this was part of the GoK's long term pli 
the decision was least expected as policy dialogue at the t: 
revolved around progressive deregulation of the ferti 1 i: 
market1'. Foll owing price decontrol, KGGCU unexpectedly reduc 
its fertilizer prices ostensibly to get rid of high stocks 
fertilizer in its stores". This created uncertainty as 7 

private sector doubted the credibility of the price cont: 
decision and continued to be concerned about the import quc 
allocation sytem. 

Recently, the fertilizer market was fully iiberali~ 
following the removal of ferti 1 izer from schedule I1 to schedc 
I of the import licensing system in November 1993. This shi 
obviated the need for importers to obtain prior authority f r  
MoA, although they are still required to register with MoA f 
data collection purpose, but are free to import fertilizer t y ~  
and quantities of their choice. They, however, still needed 
obtain foreign exchange allocation from the Central Bank of Ken 
(CBK) . However, this last requirement disappeared with t 
publication of the Exchange Control circular of 14th May 19 
removing import licenses and foreign exchange allocations for a 
imports. 

lo. The 1987 Yational Policy for Fertilizer ?ricing and Yarketing recomeeded liberalisation 
fertilizer trade in sore ?inor fertilizer types and trace elerents used in srall quantities for flower 
tobacco growing as veil as raw 8ater:al for preparino !iqsid fertilizers. 



Chapter 3 

CURRENT STRUCTURE OF THE FERTILIZER MAIiKET 

Supply Sourcing 

Importing firms applaud the degree to which external 
sourcing of fertilizer products has become simplified. Presently, 
importers can either import directly, fall back on the assistance 
from one of the many international trading houses, or have the 
fertilizer imports 1 ined up by principals whom they represent in 
the local market. Some of the large users can also invite 
international tenders for supply of their fertilizer imports. The 
system of procurement and payment is considered smooth, since 
there are no more import quota allocations, foreign exchange 
allocations or import licensing. The importers simply procure 
proforma invoices from overseas suppliers, and request for and 
fill Import Declaration Forms ( IDF) obtainable from commercial 
banks. The commercial banks then explore the importer's 
creditworthiness, determine tenas, open the letters of 
credit(LCs), and submit such letters for confirmation with the  
suppliers ' banks. The importers ' banks also pay directly to 
Central Bank of Kenya ( C B K )  2% pre-shipment inspection levy while 
opening the  LC, and in due course organise the requisite foreign 
exchange payment to the fertilizer suppliers. 

During 1993, there were problems in getting LCs confirmed 
by the supplier's banks owing to Kenya's poor international 
credit rating, rapid devaluation of the Kenya shilling, and 
limited availability of the shilling most of which had been tied 
up in treasury bills. In the circumstance, commercial banks 
became selective in openi'ng LCs, extending this facility only to 
a select group of clients. One importer estimates that although 
international credit lines have been recovering, they were, at 
the beginning of 1994, only about 30% of 1992 levels. 

Organisations that have imported fertilizer during 1994 
include KNTC, Mea Ltd, Chemagro, United Millers, Agritrade, Devji 
Meghj i, and Amiran. Further imports by Mumias Sugar and RTDA were 
expected before september". Some private sector firms that have 
imported fertilizer in the past did not import this time round. 
In addition, cooperative unions that have previously been active 
in fertilizer importation, including the KGGCU with its very long 
h4story in fertilizer business, did not import any fertilizer 
this year. The cooperative importers appear unable to bounce back 
f rora the -crush resulting from XGGCU' s fertilizer pricing 
immediately after the price decontrol. The KGGCU itself has 
evidently been on dire waters financially going by recent press 
reports. There is evidence that the cooperative union have began 
rationalising their 'involvement in the fertilizer market, 
restricting such involvement to local fertilizer procurement in 

.su~::, J .  neprr on i a ~ r o ,  3eans and Fertilizer Prices, Yay 1594 



an attempt to meet members fertilizer needs. This is what the 
district cooperative unions used to do before the fertilizer 
market went into disarray in the 1970s. Since these unions are 
not in the fertilizer business as such, they were driven to 
importation by unreliability regarding fertilizer availability 
and terms of exchange under marketing arrangement extant at the 
time. 

There are some debutantes in the import end of the market, 
apparently encouraged by perceptions of increased opportunities 
for making profits from fertilizer trade. During the most recent 
fertilizer season, most of these debutants imported DAP creating 
excess supply of this particular product. Most importers went for 
DAP because there was enough of the other fertilizer products 
from the EEC, and word had gone round that the USAID fertilizer 
program had altogether ended and there was therefore not going 
to be any USAID funded DAP. It is estimated that DAP imports and 
carryover stocks amounted to 105,000 mt against a national demand 
of 75,000 m t .  There was therefore excess DAP supply, most of the 
stocks being reportedly held by the  n e w  firms obviously still on 
the learning curve regarding optimal timing of shipments. 
Fortunately, the shilling was, this time round, gaining against 
other currencies and firms incurring stock costs are likely to 
have been cushioned by f oref gn exchange benefits depending on the 
timing of their payment. 

Recently, there has been considerable downstream interest 
by the importers and larger distributors reportedly establishing 
godowns in the main farming areas. Overall, there is evidence of 
free entry and exit in the import end sf the fertilizer sector, 
implying increased contestability in this part of the market. 
This resulted from recent macroeconomic and sectoral reforms, 
including l iberalisation of the f oref gn exchange market, removal 
of import quota allocations, import licensing and fertilizer 
price decontrols. Existing fertilizer importers now operate with 
the understanding that other firms are waiting to make their 
debut or return to this segment of the  market as soon as the 
prospects appear promising, and seem now to price their imports 
with that possibility in mindx3. 

Infrastructural Bottlenecks 

Importers are dissatisfied with port operations and 
narrated frustration related with inefficiencies and inadequate 
capacity. Massive shipment of food aid needing to be quickly 
cjeared and transported upcountry complicated matters for an 
already overstretched system. In one case, a ship Carrying 
fertilizer .for one of the importers had to wait for 2 weeks 
before getting a berth in which to dock. Half the equipment 
allocated by Kenya Ports Authority (KPA) for offloading was out 
of order and the importer was not allowed to hire private 
equipaent although such equipment was readily available- In t h  



end, the discharge took twice as long as it should have taken. 
Working KPA quipment was also wasteful, and the importer in 
question estimated an eventual US$ 10 loss related to port 
problems. 

There are competitive warehousing and bagging facilities 
in Mombasa, and a few importers own warehousing facilities. 
Competitive tendering for warehousing was encouraged by the 
KNFA's arrangements arising from their involvement in the 
procurement of USAID funded CIP fertilizer under the FPMRP. 
Importers now successfully invite tenders for these facilities 
and are generally satisfied with the arrangement1'. 

Rail transport is also a major bottleneck, worsened by 
heavy use of railway line to transport food aid up country. Most 
importers were forced to use the more costly road trackage to 
move their fertilizer. In one case, an importer with up country 
bagging facilities was forced to organise bagging at the port to 
facilitate road transportation. Faced with increased demand for 
their services, road trackage firms react predictably, increasing 
their trackage rates. Road trackage rates for the 1993/94 season 
were 20-50% higher than railway transport. Delays at the port and 
difficulties in obtaining railway wagons forced at least one 
fertilizer importer to rationalise the timing of transportation 
and storage of stocks, choosing t o  keep some of stock in Hombasa 
warehouses. 

The Challenge of Cumpetitive Pricing 

There was evidence of fierce price competition and 
strategic posturing in the recent season. Firms now work out 
their procurement costs including some return for funds tied in 
fertilizer and expect to at least recover these in their product 
transfers. Thereafter, prices move widely depending on the 
product type, volume of off take, customer type, and competition 
from other distributors. Prices do no therefore hold for long and 
vary widely within shor t  time spans". For example the  price for 
DAP sold by one of the distributors dropped by 20% between March 
and June, and was still under pressure during the time of 
interview. Visits by customers during the interview for this 
report suggested that a1 though distributors had indicative prices 
that allowed for quantity discounts, prices were very flexible 
and customers could obtain ridiculous bargains depending largely 
on how much 'window shopping' they had done. 

14. One of .  the warebdusinq corpanies was however concerned abont sanipdat ioas in the processiag of 
teaders  invited by the MIL, accusing the association of having opened tenders and got bidders to  lower prices 
before e r m t u l  consideration of a l l  tenders. Similar conflict of i n t e r e s t  was reported in  allocation of USUD 
funded DAP, which was haadled by the,association. 

Is. :he domurrd p r w m  on ~ r i c s  for th? i u e i i a t c l y  p a t  seascn r a s  cclpunded :7 o:er i w a r t ~ t i a n  
of  sore of t3e f e r t i l i z e r  products, as well as by dis t ress  sales by one of the financiers to recorer f e r t i l i z e r  
costs inheritad frol  one of  the politicai hzks whirl went '."-st ? ~ f - * n  - - -= -=n+-  ..*' - '* -.---- - -  

. . . .-. .. .-A- . . -4.3urcu.,  UC! r L a ~ ~ i 3 ~  1ns::tation n s  only interested in 
recovering f e r t i l i z e r  costs,  and reportedly sold cat  most of the f e r t i  I i ze r  at rerp :ow prices. 



Retailers can now technically compete with distributors by 
exploiting quantity discounts and selling at prices lower than 
those offered for small purchases by the distributor's branch 
outlets. The number of retailers has increased although there is 
incredible entry and exist at this downstream end of the market, 
depending on the specific time in the crop cycle and financial 
ability. All kinds of retailers are now selling fertilizer, 
majority of them on an on-and-off basis1" So far, distributors 
have insisted that retailers buy cash- There is no distinction 
between retailers arid final consumers with regard to purchase 
terms. Discounts are purely quantity based, and lack of credit 
facilities is a major impediment to full exploitation of these 
quantity discounts and meaningful participation in fertilizer 
trade, Firms confess that effective margins are significantly 
lower than during the price controls, partly because firms now 
face real supply costs, rather than made up cost sheltered by 
pricing mechanisms under the price control regimes, and partly 
due to competitive forces". 

1 Absence of a Market Leader 

The upstream end of the market is still oligopolistic, with 
considerable potential for strategic interaction between firms. 
Most f ims are rebuilding capacity to pursue cooperate goals, 
including optimal pricing, which got lost during the many years 
of G o K  involvement in the sector. Private sector firms are 
realigning themselves, the main distributors choosing the sort 
of small distributors they would w a n t  to support. Some of the 
more established small distributors are ccrncerned about 
encroachment by larger distributors on what have tradf ti onally 
been their exclusive spheres of operations, and wonder whether 
there cannot be specific roles for the importer/distributors and 
pure distributors. Small ditributors are unhappy &out 
distributors establishing outlets/warebouses/branches in areas 
that have been traditionally covered by these smaller 
distributors. 

Strategic interaction is complicated by the rather limited 
opportunity for product differentiation, except superficial , and 
the uncertainties of approximating actual market demand, since 
the market is subject to considerable uncertainty. Observed 
prices will depend largely on the extent of strategic interaction 
among firms, itself depending on the degree of information 
accessible to firms on other firms' strategies. Information 
therefore has a premium here, since such information is crucial 
tn strategic posturing. But there is no eminent price leader at 
this stage, so that such leadership is presently contestable. 

l6 .One of the inparters reported baring eaco~ntered a butcher selling fer t i l i zer  by the  k i l o g r a m  i n  
a rural trading centre. 

17. This leads to the ~ncorfortable conclusion tbat given the cost plus approad t o  &ablishaeat of 
B?s under the precious pr!ce control regimes. price controls l a y  have e s h m e d  gnc!rr*-n' L: a c  c- = o - ? - :  b: - - 
LT, -,,-? s . . . . . . . - - . . 



Market leadership this round is expected to be critically 
determined by efficiency and corporate foresight, 
rather than administrative leverage. The larger, more 
established, partly vertically integrated and internationally 
connected firms are presently jostling, but the leader has yet 
to immerge. 

Increased Role for Multinationals 

The fertilizer market is beginning to attract interests 
from the multinational commodity traders and fertilizer 
manufacturers. During the immediately past season, one of these 
manufacturer supplied fertilizers not only to its local agent, 
but also won tenders to supply a large end user as well part of 
the donor funded fertilizer. Over the January-June 1994 period, 
this manufacturer accounted for 44% of all fertilizer imported 
into the country. Existing importers and fertilizer donors are 
therefore increasingly falling back on these trading houses and 
overseas manufacturers in sourcing supplies. One of the importers 
had to delay the interview for this study to wind up 
deliberations with a delegation from an international fertilizer 
concern interested in having a share of the market. International 
firms are therefore slowly edging in and appear poised to play 
a major role in the future.. 

Aid Ferti 1 izer 

During the 1993-94 fertilizer season, the European 
Community and Japanese government supplied aid fertilizer under 
different arrangements. The EEC supplied 95,000 mt tomes of 
different fertilizer products (20.10.10, 23.23.0, 20.20.0, CAN 
and ASN) during 1993 and 40,000 mt of CAN as balance of the 
commitment during 1994. These shipments were part of the 1990 
EEC/ACP Stabilisation of Export Earnings (STABEX) program for 
compensating countries for loss of export earnings1'. Japan 
supplied 6,000 mt of MAP during February/March 1994 and is 
expected to supply another 23,000 mt of the same product during 
the latter half of 1994. 

How were these donor shipments introduced to the fertilizer 
market? For the Japanese shipment, international tenders were 
invited although only Japanese firms were qualified to tender. 
The fertilizer could however be sourced from any country within 
tQe OECD. On arrival, the aid fertilizer was cleared and 
warehoused by the Government Coast Agent which clears all 
government shipments. The MoA then calculated the cost price and 
invited quantity tenders at a single fixed price. Payment was 
either cash or bank guarantee payable within 120 days. 

The EEC shipment, was managed by a task force consisting of 
representatives from EEC, MoA, Treasury, and 2 independent 
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consultants. MoA released tenders for international competitive 
bidding for the supply of  this program's . 
fertilizer. The task force then evaluated the tenders and pushed 
them through the normal tendering system. Tenders were also 
invited for loc.al warehousing and banking services with the 
winning bank being required to represent the task force on all 
banking 'matters including receipt of local bank guarantees from 
a1 locees ' banks,. issuance of letters of release, collection of 
counter part funds and putting such funds in interest bearing 
accounts. Distributors were invited to make quantity and price 
bids, subject to a maximum of 5,000 mt and a minimum of 2,000 mt, 
Firms making highest price bids were allocated .first, followed 
by the second highest until all the fertilizer was not allocated. 
Distributors were required to pay kshs 100' per m t '  to the 
administering bank as performance bond upon tender, to be used 
as  part of the  payment if the bid was successful, and refunded 
if no fertilizer was not allocated. The payment was through bank 
guarantee effective 120 days from the date of letter of release 
interest free. 'Successful distributors not picking up their 
allocations within 21 days from date of notification of release 
forfeited bonds and the fertilizer not picked up immediately re- 
advert i sedi9 . 

There was intense consultation among some of the donors 
regarding the timing and pricing of the EEC fertilizer, and 
pricing and tirning.decisions benefited from USAID's experience 
in the fertilizer sector. 

There was over supply of different f erti 1 i z e r  types during 
the 1993194 season, and farmers needing and able to buy 
fertilizer appear to have obtained all their requirements. Carry 
over stocks at the end of June, 1994 were estimated at 131,306 
mt. Farmers are  however worried about future economics of 
fertilizer application, considering possiblities of increased 
fertilizer prices once the fertilizer market has ful ly  
stabilised. Farmers fear that the gap between producer and 
fertilizer prices will continue to grow and work against long 
term value-cost ratios and therefore against fertilizer use. 
There is also concern about lack of credit line to farmers, 
except those who are members of cooperative societies through 
which input credit is channelled. Farmers who are regular 
customers are able to negotiate credit with distributors, but 

lY. 20% of the original allotations bad to be rudrertised following failare of the allocees t0 ~ 0 f h c t  
their allocations. Distributors rere very happy with the war the EBC fer t i l i zer  was m a g e d  and considered 
:e!ztireip sore transpa:ent. Soae, burerer, bad pi0blm6 se!ling ZEC CU hcatise of presence of CheZPer 
s h i p e n t  of saw fert i l i zer  prodact irported c o m r c i a l l y .  There were also reports of threatened legal action 
a g a i ~ t  the task forte by allocees whose allocations uere cancelled becaase they had raised b a d  gaaraatees 
with banks cottsidered shaky a t  the ti114 and therefere onacceptable t o  the progrw's abinis ter iac  bank. I t  Y J ?  

, . also !esr;ed tbat sole ksb.SOO,OC'1 ras !ost  % 7.- -SF'--- - -  - . - .-- - - -  -.---G - 





Chapter 4 

USAID'S FERTILIZER PROJECTS AND PROGRAMS SINCE 1980 

1980 6( 1981: AID provided BOP support through a $ 20 
million Economic Support Fund (ESF) that financed 31,924 mt of 
DAP; 10,216 mt of MAP, and 20,910 mt of TSP, totaling 63,000 mt 
.of the three fertilizer products2'. 42,000 mt of these arrived 
between January 22nd and March 29th 1981, and the rest between 
October 29th 1981 and January 11th 1982. Importation and 
distribution of fertilizers under this program was handled 
exclusively by the Kenya Farmers Association, which prepared 
tenders and conducted inspection, supervised offloading, arranged 
warehousing and distributed through its extensive warehousing in 

, line with crop requirements and established cropping patterns. 
All obligated resources under this program were used..Kshs. 164 
milliom generated under the program were applied to support 
selected development projects stipulated in the 1982/83 and 
1983/84 government budgets. Under t h i s  program, GoK was required 

, to. put proceeds from sale of fertilizer into special accounts and 
use such proceeds to support Kenya's economic development 
projects agreed upon between USAID and GOK'~.  

. - 

1982: USAID extended to GoK under the Agricultural Sector 
- Grant (615-0228), $ 4 . 4  million Development Assistance (DA) Grant 
for BOP and Budgetary support to finance importation of 9,200 mt 
of D M  and 5,000 mt . of MAP, imported during 1983/84". This 
grant resulted in generation of Kshs.64.9 million deposited in 
special accounts: with . the  Paymaster General by Decernber 1984, and 
utilised in priority projects agreed upon between U S A I D  and GoK. 
Upto kshs 13.8 million,. equivalent of $ 1 million, was was to 
used, by mutual agreement, to compensate GoK for costs incurred 
in preparing the fertilizer for sale (offloading, handling and 
bagging), and the rest on Self Help Water Supplies during 1983/84 
budget year. The fertilizer was sold to the KFA and~the private 

.. . - .: This was rplt apt i n  USUD'r Project 615-0200 of Kenya, and Agreesent 615-K-601 and b e n d N n t  
4L2; See also Project Assistance Approval Docruent (PAAD) lnrber 615-0230. 

1 2 .  5 4  of the potential beneficiaries of counterpart h n d s  under this prograt were the Igricnltnral 
Credit Schew, Raral Roads, Agricultural Extensian, Soil Conservation, the Rural Developrent Fund Agricaltnral 
Iesearch,. the Rabaraka Batcherg, Kurai later Snppjies and Food and F a n  developaent. lost of these rere part 
of the 1981-1981 development. budgets. 

' I .  !ro&rUtOt pius c c ~ p e t i t i v e  shipping of f e r t i l i z e r  nuder this progra e o m t e d  to 1 2.9 si11ion 
only, and and the balance acnating to $ 1.5 nillion used t c  support U 5 flag ships. There i s  no evidence of 
caaditionalities attached t o  this proarm, but i t  yog!d 5e.a that xnnter;art finds ceaen ted  ?ader  ? l e  I r c o v R  



1984: USAID extended to GoK, under t h e  Agricultural 
Development Program, (615-230) US$ -13 million on concessional 
terms to import 50,000 r n t  of DAP to be delivered during October 
1984 - October 1986.. The program, m o d i ~ t y  import in nature, was 
associated with major .policy' reforms 'ini,tiated ,as part of US 
structural adjustment program in Kenya to support improvement in 
agricultural inputs supply. Local funds .generated:'under this 
program were to be utilized on mutualy agreed upon priority 
pro.jects spelt out in. the 1984/85 and 1985/96 development 
budgets. . .  . 

. Prior to first disbursement under this program, G a K  'was 
.required to furnisti to AID. - . . . 

.. . 
a. Evidence of having established a ~ertilizer CommitteefFC) 

to. implement the private sector fertilizer distribution 'poSZcy 
. . 

- .  
b.Evidence of publication of fertilizer stock levels and 

donor fertilizer financing intentions known as of date of signing 
of projet agreement. Publication of stock levels was to be made 
by the Ministry of Agriculture and-livestock Development (MOALD) 
and donor intentions by Ministry of Finance (MOF) . . :. 

c.. EviCence of having. published an up to date compilation of 
commercial. fertilizer import applicatf ons received as of date of 
project.agreement. Such compilation was.to be made-by the FC 

. . . . 
. d. A fertilizer import plan specifying types ,  quantities and 
timing of fertilizer imports as well as .anticipated donor 
financing. This plan was to be published by the FC., 

In addition to these conditions precedent to disbursement, 
the GoK covenanted to . . 

. . 
Announce, annually, who1 esale and retail fertilizer 
prices by November 1st each.year beginning 1984. Such 
announcement was to be made by the FC 

. . 
Publish fertilizer stock levels and known donor 
fertilizer financing intentions by June 1st of each year 
beginning 1985. The publication of stock levels was to 
be. made by the MOALD .and donor intentions by the MOF 

Distribute a list of commercial import applications 
compiled by the FC by July 15th each year beginning. 1985 

. . . . . - 
Get the FC to develop a fertilizer import plan 
specifying t f i e s ,  quantities and timing of fertilizer 



imports as well as anticipated donor financing by July 
- 30th of annually, beginning 1985 

. Complete the review and revision of the fertilizer 
pricing structure to provide adquate compensation for 
.and promote wide distribution. The objectives of such 
review and revision were to 

i. Establishwholesale and retail fertilizer prices 
.on a timely basis to make it possible.for 
farmers, distributors and importers .to plan 
ahead, 

ii . Implement a standardised price structure for 
fertilizer .of. the same type arriving at 
different. times, 

iii .Establish price.levels, wholesale and retail for 
different clients, .such as authorised importers, 
large distributors, small distributors, village 
stockists, large users and small users, 

. Establish a pricing policy authorizing application of 
a surcharge for fertilizer sold in properly marked 
packages of 25 kg or less 

. Ensure that all fertilizer purchases from GoK by private 
distributors were paid for in zash or through b m k  
guara'ntse not  exceeding 130 days, such payments baing 
made to the special account specified below 

. Establish a special interest bearing account wit3 
Cereals and Sugar Finance Corporation (CSFC) for 
depositing Kenya shillings generated from sale of 
fertilizer made available to GoK under this program. 
Counterpart funds so generated were to be used on 
mutually agreed upon development activities in the areas 
of agriculture, health, nutrition and family planning, 
education, social services, water development, 
environment and natural resources, energy and regional 
development. Annual interest earnings on deposits made 
in the special account were to be 12.5 percent 

. marterly, through the CSFC, provide USAID a report 
detailing the status of the special account, including 
account balance at the beginning of the quarter, a.mOU.nt 
and proof of individual payments made during the 
quarter, amount and purpose of disbursements from the 
account during the quarter, and the balance at the end 
of the quarter. Procudures to be followed by GoK in 
implementing and reporting on the special account were 
to be further amplified by AID in its implementation 
letter u 

. Provide access to 120% of the amount of foreign exchange 
estimated as necessary to implement the fertilizer 

-npnr+ - 1  ~m 



Evaluation of this program indicated .that all conditions 
precedent to disbursement w e r e  satisfied by D e c e m e b e r ,  1984". 
Subsequently, 2 0 , 8 2 8  mt of DAP imported under this program 
arrived in Kenya during April, .I985 and another 28,500 mt during 
October of the same year. 

1986: Structural A d j u s t m e n t  P m g r a m  615-240: 

Under this program ( g r a n t  number 615-K-607) Kenya was 
provided with BOP support and technical assistance while GQK 
implimented policy. changes necessary for accelaration of 
structural adjustment in the  Kenyan economy. BOP assistance w a s  
to be provided entirely .through the private agricultural 
industrial and commercial sectors, and counterpart funds w e r e  t o  
b e  used for mutually agreed development purposes in the public 
sector, and for the establishment of a trust fund to support 
pr ivate  sector development activities and cover operating 
expenses for the A I D m i s s i o n  in Kenya. The three year $74 million 
program consisted of a $40 mill ion Fertilizer Market Development 
Program, a $28 million CIP (cip), and a $6 million Technical 

. Assistance Program, The grant was to be made from ESF resources, 
and was to be authorised in three tranches, namely $ 25 million 
in the 1986 financial year;$22 million in 1987, and $ 27 million 
in 1988. The fertilizer component of.the first tranche in 1960 
w a s  $14.355 million, although tne PAllD in which this camponent 
was speL: out also contained jdstification for an additional 
$5.645 million for f er t . i l i zer -  as (first priority), and a $3 
mil 1 ion private sector. concaodi ty  import program ( t h r  rd priority) 

- . Disbursement under this program was conditional on GoK 
fulling the requirement-that:. 
. . . . . . - .  
a. .P r ior  to the first .disbursement, evidence was to be produced 
as prove that a. separate,. . .  numbered Special . Account had been 
established in t h e  Paymaster General into .which proceeds of Kenya 
shi11iags from the  s a l e  of fertilizers procured under the 
agreement would. be deposited . 

. . . . 
. . .. . . . .  . .  . . . . ' .  

b. Prior  to disburs'&nent of - funds for the second -and subsequent 
procurements, .GoK w a s  requized to submit. . . *  

9 i . A  f u l l  report on and accounting for all local currency 
. . .  . -proceeds generated..under the 1984 SAP program agreement, 

- the 1984 Agricultural Development.. program. and the 1985 
. . .  . . . . . . .  , - .  - 6 

. . . . - . .  . . . ; .  . . 

. 15. lFDC (1965) Eralmtfon and ~ e c m e n d s t i o s  I& . I ~ p m i ~ ( -  Fertl l i ter  P r h t i D g .  in Kenya USAID 
Agrirnltpral De~elopnent Prograt ~roje'ct 30.615-230. Tbe prograr vas'a watershed in get t i lg  the private sector 
back t o  the fer t i l i zer  hosiness. ten m t h s  iato.tEe progrm.period, 16 private sector f i n s  had participated 
i n  distributing the first shipment of 20,000 rt of DA? rbich was alaost f i r icc  tbe m b e r  of soch :Ins ( 5 1  
:bat bad yrtic-pated i n  d i ~ t ~ ; ! a t i i ~  113 c-r+.':*-r . -  ' ' C '  

- . - 
. ,  - - - -  - J U A C  JbCALL, 
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SAP agreement ammendment 

ii .A detailed proposal for use of Kenya shillings generated 
or to be generated under the agreements referred to in 
(i) above. In preparing such proposal, the G o K  was to 
take into consideration and respond to a proposed local 
currency programming plan provided by AID. 

In addition to the se  conditionalities. precedent to various 
stages of disbursements; GoK covenanted. to. 

Take necessary steps to ensure that Kenya shillings 
generated under this program w e r e  promptly deposited in 
the Special Account,. that bank guarantees were strictly 
enforced and limited ta l8Q. days, .and. .that fertilizers 
.would be sold to. lagitimate Oistributors only; 
. - _ . . . .  . -  . . ._. . - .. . 

Allow all major fertilizer importers importing more than 
2000 mt annually to receive import allocations up to 
-their proven requirements;. . . . . .  . 

. . . . .  - 

Provide &roved distributors with assured access to a t  
' least as much fertilizer as..they imported the previous 
year; 

. .  . . . .  . . . . 
Award import.allocations in a timely fashion, twice a 
year up to end of February for short rains, a d  upto ths 
end of August. for' next year's long rains; 

. . 

Announce fertiliser prices in a timely fashion, twice 
a year, January for long rains and August  for short 
rains. 

. . 

Establish retail ceiling., prices to include a gross 
margin sufficient to encourage retail' marketing 
organizations to provide extension services and 
distribute fertilizers . in the. rural areas; 

. , . - . . 

Estabf ish a Fertilizer Unit within the MOALD to monitor 
the .Kenya and.world fertilizarrsituations and develop 
a fertilizer information system covering .national 
fertilizer needs, prices, stocks, imports, sales, 
importers performance, and. :research information on 
fertilizer response trials and.cost benefit studies. 
Information obtained by this unit was to be used for 
decision making. and for developing- the import plan; 

Implement a fertilizer. pricing.system which establishes 
wholesale and retail prices based on Benchmark 
International C&F prices (BIP); 

. . . . 
\ .  . . .. 

Increase total fertilizer supply consisting of 
.commercial imports, donor aid, and. carryover stocks ; 

bond to expand exports and foreign exchange earnings. 



These plans to be announced at the  sane time as the  
GoK's new budget year and implemented by July 1987, 
except as  the par t i e s  may mutually agree; 

. Schedule annual US-Kenya bilateral meetings to review 
policy aspects of GoK's development strategy; 

. Schedule monthly bilateral meetings to review policy 
implementation aspects of the GoKas development 
strategy; 

, :  

. Establish separate special accounts in the Paymaster 
General and d e p o s i t  therein .local currency in amounts 
equal to proceeds accruing to GoK as a result of the 
sale of fertilizer. Funds in such special accounts would 
be used for such economic -development purposes a s  are 
mutually agteed.upon by AID and.GoK, provided that the 
first.kshs 21 million would.be entrusted-to AID for 
deposit to the trust account .to meet the requirements 
.of United States,: 

. To promptly, fully .and regularly report on and account 
far all* m y - a  shillings generated from sale of 
.-fertilizer procured 'under this agreement in accordance 
w i t h  procedures to. be mutually agreed upon by AID and 
GoK. In- the event that  GoK fails, within 21 days of date 
of specific request from AID to report on and account 
satisfactorily for funds.required to be deposited in the 
Special Accomt established under this agreement, A I D  

. was-to., at its descretion, suspend all disbursements or  
terminate t h i s  agreeulent through wrf tten notice to GoK. 

- Other condi tionali ties and covenants were added during 
subsequent .agreement ammendments. As an example, a second 
ammendment dated May. 13th  1 9 8 7 .  to provide GoK with t h e  second 
tranche of the structural adjustment assistance program and which 
sought to help GoK make further progress i'n fertilizer marketing 
and policy reforms, rationalise its budget with.regard to use of 
counterpart funds and promote AID - GoK policy dialogue required 
G o K  to, .before first disbursement' of funds under this ammendment 

. . . . 
. a: Detail the .use of local currency proceeds. already generated 

under previous SAP agreements for. 1984 and 1985; 

* 
b. Rnalyse projected CIF ~ombasa prices for major fertilizer 

types to be imported for the 1987 short rains. This analysis 
was to contain recommendations for retail ceiling price 
adjustments. If new prices were necessary, the new prices were 
to- be announced and become effective in A u ~ s t  1987. 

. . 
Before any additional disbursement could be made, GoK 

further agreed to . . 

c. Submit a full r epn r t  33 zzcl dccuunclng of all local currency 
proceeds generated under the FY 1986 Structural Adjustment 



Assistance Program agreement .and; -. 

d . -~ubmi ' t  an agreement detai 1 ing use of local currency proceeds 
generated under the Structural Adjustment Assistance Agreement 
for FY .1986. 

. . 

In addition to these conditionalities accompaning the 
ammended agreement, GoK also covenanted to 

. Adopt and. implement the n e w  fertilizer pricing 'formular, 
. . .based on 'the BIP, by.March 31st, 1988; . .  . . . 

. ~stablish 'wholesale and retail' margins by March 
31st,1988 with 'increased margins for retailers; 

. Develop a Tor finking reproduction- and 
distribution of' an educational 'leaflet on fei-tilizer 
use. The financing of such leaflet was to be included 
in t H e  MoA's budget; . .. , . . 

. .. . Sdheduie medtings to. revie& the allocation and use 'of 
:counterpart funds and other' irqpleinentation issues; 

. . 
. GoK and AID were to jointly agree to the use of local 
-currency. proceeds generated under -this ammendmnt for 
AID supported and other priority" development activities 
in a.ccordance with the following drder of preferesce:, 

i. ' ~ i n . ~ c . i n &  cokterp&t cGiit=ibktions of Go!? 
. . .  

in the, development votes 'on the budget fok AID - .  . . . . financed projects, ' 

. . .-. 
i'li. ~inancing counterpart contributions of GoK in 

development votes .of. the budget for 
' 

development projects or activities , . . 

, closely .related' or copiplwentary to 'AIQ . . - a  . .. . .  . 
' financed- projects, . 

, . - .  . . 
.iii. Financing development projects or activities 

of dis,trict focused informal sector 
development : . . 

This grant ankendment added a tdtal .of US$ 14.495-million, 
US$ 11.295 million, to the existing fertilizer commodity import 
program, and US$ 3.2 million for consultancy services .&d.policy 

. . related studies, ass'essments. and sq inars .  
. . . . 

. . . .  . . .. e 

1989: The ~ertilizer Pricing pnd Ma.rketing'~eform ~rogr* 
' 615-0243: ' .  

. . . . .  . .  
. . 

- - 
The broad objective of this program 'was to incr&e 

fetilizer use by smallholder in rural ~enya. This was was to be 
accomplished by strengthening and promoting a fertilizer market 
at prices reflecting costs including adquate profits to importers 
and distributors. Under this progrzm foreign exchange was to be 



available for fertilizer imports and counterpart funds generated 
used for mutually agreed upon development purposes and f o r  trust 
fund t o  cover the operating expenses of USAID/kenya. This was a 
three year, US$ 45 million program supporting pricing, import 
allocations- and promotion of policy reforms for fertilizer market 
development. The grant was to be made in three tranches of US$ 
15 million for each of the 1989, 1990 and 1991 financial years. 
Each tranche consisted of US$10 million in ESF and US$ 5 milliom 
from the Development Fund for Africa. Each years funding was 
authorised through the a m e n d m e n t  of the Project Assistance 
Aproval Document. 

Prior to the first disbursement under this agreement, GoK 
was required to furnish to AID 

a. dn opinion of acceptable counsel that the agreement had been 
dully authorised and- that it constituted a legally binding 
obligation of the GoK in accordance with all its terms; 

b. A statement representing and warranting that .the named person 
or persons have authority to act as the representative(s)of 
the GoK together with a specimen signiture of each person 
certified as to its authenticity; 

c. Evidence that GoK had established a separate numbered Special 
Account for deposit of Kenya shillings equal t o  all proceeds 
accruing to GoK as .a result 02 sale or importation of 
fertilizers under this agreement. Funds in the Special Account 
were to be deposited in accordance with the covenant for 
deposit of local currency-and utilized in accordance the 
agpropriate covenant. 

Prior to disbursement of the third fertilizer t r anche  under 
this agreement, GoK was Tequirad to .have, 

., a. By no later than August 31st, 1989. undertaken the allocation 
. of -the first tranche of fertilizer funded under this program 
.to recipients in accordance with selection criteria agreed 
upon with AID. 

b. By no later- than September 1989. developed the methodology and 
statistical. requirements for 'determining official. fertilizer 
prices utilizing technical assistance based'upon terms of 
reference jointly developed by GoK and USAID; 

c. By no later than September 30;1989, published official 
- .  fertilizer prices as that date, which prices were to be based 

on the Benchmark International Price. (BIP) formula. 

d. By no later than. September 30,1989, made available to AID the 
... list . of recipient& of the. fertilizer - allocation approved by 
the GoK as of t h a t  date. 

e. By no later than October 31st,1989 undertaken the allocation 
of the second tranche ot A T q  ?-~'3",d . :z i iAi izsr  to recipients 
i n  accordance withs specified alectPon criteria; 



By no later than October 3lst. 1989, made available t o  AID the 
1 ist of recipients of ferti.lizer allocation approved by the 
GoK as of - that date; 

By no later than December 31st. 1989, reviewed official 
fertilizer prices previously established, made necessary 
revisions therein and published any changes ,in the official 
prices, such prices having been based upon th BIP formula; 

Not later than June I s t ,  1990, published official fertilizer 
prices as of t h a t  date, which prices were to be based upon the 
BrP formula; 

Continued to apply the msthodology and statistical 
requirements developed pursuant to an earlier conditional i ty, 
utilizing technical. assistance based upon terins of raf crence 
determined jointly -by GoK and USAID; . 

Instituted and was to utilize the AID CIP mechanism for 
importing and allocating AID funded fertilizer. 

Prior to disbursement of the fourth tranche under this 
agreement, GoK was required to have undertaken the following: 

a. Continued the AIL, CIP machanisrn for importing and allocating 
the fourth tranche of AID funded f5rtilizer provided that the 
said CIP ffiechanisrn has not, in AID'S judgement, caused r 

. signif icqt delays in making f e r t i l i z e r s  available to farmers, 

b. By no later than September 30th, 1990, reviewed t3e official 
fertilizer prices previously published, made neccesary 
revisions therein and published any changes in the official 
prices, such prices having been based on the BIP formula. 

Prior to the disbursement of the fifth tranche under this 
agreements, the GoK was required to have undertaken the 
following: 

Continued the AID CIP mechanism for importing and allocating 
the fourth tranche of AID funded fertilizer provided such CIP 
mechanism has not caused delay in making fertilizer avaliable 
to the farmers, . . 

By not later than June 1st. 1991, reviewed the official 
fertilizer prices previously established. made the neccesary 
revisions and published any changes in the official prices. 
and the said prices to be based on the BIP formula 

. . 

Continued to apply methodology and statistical requiremnts 
developed pursuant to an earlier condition of this agreement 
f o r  determining official fertilizer: prices, utilizing 
technical. assistance based on terms. of reference . 

developed jointly by GoK and AID . . . . . =. .. 
. . .;: . . 

Prior to disbursement of the sixth tranche w.der this 



agreement, t h e  G o K  was required to have undertaken t h e  following: 

a. Continued t h e  AID CIP mechanism for importing and allocating 
the sixth tranche financed fertilizer, provided that such 
mechanism had n o t ,  in the AZD's judgement, caused significant 
delays in making fertilizer a v a i l a b l e  to fanners, 

b .  B y  no later than September 30th, 1991, reviewed the offical 
fertilizer prices previously established, made neccessary 
revisions therein and published any changes in offical prices, 
which prices would have been based on the BIP formula. 

addition to these conditionalities, t h e  G o K  covenanted 

deposit in a Special Account, a l l  Kenya shillings 
accruing as,a result of sale  or importation of 
fertilizer. For all private and public sector importers 
who do.not resale the imported fertilizer,the amount of 
Kenya shillings to be deposited were to be the Kenya 
shilling equivalent of the AID dollar disbursements 
under this grant calculated at the highest dollar rate  
available to everyone in K e n y a  at the time that AID 
effected payments to the corresponding 'bank in the USA 
of the ,participantg s commercial bank in Kenya. For 
public'importers who resold the fertilizer, the amount 
of Kenya shilllings deposited w z s  to be the  proceeds 
.frcn such resale. Deposits to the Special Accom-t were 
t o  become due and'. payable 120 days of advice f ron AID 
as .to the .disbursement made under the. 'agreement 

To e n t m s t  ~ e n ~ k  shillings equivalent at the time of 
deposit to US dollars 2.2 million to AID for deposit 
into a. trust account-to meetthe requirements of AID 
according to a scheme to be agreed upon. between GoK and 

..AID. These funds were to be used for the 
adminis.ltrative..costs related to the.operations of . 

USAID/Kenya ... Funds transf ered under the. agreement w e r e  
to be he ld  i n  t r u s t  .for GoK a n d - i n t e r e s t  earnings, if  
any on funds so h e l d .  were to  be addded to the trust 
account. Title to any assets purchased from the trust 
account w e r e  to be.vested in GoK, and any such assets 
on. hand as of date of termhation of this agreement were 
t o  be returned to the GoK. Any balance remaining in t h e  
trust account upon termination of agreement or US 
ass is tance  program i n  Kenya, whichever. was earlier, was 
to be returned to GoK, . 

. - . . . . .  : . . . - .  

~~unterpart kunds generated under this- program were to 
be utilised in mutualLy agreed upon purpose as follows: 
financing local host countributions, except salaries and 
personnel costs, USAID assisted projects in. the 
agricultural sector, support of l i n e  items with in  the 
GoK ' s Agricultural Development budget in which AID has 
some interest, and support of fine items w i t h 2 1 1  t k e  
GuKgs ~JPvPIc;z~TLL Siiciyer: other than a-iculture in which 



AID has particular interest and which are supportive of 
AID'S country development strategy statement 

Provide AID with detailed accounting of use of local 
currency; the timing ana format for such reports being 
specified by AID.as part.of this agreement. 

. . 

Any unencumbered balances of funds which remained in the 
special account upon termination of this assistance were 
to be disbursed.for such purposes as may be agreed 
between AID and GoK. 

- ,  . . . . 
By no later ih-~ebruary 28, 1.990,- to.undertake and 
complete..a study..in collaboration .with AID to assess the 
potential for .  decontrol. of fertilizer prices, providing 
AID with a'copy of, the- said study. Terms of reference 
for such study w e r e  to be jointly developed by AID and 
GoK , . . . - 

By no later than August 31st-  1990, to incorperate the 
results of the said study on the decontrol of fertilizer 
prices into a fertilizer. pricing policy, subject to 
assessment of.-administrative and economic feasibility 

Prepare annual import plans to maximize adquate and 
timely fertilizer imports by the private sector 

. . 

Expedite t h e  fssua&e of f erti 1izer:import -1 icenses and 
t o  make available adquate foreign exchznga fcr 
fertilizer impor t s r to  achieve- a minimum of 5% growth per 
year. of total .fertilizer. imports. ' 

By no later than June 30th 1990, to introduce import 
perfomace bonding to minimize.duplication of import 
l-icensing: . . . . .  . . . . 

. . .  
By no later than February 28th. 1990,. to publish and 
distribute and or encourage private fertilizer 
distributors to publish and distribute .educational 
materials t o  farmers to promote appropriate fertilizer 
use.. . . . . .  . .  

. .  ' . 
To. continue . to pack fertilizer in 10- and. 25 kg bags as 

. the consumer ' demand .warrants 
. . . . 

To continue .to mai.ntain adequate pricing incentives for 
agricultl;lral output prices consistent with promotion of 
fertil f zsr.use at cost. price 

. . . .  . . . .  

Develop by March 31st. 1990 a plan.of action to 
strengthen the fertilizer inputs Unit in the MoA, 
particularly in. the area of price analysis a d  
monitoring. of fertilizer market &vel.opments 

In. consultation with.: USAIDjXenya. dev~lc l?  '2 sratocol 
f S c c ~ e  $2 x ~ r k  j %or a. study to. investigate changes in 



soil pH and consequent effects on 
productivity to be completed not 
31st. 1989 

agricultural 
later than Decen! 

. Undertake baseline studies relating to acid soils, 
fertilizer usage and effects of DAP fertilizer on soil 
pH, to be completed not later than June 30th, 1990 

. To begin, not later than the midpoint of the program, 
the study called for by the Scope of Work, including 
recommendations for mitigating environmental concerns, 
if any 

. Reaffirm its commitment to eventual elimination of price 
controls and quantitative restrictj.ons cn fertilizer 
imports, and in furtherance of that objective covenanted 
to 

i. take appropriate steps to achieve the 
eventual elimination of the price controls 
and quantitative restrictions on 
imports 

ii. on a periodic basis to consult with AID as 
to plans, projections and progress in 
furtherance of IiberaLization of fertilizer 
importation 

These USAID's fertilizer projects and programs since 1980 
uere concerned about increasing farmers' access and use of 
fertilizer by improving public management of the fertilizer 
sector, improving pricing systems and getting a proper fertilizer 
market going by promoting the role of the private interests in 
the sector. In pursuit of this, its conditionalities were 
focussed on building of capacity for development and management 
of the fertilizer import plan through establishment of the 
fertilizer committee and inputs unit, tidying up the procedure 
and timeliness of establishing and publishing the maximum retail 
prices.by basing these on the benchmark international C6F price 
and making periodic and timely reviews and revision of' the 
pricing structure to build in wholesale and retail margins to 
promote wider wider distribution; and more meaningful and 
increased private sector participation in fertilizer importation 
and distribution. 

* 
The 1986 Fertilizer Marketing Development Program was a 

watershed in the development of these broad. objectives, as it was 
in the course of this three year program that the private firms 
began playing an increasingly major role in the sector; the BIP 
.pricing system w a s  implemented and different MRP prices announced 
for each of the two' rain seasons, and the development of 
promotional material realised. During the 1989 Fertilizer Pricing 
and Marketing Ref o m  program (FPMRP) , further condf tinal ities 
were proposed f o r  concretising p r i v a t e  sector rsrtf c i p t f  ~ r r  
i n c l ~ i r i z g  Zzvzl"pmenr and application of a specific criteria for 



allocation of USAID DAP, utilisation of USAID mechanism for 
importing and allocating, USAID DAP, and reliance on the Kenya 
National Fertilizer Association to allocate the same. Further 
proposals were made regarding review, revision and timing of 
publication of MRPs;. strengthening the f e i l i z e r  inputs unit, 
and taking steps towards eliminations of price controls and 
quantitative restrictions of f erti-lizer .imports. USAID ' s Projects 

- and programs made for clear progression towards eventual 
liberalisation of the fertilizer market, There was however the 
occasional overshoot in some. of .the conditfonalities and 
covenants, such as requiring GoK to ensure 5% annual growth in 
f erti 1 izer imports without regard to growth in domestic demand, 
and requiring GoK to continue-to pack fertilizer in small bag 
rather :than requiring.-it to create incentives for the private 
sector to continua to pack fertilizer in. bag sf zes c o n v i n i a ~ t  to 
the smallholders. The programs nevertheless pursued the common 
goal . of promotilzg increased fertilizer application throcgh 
increased-private sector paticipation.. 

. . 



. . 

. . 
Chapter  5 

. . 

0THER.FERTILIZER DONOR PROGRAMS 
AM) ACTIVITIES OF MULTINATIONALS .. 

O t h e r  Donor Progams 
. . . . .  

During the 1980s. donor 'shipments averaged 36% o f  all 
fertilizer imports, increasing from 129 in 1983/84 to a record 
63% in 1987/88 fertilizer season. Over the years some 12 donors 
have supplied. fertilizer to Kenya under different programs and 
terms. Included in these are Norway, Denmark, Sweden, West 
Germany, Italy, Japan Netherlands, Finland, United States of 
America, United Nations Food: and Agricultural Omanisation, World 
Bank and the European Economic Community. Donor assistance has 
however not been consistent in terms of quantity and continuous 
supply - 

. . . . . . . . .  
-Sweden : 

. . 

First supplied .aid fertilizer to Kenya during the 1982/83 
season, it fertilizer- assistance becoming more regular during the 
second half of the 1980s .  Upto 1987,  Sweden used any funds not 
fu l ly  spent or emitted. for future payments on Kenyan projects 
for import su.r;port. Such funds would. be avail'abe for importation 
of any goods needed by Kenya:There w a s  no particular emphasis 
on fertilizer imports, and imports procured using such funds were 
dscided through regotiation between MoF and the Swedish Embassy. 
The use of counterpart funds generated under SIDA projects was 
determined 'entirely by - GOK?. Due to improvements in project 
imalimentation, there has not been any surplus or uncommitted 
funds available 'for importation of goods since 1987, and 
therefore no shipments of Swedish aid fertilizer. The Swedish 
embassy has not had a clear policy on its fertilizer assistance 
and' been not. been interested in recent developments in the 
fertilizer market:in: Kenya. . . - 

. , . .-.. 
Netherlands 

. . 
- Over t h e  1980 's, the government .of Netherlands- consistently 

suppl.ied aid. fertilizer to.Kenya, having ccmtinuously supplied 
the country.wfth.fertilizer .through balance of payments support 
sfnce 1979/80. Its fertillizer program included technical 
assi tance :in carrying for out necessary studies for. understanding 
the structure of the fertilizer sector and:making.proposals for 
improvement". Netherlands however stopped its fertilizer 
assistance to.. -Kenya. i n .  1989 a f t e r  unsuccessfully ' tiying to get 

. . . - ., ' . . . . . . . . , 

16. Sacb funds were also not audited bl SIDA. 

.. Z7.Ycst of the studies fell nndet tbe fertilizer infrastnctore h p r o r e m t  pmqrar imlesentfd throoh! 
coatracting t o  a c3nsnltina fira. 



GoK to develop a meaningful fertilizer policy. The embasssy of 
Netherlands was dissatisfied with GoK's failure to meet the 
deadline for liberalisation of the fertilizer market, and was not 
convinced about GoK's commitment to proposals contained in the 
fertilizer policy paper tabled during June 1989. The'embassy saw 
the policy document as a half hearted effort to address what it 
considered important issues in the fertilizer sector. At thesame 
time, interest in the Hague- also shifted to specific projects 
involving women and smallholder farmers, and the Netherlands has 
no plan of getting back to aid fertilizer except 'through co- 
financing of agricultural sector adjustment operations organised 
by the World Bank and co-financed by other bilateral donors. 

Japan 

The Japanese government has also supported Kenya. through 
aid fertilizer,. having supplied fertilizer to Kenya every year 
since 1979/80 except during 1986/87. During 1993/94, Japan 
supplied one quarter of a1.l aid .fertilizer .shipped into Kenya, 
the. rest being supplied by the European Union- A further 23,000 
mt of Japanese fertilizer still expected during the 'course of 
this year. The agreement between' the Japanese embassy and Go* is 
that atleast t w o  thirds of counterpart funds generated from sale 
of Japanese fertilizer be deposited in speci al . accounts to be 
used specifically on agrocultural projects. The origin of 
Japanese aid fertilizer is not restricted as long it is within 
the OZCD. countries, but tendering is restricted to Japanese 
firms.. The embassy has otherwise had no specific policy on the 
type of r'ar-mcxs to benefit  f roru its. fertilizer, and has theref ore 
left pricing and distribution issues entirely with the GoK. Since 
1991 however, the embassy requires that 'the private sector be 
fully involved in the marketing and distribution of .its 
fertilizer aid, It fully supports World Bank.'s coaititionalities 
spelt out under ASAO 11, which the Japanese govaznment is co- 
financing- . .  , . . . . 

. .  . . . 

--31 

West Germany directly supplied Kenya with a total of 2 7 , 0 0 0  
mt a i d  fertilizer during 1986/87 and 1987/88 seasons onlg', but 
reverted to either agricultural grants or import assistance loans 
under which Kenya can import a wide range of goods including 
agricultural inputs, excluding military hardware, pol-luting 
agents, luxury goods and chemical useable as feedstock in drug 
production. Agricultural grants make available foreign exchange 
fior importing essenti a1 inputs for the agricultural sector, 
including fertf.lizer. This donor has not been interested in 
supplying .fetilizer as commodity aid, but continues to give 
general balance of payments support, giving GoK the oppaft'aity 
to decide its foreign agricultural import priorities. A recent 
attempt by the Germany embassy to assist Kenya with fertilizer 

2 3 . ~ e s t  Gecsy was sapplying aid  fertilizer i n  the 19705, but stopped in 1978179, resaring i n  the 
second half of the 1980s. 



ran up against corruption and the program eventually floundered. 
The embassy has never had any policy regarding either marketing 
or beneficiaries of fertilizer funded under its programs, and has 
no contact of any nature with local  institutions handling 
fertilizer. 

Italy 

The government of Italy supplied a t o t a l  of 23,000 mt of 
aid fertilizer to Kenya during 1984/85 and 1 9 8 5 / 8 6  but has never 
supplied any more. There are however some indications that it 
might supply some more. Italian aid fertilizer to Kenya has been 
ad hoc without any evidence of concern for policy. 

Norway 

The Norwegian government supplied aid fertilizer to Kenya 
regularly during most of the 1980s, except 1982/83 and 1984/8S. 
It however stopped its Kenyan programs in 1990 following 
disgreement with GoK over procedural matters. When its programs 
were active, Norway did not have specific policies related to 
beneficiaries of fertilizer funded through its programs, or 
preferred methods of distribution and marketing. 

Finland 

Finnish r'ur,Ged fertilizer was first supplied in 1984/85 and 
during this siuld subsequent season amounted to 25,000 mt. 
Finland's last fertilizer assisatnce was some 12,000 mt supplied 
in 1988/83. Studies carried out in the late 1980s indicated that 
Finland was agreeable to having their aid fertilizer distributed 
in a way t h a t  helped develop tha fertilizer aarket in xe-?yaZg. 

The World Bank 

The World Bank became involved in the donor segment of the 
fertilzer market in 1986 under the first Agricultural Sector 
Adjustment Operation (ASAO I) program whose broad objectives 
included promotion of intensification of agricultural production, 
improvement of produce incentives, and expension of flow of 
public and private resources for agricultural investment3'. 
Under ASAO I, US$ .18 million or 30 % of funds avai lable  under 
t h i s  program, was a1 located to fertilizer imports through BOP 
support ASAO I was co-financed by the European Community, the 
Saudi Fund, the governments of Japan, the Netherlands, Federal 
Republic of Germany, and Denmark. 

29.  Aqriconsolt (1988) BSUD/)Cerya Fertilizer Lrteting Perclopwrit P r o g m  Ispact S t d l ;  Final Report. 

30. Yhese objectires rere to  be achieved by increasing sapply of agricaltaral input  sopply and boasting 
me of inpots  s u c h  as f e r t i l i z e r  and imrcved seeds aronq sxallholCers, n a i n t 3 i n i y  ?$c?:te :" r ! f ! ~ i Z a  
nrn4qrar --;roe - - - 6 - - - 6 -  - . .---.. I S 3 C ~ ~ ~ L ~ ~ i n s  dCa rationallsing pablic inves t sea t s  i n  the sector, inproving access t o  credit ,  
and refoning parastatals.  . 



Under ASAO I I, the World: Bank extended a 
75 million, 89% of wich was for agricultural 

IDA credit of US$ 
imports and the 

. balance for sectoral management support. Imports eligible for 
importation under this program i n c l u d e  fertklizers for' which US 
$ 25 million was dedicated, agricultural chemicals and seeds-(US$ 
10 million) ; agricultural machinery, equipment and spare parts 
(US $ 20 million); veterenary supplies US$ 2 million); and 
petroleum products (US$ 10. m i l ' l i o n )  . . The list of chemicals 
eligible for financing .under this program was agreed upon during 
negotiations, and- only pesticides -considered by .IDA as suitable 
under Kenyan- conditions were . '  to be. financed through 'credit 
available -under ASAO -11, Co-f inancing of this . operation. 'was 
expected from the-African Developm~t Bank, Federal Republic of 
Germany; United Kingdom,:; the Netherlands, . and ~ a p a n ~ ' .  ' The 
operaticns a1 located. to imports -.was to be released- in two equal 
tranches of US$ 33.5 miLlion each,' the -first one upon credit 
effectiveness expected around March 1991 and the .second one about 
12 months afterz2. 

. . . . 

 he World Bank1s programs were supportive of efforts made 
by the GoK and part of the rest of the donor .community~towards 
private sector development, derninistrated by building private 
sector considerations into its conditionalities. 

. . 
. . .. 

. . .. . . 

T h e  Ecrropean Union- . 

The Comission f o r  European Countries (CEC) imported some 
135,000 mt of diffsrent fertilizer prcducts during 1392143 and 
1993/94, 60% during the later period. This was considered 
providential zs most of the o ther  donors other:than .Japan did not 
supply any fertilizer, The European Union's program was however 
a one- ti- undertaking, as. the union is expected to sustain its 
general- general. import sup,part program by making foreign exchange 
available to GoK for general import. C0unterpar.t. funds generated 
under its. f erti lf zer program. wiI 1. be used to develop agricultural 
infrastructure. .. . . . 

. . 
.. . 

. . 

. -. 31.~rocareaent .procednres pader ASAO. I1 vere designed to prorote rapid resource use rbile ensaring 
efficiencp and accoantability. Isports by.GoK and prfvate sector Mere to follow international coapetitive 
biding for armnts io  excess of US $ 2 t i l l ion .  For aaaants below US$ 2 t i l l ion ,  GoK ras reqnirrd to follow 
public procarerent profedares revieved by and acceptable t o  IDA. This repaired soliciting for 3 price 
quotations. For the private sector, purchases were to follow estabrisbed torrercial  practices narel?, 
iavi tat ion of quotations fror eligible suppliers fror a t leas t  2 countries, d i r ec t  contracting beixg a1Ia~f.d 
only for  proptietory equiprent or ubere there i s  need fo r  corpat ib i l i t l  with existfng equiprent. 

- - . \ 
'.. . . 

32.  D~era l l  project d i a b u r s ~ e n t s  vere estilaated a t  US$.3Cillioa dn~ ing  1991, US$c 35 ail l ion in 1992, 
US$ 2.5 a i l l ion  in 1993, and US $ 2.5 r i l l ion  i n  1991, ~ i t h  a closing. date of Decmber 31st, 1995. Bowerer, 
the proqra  ras.discopatinoed after-only 504 of the resources rade available under the prograr uere utilized. 
This uas due to failure of GoK to satisfy the  aareed cocdltfm!it!es. 



JAPAN 

-- 
elm 

-- 

0 0(: 

0 0(1 

0 00 

0 00 

0 00 

5 . m  LXJ .- 

0 00 

25.000 @I - -. 

om 

ow -- 
44.10300 - -- 

7 4 . 1 0 0 M  --- 



Table 2: JAPANESE FERTILIZER ASSISTANCE TO KENYA, 1979-93 
Grant in Aid f o r  Food Production 

Commodi ty Value in 
Million 

Fertilizer 300 

D a t e  . 

- 

Fert i l i zer 400 

Fertilizer. 1 400 . 1 
F e r t ,  chekicals 
& machinery 1 

29 March 1984 Fert . chemicals 700 
€i machinery 

Fertilizer and 1 500 
chemicals . 1 .  13 July 1984 

Fertilizer and 700 
chemicals 

F e r t :  chamfcals I 2.0 o 
& machinery . i . . . 1 

2 8  Sept. 1985 

18 April 1986 

23 Feb. 1987 Fertilizer. and 
chemica3s - . . 8 C o  

~erti1ize~"and 1 800 
machinery. . .' I - I 

- - 

12 April 1988 

Fert . ' chemical & .,I. . - . . 900 , 

. -  . machinery 

5 March 1990 Fertilizer 900 

.~ert*iiz&'.. .. .... 1 . . . .  *:oo'., , , 

Fertilizer'' , . 900 

Fert. chemicals 90d 
& machinery - 

. . 
- :  I ~ e & i l i z e r .  . -200 

2 July 1992 

F e r t  . chemi-cals & 
. . .  machinery . .  . . 

19 May" 19-93' . . . , 

TOTAL 

Source : Japanese Embassy, Nairobi . 
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. Activities by Multinational 

A number of multinational are p r e s e n t l y  active in 'the 
fertilizer sector in Kenya, Norskhydro appointed Chemagro as it 
agent in Kenya in July 1990 and has since supplied the market 
through this arrangement. During the 1993/94, Norskhydro also won 
t h e  tender t o  supply 30,000 m t  of CAN funded by the European 
Union, and another to supply Brooke' Bond with its f e r t i l f z e r  
requirements. Every ,thi'ng put together, Norskhydro supplied a 
substantial share of the '~enyan market during the 19,93/94 season. . . 

Transammonia is a large  trading house that f i r s t  supplied 
' ' the Kenyan market in 1976 through MEA Limited. In the past, it 

' has supplied Rumanian and Jordanian fertilizers but is presently 
operating from South Africa. Transagro, another Gxmany trading 
house, supplied RNTC with fertilizer f o r  the first t i m e  in 1988 
and 'a1 so recent ly  won a tender .to supply part of the. European 
Unions funded ASN, 20:20:0 and 20:10:10 fertilizer products. 

. . 

' ~ e m i r a  is 3 Finish bompSny that has been. supplying -the 
Kenya Tea Development Autharity with  NPK .compounds since last 
year. For the 1993/94 season, the George Stafford Corpbration of 
United States a l s o  supplied 13',000 mt of American DAP to .Devji 
kleghj i .' Other m u l t i n a t i & a l s  such .as BASF aria Ciba-Geigy wh'ich 
had participated in the fertilizer sector in past appear to have 
restricted their operations. to 0 t h ~  ,chtsgni,cals owing t o  past 
extensive  government controls in  the fertilizer 'busi'ness. 

Mul tinat-ional companies are theref ore beginnl.ng t9 come 
back and are likely to pPay a major ro le  in .+,he l i b e r a l i s e d  

. market. W e  expect further s t r a t e g i c  realignment i n  the sector to 
inc lude  further establislment of re lat ionships  between 
established- importers/df stribu'tors and overseas suppliers, 
including manufacturer and trading houses. Further, other 
multinational companies that .had .backed .of f  from the sector are 
expected. to begin reasserting themselves t o '  exploit profitable 

, opportuni t ies  a r i s i n g  from the liberalised market. 



Chapter 6 

GOK'S FXRTILIZER POLICIES SINCE 1980 
.. - . . . . 

1979: Development Plan, 1979-83. 

The .main thrust of . this - plan was rural development 
considered cruci a1 in poverty a1 leviat ion. The .plan recognised 
that most of the country's high potential. land was already fully 
utilised, . so that greater .productivi.ty . required 1 y d .  use 
intensification and application of improved technologies , More 
intensive .land. use , to qenerate. higher yields per acre meant 

: additional use .of . purchased inputs, especi a1 ly fertilizers3'. 
Planned fertilizer application was.to increase at 9% mually (in 
.value;:telletsi. 1976 prf ces) during. the ;plan' period so t h a t  by the 
end of. 1983, .planned. national fertilizer :use.. was expected to 
reach 245 ,000 .  rnt from.. an estimated 96,000 .in 1976~'. The Gok 
also -undertook to support and: develop' more .genuinely competitive 
markets by ensuring that @ K t  s . participation and legislations 
encouraged the development of efficient marketing arrangements 
promoting competition between the pr iva t e ,  public and cooperative 
sectors36. It also recognised- that favourable prices . for 
agricultural products and low prices for consumer goods and 
agricutural inputs were necessary for reduction of rural poverty. 

Tha plzn racognised-. that under. the Intssrated Agricultural 
Development, fertilizer ... applicatiom.~d started to pick up, so 
that  under .this and other,. programmes, fertilizer utilizations 
would echieve a planned growth rate of.9% per annum. Other than 
mention of these programmes through which. f ert i l i zer consumpti on 
was. bound to- keep increashg,. there. were -not specific proposals 
to. bring about the:planned.-fertflizar use growth targets. 

. . . . .  . 
' ..1983: Developsent PI;, :1984-88~' 

. .. 

The obje&iksof this .were s i m i l a r .  t o  those of the 
previous one, ie to increase food production., promote growth in 

3 3 .  The plan anticipated wider application of knom technologies since no research breakthroughs wre 
i w d i a t e l r  available. ' ' . 

, . .  . .  . . .  . . . 

. 34. T h e  p h n  recogaired the crucial r& that raallhaldcr~prodaction was going to p 1 q  since this rode 
of prodactLon bad privioasly been effective i n  laud ase intensification, so farther research and extension was 
to;Fom on sadlibolder prodaction. 

Is. h p d l i c  of leap i1979) Dereloprrnt p1.A 1979-03 part i-Gorerplent 'printer, fairobi. table 6.4 
p.216. Use of a l l  purchased agricnlhral: inputs was expected to'iacrease a t  6.7% anaoally. . . 

j6. The pmaotfa o t  cwpetitioa betreu the prirat,. cooperatiw a d .  public rectors qpears to  have 
been with regard to aqricaltnral oatpat aarketinq, although the spirit  would also have covered promtion of 
eff ic ie~cy in the ?rocureaent and distribat!oa of agricaltasal inputs as well. 

j7 .3epablic of Kenya (1983) Developrent Plan, 1904-1988. Qvernaont Printar, Nairobi. 



agricultural employment, expand agricultural exports, resource 
conservation, and poverty alleviation, and achieve food self 
sufficiency in basic food stuffs. In pursuit of these objectives, 
utilization of purchased agricutural inputs was targeted to 
increase at 4.3% over t'he plan period. Like in the previous plan, 
two thirds of the planned increase in agricultural production was 
to result from intensification of land use. Attention was to be 
paid to, inter a1 ia, improved management and administrative 
procedures to promote. efficient resource use (this probably 
included use of foreign exchange in importation of purchased 
agricultural inputs including fertilizers).. On crop inputs, the 
plan stipulated that programmes would be designed to ensure that 
adquate input supplies reached farmers on time and at reasonable 
prices. Efforts for coordination and,demonstration of benefits 
f rcm fertil izer use' were to be .channelled through the National 
Extension Project, with sp&cfal atteation to smallholders. 
Further, the MoA was , to ensure that adquate amounts of 
appropriate quality of fertilizers were imported and distributed 
to farmers. The Plan .did not, however spell out h o w  this was to 
be achieved3'. ' ' 

The  paper noted that fertilizer use varied from one. part 
of the country to another and from crop to crop, and-that 
increased fertilizer use was pivotal-.in in.creasing agricultural 
yields- It also observed. that fertilizer use was far less than 
recommendations, although there were high estimated, return to 
fertilizer application. Fertilizer suppiies were not always 
available at the -right time and in sufficient quantities. 
Smallholders were disadvdntaged- because of a.' long distances to 
retail outlets, b-packages of 50 kg too costly for smallholders 
with limited working capital c-retail margins too .small to 
encourage stocking and transportatior, by local shopkeepers, and 
d. cashflow and managerial bottlenecks facing the cooperative 
unions and societkes with more' direct contact with smallholder 
farmers. Policy proposals tailored to addressing these 
constraints included the following: 

. GoK was to continue licensing established .importers and 
.distributors i'ncluding KGGCU, cooperatives with adquate 
capacity, and private firms with demonstrable competence 
in. the field. MoA was to determine suitable fertilizer 
types and licensed applicants were to be judged partly 
on the ability to supply fertilizers 

Q . maximum retail prices were to be set only for a limited 
number of trading centres, retailers outside :these 
centres being permitted to set own prices 

38 .The Bational  &teasfon Prufect was a oeu extension knagt?sent s p t &  based open tegalar risit t o  
contact.faners and periodic in-service training for frontline staff. I t  involved researcb staff I n  designing, 
sa~ervising and anaiysizq fanlevel trials. 



. Gazetted prices were to include substantial margins t( 
.encourage re-bagging into smaller more convinient 
quantities 

. extension service was to be used to actively promote 
fertilizer use, ' publicise suitable types for  each 
location, crop and time, make spot -checks on fertilize1 

- types being stocked, and inform farmer where and fron 
whom they could purchase correct f erti li zer types 

. credit fadilities &d crop payments systems were to- be 
. improved to 'enable farmers purchase f erti3izer when 

. . needed. This 'was translated into. prompt. payment from 
. agricultural marketing agencies, encpuraging. donors to 

channel funds to commercial banks at concessional rates 
earmarked for onward lending to smallholders, and GoK 
toencouragechurches non-governmental organisations and 
individuals to establ-ish  saving.^ and .credit schemes 

. . . . 

. . 

1988:  Development- Plan. 1989-9j4*. . 

For the first time in planning history in Kenya, a specific 
subsection of the chapter on agriculture was dedicated to 
fertilizers. The plan declared fertilizers as the most dominant 
input in Kenyan agriculture whose consunption w a s  expected to 
reach 4OO,QOO mt by 1993 from an averege of 100,000-250,.000. in 
previous years. The plan considered the fo~eign exchange a d  
transportation costs as the main constraints. to.. fertilizer 
application. The .GoK was to seek to increase fertilizer 
consumption especialy within the smallholder farming. community. 
For thts to happen, the plan envisaged a n&r of incentives: 

... . . _ .  
;. import a1 location prodedures had &ready 'been 

restructured, . putting fertlli.zers under schedule I of 
the Customs Tariff Schedule, through w h i c h  autornakfc 
import licenses are granted under the MOA monitoring 
and surveillance. 

. marketing system was to be rentered more competitive to 
permit more efficient fertilizer distribution and 
provide better margins to retail distributors and 
stockists. 

. channeling of fertilizers through the private sector was 
to be improved through greater use of cooperatives and 
indigenous entrepreneuers 

. system of distributing small packets, which had already 
.been initiated, was to be expanded to facilitate greater 
access to fertilizer by smallhorders who may not afford 
the large 50 kg packets 

l o .  giepablic of Kenya (1988) Oe~elaprent Plan, 1981-93. Governeat Printer, l a i r o b i .  



. the extension system was to be strengthened to propagate 
education on 'right types, quantf ties, and timing of .use 
quaranteeing highest returns from such use 

. GoK was to examine the economics of local fertilizer 
production and expanded use of enriched farm yard manure 
and other appropriate farm and non-farm wastes 

1989: National policy f,or Fertilizer 
Pricing and Marketing . . .. . . 
A f i r s t  -draft of t h i s  poli=y was first' released in 1987 but 

became official upon. approval ' by cabinet in June 1989". The 
policy document paid tribute t o  t h e  big dispa,rity between actual 
and potential fertilizer< use. ( 1 7 5 , 0 0 0  mt against . ~ S O , O O O  m t ) ,  the 
fast- that farmers do not always use recommended f erti 1 izer levels 
and that others do not. use any, at all. The policy paper argued 
that this resulted from: a.the 'fact that fertilizers are not 
r e a d i . 1 ~  -available - to farmers when 'needed, b. general lack of 
farmer informati .en on why, when'and ',why ..to use fertilizers, c. . . 
absence of fertf lizers in : small 'packaQes approsriate to 
smallholder farmers with limited .capital resources, and d. 
unfavourable climatic conditions ' that made ' fertilizer use 
uneconomical 'and risky. Problems of the fertilizer system as it  
existed then were: 

nan availability 05 aata for accurate f&ecast&P the 
nstibnal fertilizer requirements by type. There w a s  a 
f e l t  need to project annual fertilizer requiremp.nts on 
crop basis, covering major and mincr crops, , 

the . import 'quota allocatioj-is td. importers had varied 
rather w i l d l y  over the years, ..and there was need to .set 
minimum requirements qualifyfng a firm for quota 
allocation .' T h i s  minimum need=d ' t o  be ..clearly spe l  t out 
to reduce the number of applicdnts and ensure 
a1 locations are sufficiently large to permit . .  
exploi tat ion of scale.economies'.during purchase and 
shipment. -. 

poor coordination of dommercial a and aid i m p o r t a t i o n  
leading .to possibi-lities of over supply and deficit. 
Policy document recognised the need for commercial 
importation to take into account fertilizer to be 
received under all' donor programs, . . . 

the prdci'ngmethod was considered unsatisfactorybecause 
of absence of a pricing basis. The pricing formular di dl 
not ensure adquate margin-s for retailers in the .rural . . 

- . ,. , . 
. . 

' I  . I in ir  try of  Apricil t u n  (137 1: lational Policr for Pertllim rriciq ad Lrketinq.  airo obi- This 
paper recognised the importance of agriculture in ~enya's  economy, 'having accounted for 301 of DGP in previous 
years. Yi thin t3e agricn!tual sector, f er t i l i zers  were recognised as the' ra jor inputs accoantinq for. 18-272 
of total expenditare on agricultural inputs daring 1984 and 1985. 



areas, and needed upgrading, 

The main thrust of the national fertilizer policy therefore 
was to address these shortcomings ' to ensure that fertilizer was 
always available to farmers when needed at prices affordable 
especially by the smallholders. This w a s  to be achieved through: 

enhancing accuracy of estimating national fertilizer 
requirements on crop basis taking into account reserve 
stock needs, 

carefully coordinating aid fertilizer with commercial 
imports and programming its arrival to minimize 
disruption of domestic marketing, . . 

ensuring that importers make realistic applications. and 
import f ~ l l  allocations with the assistance of ., 
performance bonding, 

specifing separate quantities for short and long rains 
during allocation, ' 

. . 
encouraging group purchases and shipping to promote 
exploitation of scale economies and make possible for 
firms with small allocations to iinport pr~fitab~y, 

refining system of application of benchmark . 
international pricing to allow more accurate estlmatiun 
of C&F prices to be used in setting the maximum retail 
prices, 

formula for setting 'maximum retail prices to incl'ude 
sufficient margins to make it'profitablc tr, sell outside 
the main distribution centres at points closer to the 
farmers, 

making sufficiently frequent price reviews far ,world 
prices to be reflected in domestic- maximum retail 
prices, 

monitoring retail prices outside the main trading 
centres to allow immediate action ot be taken to redress 
local shortages, 

in the long term to liberalise fertilizer importation 
limf ting GoK's role to monitoring for types and 
quantities imported, . 

in the long run, donors to be requested to supply aid 
fertilizer in the form of concesslonal funding, . 

I 

removing tr\ace elements, pottasf um and tobbaco t s e s  
from import allocations 

retionalising aid fertilizer so that requests to I',cncrs 
?re 5 3 s z C  ~pxi  improved coordinatian between Mo-4 and 



Treasury.  

1993: Devel8pment Plan 1994-96'2 

This current plan observes that fertilizer use, estimated 
to be 237,000 - 253,000 (19931, was considerably below the 
estimated potential, and makes reference to steps stipulated in 
the previous plan as neccesary in encreasing fertilizer use, 
namely, the revision of import system placing fertilizers under 
the  schedule for which the granting of .import licensing is 
automatic, rentering the market system more competitive and 
giving better margins to promote distribution in the more remote 
areas, greater use of the cooperative movement and private sector 
in distributing fertilizer procured through the public sector, 
introducing the. smaller fertilizer bags ,that are more convinient 
and affordable by the smaliholder subsector, and scrangthtening 
the extension system t o  propagate. education on the right types, 
quantities and timing of fertilizer application. 

During the plan period, fertilizer use will be further 
increased through 

. ensuring availability of adquate foreign exchange for 
. importers . . 

. improving credf t facilities s ~ d  timely pa~yment f o r  farm 
produce 

. examining the feasibility of increasing local production 
and increased usa cf farm yard manure and other farm and 
non farm wastes. Due.to failure oP past attempts by GoK 
to invest in fertilizer manufacturing and in accordance 
with current policy of divesture, incentives and - 
government support will be given to the private sector 
to invest in the fu tu re  development of the 
fertilizer industry. 

- . to complement supply. of incrganic..fertilizers, use of 
bio-fertilizers and nitrogen fixing agents will be 
promoted. In this direction, farmers will be encouraged 
through extension. to adopt organic farming whenever 
appropriate. 

4 3  1994: National Food policy3 

This document includes an agricultural inputs policy as 
part of t h e  national food policy, with a broad obdective of 
ensuring availability of adquate quantities of quality inputs 
to farmers and, to the extent possible, ensuring timely 

1 3 .  Repnblic of Xeaya 1994; latioPal Food Policy ,Sessional Paper 30.2 of 1994. 



4 4 . application of appropriate amounts . . F e r t l  lizer -policy muld 

therefore be focused. on: . . . .: . . . 
. . . . : . . . . . .. 1. ' . - _ ... . . . . . - achieving ef f i cientn and. timely importation. % . r .  :. 

. . .. . ; ,.. . strengthening measures to -increase f erti.1 izer use. 
especially among the smallholders4',~ 

. . . keeping prices low by continuing to allow duty  free 
fertilizer importation and encouraging cooperatives, 
farmer companies and farmer groups to import fetilizers 

. for their members4', . . 
. . 

. ensuring thet importation of'fertilizers and other key 
agricultural inputs are given priority in utilization 

. of foreign exchange;. 
. . 

GoK1s fertilizer policies revolved around addressing a 
persistent concerns . over increased use especially by the 
smallholders by keeping prices. as low as possible, through 
extension, improving crop payment system, rentering the. market 
competitive and developing agricultural input related credit 
schemes. GoK also sought to ensure adquate fertilizer supplies 
by keeping fertilizers duty free, giving fertilizer imports high 
priority, and exploring the potential for local productioc. It 
alsc sought to .promote wider distribution by restriction gazetted' 
prices to a . lisited nulaber of scheduled trzding ceiitres b ~ t  
allowing retailers elsewhere to fix. their own prices. In the 
long, . G o K  was .to liberalise - fertilizer importatio~ and 
distribution. There was however apparent reluctance in entrasiiCg 
the private sector with the full responsibility of ensuring 
timely availability .of sufficient fertilizer quantities in 
acceptable cost. Memories of past nasty experiences with private 
sector participation appear to have lingered on since the 1980, 
and appear to have reduced the enthusism with such participation 
was approached4'. . GoK1 s policy statements however explicitly 
supported increased private sector participation, even though the 

44 . This d o c m t  also obsenes that lerrtilirer application bas been declining in recent pars dupi te 
liberalisation of iqortati~n and distribution, this decline resulting fror increased.relatire fetilirer prices 
propelled by erosion in the shillings ~aIoe. The fore1 crunch of 1992193 also precipitated irpartation 
difficnlties. 

* 15. 7 h i s . w  in appreciatfo~ sf the role that fertilizers voold play in intensification of land use 
. . considered irperative l a  fatnre increases ia' food production. 

. . . . 

46 .  Go1 &!iterates its cornitlent to avoiding inbsidits, ad therefore adnp otba; rcbauiuc to kerp 
fertilizer prices lor eaough for increases applfcation bya the srallholders. . 

It is beeanre of tbir dirtArt that th policy domats qaalifj the rector to ipecificilly include 
cooperative societies and indigenous fins. Vnleashing of unfettered pri~ate sector interests is considered 
politically risky since pricing resalts, especially during tiws of increasing global fertilizer costs, could 
cause hae and cry in the farxinq couanities. 



specific means through which this was to be achieved were not 
always made clear4'. . 

j8. It is also the care that d i r t o r t i o l  caused by.ateaira-gorement.co~trolr czeate opportmitier 
for  rent extract ion and a netrork of persons benef i t t ing  f o m  s t a t u s  quo and therefore least  interested in any 
Ion of change. 



Chapter 7 

A REVIEW OF KFA/KGGCU 

. . 
The Kenya Farmers Association had the British East Africa 

Farmers Association established in 1919 as -its origin'.9. It was 
registered as a cooperative society under the Cooperative Act in 
1931 but acquired dual registration later when it was also 
registered as company under the Companies A c t .  It has its. head 
office in Nakuru supported by a' network of 4 4  district branches 
concentrated in the high potential areas of the countrys0. KFA's 
coverage of the medium and. low potential area was 1imited.since 
its agents were reluctant to move into these areas due to low 
prof itability5'. Over the years, -it evolved to become a powerful 
national organisation. Membership was open to farmers actively 
involved in farming activities. Many of its members were 
largescale farmers but the number of medium and smallscale 
farmers increased after independence but especially during the 
1970s and 1980s. KFA also extended services to non-member farmers 
including smallholders, as well as other  cooperative^^^. During 
the middle of. 1980s, KFA had a network of over 3,000 
stockists/agents scattered across the country. Most. of these were 
private businesses supplied by KFA on a cash basis. 

= A ' s  main functions included importation and distribution 
of farm inputs., bcying, storage and selling of grain especially 
wheat as an agent for the Nationai Cereals and Troduce aoard, and 
acting as GoK's agent in extending to farmers financial advances 
related to cerealss3. It also had sole agency for distribution 
of Kenya Seed Company's seed. A. typical KFA shop stocked a wide 
of merchadise required by the farming community such as .chemical, 

. - 
. . .. . . . 

4 9  .?be rraterialpresented here on K?L/IIGGCU draws Learily f ioa-lma Bettp 'Iastitations'in TI& Yorld 
Bank (1985)~~Ienya.: Agricnltaral Ingals Mier Volnme 111 Yorking Papers'Yashington D C. 

- . .  . . . . 

5 0 .  PA also had three rholly orntd r~bsidiarp colpanies namely the KFA ~gricoltoral ladines Ltd, UA 
Anctieneers- Ltd, 'and Kenfa Steel Yorks Ltd. The f i r s t  of these offered agricultural uchines, irplelents, 
tractors, and combined hanestors and the orgaaisation had specialised departaents including credit control, 
the Wl Centre, Cereals and Produce, Shipping, Travel and Agricntaral services. The organisation's policies 
rere-developed by an elected board of directors. BIeren of these were elected bp wber s  fmr mng thmselves 
once erery 3 4  years and 2 rere full tire eaplopes of 1IPA.Penanent. Secretaries fron the rinistries of 
Aqriralture and Com~rce represeated GoR ia the board of directors. * . . . . .  . , . 

51 . Limited profi tabi l i t~ rwnlted fror l in i  ted opportunity forkash sales and difficulties i n  covering 
distribution cost due to fixed saqins. . . 

'*. By 1985, KPl operated 32,000 lemCer and nml-enber accounts. Each mbe r  had o n l y  one share with 
a norinal ralae of kshs.28 only.  This single share ri?qairerent was regardless of the level of the mbe r ' s  
f ig ing  operations. L . . 

5 3 .  T!z MI  also recowre4, on behalf of the Aqr ia lhra l  Pinaace Cooperation, the l e v  Seasonal Credit 
Schete fro3 crops i t  purchases from farms. I ts  role as IICPB's agent for handling and storing raize i n  the 
'if! 73!!0_7 vzz :n_g?+?i t)ur OP i n  1493. 



f erti 1 i z e r s ,  hardware, clothing, seeds and tools. Agricutural 
machines, tractors, combined harvesters were offered by the 
agricultural machines subsidiary. In 1982, fertilizer trade 
accounted for about 38% of KFA's total turnover5'. 

. . 
. KFA- branches formed the largest retail network. in the 

country.,. and supplied the bulk of fertilizer used by the .non 
estate sector, Following the withdrawal of private firms from 
fertilizer importation. in the mid 1970, KFA .became a critical 
organisation in the fertilizer procurement and . distribution, 
accounting. for over 70% of total fertilizer. sales. It also 
.handled the bulk of aid fertilizer, having been granted. .sole 
agency. by GoK. for distribution of fertilizers'. . . .  

. . .  

In August 1984, the management of KFA, including it board, 
. was. dismissed .. by the. .ccmmissioner of cooperatives in what 
appeared the culmination of an enquiry instituted by the Ministry 
of Cooperative Development in.1982, and' replaced with a new..team. 
A month ealier, the KGGCU had been :launched with the. objectives 
of purchasing maize and 'other crops -from it members. 'acting as 
agents or brokers for purposes of disposing of. members produce, 
purchasing; importing, manufacturing . and selling agricultural 
inputs, and for manufacturing, i =porting - and .constructing 
vehicles, tractors, agricutural plant and equipment. It was also 
supposed to hire equipment. to' its. members, to provide transport 
and other services to members. as requested,. as well as undertake 
and provd de research, advisory services and- training in 
production of maize and .other crops. KGGCU . w a s  also to. recef ve 
deposits from and extend.loarns. to i-is. ambers as.well as banking 
and allied services3b. In December 1984, KGGCU took over KFA's 

; assets. and operations, aiia the s o l e  agency agreement was passed 
on .to the new organisation. . . 

In the period leading to the. rventual t&e over of KFA by 
. KGGCU, there was considerable: uncertainty in the fertilizer 
market .as. KFA was unable :to order ..it share of commercial 
fertilizer imports because it was no longer certain abuut its 
future. On the other hand, the management at the helm of the new 
organisat ion had no experience and: KGGCU could therefore. not 
immediately play the import role previously played by KFA. 
Although KGGCU still retained KFA's extensive distribution 
network, there would have been fertilizer shortages in the period 
immediately following the take over, GoK was howevre able to 
successfully request for increased donor assistance and 
generously give quota allocations to other commercial importers 

54 .  Sanan; ib ld  para. 4.04, p .9  

''.This agreaent was later seen as an irpedilent to developrent of fer t i l i zer  tasket as i t  gave 
KFlIIGGCD unfair advantage and created uncertainties ir the sector. I t  therefore becsae t3e object of policp 
dialogue and vas eientnallp broken in 1985. 

56 .Yeabership to KGEEU was restricted t o  faners  growing m e  thna tm acres of grain ud atieast one 
acre of rice,  and therebp excluding a larqe nruber of sxall scale Iarners. 



"to make up for the potential shortfall . The KGGCU however 
enjoyed considerable support from the GOK and was able to 
immediately begin to give meaningful service to its newly 
recruited members and the farming community in general. 

. .  . .  
As KGGCU took over KFA, donor funded fertilizer was 

beginning to dominate fertilizer imports in Kenya, giving donors 
a rare opportunity to influence developments in the sector. The 
sole agency agreement was broken within a.year of the take over 
although KGGCU continued to have access to government ferti 1 i zer 
on better terms than..other .organisations5'. KGGCU therefore 
continued to control -t-he 1 ion's share of 'the market. Its role as 

. a market . leader was demonistrated by . '  the fact . that when 
fertilizer prices were eventually decontrolled in January 1990, 
it was the. only fertilzer marketing organisation that released 
a price list to fvrther assert its role as market leader and 
enhance its market share?. At the time, it w a s  felt that K G W  
did not cover its marketing costs in its pricing, and that its 
pricing system was not commercially. sustainableb0. Potential 
loss caused by this pricing was compounded by the loss of 
preferential . treatment regarding access to .donor 'funded 
government fertilizer in subsequent years6', In recent. .years,  
the organisation. has been unable to comply with financial 
requirements necessary for fertilizer importation including 
importation through donor programs. In the last t w o  years, XGGCU 

- has- been unable to procure any. fertlizer -supplies and has 
therefore ceased.to distribute fertilizer despite it elaborate 
distribntion network; There was virtually no fertilizer in ail 
XGGCU's stores during the 1993/94 fertilizer yearb2. 

57 .%st shipaents were however late and mold. not reach the faners  ia tiae for application. There was 
therefore heavy carryover s tocb  daring 1985. 

. . 

18. KGGCP s t i l l  ~esained the alocee of last resort for donor fertil izer but  w a consignut basis, 
while other alocees were required to pap either in cash or bank guarantees v i t h i ~  a specified time period. 

. 59 .KSGCU'S sa!&wnt indicated that their pricing behiwior folloring price decontrol vas also to reduce 
heavy stock levels. ?hey also indicated that their pricing was also cost oriented althoagh subequent problem 
facing the organisation suggested othenise. 

@ 
6 0 . IPDC (1990) The Iapact and Krpected Cons~quences of Fertilizer Price k o ~ t r u l  i n  m. . 

. . 
. hdei  the USAID Fertilizer Pricing and Marketing Befora Prograa, IGGCQ lost access to fe r t i l i ze r  

rlnder coasignrent basis bein! required to procure bank garautees like a l l  0 t h  privatz sector f i r s .  

62.XGC~'s miagerent *as bF:ilistic that GoK roald one day 5ail tber oat of t b i r  firanciil Ws, 
giving the organi~t ion an opportanitr. to boance back and play i t s  role i n  the sector. Receat press reports 
indicate efforts by the KGGCEts ranagereat to restracture i t s  organisation inclading provision for increasing 
~eabership fees by 5004 and shortening-its m e .  S e e  also Dailp Eation(l994) 'KGGCU s d s  to- chaage i t s  nm' 
Y+x&y Cqtaker  :::, :?94. 



Chapter 8 

FERTILIZEX SDPPLY. PRICES AND USE TRENDS 

Importation and Use 

Other than some small quantity of SSP blended in Ruiru 
using rock phosphate imported from Majingu mines in Tanzania, the 
different fertilizer products used in Kenya are imported. Levels 
of total imports of all fertilizer products fall within the 200 - 
300 thousand metric tome range, attaining peaks. of .345-.and 365 

thousand tomes in 1985/86 and ,1988/89 respectively, but falling 
to 200+ thousad tonne level (table 4). Fertilizer importation 
in the last ten years has swung widely without .a clear trend. 
Years of peak importation .correspond- with increased- donor 
importation, such importation accounting for 42% of total, imports 
in 1985/86 and 60% in 1988/89. In addition to aid.fertilizer, 
other considerations inf lueneed total - fertilizer impor.ts into 
Kenya. Moisture conditions- stabilised and farming activities 
reestablished during ,1985/86 following the severe draught 
experienced during 1984. There were perception of increased 
fertilizer application during the 1985186 season. High 'import 
levels led to heavy carryover stocks which took a year to clear. 

. . . 
During the following year j1986/87), total fertilizer 

imports fell by about 3 5 % ,  comntercial imports shrinking by 25% 
and donor shipments by 44%.. .A year later, total imparts declined 
further as a result of a drastic decline in commercial imports, 
from 152 thousana metric tomes during. 1986/87 to a mere 83 
thousand in 1987/88. During the 1987/88 season, fertilizer 
imports could not meet farmersf needs, and the sector had to fall 
back on stocks carried forward from 1985/86. Following this draw 
down, there were fears of shortages and donors and commercial 
imports were significantly increased during l988/89". 
Flactuations in fertilizer impost levels resulted from 
difficulties in pitching imports at the correct level and 
attempts to synchronise supply and demand, primarily as a result 
of complications related to accurate estimation of demand levels. 

Kenyan farmers use more than 15 different fertilizer 
products on different crops for planting and top dressing. 
Imports of DAP, CAN,  NPK 2 5 : 5 : 5 + 5 s  and NPK 20:20:0 in that order 
dominated the sector during the last 10 years (table 5) The 
importance of DAP increased significantly over the 1983/84 - 
1993/94 period from 21% of all fertilizer imports in l983/84 to 
33% in the 1993/94 season. The contribution of phosphates 
increased from 35% to 41% of total imports between 1983/84 and 
2993/94, while that for nitrates declined from 47% in 1983/84 to 
28% in the 1993/04 season. In other words, there was a revers21 
of the relative importance of phosphates and nitrates, the latter 

53 P n s C - ; - ,  : --.- '- . .I ,.,. j a p e d  b p  iiSS ana aonor shipaats by 153! betreen 1987/!8 and 1388/89. 



losing to in favour of the former. Compounds continued t o  accouaa 
for 30% of total imports. O n  balance, there was increase 
dominance of higher activity fertilizer types in total import 
with corresponding increase in nutrient availability i n  tht 
country. Aid shipments contributed to overall fertilize: 
avai labi 1 i ty, and therefore had a definite impact on agricul.tura: 
production in ~enya". 

. . .  
Total fertilizer,application has'not increased much s i n c ~  

' l985/86, when it 'peaked?' at 238 000 rnetrf c .tonnes increasing 
gradually from about 135 000 tonnes in '  J980. T h i s  peak 
corresponded with the:record' fertilizer. importation during the 
same year. Consumption~.somewhattt peaked again in 1988/8-9.,at 27% 
000 tonries, also corresponding to high imports recorded during 
that year. Throughout the period and between these peaks, 
fertilizer use was around 220 000 tonnes. Increased use generally 

, trended with availability. 
To what use are the various fertilizer products put? 

Cropping cycles embody two distinct fertilization requirements 
during planting and top dressing. The planting fertilizer types 
include D M  applied on maize, wheat, potatoes, horticultural 
crops, millet and sorghum. MAP is used in planting barley and 
maize, and TSP in planting coffee sugarcane, cotton, pyrethrum, 
rice, bananas, citrus and passion fruit, while SSP is used in. 
planting sugarcane, beans and maize. Compounds such as NPK 
20:20:0, NPX 20:10:10 and NPK 17:17:17 are applied on potates, 
naize, pineapples, caffee, bananas and rcaize. SA is used for tap  
dressing maize, sugGrcaue and rice. Maize and sugarcane are also 
top dressed with CAN, used to top dress cotton and bananas. 
Maize, coffez, cocton and bananas are also top dressed w i t h  ASB, 
w h i l e  maize, sugarcane coffee and pineapples are alternatively 
top dressed with Urea. NPK 2 5 : 5 : 5 + 5 % S  is used exclusively for top 
dressing tea, and on% of the other minor compounds ( W K  
15:15:6+6+4Mgo) is one of the many fertilizer type used for top 
dressing coffee. Other minor compounds are also used for top 
dressing tobacco. MOP and SOP are used for top dressing all crops 
depending on potassium deficiency, while other trace elements 
including folia feeds are used on various crops depending on soil 
nutrient conditions. Maize and coffee farmers have the w i d e s t  
choice of planting and top dressing fertilizers, and rice and 
tobbaco farmers the narrowest choice. 

6 4 .  h a o r  fpsded fer t i l i zer  also released scarce foreign exchange for irportation of essentials,  and 
counter part fnods generated fror fer t i l i zer  related donor progras helped in relaxing wider resource 
constraints and in project financing. A i d  fert iI izer therefore had racraecoaomic imacts that *ere fx 5epond 
agricnl tnral production. 



Table 3;  TOTAL FERTILIZER IKPORTS, COBSUHPTION AND CARRYOVER STOCXS, 
1983184 TO 1993194 

('000 Hetric Tonnes) 

Soorce: Ministry of dqricaltnre, Livestock De~eloprent and Snpplies, Jairobi. 



Tab le  4: FERTILIZER IRPORTS BY PRODUCT TYPE. 1983 - 1993 
('000 Metric Tonnes) 

MAP 16 0 8.5 1 5 4.5 

TSP 13 4 16 8 6.3 7.5 
I 1 

SSP 0 3 7 4 0 0 

S A 14 23 13 4 3.5 15 

CAN 45 27 41 48 37 51 
I I I I 

ASN 1 29 1 9.5 / 11 / 8.4 1 15 15 
3 , 

UREA 5.5 16 39 6.8 6.5 22 
I I I I I I 

NPK 22 26 44 36 26 46 
2 5 : 5 : 5 +  
5s 

I I 

OTHERS 7.2 4.4 2.4 .2 7.1 1.3 

Yote: Totals lap not ta l ly  with figures presented elsevbere due to ronnding off errors. 

Source: Ministry of hgricolture, livestock Developlent and Supplies, Nairobi. 



Table 5: NATIONAL FERTILIZER AVAILABILITY AND CONSUMPTION, 1993/94 
('000 Metric Tomes) 

1 1 I I I I I I 

BPKZ 5 s ! 1 . 3  I 
4 1  4 3 . 7  1 1 3 . 2 4  l j O . 4 6  1 0  1 1 3 . 2 4  '0.74d 

llPK 20 10 / 0 i 30.0 
10.0 ! 21.30 i 8 .7  / 0 2 1 . 3  8.88 

10 - 
1 P f 1 1 1 7  1.9 0 / O S b 5  O 0 .65  0 
17 

OTHERS 1 4 . 6  1.26 5.86 1 .83  4 . 0 3  11 .54  13.36 ( 3 . 1 5 6  

TOTAL 108.11 124.91 233.03 130.6 102 .4  184.8 315 .4  131.31 
I 

Source: Iinistsp of Agricnl tnre, Livestock Developrent and Harketing , Nai robf 
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Importation, Producer Prices and Use 

Previous studies have demonistrated that domestic 
fertilizer application in Kenya as in other countries in 
determined by a multiplicity of factors including technical 
requirements, marketing practices, govenment controls, weather 
conditions and economic forces including costs of fertilizer 
procurements, prof itability of different crop enterprises and 
credit avai labi 1 i tf5. These studies also establ ished inverse 
fertilizer price and use relationships, so that when fertilizer 
costs . are high relative to prospective producer prices, 
fertilizer use is severely restricted. Overall fertilizer 
availability, .both donor funded and commercial, also impacts on 
use, because prospective f erti lizer returns cannot be translated 
into reality unless. the different fertilizer products- are 
available. 

Comparing fertilizer importation and use reveals that these 
trended together for most of the 1980s, with imports levels 
pulling use,. suggesting that availab1i.t~ was important in 
determining levels of use (figures 4 & 6)- The .impact of 
fertilizer availability disappeared after. 1989/90, as levels of 
importat ion and use no longer. trended together. Comparing 
fertilizer price indices and consumption ipdices reveals that 
fertilizer prices did not have their expected effect on 
fertilizer utilization during most of the 1980s, as both prices 
and -use shcwed a uprard trend. T3e upward trend here is likely 
to have been the result of factors other than pr i ce s ,  such as  
availability of supplies. After 1989, however, trends in prices 
and use went towards opposite directions. This suggests that 
after 1989,. fertilizer prices began to play their traditional 
market role, so that increased fertilizer prices lead to 
reductions in fertilizer use, cetarfs paribas (figure 5 ) .  In 
aggregate, the impact of fertilizer prices was swamped by. other 
factors during most of the 1980s when fertilizer was subject to 
p r i c e  controls. Following decontrol, fertilizer prices began to 
assert themselves, shaping f ertif izer consumption in the market. 

Nominal coffee prices and fertilizer use generally trended 
together during most of the 1980 (fig.8), except during the 1.986 
- 88 period when fertilizer use increased signi.f icantlp as coffee 
prices stagnated. In the more recent period, the t w o  variables 
trended differently. These trends are replicated when comparison 
are made between fertilizer use and nomical prices for tea, maize 
and wheat ( figs. l2,13 & 17). Although nominal producer prices for 
these crops have been on an upward trend in the recent past, 
fertilizer use does not seem to have responded accordingly- .These 
trends are retained when real prices for these different crops 
are used, except coffee for which real prices and fert.i.lizer use 



' T -  
6 6  trend together(figs. 7,9,ll, 14,15,16 & 18) . 

On the basis of this partial analysis, we conclude that 
fertilizer prices, previously swornped by other factors, have 
become important determinants of fertilizer use in the recent  
past following price decontrol. The potential influence of the 
producer prices of most crops on fertilizer use has not yet been 
experienced, the real prices of coffee being the only 
except ion67 . 

66. Real p r i ce s  f o r  crops a r e \ , e r tha t ed  using a 1982 based GDP def!ator. 

67. The nsefnlness of t h i s  cropr ise  analys is  i n  reduced by ose of aggregated national f e r t i l i z e r  
cmsuap t ion  data  along v i t h  p r i ce s  of spec i f i c  crops. Yore neaningfnl analys is  require data on f e r t i l i z e r  use 
on each of t he  crops mder  consideration.  
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Chapter 9 

EPOCHS IN FERTILIZER MARKETING 

Removal of Direct Subsidies and 
Introduction of Maximum Retail Prices 

Nutrient based fertilizer subisidies, recommended by the 
Mackenzie commission set up to explore constraints to smallholder 
fertilizer use, were introduced during 1963/64 and removed ten 
years later in 1974. The subsidies, paid against presentation of 
invoices and custom entry documents, collected by the by the 
recognised importers through the then Kenya Fertilizer 
Association and deducted from prices paid by farmers, were found 
to be of limited benefit to smallholders, the intented 
beneficiaries of such subsidies. 

Upto early the 1970rs, the largest fertilizer importer 
uniterally determined prices and other importers agreed to this 
market leader's price list presented to the GoK for approval. A 
commissions set up in 1970 to explore contraints facing the 
sector recommended anti collusion legislation, and required 
importers to submit separate price proposals for approval. The 
commission also made specific recommendations regarding a cost 
plus basis for establishing fertilizer prices. Rapid escalations 
in international fertilizer prices following the 19743/74 oils 
crisis made it difficult for nieaningful s-&mission of fstilizer 
prices proposals making a case for eventually subjecting 
fertilizer pricing to the genzral price control order in 1976. 
Thereafter, the price controller was required to establish 
maximum retail prices (MRPs) for major trading centres in the 
country. The MRPs were meant to provide sufficient distribution 
margins and at the same time shield farmers against undue private 
sector exploitation. 

The development of an appropriate methodology for 
establishment and correct pitching of MRPs was a major problem. 
The official MRPs were panterritorial, discouraging fertilizer 
distribution in farming areas further away from the scheduled 
trading centres. The C&F basis often occasioned unacceptable 
results, such as generating'different MRPs for same fertilizer 
products from different ports of origin purchases under different 
terms but discharged within the same week. This initial pricing 
system was also a disincentive for minimisation of fertilizer 
sourcing, procurement and shipping costs, and encouraged general 
importer i~propriety~~. Most often, inadquate supplies turned 
the MRP prices into effective prices rather that ceilings, with 
limited incentive for development of discounts necessary for the 

18. ?he slstea lade possible f i r  iaporters to collude rith overseas suppliers to overstate fertilizer 
costs since these would be recovered tbrongb the cost plus pricing procednre, and use fertilizer payments to 
obtain foreign exchange needed for other purpose other than fertilizer importation. This was propelled by the 
rig~dly controlled foreign exchange market. 



development of the retail end of the market. Other problems 
related to inclusion of adquate wholesale and retail marqins, and 
timely announcement of the price revisions in line with importers 
forward plans. 

Attempts were later made to address some of these problems 
by using Benchmark (C&F) International Price as a basis for for 
establishing the MRPs, making price revisions seasonal, and 
improving the timeliness of the amouncement of such 
revisions6'. Inclusion of fertilizers in the general price 
control order increased GoK's involvement in the sector, removed 
an important commercial function from the private sector, does 
not appear to have protected farmers from private sector 
exploitation, and discouraged the establishment of a meaningful 
distribution network. Problems related to management of 
fertilizer pricing system and negative impact on fertilizer 
ma~keting shifted the focus of the market reform dialogue towards 
gradual removal of price ceiling and led to the fertilizer price 
decontrol in January 1990. 

GoK's Request for Donor Assistance 

Foreign exchange problems triggered by the 1973/74 oil 
crisis, disatisfaction and distrust for the oligopolistic market 
structure consisting of a small group of large importers, 
limited capacity of the private sector to import and distribute 
fertilizer at .reasonaSie prices and utter failure of attempts at 
loczl fertilizer production during the second half of the 1970s 
made it imperative for the GoK to seek out fertilizer related 
donor assistance. Although the first shipment of aid fertilizer 
arrived in 1974, the GoK beqan to aggressively seek out donor 
assistance in during the late 1970s with the result that large 
donor funded shipments began in 1977 becoming more regular after 
1979/80. The contribution of aid fzrtilizer subsequently 
increased from 27% during 1982/83 to more than 60% during 
1987/88. Over the years, a total of 11 donors supplied Kenya with 
fertrilizer, the number of such donors varying from year to year. 
The earlier fertilizer donors included the Netherlands, Norway 
and Japan who supplied Kenya with fertilizer during 1979/80. 
These donors reached a maximum during 1985/86 when 8 countries 
supplied aid fertilizer to Kenya. By 1992/93 the number of donors 
had gradually declined to only' two - Japan and the European 
Economic Community. 

GoK's decision to solicit for fertilizer related donor 
assistance released foreign exchange for other purposes and 
gradually elevated the role of aid in Kenyas fetilizer market as 
the GoK pursued a policy of maximizing external resources. Such 
assistance was largely as aid in-kind, so that its presence 
msrginalised commercial imports considered only after donor 
commitments and carryaver stocks had been taken into account, 
made neccessary delicate coordination of donor and commercial 

69 .There was linited capacity for application of the BIP, and the tendency base it on the three iorest 
Cii quotations was considered not fully representative and therefore inappropriate. 



imports through the import plan, and caused further complications 
in the pricing system. The presence of aid fertilizer meant an 
increased number of stake holders in the sector to include the 
farmers, the private sector, GoK, the donors and business 
interests from donor countries. GoK's and donor's roles in the 
fertilizer markets increased significantly, initially at the 
expense of the private sector and reform negotiations in the 
latter half of the 1980's were tailored towards bringing private 
interests back to the sector, reducing GoK's direct role, and 
ensuring that the introduction of aid fertilizer into the market 
showed full regard to the requirements of private sector 
development, 

Donor assistance increased fertilizer supply and improved 
farmers access to fertilizer products and improved Kenya's 
balance of payments position. But in addition and perhaps more 
fundamentally, aid fertilizer created unique opportunities for 
the GoK and fertilizer donors to better appreciate problems 
exitant in the sector through technical assistance and policy and 
evaluative studies, concretising the foundation for reform 
negotiations. These negotiations, spelt out as conditionalities 
and covenants, became regular features of major fertilizer aid 
agreements during the 1980s. The conditionalities and coventants 
helped get the fertilizer market back on track, and uniquely 
accounts for the observed evolution of fertilizer procurement and 
distribution in Kenya. This is despite the fact that the doncr 
community did.not always act in concert. 

KFA/KGGCUfs Sole Agency Agreement with GOK 

Following the prospect for large shipment of donor funded 
fertilizer in an environment of increased distrust for the 
private sector, t3e GoK was happy to have had nominated the KFA, 
later taken over by KGGCU, to solely distribute all government 
fertilizer. The main considerations in this nomination were that 
KFA/KGGCU had the largest network of stockists and the largest 
market share. GoK also needed to ensure full payment of 
counterpart funds. KFA which had the samplence of a cooperative 
run as a private company, was considered more likely to identify 
with and be more supportive of farmers' aspirations than any 
other organisation. Previous frustrations encountered in getting 
the inexperienced KNFC to distribute government fertilizer 
strengthened KFA's candidacy for such nomination. 

This agency agreement further increased XFA/KGGCU1 s market 
share but precipitated tension between G o K  and KFA, GoK accusing 
KFA of mismanagement and deliberate delays in generating and 
submitting.fertilizer related counterpart funds. The KFA in turn 
wanted more direct involvement in the ordering of donor funded 
fertilizer imports to avoid ordering of unpopular types, ensure 
timeliness of arrivals and reduct storage costs. The agreement 
led to conflict of interest, because KFA, also importing 
commercially, preferred to sell its stocks first before turning 
to aid stocks supplied by government for sale on consignment 
basis. The agreement did not therefore achieve faster movement 



of fertilizer down the distribution channels as anticipated as 
there were no incentives for K F A  to minimize storage costs 
arising from high stock levels since such costs were underwritten 
by the government. However, the agreement increased KFA's 
sf f ective margins and overall advantage over other 
 distributor^'^. There is no evidence that the agreement which 
thrived on aid fertilizer was of benefit to any other stakeholder 
other than KFA. 

Take over of KFA by KGGCU 

The 1970 Havelock report had recommended restructuring of 
the KFA to make it a national cooperative serving different parts 
of the country. Dissatisfaction with KFA's performance as the 
sole agent for distribution of government fertilizer encouraged 
GoK to support the formation, in July 1984, of another 
cooperative with full monopoly in grain marketing and 
distribution of agricultural inputs7'. Following the formation 
of KGGCU, the Ministry of Cooperatives dismissed KFAfs directors 
and the KGGCU took over KFAfs assets and operations in December 
1994. The sole agency agreement was then passed on to the new 
organisat ion. 

The impending take over of KFA by KGGCU caused turmoil in 
the market, since the KFA could not order its share of commercial 
imports due to uncertainty regarding its future, and at the same 
time the XGGCU did not have the requisite experience to 
immediately play KFAts import function. Although donors and ther 
commecial importers moved in to make for the shortfall so that 
national supplies wsre adquate, there were farmgate fertilizer 
shortages during the 1985 long rains bacause of delayed shipments 
and takeover stalemate right down the KFA distribution network. 
The 1985 long rains were ths first rains following the 1984 
protracted drought, KFA's axit and KGGCU ' s debut had therefore 
shocked the fertilizer sector at a critical time when the country 
was recovering from drought. 

The agency agreement set the stage for the eventual 
replacement of the KFA by the KGGCU. The implementation of the 
agreement exposed KFA to the crutiny of the government and opened 
the door for government dissatisfaction and accusations that 
evetually made the case for the replacement of KFA. The take over 
predisposed the new organisation to financial woes, because the 
new directors were taking over a wealthy organisation whose 

* 
'O. dOK sold aid fert ' . l izer to UA on consigrment basis SO that the l a t t e r  only paid for  (oantities 

sold. For the rest;  i t  charged GoK storage anti1 a l l  government stocks were evetually sold. In other words, 
KFA obtained interest  f ree,  risk free loans from the qovernnent to the tune of the t o t a l  value of aid 
f e r t i l i z e r  held i n  i t s  stores. 

\ 

'I. lany Kenyans f e l t  t t a t  IF; had i t s  exploited i t s  rather strong aarket position to lake unaccepablp 
huge p r o f i t s  a t  the e1pen;e of the farmer, a feeling given credence by the fact  that some af XFA's directors 
were evidently very uealth. KFA's nay alsc have come to  be associated with very rich independently sinded 
individuals about who# the pol i t ical  leadership was nncorfortable. See also Bates R H (1989)  Beyond the Miracle 
of the rarket :  The Pol i t ia l  Econo~y of Agrarian Sefors i n  Xenya. Caabridge, Caabridge ilniversity Press. 



future seemed guaranteed since KFA enjoyed obvious government and 
therefore donor support all of which would be transferred to the 
new organisation. The new management may therefore not have 
appreciated the rather demanding management requirements of the 
organisations they were taking over. The take over made it 
difficult for the recovery of huge loans owed to its predecessor, 
most of them with the directors that were replaced. 

GoK's Cancellation of Agency Agreement with KGGCU 

By the time KGGCU took over KFA, there was already 
considerable donor pressure for GoK to cancel the agreement as 
some donors prefered to have their fertilizer distributed through 
the private sector. The GoK itself was already disatisfied with 
the implementation of the agreement, and there was mutual 
appreciation of risks involved in continued reliance on a single 
agent for distribution of gradually increasing shipments of donor 
funded government fertilizer. The agreement was therefore 
cancelled in 1985. 

Upon this cancellation, two different systems were used to 
transfer aid fertilizer, quantity bids being invited from the 
private sector who enjoyed a 15% margin off the Mombasa MRP 
payable within 90 days by cash through bank guarantee. KGGCU 
continued to lift government fertilizre on consignment basis and 
enjoyed a 10% margin off the Mombasa MRPs. There was also growing 
e-ridence of the need to shift from &id in kind to balance of 
payments support to promote more meaningful private sector 
participation and minimise distortions caused by donor 
fertilizer. The cancellation increased private sector 
participation in the distribution of aid fertilizer, and gave the 
KGGCU an opportunity to face the challenge of operating in a 
relatively competitive 
environment and test its future sustainability. 

Formation of the Kenya National Fertilizer Association 

In 1986, the Kenya National Fertilizer Association (KNFA) 
was established following negatiations between some segment of 
the donor community and the GOK". The association was meant to 
promote policy related dialogue between the private sector and 
GoK, and strengthen capacity for improving service to farmers 
within the private sector. The association was also expected to 
facilitate exploitation of scale economies in research, 
production of common promotion material, and promotion of private 
sector descipline. The association has participated in the 
aglocation of aid fertilizer to the private sector and raised 

7 2 .  This was the second tiae tbat the private sector forged a bnsiness association, although the 
earlier one did not address policy, but was established for the express purpose of collecting fertilizer 
subsidies and preparing p i c e  proposals for consideration by the GoK through the Fertilizer Advisory Committee. 



issues of cdiicern to other stake holders in the sector . 

Fertilizer Price Decontrol 

By a GoK pronouncement through Legal Notice Number 421 
released in December 1989, controls on fertilizer prices were 
lifted effect from January 1990. 

The eventual fertilizer price decontrol was part of GoK's 
long term goal for the sector. This was in appreciation of the 
complications associated with setting meaningful price ceilings, 
partly due to nonavailability of adquate data on a timely basis, 
and problems of building into the pricing formular considerations 
for realistic wholesale and retail margins to promote as wide 
distribution as possible. T h e  establishment of MRPs under the 
qeneral price control ortier also perpet~tatsd GoK's involvement 
in the sector, and created opportunities for reverse transfer 
pricing to circumvent problems of accessing adquate foreign 
exchange resources. 

Price decontrol was also a major plank of the donor 
initiated policy discussions. The IFDC report preceding the FPMRP 
recommended price decontrol by the 5th year of the program, and 
one of the coventants for FPMRP required GoK to have, not later 
that February 28th 1990, completed a study on the potential for 
fertilizer decontrol, with the GoK reafzirming its commitment 
to eventual elimination of price controls, azong other things. 
The World Bank, through the ASAO IbrII, also insistsd that the GoK 
undertook to decontrol fertilizer prices in the long term. T h e  
Netherlands withdrew f r o m  the fertilizer sector in 1989 due to 
what it saw as lack of GoK's reluctance to develop clear 
fertilizer policies". KNFA had, since its inception in 1986, 
written to GoK recommending phased decontroi, and had 4 months 
prior the decontrol, written recommending price decontrol at the 
retail level, in line with the MoA's thinking at the time. The 
MoA on its part had planned a phased fertilizer price decontrol, 
including an initial decontrol at the firm level as stipulated 
is the Sessional Paper No 1 of 1986. The ministry's draft policy 
paper on fertilizer pricing and marketing released in 1987 
recommended decontrol of the prices of some minor fertilizer 
types such as trace elements and others used for flower and 
tobacco growing and as feedstock for liquid fertilizer 
formulations. 

, Still, the timing of the fertilizer price decontrol has 
been the subject of considerable speculation, as majority of the 

7 3 .  In Yarch, 1994 for eranple, the association raised concern abcot the ray t le  CoKjCEC fert i l izer 
was priced and and pointed oat potential loopholes in the tendering procedures vhich inadvertedlp allowed 
several companies owned b7 one or qroop of the saae indioidnal; to tender ts  saxiaize ! o t ~ l  allocation. 

74. The Jetherlaods iuvolvenent i s  cnrrently restricted to cofinancizg Yorld Bank initiated prografls, 
salae of vhich are vithin the aqricoltaral sector. The actual price decontrol c u e  shortly after the Nether!ands 
ulthdrev fros direct involve~ent in the fer t i l izer  sectar. 



planners and technicians in the MoA and MoF seem to have been 
completely umaware that this decision was under active 
consideration. The decision was therefore restricted to only afew 
individuals, and it would seem that in decontrolling fertilizer 
prices at the time it did, the GoK timed the announcement of a 
widely acceptable policy reform to make possible for KGGCU to 
dispose of it heavy fertilizer stocks of government fertilizer 
accumulated through a variety of donor programs, and perhaps 
afford KGGCU an opportunity to assert its role as a market leader 
in the sector7'. GoK may also have wanted to exonerate itself 
from fertilizer price increases. Farmers had been alarmed by the 
very high MRPs published in November 1989. These MRPs had been 
estimated using BIP on the insistence of the donors and there was 
fear that this represented a new shift in pricing philisophy that 
implied shift to higher price thresholds. 

The fertilizer price decontrol was expected to expand 
retailing in rural Kenya and therefore promote fertilizer 
availability and application. 

The fertilizer price decontrol came as a surprise to the 
private sector, farmers, donors and majority of the personnel in 
the relevant ministries. Following the decontrol, the KNFA hailed 
the decision, suggesting that the move would permit fertilizer 
retailing closer to the consumption points, promote competition 
within the private sector and therefore benefit the farming 
comunity. Sturiies to assess tSe im?act of the decontrol showed 
that majority of the private sector, spoiled by years of 
administerd prices, were apprehensive of their new pricing 
responsibilities. 

After the announcement of price decontrol, the KGGCU, 
accounting for 30-45% of the fertilizer business lowered prices 
for all fertilizer products by an average of 18% in February 
1990. Why this move?. KGGCU was burdened by excessive fertilizer 
stocks accumulated over a two year period, which were moving 
rather slowly. The November 1989 price list developed using BIP 
to establish MRP showed a substantial increase from privious 
level, and there were real possibilities that subsequent 
fertilizer of ftake would be marginal. Following price decontrol, 
therefore, KGGCU prepared its own price list giving discounts on 
all fertilizer products ranging from 3% for urea to 25% for DAP. 
KGGCU therefore used the price decontrol to offload excess 
fertilizer stocks and reassert itself in the market. 

* The price list released by KGGCU was applied to all buyers 
including small farmers, estates, retailers and other 
distributors, and there was no price differentiation reflecting 
true marketing realities in a decontrolled environment. In any 
case, KGGCU pricing resulted to prices below procurement cost for 
majority of participants in the sector, and there were doubts 

1 
1 

7 5 .  This nerer r ea l ly  happened, and the  KGGCU appeared t o  h a w  k l o a  np t h i s  golden chance by charqinq 
p r i ce s  lover than costs and therefore  incar ing huge losses .  Af ter  d ispos ing of e x i s t i n g  stocks,  the KGGCU 
a l aos t  xegt bu r s t ,  and has s ince  had problems pa r t i c ipa t ing  in the  market. 



whether infact the KGGCU itself covered the marketing costs of 
its commercial imports, and whether  the pricing was a purely 
commercial decision. Further, KGGCU's pricing following decontrol 
occasioned heavy losses for Murang ' a and Machakos cooperative 
 union^'^. This was unfortunate considering the unions' role in 
ensuring availability of reasonably prices inputs to farmers. 
Nevertheless, t h e  price decontrol opened the door for competitive 
pricing and promotion of distribution to the more remote parts 
of the coun t ry .  

T a b l e  6: KGGCU's RETAIL PRICES RELEASED IN JANUARY 1990 
RELATIVE TO lYIAXIMUM RETAIL PRICES RELEASED BY GOK 
CURING NOVEMBER 1989. SELECTED FERTILIZER PRODUCTS 

FERTILIZER 
PIZODUCT 

OFFICIAL GOK 
PRICES (KSHS/MT) 

1 CAN 1 4 .797  

AVEWGE ! 18 

Jote: Prices are PO2 Xorbasa 
Source: IPDC(199OJ The Igpact and Expected Coasequences of the Fert i l izer Price Decontrol i n  I[c~pa. 

Under Contract by the Agency for International Development. 

KGGCU LIST PRICE 
(KSHS/MT) 

3,8-48 

'"8stisates osing inforration provided by Ynraaqa District Cooperatire Union indicated that for 2000 
at  of RPK 20-10-10 and 4000 a t  of 20-20-0 isported by the anion mder a Xorad fa~ded CIP  arrangetelt, the 
znion,s cash cost excIuding crerheads and rargins e~ceeded KGGCU's re ta i l  prices for both types by ksbs 20 per 
a t .  Yachakos union bad 3000 at of thesare er-Jorad f e r t i l i ze r  types and faced similar costs. Their i?rperience 
ras rather nnfortonat~ as this arranqeaent was expectgd to serve as a test  case and provide feedback in 
refining lrodalities for Salance of payments approach t o  f e r t i l i ze r  a id .  

DISCOUNT OF 
KGGCU PRICES 
FROM GOK 
PRICES(%) 

20 

5, 188 3 
I 

6,280 1 25 



Chapter 10 

MAJOR ORIENTATIONS IN THE FERTILIZER SUBSECTOR 

Preoccupation with Smallholders 

The Kenyan farming community is smallholder dominated and 
smallholder production occupies centre stage in the country's 
agricultural policy dialogue. In 1985, there were 2 million 
smallholders, 75% of them with less that 5 acres under  crop^'^. 
Setweon them, these smallholders absorbed 90% of the country's 
farming population, accounted for 75-85% of total agricultural 
employment, 60% of marketed coffee, 35% of tea, 45% of maize and 
sugarcane, and all marketed rice, pyrethrum, cotton and 
pulses7'. The population of smallholders has since then 
increased significantly due to further subdivision of large group 
owned farms and family holdings. 

Smallholder fertilizer application begun early 1960, well 
after application on estates and large holdings, but grew rapidly 
following subdivision of formerly European owned etates, the 
introduction of improved seed varieties especially hybrid maize, 
and the granting of approval for smallholders to grow coffee and 
tea. consequently, the national fertilizer application grew 
faster than 7.5% annually during 1963-71. There after, 
application initally stagnated and before beginning a downward 
trend following rapid fertilizer cost escalation precipitated by 
crude oil prices compounded by GoK's inability to retain explicit 
fertilizer subsidies. Planning documents openly acknowledge that 
the smallholder sector embodies the greatest potential for 
increasing fertilizer application since it was in this subsector 
where gapping differences between recommended and realised 
fertilizer application abound79. 

These smallholders are considered vulnerable with regard 
to fertilizer access. Majority of them traditionally produce low 
value foodcrops for which the value cost ratios related to 
fertilizer application are generally unattractive. The 

1 7 .  About three types of holdings are ident i f iable  in Kenya, napel*, the super rmallbolders r i t h  a 
ruians of 1 hectare under crop, rainly for snbsistence; comercial  s ~ a l l h o l d i n g s  covering 1-10 hectare nnder 
crop, sainlp cash crops vith tbe sore rarqinal s t r ips  of land dedicated to  food production for om use; and 
the aedioa boldinqs large holdings and estates vith more than 10 hectares nnder crops, mainly cash crops. 

'dorld Bank ( 1 9 8 5 )  lap: lgr i rul tnral  loputs Review 'foluaer 11 L 111 Yorking Papers. Pepoit lo. 
5643-RE. -I 

. Estirates  snqgest that while fe r t i l i ze r  applications largeholders and estates  appioxiaated 
recornendations in the 1980s, sa i lho lders  apslied only a third of r~comendat ion on coffee and tea, and 
be treen 5-50! on maize. See also lepobl i c  of  Kenya( l986j Econoric Banagerent far Renered Growth. Governlaen t 
Printer,  Nairobi. 



smallholders are also more costly to supply as they are widely 
spersed and apply only meagre quantities due to the low level 
nature of their operations. When national fertilizer quantities 
are inadquate, dealers choose to only supply the largeholders and 
estatest where there are distributional scale economies. 

In recognition of the importance of smallholder production 
and observed inadquacy of this subsectors fertilizer application, 
the GoK commissioned working parties to explore constraints to 
smallholder fertilizer application and promotion of smallholder 
fertilizer use became a major GoK policy preoccupation since 
independence in 1963. This preoccupation accounts for the 
introduction of fertilizer subsidies during the early 1960s and 
fertilizer price controls in the middle of the 1970s to make 
fertilizer more affordable to the smallholder sector, greater 
preference by GoK for the cooperetive movement in the 
distributing donor funded government fertilizer, and the granting 
of the sole agency agreement for sale of GoK fertilizer to the 
KFA with wider distribution network and superior ability to 
supply the widely dispersed smallholder sector. 

GoK's concern over smallholder access to fertilizer 
overshadowed other important considerations for the fertilizer 
subsector such as development of the fertilizer market and 
sustained GoK's distrus* for the private sector whose corporate 
objectives such as profit maximisation were considered an 
impediment to' the private sector's ability to cater for the 
peculiar needs of the smallholder subsector. The preoccupation 
with the smallholders further precipitated conflict within the 
donor community, some of the donors chosing to support GoK's 
attampts tc ensure access to adquate fertilizer supplies by the 
smallholders through the KFA with its wide distribution network 
and through other localised cocperative unions with more direct 
access to smallholder farxers. Other donors, led by the USAID, 
got convinced, following extensive studies to explore constraints 
to the development of the fetilizer sector, of the need to use 
their fertilizer programs to promote the development of the 
fertilizer market. The donors were therefore unable to develop 
a common objective for their individual fertilizer programs, and 
the strategies for meeting the short term objective of satisfying 
the fertilizer needs of the smallholders were often in conflict 
with those for promoting the development of the marketaa. This 
compounded negotiation for the eventual liberalisation of the 
ferti 1 izer market. 

e Government policies in the post liberalisation period 
indicate continued GoK concern over smallholder access to 

The fe~e:opaeg: of t" Fertilizer aarket was nct neccessaiily in cccflicr with effcrts '3 atdress 
the fertilizer needs of the snallholders. Getting the private sector back to the fertilizer subsector, one of 
:ha stiategies for proeoting development of the fertilizer ~ a r k e t  uas expected to, when corbined with adqnate 
rargins to allow recovery of costs tied np in the sraller bags and in distributing to the rore m o t e  part of 
the conntry, ask? possible for greeter snallholder accdss to fertilizer. Rowever, GoR's preference to I(FA/RGGCU 
to ensure the likelihood of saallboider access to fertilizer pradncts on better t e n s  gave KFA/RGGCU ronopoly 
;ouers agd went against the eventaai developaent of the fertilizer developneat. 



fertilizer products8', and the extend to which fertilizer 
liberalisation will be considered a success by GoK will 
critically depend on how the smallholders will have faired under 
liberalisation. 

Sudden Changes in GoK's Fertilizer Strategies 

The fertilizer subsector has suffered periodic shocks 
resulting from sudden shifts in GoK's strategies. These shifts 
were precipitated by different circumstances and considerations, 
but invariably changed the short term expectation of other stake 
holders and send the fertilizer subsector into immediate 
disarray. We discuss three examples of thesz shifts and their 
related shocks below. 

During 1974/75, the GoK cancelled all fertilizer import 
1 icences thereby withdrawing the private firms ' permission to 
import, and directly imported fertilizer for distribution to the 
farming comuni ty. The cancel lation resulted from what GoK 
considered betrayal by the then fertilizer companies who kept 
fertilizer prices high to recoup previous trading losses at a 
time when the international fertilizer prices were falling. A 
high pricing structure. was considered unjustifiable and was 
interpreted as unwillingness by the private sector firms to 
cooperate in confrontingthe difficult circumstznces precipitated 
by the oil price escalations. These fertilizer import licences 
had just been introduced to conserve foreign exchange and 
regulate fertilizer products coming into the country, and their 
cancellation eroded the credibility or' government fertilizer 
subsector strategies and administrative reforms. 

The cance1:ation shifted public opion against the private 
sector, actualised GoK's private sector distrust and complicated 
future private sector participation in the fertilizer market. It 
further made the case for GoK' s direct involvement in fertilizer 
importation, further marginalising the role private firms in the 
fertilizer subsector. The KNFC, nominated by GoK to distribute 
government imported fertilizer, proved unable to cope with its 
new merchandising responsibilities having had limited marketing 
experience. This cancellation of import licences and direct 
fertilizer importation by G o K  significantly reduced any prospects 
for future participation by private interests in the subsector, 
spirked off withdrawal of multinationals from the sector, 
revealed the ill-preparedness of the cooperative movement as a 
pbtential substitute for private sector, and threw the fertilizer 
market into disarray, jeopardising rather than ensuring farmers' 
access to fertilizer in the immediate future. Following 
frustrations with the KNFC and the Ken-Ren project, GoK begun 
encouraging private sector firms to apply for fertilizer import 
licences and aggresively sought out donor assistance to rebuild 

. ?fie 3ational Food Polity, prrpared only this year, talks abon t  strengthening aeasnres for increasing 
fertilizer applicatim especially among the saallholders. 



8 2 .  See also footnote  number 70. 

capacity for fertilizer importation. By the time, the fertilizer 
market had been critically disrupted and was in dire need of 
reconstruction. 

The take over of KFA by KGGCU during December 1984 was a 
further shock to the fertilizer market. KFA, assisted by the sole 
agency agreement for distribution of increasing volume of donor 
funded government fertilizer, accounted for the lions share of 
the market. Tension developed between the KFA and GoK regarding 
the way donor fertilizer was handled, the KFA raising concern 
about its meagre role in the ordering of donor funded fertilizer 
leading to untimely shipment and ordering of fertilizer products 
unpopular with farmers. The government in turn was concerned 
about XFA's inability to repay GoK promptly following sale of 
fertilizer and what it considered gross financial mismana~ement 
of the association. Other considerations strengthened the case 
against K F A ~ ' .  

The take over caused enxiety about the ability of the 
f ert i 1 izer market to perform in the immediate future, considering 
the dominant role KFA had played in market. There was also 
widespread suspicion that the take over was politically 
motivated, raising private sector's concern about the 
government's seriousness in addressing national fertilizer 
problemse3. In the period prior to the take over, KFA was unable 
to order its Share of fsrtilizez imports because its future was 
uncertain. At the same time, the newly formed KGGCU did not have 
any merchandising experience =d was therefore not able to 
i-mediately fill the gap left by KFA. The actual take over of KFA 
by an organisation that wielded open GoK su;>port sent ripples 
down the fertilizer sector, making the few private sector firms 
still holding on to the sector uncertain about their futurs role. 
In the circumstance, fertilizer could not reach farmers in time 
at a time when the economy was recovering from the severe draught 
of 1984. In any case, this government supported take over further 
shocked the fertilizer subsector, forcing private sector stake 
holders to doubt the governments commitment to the development 
of the sector, and to' put on hold any fertilizer related 
investment plans. 

A recent addition to this catalogue of shocks precipitated 
by apparent shifts in GoK's fertilizer subsector strategies was 
spirked off by the fertilizer price decontrol announced during 
December 1989 to take effect in January 1990. Although eventual 
fertilizer price decontrol was part of the reform negotiations 
between the GoK and an important segment of the donor community 

5 3 .  in part icular ,  there was snspicion that KFI was standing on the yay of gowerfnl private part ies  
interested i n  dipping the i r  hands into the huge resources that  resnl ted froa the association's corporate 
aperst ioss ,  and that there was therefore need for  an organisation that  was 3ore sanipnlable. Recent FEsS 
reports about the RGGCUs heavy losses through nnrepaid credi t  held by powerful individnals seen to confira 
these ea r l  i es  snspicions. 



led by the USAID with World Bank's backing, this was to be 
approached progressively and was to result from specific studies 
to ascertain its viability and optimise its timing. The 
government 's fertilizer pricing and marketing policy released six 
months prior to the decontrol scuttled the price decontrol issue 
by proposing refinement of the mechanism for establishing and 
releasing the maximum retai 1 prices for the scheduled centresa4, 
and the MoA was, at the time of the decontrol, developing 
modalities for decontrolling prices at the retail end of the 
market in line with previous government policie~'~. The 
fertilizer price decontrol was therefore least expected and 
although it was a major component of future fertilizer reform 
agenda, its timing was a definite shift from expectations and 
heavily influenced by other extra- sectoral considerationsa6. 

The price decontrol and subsequent pricing behaviour by the 
KGGCU caused immediate uncertainty in the fertilizer market. For 
the first time in about 15 years, the responsibility for setting 
prices reverted to importers and distributors. Assessments of the 
impact of the price decontrols revealed that some of the firms 
were struggling under this new responsibility, having been 
shielded against sloppy pricing by the government administered 
prices. KGGCU's pricing bahaviour following decontrol also raised 
concern about the credibility of the policy change, and majority 
of importers and distributors suspended investment plans while 
waiting to see how things would shape up in subsequent seasons. 

The fertilizer price decontrol decision, ostensibly taken 
to help KGGCU further strengthen its role in the market and its 
financial base, worked against KGGCU which failed to make proper 
use of the golden opportunity, and partly accounts for KGGCU's 
subsequent inability to participate in the market, and denial of 
the farming community the services of the only organisation with 
the largest fertilizer distribution network. KGGCU's pricing 
behaviour following the price decontrol also inflicted heavy 
losses on the Muran' ga and Machakos farmers district cooperative 
unions which could no longer profitably sell their fertilizer 
imports. The unexpected price decontrol and subsequent events 
sent ripples across the fertilizer subsector, eroding the 
cooperative movements role in the sector. Subsequently, the 
private sector has been moving quickly to fill in the gap 
temporarily left by the KGGCU, and the dust raised by the timing 
of the price decontrol appears settled until the next shock 
resulting from the next GoK's sudden shift in its fertilizer sub- 

* 
84. These included the application of a benchark international cbf price, building i3 sufficient 

-- aargins to encourage distribution outside the aain centres, making frequent price review so that vorld price 
trends can be translated into farmqate prices, and eonitorinq retail prices outside the rain centres to rake 

I possible for remedial if and when local shortages are detected. 
L 

15.  See for e m p l e  Repubic o~ieula[1986) Bcono~ic 3anagment for Renewed Orortb. lairobi. Governlent 

1 .  
Printer. 

t , f16.~ee earlier raterial on possible factors that aay have influenced the price decontrol decision, 
presented in chapter 8. 
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sector strategies. 

Preference for Cooperative Organisations 

Cooperatives were introduced in Kenya at the turn of this 
century to meet the inputs and crop marketing needs of the white 
settler farmers. They were also, at the time, considered 
important is regulating input and produce markets to secure and 
maintain the living standards of the settler community. By 
independence, majority of the main cooperatives had evolved into 
nation wide quasi-commercial organisations, operating as 
cooperative and public companies generally outside cooperative 
rulese7. The movement grew rapidly after independence. 

Cooperatives have comparative advantage in the procurement 
of input supply due the potential for pooling of input 
requirements of farmers saviiig them time and transport costs 
related to individual purchase from main trading centres. This 
is complimented where cooperatives also serve as channels for 
credit in-kind. This credit link permits the supply of inputs in 
areas out of reach for ordinary traders. Where cooperatives 
control produce marketing, opportunities for reducing default 
rates are higheraa. When cooperatives are able to develop apex 
bodies, this increases the possibilities for bulking of input 
orders allowing further exploitation of scale economies in input 
procurementag. 

These potential benefits form the basis for GoK's 
preference of the cooperative movement in the fertilizer 
subsector to increase the likelihood of achieving major sectoral 
objectives such as promoting fertilizer application and keeping 
fertilizer costs low. In a broader sense, GoK views cooperatives 
movement as an instrument for mobilising mass participation in 
national development activities, and an important link in 
translating policies into rural development programs. Since the 
cooperatives are well distributed through much of the smallholder 
farming areas, they are often the only sources of input supplies 
within close proximity to the farming communities. 

Resulting from these preceived advantages, the GoK, 
following dissatisfaction with the preformance of private firms 
in mid-1970~~ nominated the KNFC to distribute government 
fertilizer, gave the sole agency agreement of the KFA/KGGCU, and 
continues to look to the cooperative movement to regulate the 
fertilizer market. In pursuit of this, GoK's policy documents 

* 

The l a i n  ones were the Kenya Farners Association, the I e q a  Cooperative Creameries, and the Kenya 
Planters Cooperative Union. 

". This is because of this  arrange~ent  create  unique opportunities f o r  inter l inking c red i t  and produce 
? a r h t s ,  and f x  redocisg informatisn assyretr ies  that o t h e n i s e  I q e E e  the deveiopaent of credi t  narkats. 

19. Lluch of tbe l a t e r i a l  in th i s  section was influenced bp C l i f t  C 'Role o f  Cooperatives in Input 
Supply' in 3or l l  Baak (1986) Ienya: Agricnltnral Inpet Reviev. East Africa Projects Office, Central 
Agricnltnral Division, the 2orld Baak, pp 32-60.  



invariably mention the role of cooperatives in the development 
of efficient and competitive fertilizer marketing 
arrangements9'. Reliance on the cooperative movement in 
realising fertilizer subsector goals has therefore been a major 
orientation of fertilizer marketing in Kenya, with GoK sustaining 
its courtship with the cooperative movement despite ocassional 
disastrous performance of cooperative organisations9'. 

Low Fertilizer Cost Stance 

For many years, GoK has been striving to keep fertilizer 
prices low to promote application and increase agricultural 
productiong'. This is because GoK sees the farming community as 
an important vehicle in Kenya's develop process, given the 
dominance of agriculture in the economy. Past efforts to keep 
fertilizer prices low were translated into the introduction of 
explicit fertilizer subsidies withdrawn after 10 years because 
they were found not to benefit the smallholders, putting 
fertilizers under the general price control order so that all 
fetilizer subsequently sold in the country became subject to 
government administered price ceilings, allowing duty free 
fertilizer importation, and indirectly subsidising fertilizer 
cost by making it available to cooperatives organisations such 
as KFA/KGGCU under preferential termsg3. 

The Cesire to keep fertilizer prices low accounts for the 
GoK's preference for cooperative organisations better able to 
iaenti fy with farmer's concerns over private sector driven by the 
profit motive, made neccesary for GoK to occasionally shift its 
strategies about the fertilizer subsector in an apparent attempt 

For e m p l e  duiing :he 1919-83 plan period, the GoK underrook to pro~ote the development of 
conpeti tive input and produce larkets by encouraging competi tion between the private, public and cooperative 
sectors. In the 1986 Sessional Paper on Econoric Banageaent and Renewed Growth, GoK was to continue licensing 
established fertilizer iaparters and distributors including 1(6GCU, cooperatives vith enoagh capacity and 
private f i r m  vith deaonstrable competence in the field. The 1989-93 Developaent Plan further proposed 
iaproveaent of channelling of fertilizer through the 'private' sector throogb greater reliance on cooperatives 
and indigenous entrepreneuers; while proposed strategies for keeping fertilizer prices low under tha 1994 
National Food Policy inclnde encouraging cooperatives, faner corpanies and faner groups to import fertilizer 
for their meabers. 

".The GoK was first let down by the BFC rhich had been noiuinated to distribute governsent fertilizer 
in the rid-1970. Atterpts to rely on the KFA/KGGCU appear to have also net vith frustration. 

e 
92. The farsiug co~~unity is also an i~portant constituency whose opinion is consider~bly decisive. 

The political leadership vould therefore have some incentive for deliberately iinimizing the likelihood of the 
Earring coananity's dissatisfaction witb input costs. One ray of such ainiaisation is raintaining some control 
over prices. 

9 3 .  It is ioreoer doubtfnl tEa: the cost plus basis for ertablishiq price ceilizgs geserated prices 
lover than otherrise, as the pricing procedure persitted different fertilizer iaporters to declare their own 
procurement costs. Potential col!usion vi  th overseas suppliers generated cSf prices considerably greater tban 
actual international 2rices. Possiblities for exploiting such collusion vere especially high daring tines 
locally available govennent allocated forziqn exchange was tiqht. 



to protect farmers' interests as evidenced by the decision to get 
directly involved in fertilizer importation and distribution, 
lifting of fertilizer price controls following evidence that the 
revised pricing mechnism was generating higher than acceptable 
prices and timing such price decontrol to give the KGGCU an 
opportunity to lower prices. 

This low fertilizer price stance therefore precipitated 
shocks that put fertilizer market into disarray. GoK's low 
fertilizer cost objective was also in conflict with attempts to 
widen fertilizer distribution to cover more remote parts of the 
country by building in higher retail margins in the fertilizer 
pricing structure, and was an impediment to creation of 
profitable opportunities necessary for attraction of private 
interests and eventual development of the fertilizer market. This 
stance a1 so made GoK apprehznsive about the private sector whose 
corporate objectives were considered irreconcilable with low 
fertilizer prices, and made the fertilizer market reform 
negotiations more complicated. This stance is unlikely to have 
been completely abandoned following the recent liberalisation of 
the fertilizer market. 

Development and Liberalisation 
Fertilizer Marketing. 

At the turn of the 1980fs, the fertilizer market was in 
utter disarray, most of private interests having altogether 
withdrawn f ronl the subsactor owing to diminished opportunities 
for prof itable participation resulting from extensive government 
involvement and monopolistic tendencies by KFA supported by the 
sole agency agreement with GoK. Increased donor involvemest with 
fertilizer aid in kind and technical assistance for carrying out 
sectoral stuCies openeC up opportunities for i ncreasing arrar, viess 
about what needed to be done to sustainably improve fertilizer 
procurement and distribution. Policy dialogue between GoK and 
part of the donor community led by the USAID began to centre 
around the development of a fertilizer market with sufficient 
incentives for increased private sector participation. Some donor 
funded fertilizer supplies were distributed with this objective 
in mind*'. The initial objective of development of the 
fertilizer market was gradually modified to include full 
liberalisation of the market, including removal of GoK's direct 
role in the fertilizer procurement, distribution and pricing. 

GoK had, under the 1979-83 development plan, undertaken to 
swport and develop competitive markets by ensuring that its 
participation and legislations encouraged marketing arrangements 
permit ing - competition between different participants in 
agricultural input and produce markets. Under the 1984-88 plan 
period, GoK further undertook tc! put in place better macagernent 
and administrative pracedures to promote efficient resource use. 

'*. Other GoK f e r t i l i z e r  s x t o r  concerns rere i n  confl ic t  with this broad m k e t  dewloprent objective, 
and aade i t  d i f f i c u l t y  for the donor comauuity to  develop a conmon vis ion aboat the best application of the i r  
pragraas. 



In addition, GoK undertook to allow retailers outside the main 
trading centres to set own prices to make fertilizer distribution 
in the remote parts of the country more profitable. During the 
1989-93 plan period, GoK was to renter the fertilizer marketing 
system more competitive to allow efficient fertilizer 
distribution and make provision for better profit margins. 

Encouraged by the donor community, the GoK prepared a 
specific fertilizer pricing and marketing paper spelling 
constraints facing the fertilizer subsector and making proposals 
on how these constraints were to be addressed. As part of the 
policy proposals, the GoK undertook to liberalise fertilizer 
importation in the long term, limiting its role to monitoring for 
quantities and types imported. There after, a segment of the 
donor comnunity led by the USAID employed its fertilizer programs 
to encourage GoK to pursue policy proposals stipulated in the 
subsector's policy paper. As it turned out, fertilizer price 
controls were lifted later during the same year in which the 
policy paper was released, and import allocations, import 
licensing, and foreign exchange allocations abolished during 
subsequent years. Liberalisation of the fertilizer market, 
initially identified by the donor community and adopted by GoK 
as one of the major long term goals for the subsector, was 
realised way ahead of plan. 

The development and liberalisation of the fertilizer market 
which were major orientations of fertilizer policy dialogue 
during most 0.2 the 1980s, benefitted from donor funded in-depth 
studies that saught to inform donors and the GoK on the 
constraints to the development of the fertilizer market, and from 
assisting GoK to officially spell its understanding of tke 
constraints and what needed to be done to improve fertilizer 
marketing. This process promoted pooling of understanding on the 
requisite poiicy measures, giving an opportunity for donors to 
thereafter tailor their fertilizer assistance to help GoK achieve 
its goals for the fertilizer subsector. 



Chapter I1 

SUMMARY AND RECOMMENDATIONS 

Summary 

The government was, at the beginning of the 1980s, heavily 
involved in the fertilizer market and determined fertilizer 
types, quantities to be imported and prices to be paid by 
farmers. It was receiving aid fertilizer through bilateral donor 
programs which helped conserve scarce foreign resources and 
increased national fertilizer supplies. These programs were also 
of interest to the donors since they promoted co~nmercial 
interests of donor countries. The KFA, which had a large network 
of distribution outlets and had been granted sole agency for 
distributing government fertilizer available through donor 
programs, had near complete monopoly of the market. Most private 
interests had backed off from the market concerned about 
diminished profitability resulting f rorn enhanced government 
involvement. The market was drifting aimlessly. 

Donor involvement in the market made possible for the donor 
community to better appreciate the needs of the sector and to 
engage the GoK in a sustained dialcgue tc address the 
developmental- needs of the sector. As a result of these GoK-donor 
exchanges, the sole agency agreement between the KFA/XGGCU and 
the government was cancelled in 1985, and shortly afterwards, 
other private interests and cooperatives began to have access to 
Aonor funded government fertilizer, paving the way for tle 
increased private sector participation in fertilizer trade. A 
year later, the GoK, with the encourageme~t of the donors, 
facilitated the formation of a trade association consisting of 
fertilizer importers and distributors, This association was meant 
to promote pol icy exchanges between private interests and GoK, 
and to increase capacity for giving improved service to farmers. 

GoK's planning documents in the last 13 years dedicated 
space to discussions on the policy requirements of the fertilizer 
subsector. In the Sessional Paper Number 1 of 1986, there was, 
for the first time, a specific section dedicated to fertilizer 
policy. But it was in 1989 that the GoK, encouraged by a segment 
of the donor community led by the USAID, released a fertilizer 
pricing and marketing policy document spelling out its vision 
about the sector, the first policy document to exclusively 
propose ways for improving fertilizer pricing and marketing. In 
the subsequent years, a segment of the donor community expanded 
on GoKts policy statements and built them into specific 
requirements for future fertilizer programs. In Jancary 1999, the 
G o K ,  decontrol led fertilizer prices a head of schedule, opening 
the sector to competitive marketing. Two years later, the foreign 
exchange markets were liberalised and quantitative restrictions 
removed, thereby fully liberalising the fertilizer market. 



. .  - . .. ..- . - 
Firms dealing with'fe'rtiiizer n o w '  carry out all functions 

neccesary for procuring different ferti 1 izer products and making 
them available to farmers. There is free entry to and exit from 
the market, as we11 as competition at all levels of 'the sector. 
There are.strategic interactions and posturing,. and firms now 
rise or fall depending' on level of efficiency' and managerial 
foresight, rather than -admini.strative support. The multinational 
companies are now showing active interest in the market, and 
although farmers are not sure ' whether producer prices will 
continue to match fertilizer prices, fertilizer is now widely 
available .in the countryside. . . .  

The . fertilizer market' is ' now one in which competitive 
forces can fully influence market outcomes, quite different from 
what it was in 1980 when the main marketing functions were 
administrati~el'~: det&rmjn&d by GoK. GoK and USAID ' s fertilizer 
~oliciesj"w&re generally mutually'enforcing, and the G o K  received 
considerable encouragement from the donor community in the 
gradual process of establishing private sector participation and 
unleashing of market forces. U S A 1 D " s  fertilizer programs which 
consistently targeted the market development needs of the sector, 
were critical in the evolution of fertilizer market since 1980. 

other' than the USAID-led market development and 
liberalisation negotiations, there were other important 
orientations that characterised the fertilizer subsector; Among 
thess were Gox's preoccupation with smallholders, lcw fzrtilizer 
costs, and preference for cooperative organisations over private 
sector firins. Tke fertilizer subsector was aiso suD~ected to 
shocks resulting from sudden shifts in GoK's strateqies for 
fertilizer procurement and distribution, including withdrawal of 
fertilizer import licences, takeover of KFA by KGG(=U, and 
unexpected decontrol of fertilizer prices. These orientations 
were nct always consistent with the broaCer vision &out the 
subsector. The eventual full liberal isation of the fertilizer 
market is a unique achievement in an economy still characterised 
by extensive state interventions. 

Recormoendat ions 

What lessons can we draw from the liberalisation of the 
fertilizer ' market on. how negotiation for ,reform should be 
approached! 

Throughly Research the ~ e f o h  Object 
9 

Reform effrlrts must be inforked by extensive and sustained 
investig-ation, through detailed studies, on the peculiarities of 
the -ob 'ject of reform. These studies should specif ical ly seek to 
rationalise the reforms. Where there is external. input, generous 
technical assistance should be ,expended. in generating and 
publicising informatiori on the reform object. The results from 
such studies should then be used to inform majority of 
stakeholders to begin to develop a concensus about the need for 
the reform. 



Governing Authority Should Spell Out the Reforms Needs 

The governing authority has to develop and spell out its 
vision about the reform requirements, and then be assisted by 
other stake holders to realise its vision. Such vision, 
translated into policies and programs, need to draw from the 
results of studies of the reform object, so that it can be part 
of a shared understanding on the reform needs. Once the vision 
has been firmly established, mobilisation of support from other 
stake holders and insistence on its pursuit become more probable. 

Target Donor Assistance on Specific Reform Components. 

Depending on initial condition and the potentis1 fcr 
conflicts or complementarity, achievement of full reform can be 
difficult and time costly. Increasing the possibility for timely 
reforms results requires early identification of important reform 
components so that assistance can be targeted at the first 
opportunity, using judicious selection of carrots and sticks to 
direct the reform programs and dialogue to optimise cummulative 
reform benefits . 

The following general recommendations are for further 
improvement and strengthening of the fertilizer marketing: 

Develop Credit Lires for Stockists 

Thevillage s tock i s t s / r e t a i l e r swi thmore  direct commercial 
contact with farmers, especially smallholders, continue to play 
a crucial role in the fertilizer distribution network. 
Unfortunately, fertilizer products are costly to procure acd 
store, an3 majority of the stockist, required to pay ,For 
fertilizer supplies on cash basis, are unable to benefit from 
emerging quantity discounts due to limited ability to purchase 
full fertilizer requirements. Although there is an elaborate 
network of potential fertilizer stockists, this part of the 
market cannot an its own develop fast enough unless stockists are 
anables to buy their fertilizer requirements as and when they 
want. Counter part funds available from future donor fertilizer 
programs could be recycled to assist in designing fully 
commercialised credit schemes tailored to fertilizer stockists' 
credit needs. This could include provision for the initail 
development of a fertilizer stocking pilot program to determine 
stockists' fertilizer related credit needs before full 
popularisation. Sustainability of such a program will require 
del iberate - avoidance of direct and indirect subsidies and 
securing of participation of larger distributors. On this 
account, the proposed credit scheme should be preceeded by a 
study to recommend modalities for maximising sustainabilit~'~. 

j 5 .  this recornendation show$ op  in a n  nunbe* of fertilizer -ol)"rte 
hn+ L - +  - - - - -  & - -  : - 1 ' -  . >  . . 
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Promote Further Market Contestability 

Following price decontrols and liberalisation of foreign 
exchange markets, there is evidence of considerable entry and 
exit especially at the downstream end of the market. Upstream, 
however, there are. opportunities for larger importers to earn 
economic rent by exploiting unique supplier arrangements, 
strategic. alignments including falling back on powerful 
connections, and exploitation of preferrential access to 
privileged information. Ability to derive economic rent occasions 
farmer exploitation and resource malditribution as the resultant 
market distortions inhibit the ability of prices to reflect true 
relative scarcities. Such opportunities can be reduced by 
creating an environment of perpetual potential entry by new firms 
and exit by existing firms, creating incentives for commercial 
descipline by the latter and giving potential entry of new firms 
an ~pportunity f o  raguldte tbe market. This requires, further 
simplification of licensing procedures and minimization of other 
transactions costs such as may result from international 
fertilizer market information acquisition, publication of 
important local information such as stock levels and fetilizer 
demand forecasts, and sustained monitoring and dispation of 
opportunities for potential market exclusiveness including 
collusive behaviour. 

M a k e  the KNFA More Sustainable by Changing its Manag-t 
Format. . - 

Since its formation in 1986, the Kenya National Fertilizer 
Association has played an important role in strengthening private 
sector particiaation 33d drawfng.GoK's attention to areas of 
policy and administrative concern. Unfortunately, the reputation 
of the association'has occasionally been called to question due 
to conflict of interest arising from the fact that members of the 
association's executive are fertilizer importers in their own 
right. To resolve this potentially damaging arrangement, an 
independent- 'secretariat. is required' to administer the 
association's' business without giving -undue advantage to 
fertilizer firms connected . with persons 'participating in the 
running of the association. Such a secretariat could be modelled 
after the Kenya Association of Manufacturers, but tailored to the 
peculiar requirements of fertilizer trade. 

Target Donor Assistance' to Develop 'Public Goods ' Side of 
the Sector . 

* 
Donor programs and pol icy exchanges -have been instrumental 

in putting the fertilizer market 'on, track. There ate however 
peculiar aspects of fertilizer sector that are' best'handled 
extramarket. These include improvement of the regulatory 
environment; including appropriate legislations, development of 
business 'support services, securing of strategic reserves, 
monitoring the impact of fertilizer use on soil quality and 
productivity, and development of alternatives 20 chemical 
fertilizers. Returns from donor ?roorams ronlrl "a ' - r t - = r c &  "-- 



assisting GoK in addressing these public goods aspects of the 
sector. 

Empower the Fertilizer Inputs Branch 

The Fertilizer Inputs Branch has in the past been the 
subject of considerable policy attention primarily in recognition 
of its potentially heavy resposibilities ragarding monitoring and 
guiding the subsector, and advising GoK on matters touching on 
fertilizer. It therefore forms part of the nerve centre f o r  the 
subsector. However, the branch's capacity to develop scopes of 
work and respond quickly to information requests by either GoK 
o r  the private sector is in dire need of further strengthening. 

Promote Greater GoK and Donor Consultation 

The rerorm process for the fertilizer subsector would have 
been smoother with increased interaction between donors and GoK 
in developing a mutual vision and concensus about future 
developments i n  the subsector. Given the likelihood, however 
meagre and modified, for future donor participation in the 
subsector, there will be need to develop a mechanism f o r  greater 
interaction and consultation between the parties concerned 
including the GoK, donors and the private sector to synchronise 
efforts and work towards a mutually understood common goal. 



References: 

Abbott J & Cox P (1985) 'Fertilizer and Agrochemicals Marketing' 
in World Bank Kenya: Agricultural Inputs Review Eastern and 
Southern Africa Projects Department Central Agricultural Division 
Washington DC. 

Agriconsult (1988) USAID/Kenya Fertilizer Market Ddevelopment 
Porgram Impact Study; Final Report. 

Agriconsult (1988) USAID/Kenya Agricultural Policy Assessment 
Study, Volume 1 Summary Report. 

FA0 Promoting Competition in Fertilizer Marketing in Africa. 
Fertilizer Industry Advisory Committee. 

I FDC ( 19 9 0 ) The Impact and Expected Consequences of Fert i 1 i zer 
Price Decontrol in Kenya, Under Contract f o r  United States Agency 
for International Development. 

IFDC ( 1986) Kenya: Fertilizer Marketing and Economics of Use; 
Under Contract for United States Agency for International 
Development. 

Kimuyu P K (1989) 'Fertilizer Importation, Pricing, Marketing and 
Economics of Use in Kenya' World Bank Seminar on Agrobusinesses 
and Rural Development, Nairobi, January 30th - February 14th, 
1989. 

Kimuyu P K, Jama M A and Muturi W M (1991) 'Determinants of 
Fertilizer Application on Smallholder Coffee and Maize in 
Nurang'a District, Kenya' Eastern Africa Economic Review Vol.7 
No. 1 

MoA ( 1989 ) National Policy for Fertilizer Pricing and Marketing, 
Nairobi, June 1989. 

Republic of Kenya ( 1986 ) Economic Management for Renewed Growth. 
Government Printer, Nairobi. 

Rocco D M (1986) 'The Fertilizer Distribution Network in Kenya'. 
Nairobi, Mimeograph 

Rocco D M ( 1990) 'Fertilizer Import and Distribution in Kenya'. 
Nairobi. 

RQcco D M ( 19%) 'Report of Maize, Beans, and Fertilizer Prices' . 
Nairobi 

Shepherd &drew ( 1988 ) Approaches to Privatization of Fertilizer 
Marketing in Developing Countries. Marketing and Credit 
Services, Agricultural Services Division, FAO. 

Shenoi P V and Pandey S N (1990) A Report on the Ferilizer 
Subsector. Kenya, Agricultural Sector Adjustment Operation II 
World Sank Consultants R e ~ o r t  . 



Thomas J (1987) USAID/Kenya Fertilizer Market Development 
Program. Office of Agriculture, USAID/Kenya, Nairobi. 

USAID Project Assistance Approval Documents Nos. 625-0230, 615- 
0243, and 615-0240. 

USAID (1989) Grant Agreement Between the Government of the 
Republic of Kenya and the United States of Anerica acting through 
the Agency for Intertional Development for the Fertiliozer 
Pricing and Market R e f o r m  Program. 

USAID (1984) Kenya's Fertilizer Situation and Related Policy; 
Agricultural Development Office USAID Kenya. 

World Bank (1985) Xeny?,: Agricultural Inputs Xeview; Volumes I1 
b 111 Working Papers; Report No-5643-KE. 

Williams L B and Allgood J H (1985) Evaluation and 
Reccma3em3ations for Ireproving Fertilizer Marketing in Kenya- 
USAUD Kenya Agricultural Development P r o g r a m  Project No 615-0230, 
Under Contract for United States Agency for International 
Development. 



. Lr 
Appendix A: BASIC FEXTTLIZER AHD OTHER RELATED DATA 

Table a .  1: Fertilizer Imports, Carryover S t o c k s  
and Consumption 
(Hetric Tomes ) 

CDFEJ%RC. IBPORT DONOR . TOTAL IMPORTS ESTIPIATED C A R R Y O W  
YEAR SHIPkIENTS CONSUWP . STOCKS 

Source: Siuistrp of Agricalture, Litestack Development and Snppifes, lafrobi .  



Table a2:  Fertilizer Consumption, Prices Trends 
and Producer Prices 

PERT. ~ m .  NOXINAL NOIIIW NonIKa NOMINAL GDP 
COHSlTP PRICE COPFEE TEA HAIZE WBEAT DEFLATOR 

TEAR INDICES INDICES PRICES PRICES PRICES PRICES 

Kote: Yorinal p r ~ d m r  prices are in bhs per 100 kg and are for the calandex par. 
?her l a p  dlffer thuefore f r o g  those for crop rear 

Source: Rgpoblic of Xeap; Bconoric Snney, Iairobi, Governrent Printer, 1986,1991, 1993 5 1494. 



Table 2a cont. 

late: Pgal prices obtained by adjusting aorinal prices using the GDt 
def latar. 

9 .  
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Cabin& Warehouse Ltd Wbasa 

Combined Warehouse L t d  Mombasa 



Appendix C 

f PURPOSE OF WORK 
The purpose of this scope of work's implementation is to 

.review, document and analyse USAID1s involvement. in Kenya's 
fertilizer . subsector since 1980. This involvement will be 
assessed -with respect to GoK, other donors, the private snd 
public sector policies, institutions and activities. The impact 
of exogenous conditions on USAID .involvement wi 11 .also be 
assessed. A s  a result of this scope of work implementation, USAID 
wi 11 better understand Kenya's fertilizer subsector 
liberalisation process and the roles different actors played in 
that process. 

. . 

STATEMENT OF WORK 

The contractor shall : 

1. Become familiar with and use USAID/Kenya/AGRts library of 
fertilizer documents. Identify and explore other sources of 
documentation such as the Ministry of Agriculture, Livestock 
Development and Marketing's libraries, donor libraries, research 
institutions and so on. Interview government academic, donor and 
private trade representatives as well as farmers and fertilizer 
consultants tc enhance the evaluations knowledge base. 

7 . Briefly descriSe the histary of Kenya's fertilizar market 
since independence. Although the overall evaluation will focus 
on tne year 1980 to the present, this history will provide an 
interesting perspective. Describe the institutions involved, 
changes in the agricultural sector that affected these 
institutions,. aovernment policies, international fertilizer 
market trends, macroeconomic trends, etc, 

3. ~stabl-ish a time 1 ine identifying USAID/R~~+'s fertilizer 
projects .and programs since 1980.  Describe .the. projects purpose, 
planned resources (fertilizer, commodity, technical assistance 
and. training), -'delivered resources, conditionalities' or 
covenants, . project assistance dates', commodity disbursement 
dates, etc. 

4 .  Establish a time line identifying major GoK planning docwnents 
from the period 1980 to the present. These documents could 
include Sessional Papers, Development Plans, Policy Papers, 
documents resulting from special studies, working groups or 
commissions; or other documents in which the government outlines 
fertilizer. and agricultural sector policies and plans. Include 
in the time line statements and policies that dealt specifically 
with fertilizer. Pay specific attention to any decisions 
affecting institutions (public, private and parastatals) involved 
in fertilizer distribution. Decisions could include such things 
as foreign aid arrangements, restructuring the import licensing 
procedures or tariffs, price decontrol, the use of or elimination 
of subsidies, etc. 



5. Establishing a time line identifying the major donor 
fertilizer policies and activities since 1980. Major donors would 
be the World Bank, European Economic Community, DANIDA, FINIDA, 
ODA, etc. Briefly describe the objective of each donor 
involvement and describe proffered resources (financial and in 
kind) and activity timing. 

6. Establish a time line identifying the major decisions taken 
by each of the major 'players' reviewed under paragraphs 2-4 
above. For example, when did a donor or donors first decide to 
distribute fertilizer through private traders (as opposed to 
parastatals)? When did the government make major decisions 
concerning fertilizer pricing? When did the donor first describe 
the need for fertilizer marketing and pricing deregulation? When 
did t h e  government first describe its intent to deregulate 
pricing and marketing? 

7. In relation to these three time lines, describe when private 
sector interests decided to form a fertilizer trade association. 
If a major farmers organisation or cooperative society has been 
active in fertilizer trade, identify major developments in their 
history, with ties to involvement in the fertilizer subsector 
during the 1980-93 period. 

8. Establish a time line 'describing the amount of fertilizer 
imported and used annually during the 1980-93 period. Break the 
fertilizer out by type, whether provided by d ~ n o r  or imported 
cors;mercially, wkether provided by donors to parastatals or 
private sectar, etc. Identify those years w h e n  there were 
significant increases or decreases in fertilizer imports or use 
and describe reasons behind those variations. 

9. Compare the findings obtaiced in 2-8 above. In collaboration 
with the USAICjKenyz/AGR representativzs identify 6 6o so major 
orientations, stages or decisions in the subsector development. 
These could include the initial government decision to request 
donor assistance (either technical or commodity); decisions by 
donor, unilaterally or in unison, to focus developing the 
private sector role in fertilizer marketing; government decisions 
to market fertilizer via a parastatal or cooperative; price 
decontrol decisions; changes in government output policies that 
had a major effect on fertilizer, etc. The six or so major 
decision, stages or orientations will provide a basis for 
analyzing how decisions concerning the fertilizer subsector ' s 
structure evolved and were implemented. 

h. Identify as common thread spanning the sequencing of these 
decisions.. For example, as fertilizer marketing is not currently 
regulated it can be assumed that the most dominant objective of 
the different parties' involvement wzs market decontrol. If this 
assumption is correct, did the major orientations and decisions 
described above consistently lay the basis for effective 
decontrol? Why and why not? Were there signi,ficant deviations 
from this underlying objective? Why did these occur? What impact 
did they have? 



11. Briefly describe t h e  major stakeholders in each important 
decision or orientation. Describe their involvement in the 
fertilizer suhsector and their interests in bringing about or 
supporting major decisions or orientations. 

12. Analyze fertilizer price trends (both real and nominal) 
during the period under review. Analyze the price trends (again 
both real and nominal) of coffee, maize , wheat and important 
horticultural commodities during t h e  same period. Draw general 
conclusions on the impact of o u t p u t  prices on fertilizer 
importation or use, Was it more or less important than other 
elements of market structure '(aid provided fertilizer, parastatal 
involvement in input and. ou tpu t .  marketing, etc)? 

13. Describe the activities of some fertilizer multinationals 
(Norskhydro, BASF, Transammonia, e t c )  in Kenya. When did they 
first enter Kenya's fertilizer market, set up d i s t r i b i l t o r  
relationships, subsidiaries, etc? 

14. Write a final summary section of the evaluation describing 
the most important stages in the evolution of Kenya's fertilizer 
sector. How did USAID programs contribute or detract from these 
stages. Other donors? Why was the contribution positive, or why 
was it negative? Finally, make six general recommendations on how 
donor involvement in the fertilizer subsector development can be 
effective. 

T h e  c o n ~ u l t ~ t  shall travel to Nakuru, Kitale, Mombasa, Ruiru, 
and othe sites as appropriate to accomplish the above scope of 
work. 


