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PREFACE
 

This report is the product of an intensive six-week field study that was 
commissioned by USAID/Kenya to develop supporting analyses for the proposed Kenya 
Market Development Program (KMDP). The KMDP is envisioned as a multi-year 
program that will combine three forms of assistance to the Governmemt of Kenya, in 
support of policy changes affecting the marketing of agricultural commodities, and 
related investment in improved transportation infrastructure. This volume presents 
economic and social soundness analyses of proposed KMDP interventions. Other 
design studies that are being undertaken independent of this one have dealt, or will 
deal, with institutional, financial, and information management issues affecting the 
program. 

The study team was assembled and staffed by Development Alternatives, Inc. 
(DAI), and was managed from the outset as a joint effort involving Kenyan 
professionals and U.S.-based consultants. The Institute for Development 
Anthropology (IDA) furnished Dr. Peter Little under its joint venture Indefinite 
Quantity Contract with DAI. The team was fortunate in benefiting not only from 
each individual's strong credentials and relevant experience, but from the guidance of 
its two clients: USAID/Kenya and the Ministry of Planning and National 
Development, which is the lead Government of Kenya agency for the KMDP. As a 
result, we believe that we were able to meet the challenge of a very demanding 
scope of work, and isolate those aspects of the program that would have the greatest 
beneficial impact on Kenya's economy. 

For most of the six-week study period (mid-May to the end of June 1989), the 
team was organized internally on the basis of functional specialties, with sub-teams 
responsible for preparing each of the deliverables called for in the Scope of Work. 
Sub-team composition, corresponding to authorship of the four major chapters in this 
document, was as follows: 

Main 	 Contributing 
Subject Author 	 Authors 

ECONOMIC ANALYSIS 
OF MARKETING REFORM David Wilcock 	 Mark Odhiambo 

David Hughes 
Felix Kariungi 

PRIVATE SECTOR 
ANALYSIS William Grant Caleb Wangia 

SOCIAL SOUNDNESS 
ANALYSIS Peter Little Carolyn Barnes 

TRANSPORT ANALYSIS Samuel Mintz 	 William Dodge 
Gordon Anyango 
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We were ably assisted during the fieldwork phase by a group of research 
assistants, each with in-depth knowledge of the area under study, who were employed 
to augment the team's interviews and data collection capacity. Special thanks are due 
to all of them: Gerald King'ori (Nakuru and Nyeri Districts); Stanley Karanja (Kitui
District); Hezron Nyang'ito (Kisii District); Jacob Munyasa (Kakamega District); and 
Kimeli Chepsiror (Uasin Gishu District). 

The team is grateful for the excellent cooperation and assistance it received on 
all fronts, not least from the hundreds of people who were contacted and interviewed 
at the national and district levels. A list of individuals contacted in their official 
capacities appears as Appendix 3 to this volume. Many others who are not listed, 
especially private traders operating in the "informal" market .-- whose expansion the team 
believes to be the key to future development of the country's rural market system-
also provided us with valuable information and insights, and made this study a rewarding 
one for every member of the team. 

Tony Barclay 
Team Leader and 
Senior Vice President 
Development Alternatives, Inc. 

October 1989 



iii 

TABLE OF CONTENTS 

Page 

CHAPTER 1
 

BACKGROUND 	 TO THE STUDIES 1
 

1.1 INTRODUCTION ......... ................................ 	 1
 
1.2 THE FUNDAMENTAL PROBLEM TO BE ADDRESSED .... ......... 2
 
1.3 METHODOLOGY AND TIMETABLE FOR THE STUDY .... ......... 4
 

CHAPTER 2
 

MAIZE AND BEAN MARKETING REFORM IN KENYA:
 
AN ECONOMIC ANALYSIS OF KMDP ............ 7
 

2.1 INTRODUCTION......................... 	 7
 
2.2 AN OVERVIEW OF THE NATIONAL MARKETING SYSTEM ..... 7
 

2.2.1 The Structure of Maize Production in Kenya .... ......... 8
 
2.2.2 	 Structure, Conduct and Performance of the
 

National Maize Marketing System ...... ............ 13
 
2.2.3 Dry Bean Marketing: A Summary Note ...... ............ 23
 

2.3 	 AN OVERVIEW OF MAIZE MARKETING IN
 
SELECTED DISTRICTS ...... .................... ... 24
 

2.3.1 Introduction .........................	 24
 
2.3.2 	 Field Observations on the Operation of
 

Maize and Bean Markets ....................... ... 24
 
2.3.3 Performance of the Current System in Sample Districts .. ..... 35
 

2.4 	 POLICY AGENDA FOR THE KENYA MARKET
 
DEVELOPMENT PROGRAM ..... ................. ... 41
 

2.4.1 Introduction .....................................	 41
 
2.4.2 Elimination of Movement Controls . . . . . . . . . . . . . . 42
 
2.4.3 Descheduling Beans and Minor Grains ...... ............. 46
 
2.4.4 Support 	 to NCPB Reform and Reduction in Its Role 46
 
2.4.5 	 Support for Market Information and
 

Food Security Preparedness Planning ............. .... 49
 
2.4.6 	 Summary of Current Situation in Cereals
 

Marketing Policy Reform ..... ................ ... 50
 
2.5 ESTIMATED COST SAVINGS FROM KMDP POLICY REFORMS . . .. 51
 

2.5.1 Basic 	 Assumptions ....... ...................... .... 51
 
2.5.2 Formal Market Savings ...... .................... .... 52
 
2.5.3 Informal Market Savings ...... ................... .... 53
 
2.5.4 	 The Value of a Production and Marketing
 

Information System ..... ................... .... 54
 
2.5.5 Other 	 Potential Savings ...... .................... .... 54
 



CHAPTER 3
 

PRIVATE SECTOR CAPACITY ANALYSIS ........ 
 ... 79 

3.1 INTRODUCTION ............................
 
3.2 OVERVIEW OF P3.2.1.

3. 
StructureRIVATE 
 SECTOR DEVELOPMENT IN KENYA.........................79
 . . . . 79
 

3.2.2. 

3.5.5 
 Policies Specific to Maize end Bean Markets .........
 107 

3.7 IMPACT OF LIBERALIZATION ON THE PRIVATE SECTOR 
 ....... 116
 

......... 55 
... 56 

.... 642.6.2 Potential Longer Term Supply Responses 
 .. ...........

2.6.3 Impacts of Reforms on Net Maize Consumers .........
 65 

. . . 66 
.... 66ANALYSIS OF KMDP ... .............


2.7.1 KMDP Cost and 
 Benefit Streams ...............

2.7.2 Program Economic IRR's and Justification ..........
 

66 
ANNEX 2.1: UNRESOLVED ISSUES IN THE DEFINITION 

68 

... 70 

... 75 

79
 

. S. ru t r • . . . . . . . . . . . . . . .
 . .
 . . . . .
 . .
 . 79 

Maiket Demand in Rural Areas 
 ...............
 
3.2.3, The Role of the Informal Sector in Rural Kenya 


80 
...... ... 82 

3.3 STRUCTURE AND CHARACTERISTICS 
3.2.4. Rural-Urban Imbalance ...................
 83 

....... .... 83

3.3.1.3.3.2 
 Agricultural Input Supply ...................
3. .•cos i h a zActors in the Maize r d . . . . . . .Trade..................85 . . . .
 83 . . .
 . . . .• 8 

3.3.3 

3.3.4 


The Maize Milling Industry ..... ......................
 
The Transport Sector .....................
 

87 

3.3.5 
 Summary of Important Industry Characteristics 

91 

.... 93 

.... 96
3.4.1 

3.4.2 


Private Trade Links to ihe NCPB .............. 
Maize Industry Links to the Cooperative Movement 

96 

3.5.2 

3.5.3 


Infrastructure and Services.................. 
 101 

3.5 ANALYSIS 
....... ... 97


OF CONSTRAINTS TO RURAL INVESTMENT 

3.5.4 

Maize Storage ........ . .................

Access to Market and Legal Information .. . . . . . . . 

103 
.. 105 

3.5.6 

3.6 GENERAL 

Summary ........... ...... 
 .......... 

POLICY ISSUES FOR RURAL INVESTMENT . . .. ... 


113 

iv 

2.6 ESTIMATED ECONOMIC IMPACT OF 
ELIMINATION OF MOVEMENT CONTROLS ....


2.6.1 Impacts On Maize Production and Marketing ............ 


2.6.4 Implications Movement Control Elimination for the NCPB
2.7 SUMMARY ECONOMIC 


OF 
THE FUTURE ROLE OF THE NATIONAL 
CEREALS AND PRODUCE 
 BOARD .. ...........
ANNEX 2.2: IMPLEMENTA'ION TIMETABLE FOR EEC-FINANCED
CEREALS SECTOR REFORM PROGRAM 
 . ......... 


OF THE PRIVATE 

RELEVANT TO AGRICULTURAL MARKETING 


3.4 LINKS TO 
.......... 


3.5.1 3.. 

3.6.1 


OTHER INSTITUTIONAL STRUCTURES ............. 


SECTOR 

....... 98
Credit . . . . . . . .
rei........................................98 . .. . . . . . . . . . . . . . . .
 9 

Fiscal Constraints ....... ....................... 

. 113 

... 113 

3.6.3 

3.6.2 
 Financial Market Policies ................... 
 114 

3.6.4 

Regulatory Policies ..................... 

Summary of the 
 Impact of Overall Policy Environment 

115 
. . .. 116 

3.7.1 

3.7.2 


Agricultural Input Suppliers .................. 
 117 

3.7.3 

Maize Traders........................ 
 117
Transport Sector ...... 

3.7.4 

........................ 
 ... 118

The Milling Industry . . . . . . . . . . . . . . . . . . . . 118
 



v 

3.7.5 Storage and Infrastructure Investment ...... ............. 119
 
3.7.6 Delivery 	 of Credit ....... ...................... .. 120
 
3.7.7 Impact on Overall Rural Investment Climate .... .......... 120
 

3.8 MAJOR CONCLUSIONS ON CONSTRAINTS AND IMPACT OF POLICY 121
 
3.8.1 Constraints Related to Policy Agenda .... ............. ... 121
 
3.8.2 Additional Constraints to Rural Investment .. .......... . 122
 

ANNEX 3.1 STRUCTURE OF THE FINANCIAL SECTOR .. ......... ... 124
 
ANNEX 3.2 NCPB Licensed Millers ............... ...... 127
 

CHAPTER 4
 

SOCIAL SOUNDNESS ANALYSIS ......... 	 129
 

4.1 INTRODUCTION .......................................... 	 129
 
4.2 	 PROFILE OF SOCIOECONOMIC GROUPS IN
 

DENSELY-SETTLED, HIGH POTENTIAL SMALLHOLDER AREAS 130
 
4.2.1 Population and Land Use ........ ................... 	 130
 
4.2.2 Maize and Bean Production Patterns . . . . . . . . . . . . . 132
 
4.2.3 Characteristics of the Marketing System ... ........... ... 132
 
4.2.4 Transport and Transporters ..... ................. ... 134
 

4.3 	 PROFILE OF SOCIOECONOMIC GROUPS
 
IN LARGE FARM AND RESETTLEMENT AREAS ... ...... 135
 

4.3.1 Population and Land Use ..... ................... 	 15
 
4.3.2 Maize 	 and Bean Production Patterns . . . . . . . . . . . . 16
 
4.3.3 Characteristics of the Marketing System .... ........... 7
 
4.3.4 Transport and Transporters ........ 	 ................. 139
 

4.4 PROFILE OF SOCIOECONOMIC GROUPS IN GRAIN DEFICIT AREAS 140
 
4.4.1 Population and Land Use ...... .................. 	 ... 140
 
4.4.2 Maize 	 and Bean Production Patterns ... ............. ... 141
 
4.4.3 Characteristics of the Marketing System ... ........... ... 142
 
4.4.4 Transport and Transporters ........ 	 ................. 143
 

4.5 	 BENEFITS AND COSTS FOR DIFFERENT GROUPS
 
UNDER THE CURRENT SYSTEM .... .............. ... 144
 

4.5.1 Status of Small-Scale Producers . ....... ............ 144
 
4.5.2 Status of Medium-Scale Farmers ................... 	 ... 145
 
4.5.3 Status of Large-Scale Farmers ................ 	 146
 
4.5.4 Trade Patterns and Behavior Under the Current System . 147
 
4.5.5 Impact 	 of the Current System on Millers ............. ... 148
 
4.5.6 Impact 	 on Urban Consumers ....................... 149
 
4.5.7 Status of Consumers in Rural Deficit Areas .. ........ .. 149
 

4.6 	 IMPACT OF PROPOSED POLICY REFORM MEASURES
 
IN TERMS OF "WINNERS" AND "LOSERS"......... ..... 150
 

4.6.1 Introduction .................................. 	 150
 
4.6.2 Smallholders in High-Potential, Densely-Settled Areas. ..... 151
 
4.6.3 Medium-Scale Farmers ...... .................... 	 .. 154
 
4.6.4 Large-Scale Farmers ............................ 	 ... 154
 
4.6.5 Impact 	 on Trade Patterns and Behavior ............. ... 155
 
4.6.6 Impact 	 on Millers ...... ...................... ... 156
 
4.6.7 Impact 	 on Urban Consumers ..................... ... 157
 
4.6.8 Impact 	 on Consumers in Rural Deficit Areas.. . . . . . . . 157
 

4.7 EFFECTS OF PROPOSED INFRASTRUCTURE IMPROVEMENTS . . 158
 
4.7.1 Road Improvement Program .... ................. 	 .... 158
 



4.7.2 Employment Impact .......
 1584.7.3 Impact on Market Conduct and Performance .. ..... . . . 159
 
4.7.4 
 Status of Market Infrastructure ......................... 	 160
4.8 REQUIREMENTS FOR MONITORING AND EVALUATION 
 ... ...... 160 
4.8.1 	 Monitoring the Socioeconomic Impact of
 

Market Reforms Under the ARMES Component ....... 160
4.8.2 Monitoring the Impact of the Infrastructure Program .. ..... 162
4.8.3 Mitigating Potential Negative Consequences ....... ........ 163
 

CHAPTER 5
 

RELATED TO MARKET DEVELOPMENT .... ........ 165
 

5.1 INTRODUCTION...... ......
 1655.2 OVERVIEW OF KENYA'S TRANSPORT SECiOR. .............	 165

5.2.1 Road 
 Classification 	 System ........ .................. 165

5.2.2 Current Planning Procedures .... ................. .... 166
5.2.3 Review of Current Maintenance Practices ............. ... 169

5.2.4 Overview of the Transport Industry ............. 	 171
5.3 BOTTLENECKS TO EFFICIENCY IN THE CURRENT SYSTEM .. .... 173

5.3.1 Road Network ....... ............ .......... .... 174
5.3.2 Local Transporters.... .... ... ... ...... 
 . 1145.3.3 Services Allied to Transportation ...... ............... 1 5
 
5.3.4 Summary 	 15


5.4 ANALYSIS OF THE RA'NSPOR T" SECT... *.IN... 

vi 

ANALYSIS OF 	 SECTORTRANSPORT IMPROVEMENTS
 

..............
 
SELECTED DISTRICTS ..... ... 
 ... ... ... ... 1765.4.1 The 	 Road System ......... ... .... ...... 176


5.4.2 The 	 Transport Industry
5.5 KMDP 	 ROAD INFRASTRUCTURE PROJECTS . ..... .............. 179
 

5.5.1 Introduction and Program Background ...... 
 ............ 184
5.5.2 Program Objectives ...... ..................... 
 ... 1855.5.3 Project Description...... ... ... ... ... ... 185
5.5.4 Area Delimits of the Projects Under the KMDP. 
 . . . . . .. 186
5.5.5 District Planning 
 and Project Selection ....... .......... 187
5.6 EVALUATION OF THE KMDP ROAD PROJECTS .. 
 ........... 	 .... 187

5.6.1 
 Evaiuation Methodology ..... ................... 	 ... 188

5.6.2 Analytical Procedures...... ... ... ... ..
... 	 1885.6.3 Evaluation of Case Studies . .. . . . . . . . . . . .. ... 189


5.7 IMPLEMENTATION OF KMDP ROAD PROJECTS ..... ........... 190
 
5.7.1 Organization and 
 Administration .... ................. 	 190
5.7.2 Project Output of the KMDP .... ................ ... 191
5.7.3 Private Road Contracting ...... .. .................. 191
5.7.4 Coordination and Supervision .... ... 
 ................ 191

5.7.5 Applied Research, Monitoring and Evaluation System ....... 192
5.7.6 KMDP Project Funding... ... ... ... ... ... 192
5.8 POLICY AND INSTITUTIONAL ISSUES . . . . . . . . . . . . . . .. 192

5.8.1 Private Road Contracting ...... .. .................. 192
5.8.2 Road User Charges ..... ..................... 
 .... 193 



vii 

5.8.3 Road Financing .... .. ....................... .... 195
 
5.8.4 Regulatory Policy . . . . . . . . . . . . . . . . . . . . . . 197
 

ANNEX 5.1: INTEGRATED ROAD IMPROVEMENT PROGRAM:
 
ECONOMIC COST ANALYSIS ............... 198
 

ANNEX 5.2: KENYA'S SCHEDULE OF ROAD USER CHARGES ..... 205
 

APPENDIX 1: BIBLIOGRAPHY .............................. ... 1-1
 

APPENDIX 2: SCOPE OF WORK AND GOK LETTER OF INTRODUCTION 2-1
 

APPENDIX 3: PARTIAL LIST OF PERSONS INTERVIEWED .......... .. 3-1
 



LX
 

LIST OF TABLES AND FIGURES
 

2.1 Maize Production in Kenya, 1979-87 ....... ................. 	 8
 

2.2 	 Summary of Kenya Maize Harvest and NCPB Purchases
 
by Key Agro-Ecological Variables ..... ................ . .I.. 11
 

2.3 Percent Harvest by Province and Harvest Period .. ........... . .. 11
 

2.4 NCPB Maize Transactions, 1984-1989 ........ ................. 	 16
 

2.5 Summary Characteristics of Study Districts ... .............. .... 25
 

2.6 	 Typical Market Margin Savings due to Liberqlization of
 
Kenyan Maize and Bean Wholesaling ... .............. .... 54
 

2.7 	 Maize Production and Marketing in Kenya in
 
an Average Year by Province, Farm Size and Growing Season 59
 

2.8 	 Amount, Timing, and Distribution of Benefits to Producers,
 
Consumers and Traders ........ ....... ......
 

2.9 	 Distribution of Benefits from Elimination of Movement Controls
 
(All Figures in Millions Kshs) ... ... .. ................. 62
 

2.10 	 Illustrative Summary Economic Analysis of Project Components
 

(All in US$ Millions) ... .... ...................... .... 67
 

3.1 Kenya Establishments by Number of Employees and Industry . . .... 80
 

3.2 The 	 Structure of Kenya's Rural Household Economy .... ......... 81
 

3.3 	 Effects of Town Size and Formal Wage-Paid Employment
 
on Numbers of Informal Sector Employees .. ........... ... 82
 

3.4 Trucking Establishments by Firm Size . ... ... ............... 	 91
 

3.5 Opportunity Cost of Waiting ... ... ..................... 	 ..... 93
 

3.6 Commercial -Bank Lending by Size of Farmer .. ........... ... 99
 

3.7 Schedule for Maizemeal Prices ... .... ..................... 	 ... 108
 

3.8 Expected vs. Real Costs for Agents .... .... .................. 	 110
 

3.9 Purchases from NCPB .... .... ......................... 	 ... 112
 

4.1 Selected Socio-Economic Features of the Six Study Districts . ....... ... 131
 

4.2 	 Probable Impact of Proposed Grain Marketing
 
Reforms on Different Market Actors ..... ............... ... 152
 



x 

5.1 Transport Haulage in Kenya's Rural Areas ... .. ............... ... 172
 

5.2 Road Density in the Study Area ...... .................... 	 ... 177
 

5.3 Kenya's Road Inventory by Districts ... ... .................. ... 178
 

5.4 Operating Costs per Kilometer for 7-ton Lorry in the Study Area . . .. 182
 

Figures 

2.1 Map of Kenya's Maize Surplus and Deficit Districts .. ........... .... 10
 

2.2 Kenya Maize: Monthly Harvest and NCPB Purchases .. ........... .... 12
 

2.3 Maize Marketing Channels in Kenya, 1986-1987 ... ............. .... 22
 

2.4 	 Movement of Maize Grain and Flour on the Backbone
 
of the NCPB System ..... .. ........................ .... 31
 

2.5 	 Potential Changes in Marketing Margins, Consumer and Producer
 
Prices due to Elimination of Movement Controls in
 
Kenya's "Informal" Maize Market .. ... ... ................ 57
 

3.1 Milling Prices for Maize . . . . . . . . . . . . .. . . . . . . . . . ..
 

3.2 Official Margins for Milled Maize Trade ..... ... ................ 19
 

5.1 	 Vehicle Running Costs per Kilometer for a
 
7-Ton Lorry .... .... ........................... ... 183
 



xi 

GLOSSARY OF TERMS
 

ARMES Applied Research, Monitoring and Evaluation System 

CBK Cooperative Bank of Kenya 

CBS Central Bureau of Statistics 

thai Kiswahili term for tea, used colloquially to describe "tips" and similar 
unauthorized payments to police and other government employees 

CSRP Cereal Sector Reform Program 

DAO District Agricultural Officer 

drim Kishwahili term for a metal tin holding approximately 18 kg of maize 

DC District Commissioner 

DDC District Development Committee 

EEC European Economic Community 

FSS Food Security Stock 

GOK Government of Kenya 

Ha Hectares 

IBRD International Bank for Reconstruction and Development 

ICO International Labor Organization 

KCB Kenya Commercial Bank 

KGGCU Kenya Grain Growers Cooperative Union 

KIE Kenya Indu9trial Estates 

Uimbg Kiswahili term for a small tin (originally containing cooking fat) with 
capacity for 2 kg of maize 

KMDP Kenya Market Development Program 

Kshs Kenya Shillings 



xi 

mKiswahili term for 
covered pickup truck 

a privately owned small taxi, usually a van or 

MoA Ministry of Agriculture 

MoPND Ministry of Planning and National Development 

MoPW Ministry of Public Works 

MSM Ministry of Supplies and Marketing 

MRP Minor Roads Program 

NCPB National Cereals and Produce Board 

PAM Policy Analysis Matrix 

PMCs Primary Marketing Centers operated by the National Cereals and 
Produce Board 

9o1ho Kiswahili term for unsifted maize flour 

RARP Rural Access Roads Program 

RHUDO Regional Housing and Urban 
for International Development 

Development Office of the U.S. Agencyi 

RTPCs Rural Trade and Production Centers 

SSE Small Scale Enterprise 

USAID/Kenya United States Agency for International Development Bilateral Mission 
to Kenya 



1
 

CHAPTER 1 

BACKGROUND TO THE STUDIES 

1.1 INTRODUCTION 

This volume contains the results of four studies conducted in May and June of 
1989 by Development Alternatives, Inc. (DAI) as part of the design exercise for the 
proposed Kenya Market Development Program (KMDP). These studies address two 
principal analytical requirements that must ba satisfied prior to program approval by 
the US. Agency for International Development: the economic justification for the program 
and the social soundness of the interventions that are proposed.' The analysis should 
also prove useful to Government of Kenya (GOK) policy makers who have been engaged 
in continuous dialogue with USA!D during the conceptualization and preliminary planning 
of the KMDP. 

The KMDP is an innovative program, insofar as it seeks to combine support for 
policy reform measures with investments in the physical infrastructure that is used by 
market actors who buy, store, ship, and sell agricultural commodities. The program is 
being designed as a three-year activity (1990-92) with the. possibility of an expand 
second phase if the results are positive. In most African countries where governme1t 
policies have been subjected to adjustment or wholesale reform in the 1980s, cash gra.ts 
or other forms of balance of payments support have been the principal mode bf 
assistance used by bilateral and multilateral donor agencies. In Kenya, a cash grant 
of $10 million for "non-project assistance" is planned under the KMDP, but will be 
complemented by $5 million to strengthen GOK institutions concerned with policy and 
program implementation, and up to $40 million (Kenya shillings equivalent) to upgrade 
market infrastructure, primarily the country's rural road network. The program's 
sponsors, USAID and the GOK, believe that the viability of policy reform, and the 
payoff to be derived from it, will be substantially greater if institutional and 
infrastructure support are made available within an integrated program framework. 

The studies that compose this report address specific elements of the proposed 
program, which concentrates on two important commodities, maize and beans. Chapters 
2 to 5, respectively, focus on policy reforms intended to raise efficiency and reduce 
costs in marketing of those products; the likelihood that the Kenyan private sector will 
respond positively to those reforms; the probable impact of the reforms on different 
soclo-economic groups; and the economic justification for investments in the rural 
transport network that would complement the recommended policy changes. Other 
studies, contracted separately, are addressing financial and institutional issu s, and the 

The terms of reference for this assignment are contained in Appendix 2. 
Also included there is a copy of the letter of introduction provided by the Ministry 
of Planning and National Development, which was very effective in facilitating the 
team's work. 
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requirements for improved market information services and food security planning
Kenya.2
 

By linking policy

into the 

changes to investment in infrastructure, the KMDP fits weGOK's development strategy for the current plan period (1989-93). Not onlis the government committed in principle to liberalization of the marketing system fomajor commodities, particularly maize, but it is consciously directing investmentssecondary towar(towns and market centers in the countryside. The latter thrust,at promoting a better rural-urban which aimbalance, is reflected in the designation of Rural Tradiand Production Centers (RTPCs) which are targeted for physical infrastiucture investmentsuch as marketplaces, electrical power transformers, upgradedand other water syste'ins, bus parksimprovements. Although USAID initially contemplated a broadinvestments under the KMDP, menu of suctit now aims specifically at the transport system, whicthas a pivotal function in agricultural marketing, and can readily absorb the plannec
investment. 

1.2 THE FUNDAMENTAL PROBLEM TO BE ADDRESSED 

For the past 50 years, first in colonial times and thenGovernment of Kenya after independence, thehas tightly controlled the marketing of the country's mainfood, maize, and, stapleto a lesser extent, the marketing of mostOriginally intended to provide direct 
other cereals and pulses.economic support to white settlers in thehighlands, Kenyanthe system of marketing controls has been maintained for a varietywith the stabilization of prices to producers and consumers and the assurance 

of reasons, 
of fo dsecurity cited as the main justifications.
 

Since independence 
 in 1963, evidence has been mounting that unacceptably highcosts are incurred as a result of the GOK's domination of staple foodThe current marketing.system is based on strict regulation of private trade aqd directparticipation governmentin the market, using a succession of state cereals and produce marketingboards, now consolidated into one, the National Cereals andDistortions and costs Produce Board (NCPB).to the economy that arise from the current system may besummarized as:
 

e Excess costs 
 involved in the production, processing and marketing chains forstaple food crops which have been attributed to. inefficient practices and weakmanagement in the NCPB system, and suppression of tho normal functioning
of private markets; 

* The costs of foregono private sector innovation in production and marketing,traceable to inadequate margins, decreased incentives, and uncertainty both asto what futur policies will be, and how they will be interpreted by theauthorities. civilRestraint of innovation can be observed at all levels of thesubsector,, from lagging adoption of improved 
grain

production technologies to lowra.4e of investment in cost-efficient means of storage and transportation; and 

2 The Financial and Institutional Analysis is being prepared by consultantsfrom a Kenyan firm, KK Consulting Associates. Members of the DAI team briefedKK's team leader in late June and met
A two-person team from the U.S. 

with him again several times in September.
Department of Agriculture prepared a reportUSAID/Kenya in April-May forproviding recommendations for improved crop forecasting andmarket information systems. 
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The excess profits earned by some private market channel participants who are 
able to maneuver around the regulatory system throu3h payment of rents or 
political influence. 

The main question here, as in all debates on key issues in national economicpolicy, is whether the costs are outweighed by the benefits of this particular set of
economic regulations and state expenditures. The GOK is acutely aware of the
mushrooming budgetary costs generated by the current marketing policy framework, and
is trying to reduce these through a five-year Cereals Sector Reform 'rogramme (CSRP),which was launched in 1988 and is supported principally by the European Economic 
Community (EEC). The CSRP 2ims primarily at streamlining the opeLations and
upgrading the efficiency of the NCPB. The difficulties encountered in dismantiing the 
current marketing control system revolve around: 

e 	 Legitimate concerns for national food security, in a country which has faced 
severe food shortages twice in the last decade (1979/80 and 1984/85); 

* 	 Built-in inertia and reluctance to change policy approaches which the current
national leadership grew up with over the past half a ceutury; and 

e 	 The presence of a great number of unanswered questions on how to deal
practically with food security and price stabilization, the two most complex
agricultural policy issues facing any country. 

In Kenya, this complexity is illustrated by the following points, which are explortl
in more depth in the main chapters of the report:t 

@ 	 Agro-Ecological complexity: Kenya has the good fortune to have spatially
separate areas of high potential agricultural land dui to a combination of
elevation and rainfall. These areas produce much of the country's cash crop
exports and its food surpluses, which traditionally have been traded to lower,
drier areas. Kenya's complex agricultural geography lends itself to inter-regional
trade to maximize productivity and comparative advantage. Yet this natural and 
beneficial trade is being hampered by current policy, 

* 	 Technological complexit. Numerous technological options for crop production,
cereals harvesting, storage, and transportation are available within the Kenyan
agricultural economy. The range of options is influenced by the national policy
choices made. There are equally serious issues involving giain quality, taste,
and processing characteristics which influence the choice of crops to be
promoted and the extent to which imports can be substituted for domestic
production in a balanced approach to food security, 

* 	 Institutional complexity: The GOK has a 50-year record of %;oatinuityin the 
regulation of cereals It neither nor to thisthe trade. is easy prudent dismantle 
system precipitously, yet experience elsewhere shows that pieremeal, partial
liberalization is almost as difficult to accomplish. Looming, unanwered questions
include: What will the reduced role be for the NCPB? V/hat are the
institutional and legal consequences of its altered status?; 

* 	 Economic complexity: Forecastinkg in any economic system which has two
major sources of cont'nuous uncertainty (domestic weather fluctuations and shiftsin world market prices for substitutable commodities) is a risky business at 
best. In Kenya this is further complicated by a complex economy, a persistentlack of reliable market and production information, and a shortage of trained 
Kenyan policy analysts; and 
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0 Political complexity: Perhaps most importantly in the short run, the political
decision making process on this topic is a unique, sub-optimal combination of
public policy which has outlived its original purpose, and entrenched interests
that benefit from the current regulated system. Change in the face of these
forces requires exceptional, long-term vision and leadership, supported by clear 
and pragmatic policy analysis. 

The members of the study team recognized at the outset that there are no easyanswers to these questions, and that facile application of pre-determined solutions willnot achieve the desired results in the longer run. Good policy reform always takestime; it must be fine-tuned along the way; and it must be consistent with underlyingsocio-economic realities in order to reflect long-range interests of thethe population.
The team has attempted to respect these realities in its analysis and recommendations 
throughout the report. 

1.3 METHODOLOGY AND TIMETABLE FOR THE STUDY 

A study of this kind, conducted over an intensive six-week period, cannot hopeto break significant new ground by collecting and analyzing large quantities of primarydata. The scope of work emphasized this point, and directed the team to draw to themaximum extent feasible on the large body of secondary data and published reports onthe subject of market development in Kenya. Fieldwork in the rural areas wouldinevitably be brief and intensive, using "rapid reconnaissance" methods to obtain dtlafrom key informant interviews, direct observations of marketing behavior, and review Tfstatistical information collected by GOK officers at the district level. 

Given the orientation of the KMDP toward strengthening private sector marketchannels, it was important for the team to examine current market behavior in "informal"channels, i.e. those operating outside of, and parallel to, the official monopoly/monopsony
of the NCPB. Fortunately, several earlier studies (especially the work of Schmidt inthe late 1970s3) provided a baseline on the conduct and relative magnitude of theinformal trade, so that the team was able to judge the extent to which the hadtrade
evolved and diversified in recent years. In addition to traders, the fieldwork alsoproved critical for gathering data on perceptions and current ,'ehavior of other actors
in key industries along the marketing chain -- input suppliers, millers, and transporters 
-- whose roles would be expected to change in a liberalized raarket system. 

Selection of the sample districts was undertaken prior to the team's arrival bythe GOK's Steering Committee for the KMDP, which is chaired by the Chief Planning
Officer in the Ministry of Planning and National Development. USAID and the Steering
Committee decided early on to focus initial program interventions on six representativerural districts. The original list underwent some modifications, but was finalized inApril 1989 to include two districts in Rift Valley Province, Uas!n Gishu and Nakuru,
both significant surplus producers maize; district in andof one each Nyanza WesternProvinces, Kisli and Kakamega, both densely settled smallholder areas; and one each inCentral and Eastern Provinces, Nyerl and Kltul.' The latter two are maize-importing
districts, though different Nyeri because offor reasons: specialization in high-value cash crops, and Kitui because it is semi-arid and generally unsuited to maize production. 

3 Listed in the Bibliography as Schmidt 1979. All references in the text of
the report use this method of citation. 

See Figure 2.1 for a map of Kenya that shows overall maize productionpatterns on a district basis, and identifies the six districts that were included in the 
field study. 
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The study team was large, multidisciplinary, and well balanced among the key
subjects required for the four analyses: agricultural economics, food marketing, social
anthropology, transport economics, and rural enterprise development. The work plan,
which was developed before the full team arrived in Kenya, called for two distinct 
organizational sets: 

* 	 A functional sub-team was formed for each of the deliverables called for in 
the contract, and a principal author was identified for each, chapter.5 These 
sub-teams devoted the first week (22-27 to preparing detailedMay) outlines,
interviewing GOK officials and private sector representatives in Nairobi, and 
laying out information needs for fieldwork in the districts; 

* 	 For the fieldwork phase, lasting two and a half weeks (through 13 June), the 
team broke into two geographic sub-teams, each covering three districts. Each 
functional sub-team was represented by at least one person in each group; and 

* 	 The functional sub-teams reassembled in Nairobi for the analysis and write
up phase, which lasted from 14 to 29 June. 

To augment the capacity of the geographic sub-teams, which could devote only
four or five working days to each district, arrangements were made to employ one
research assistant for a two-week period in each of the six districts. The research 
assistants accompanied team members during initial interviews and then followed up with 
additional data collection (especially interviews with private traders, millers, and 
transporters) after the team moved on to the next district. 

Complete drafts of all chapters in this volume were reviewed by USAID/Ken3a
in late June, and a revised draft report was submitted at the end of July. In 
September, half of the DAI team (Barclay, Wilcock, Odhiambo, Kariungi, Mintz, and
Anyango) reassembled in Nairobi. They met as a group, and individually, with members 
of the GOK Steering Committee, and then revised all of the chapters, with Chapter 2 
undergoing substantial expansion. 

This report has been prepared with a view to balancing the interests of a 
potentially diverse audience. There is a modest amount of cross-referencing between
chapters, which is inevitable given the nature of the problems being addressed. While 
the document is best read and understood in its entirety, the individual chapters can
also be read as stand-alone items by subject matter specialists. The latter feature 
anticipates the type of scrutiny that the KMDP will undergo when the full program 
- incorporating the results of other design studies -- is submitted for approval by
AID/Washington and policy makers within the GOK. 

3 For Chapter 2, which was written by the agricultural economics/marketing
sub-team, Dr. David Wilcock served as primary author, with specific sections drafted 
by Dr. Mark Odhiambo, Dr. David Hughes, and Felix Kariungi. For Chapter 3,
William Grant was primary author, assisted by Dr. Caleb Wangia. Chapter 4 was 
drafted by Dr. Peter Little, with assistance from Dr. Carolyn Barnes. Dr. Samuel
Mintz coordinated preparation of Chapter 5, with contributions from Dr. William Dodge
and Gordon Anyango. 
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CHAPTER 2
 

MAIZE AND BEAN MARKETING REFORM IN KENYA:
 
AN ECONOMIC ANALYSIS OF KMDP
 

2.1 INTRODUCTION 

This chapter synthesizes findings from a number of previous studies on maize and
bean marketing in Kenya which have been conducted over the past decade. These are 
combined with the study team's own field observations of the current maize and beans 
marketing situation in rural Kenya (and other sources of data) to focus on defining a 
constructive role which may be played by USAID, through the Kenya Market
Development Program (KMDP), in assisting the GOK in pursuing the marketing reform 
process. The section thus concentrates on two interlocking sets of information: national 
level policy issues involving the current and future structure and operation of the 
Kenya-wide maize and bean markets, and a more in-depth examination of the same 
issues at the level of six of Kenya's 42 administrative districts: Kakamega, Kisii, Kitui,
Nakuru, Nyeri, and Uasin Gishu. Six topics are covered in this chapter 

e 	 An overview of national patterns in maize and bean production and marketing,
emphasizing a synthesis of results from other studies and identification of key
trends and is3ues; 

* 	 A portrait of the structure and performance of the maize and bean trade $h 
the six sample districts visited by the study team, with a major focus on the 
costs which are imposed on the marketing system by the current policy 
restrictions; 

* 	 An analysis of the national marketing policy issues which are the subject of 
current debate and reform efforts and the potential areas of focus for the 
proposed KMDP;, 

e 	 An estimation of some of the potential savings which could accrue from the 
proposed package of policy reform measures; 

o 	 A description of the likely distribution of savings from market reform measures 
to producers, consumers and traders; and 

* 	 A summary economic analysis of the costs and benefits to the overall KMD 
program. 

2.2 AN OVERVIEW OF THE NATIONAL MARKETING SYSTEM 

The maize production and marketing systems' in Kenya are quite complex, and 
understanding the potential impact of major system reforms requires a basic analysis of
production and consumption patterns across the country. The spatial and agro-ecological
dimensions of Kenyan maize production and consumption help both in identifying the
varied roles played by the major actors in the marketing system, and also in 
understanding how Kenya's great potential for internal agricultural trade is severely
constrained by current policy, leading to sizeable economic loses. Thus, the stage is set 
here for further analysis by summarizing issues involved in: 

The marketing of dry beans is covered in Section 2.2.3 of this Chapter. 

V., 
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* 	 The spatial and temporal dimensions of maize production and consumption; 

e 	 The structure, conduct and performance of both the "formal" and "informal" 
parts of the natinal marketing system; and 

e 	 The varied roles played by major actors participating in the vertical marketing
channels. 

2.2.1 The Structure of Maize Peoduction In Kenya 

Detailed descriptions of maize production in Kenya can be found in studies by
Maritim (1982), Ackello-Ogutu and Odhiambo (1986) and Acland (1971). Precise statistics 
on the area under maize and total production are hard to come by. Ministry of 
Agriculture estimates the under to about million ingive area maize be 1.2 hectares 
1987, a fairly typical year, with total production standing at about 30 million bags or
2.7 million tons (Table 2.1). Being the staple food crop, maize is widely grown in 
most parts of the country where arable agriculture is practiced. Topography and altitude 
(through their moderating influence on the country's climate) and farm size (or type)
determine the distribution of maize production and the political economy of the national 
maize industry. 

Rainfall and Elevation 	 p 
Rainfall in most parts of Kenya comes in two distinct seasons. The long raif, 

season occurs between February and June, and is more reliable and widespread than the 
short rainy season, which comes between September and December. In most middle 
elevation production zones, maize can be grown twice a year, coinciding with the two 
rainy seasons. Because of the two seasons, maize is harvested almost year round in some 
part of Kenya, although very little is harvested during the April-June period (see Figure
2.2). Maize planted during the long rains accounts for about 70-80 percent of the total 
annual production with the balance produced during the short season. Thus, failure of 
the long rains spells disaster for Kenyan maize production. 

TABLE 2.1 

MAIZE PRODUCTION IN KENYA, 1979-87 

Production 
Area Yield/Ha Million
 

Year (0 aBRs MT Baas MT '000
 

1979/80 839 21 1.93 18.0 1620
 
1980/81 989 18 1.62 17.8 1604
 
1981/82 1208 16 1.46 19.7 1768
 
1982/83 1236 21 1.89 27.8 2340 
1983/84 1200 19 1.73 26.0 2070
 
1984/85 1130 14 1.25 15.7 1411 
1985/85 1240 18 1.67 29.0 2074
 
1986/87 1220 25 2.21 30.0 2696
 

Source: GOK/MOA 
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The crucial long rain harvest is divided into two time periods. In the middle 
elevation parts of Central, Eastern, Rift, Nyanza, and Western Provinces, shorter cycle 
maize is harvested in July through September, mostly by smallholders. (About two-thirds 
of these farms will then replant and harvest a short rains maize crop in the December 
through February period). The second part of the long rain harvest comes in the 
higher elevation areas of Western and Rift Valley Provinces where larger farms (using 
hybrid maize which matures after 9 to 11 months due to the altitude) harvest one crop 
in the October through December period Reflecting its colonial heritage in service of 
European large farms, this is when the NCPB buys a majority of its annual supplies, 
using its facilities on or near the main branches of Kenya's up-country rail lines 
running through these highland areas. 

Farm Size and Dual Production Systems 

Maize production in Kenya is characterized dual production systems, and by the 
contiguous existence of small and large-scale farms and production technologies, with the 
definition of size categories varying from one district to another. For example, in 
districts of former large-scale European farms, like Uasin Gishu, Trans Nzoia and 
Nakuru, small-scale farms are those between I and 20 hectares (ha) in size. However, 
in the districts with traditional settlements and heavy population densities, such as Kisii 
and Kakamega, farms are so small that MOA officials in these districts refer to farms 
8 ha and above as large farms. 

Smaller farms (those under 8 ha), account for 75 percent of the total annul 
maize production in the country. Most of the small-scale producers are subsisterle 
farmers; thus, a majority of the maize produced on the small-scale farms in a nornal 
year remains on the farm for home consumption. Virtually all large-scale farmers grow 
maize only in the long rains. In the small-scale sector it is estimated that about 95 
percent of the farmers grow maize during the long rains. However, only about 65 
percent of the small scale farmers grow maize during the short rainy season 
(Ackello-Ogutu and Odhiambo, 1986). 

On a regional basis, it is estimated that Western Kenya accounts for about 60 
percent of the total smallholder maize production and marketed surplus. Maize surplus 
districts are shown on the map in Figure 2.1, with most- found in Rift Valley, Western 
and Nyanza Provinces. Eastern Kenya, made up of Central and Eastern Provinces, 
produces about 40 percent of smallholder maize. Most of the districts in Central 
Province (Nyeri, Murangia, Kiambu and Kirinyaga), with high potential for maize 
production, produce little marketable surplus, largely because farmers in these disiricts 
concentrate on high value cash crops like tea and coffee. Eastern Province is largely a 
deficit area with Machakos and Kitui being perennial deficit districts. 

Embu and Meru Districts are major maize producing districts in Eastern Province 
but even here, the marketed surplus is quite limited. Maize production in Coast 
Province takes place under smallholder conditions but is negligible in its impact on 
national totals. 

Large-scale maize production in Kenya is mainly concentrated in Rift Valley 
Province, especially in the mixed farming districts of Trans Nzoia, Uasin Gishu and 
Nakuru. These three districts are very important surplus maize producers and account 
for about 95 percent of the total maize production from large-scale farms, with scattered 
pockets of large-scale maize production in other districts. No appreciable large-scale 
maize production takes place in the Eastern region. The dual nature of maize 
production is reflected in the widespread use of sophisticated production technologies on 
larger farms, including mechanical land preparation, herbicides, and virtually 100 percent 
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use of hybrid seed. While most mid-size farms2 produce some maize for home 
consumption, all larger farms evaluate the growing of maize as a cash crop, and this 
fact is critical to anticipating supply response to production under freer market 
conditions. 

Summary Points on Kenyan Maize Production 

There are important summary patterns, taking account of rainffill, elevation, and 
farm size, which emerge from this brief examination of Kenyan maize production: 

TABLE 2.2
 

SUMMARY OF KENYA MAIZE HARVEST AND NCPB PURCHASES
 
BY KEY AGRO-ECOLOGICAL VARIABLES
 

Typical Harves Percent 
Rainy Farm Time Percent NCPB 
Season Elevation "Iv= Pro Kenya Total Purchases 

Long Middle Small July-Sept 50 % 15-20 % 
Long* High Larger Oct.-Dec. 25 % 55-60 % 
Short Middle Small Jan.-March 25 % 20-25 % 

Note: The long rains extend through much of the year in higher altitude zones. 

The key pattern above is that the higher elevation, larger farm districts of Kenya
(former areas of predominant European settlement) produce much more marketable maize 
surplus which makes up a disproportionate percentage of maize purchased by the NCPB. 
This is reflected in Figure 2.2 on the next page, where it is clear that with a month 
to two lag (farm sales begin at least one month after crops are initially cut and stocked 
in the fields due to drying and shelling time), the NCPB is buying most of its maize 
from the second peak in the monthly distribution of national harvests, which comes in 
October through December from the higher elevation, larger farm production districts. The 
same pattern, in a slightly different form, is reflected in the figures below: 

TABLE 2.3 

PERCENT HARVEST BY PROVINCE AND HARVEST PERIOD 

Percent Harvest by Province Percent of 
Central, Coast, Rift Valley Annual NCPB 

Harvest Period East & Nvanza and Western Lna= Purchases 

July-September 68 % 32 % 39 % 9 % 

November-January 26 % 74 % 40 % 65 % 

Source: Calculated from NCPB and MOA Statistics 

2 In areas with large farms, small farms are those up to 20 ha, mid-size to 
40 ha, and large are those over 40 ha. 
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Compared to other countries in 'frica, Kenyan maize production and food security

have the following unique characteristi.:
 

* 	 The maize harvest takes place over a greater part of the year than the staple 
cereals harvest in other countries. This is due to the harvest coming from a 
wide range of agro-ecological conditions. This implies greater security from 
crop failure3 than in most other parts of Africa dependent on cereals 
consumption; 

e 	 The geography of the country's maize production and consumption provides ideal 
conditions for internal trade in agricultural goods based on regional comparative 
advantage. This potential and Kenya's history of trade between various highland
and dryland zones has been hampered by GOK restrictions on cereals and bean 
trade; and 

e 	 The existence of Kenya's commercially-oriented, larger-scale farm zones provides 
a key to the potential aggregate supply response to alternative scenarios under 
market reform programs. 

2.2.2 Structure, Conduct and Performance of the National Maize Marketing System 

Maize marketing in Kenya has been the subject of many studies in the past J5 
years, the most notable including those by Hesselmark and Lorenzl (1976), Hesselmar 
(1977), Kariungi (1976), Ireri (1977), Schmidt (1979), Maritim (1982), Booker/Githongk, 
(1988), Ackello-Ogutu and Odhiambo (1986), and Technosynesis/EEC (1988). A thorough
review of the structure, conduct and performance of the official (formal) marketing 
system is given in the Booker/Githongo and EEC reports cited above. Schmidt's study,
based on extensive field work, gives the most detailed review of the structure, conduct 
and performance of the "informal" or parallel marketing system. 

It 	 is widely recognized that maize marketing in Kenya consists of two distinct 
systems operating side by side. The first system is normally referred to as the "formal" 
or the "official" marketing system and is managed by the National Cereals and Produce 
Board (NCPB). The official marketing system has had a long history of rigid 
government control of pricing and distribution. The second system is usually referred to 
as the "informal" or the "unofficial" marketing system. In many respects the two systems 
are interdependent; and, moreover, it is likely that they will become increasingly so as 
the process of market reform continues. 

The Formal Marketing System 

The formal maize marketing system in Kenya essentially involves NCPB purchasing 
of part of the annual maize harvest which is then sold to (a) large mills for the 
production of sifted flour for sale to consumers or (b) is sold as grain to wholesalers 
or directly to consumers in urban or other deficit areas. This system or marketing 
channel is by law monopolized by the NCPB, established as a parastatal under the 
Kenya Maize Marketing Act of 1962 (revised 1965 and 1972) and the National Cereals 
and Produce Board Act of 1985. The NCPB is empowered by the GOK to handle all 
maize "officially" purchased and sold, and to import or export maize as the need may
arise. Maize movement is regulated and limited by law; until a few years ago it was 
illegal to transport more than just a few kilos without a permit. Since 1987, the limit 

3 This can be confirmed by comparing the coefficients of variation in estimated 
national cereals production for countries in different parts of the continent. 
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has been increased to 10 bags per person anywhere in Kenya for "personal use" but, 
as we will see, this recent limited freedom of movement is widely misunderstood or
ignored. Theoretically, moving larger quantities can only be done when accompanied by 
a movement permit issued by the Board. 

The history of government control over maize marketing in Kenya dates back to 
colonial times when such controls were initially instituted to provide a guaranteed market 
for European settlers who grew maize on a large scale as a cash crop, mostly for 
export. During the Second World War, the Maize Control Board (one of the
predecessors of the NCPB) was formed and compulsory maize delivery to the Board was 
instituted, ostensibly to increase marketed maize to support the war effort. After the 
war the Maize Board underwent some minor changes but continued to function to 
provide European settlers guaranteed outlets and fixed prices. At independence in 1963,
the new Kenya Government inherited and retained most of the control mechanisms in 
the maize marketing system. In 1979, the Maize Board was amalgamated with the
Wheat Board of Kenya to form the NCPB which now oversees the marketing of maize 
and wheat plus other grains and legumes (often lumped together as "agricultural 
produce"). 

NCPB activities are supposed to be oriented towards meeting the following GOK
intervention policy objectives, as summarized by Ackello-Ogutu and Odhiambo (1986) and 
World Bank (1982): 

9 	 To ensure the availability of adequate food supplies to meet domestic demand 
and prevent malnutrition; 

e 	 To stabilize maize supplies in both surplus and deficit areas; 

e 	 To stabilize incomes through control of producer and consumer prices; 

* 	 To provide a secure oudet for smallholder production and prevent possible 
exploitation of smallholders by private traders; 

o 	 To maintain strategic maize reserves; and 

* 	 To control grain smuggling to neighboring deficit countries. 

Critics of the NCPB have pointed out that the Board has had limited success in
achieving these objectives, mainly because the current forms of market controls were 
designed for a different set of objectives (World Bank 1982); because concrete
implementation measure, certain have been andto objectives never formulated; because 
there are inherent conflicts among these objectives and with the normal governmental
responsibility for fiscal restraint. The price and market control mechanisms were 
designed to benefit large-,scale farmers who marketed large quantities of maize and who 
were concentrated 'in higher elevation, high potential areas. However, today the Board
is also expectea rheoretically to assist small producers in lower potential areas who
formerly were left to fend for themselves in the informal marketing channel. 

Despite many criticisms, the NCPB still handles a significant portion of the maize 
produced in the country, particularly when compared to the amounts handled by cereals 
boards in other countries. After allowance has been made for the maize retained by
farmers for home consumption (approximately 50 percent of production in an average
year), the NCPB handles about 45 percent of all commercially traded maize in the 
country. A summary of NCPB buying, selling and stock positions for both white and 
yellow maize (imported for drought-relief purposes) as contained in Table 2.4. 
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Since the official marketing channel is monopolized by the NCPB, participants in 
the marketing chain are quite limited in number. The NCPB primarily buys and resells 
maize to major mills or to wholesalers and consumers in deficit areas. The Board has 
a network of depots in both surplus and deficit areas to facilitate its buying and selling 
functions. The NCPB buys maize by working through a system of: 

* 	 Primary Marketing Centers (PMCs) which are small units dperated by Board 
permanent staff, assisted by hired temporary staff. The PMCs are mainly 
situated in maize surplus areas where smaller-scale producers may not be able 
to make direct deliveries to the Board depots. By 1987 there were 575 PMCs 
(originally known as "buying centers") throughout the country. However, 
following recommendations of the EEC Reorganization study (1988), the number 
of these centers has been drastically reduced since many PMCs were seen to 
be inefficient, mismanaged and under-utilized. 

* 	 Buying agents. These are traders who are licensed by the NCPB to buy maize 
on its behalf from farmers. Currently they are paid a Kshs. 6.50 commission 
per bag (equivalent to approximately US$ 0.32) for assembling, storing and 
bulking maize from scattered producers, paying the farmers, and transporting the 
maize to the nearest NCPB depot. About three percent of NCPB maize 
procurement nationwide is through buying agents who, being in trade already, 
are generally viewed as more cost effective in maize marketing than PMCs a ' 
Cooperatives. (In some districts, such as Kisii, agents buy a majority of te 
maize purchased); 

e 	 Cooperative Societies and the KGGCU. Recently, following the closure of many 
of the PMCs operated by the Board, existing cooperative societies were thought 
to be a better replacement especially in areas where it was felt private buying 
agents would exploit farmers. 

However, as it turned out most of the societies were ill-equipped for this task 
in terms of management, finance and storage (Odhiambo, 1988). The Kenya 
Grain Growers Cooperative Union (KGGCU, the dominant farm input supply 
company) was also allowed to purchase maize from farmers and sell straight 
to the mills in the 1988/89 season, as part of the CSRP liberalization program, 
but this produced negligible results; and 

* 	 Farmers' (and Traders') direct delivery to NCPB depots. Farmers with large 
quantities of maize are allowed to make direct deliveries to the board's depots 
provided they have the required minimum, which can be up to 30 bags. The 
farmers are reimbursed transport and insecticide costs, but are not paid the 
commission normally received by the private and cooperative agents. 
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TABLE 2.4 

NCPB MAIZE TRANSACTIONS, 1984-1989 ('000 Bags) 

NCPB Operating Year 

84/85 85/86 86/87 87/88 88/89* 

OPENING STOCK: WHITE 
YELLOW 

3,977 
6 

1,812 
2,822 

7,470 
2,059 

11,,180 
336 

9,572 
131 

PURCHASE: WHITE 
YELLOW 

4,036 
2,816 

9,323 
6 

7,693 
4 

5,369 
121 

6,866 
2 

SALES: WHITE 
YELLOW 

6,201 
0 

3,656 
494 

1,844 
656 

5,258 
347 

4,480 
1 

EXPORTS/
LOSSES: WHITE 

YELLOW 
0 
0 

9 
235 

2,139 
1,071 

1,719 
(21) 

1,690 
26 

CLOSING 
STOCK: WHITE 

YELLOW 
1,812 
2,822 

7,470 
2,059 

11,180 
336 

9,572 
131 

10,268 
106 

Source: NCPB Data 

Note: Data for the 1988/89 year are complete through the first week of June,1989. Thus, the last 3 weeks of the year are not included. 

As indicated above, the relative importance of different Board buying mechanismsvaries substantially from district to district, with District Development Committees
currently having some say in terms of whether buying agents will be allowed. As anexample, the following are the proportions of NCPB purchases in the North Rift ValleyBoard area in the 1988/89 buying season (of a total of. 3.3 million bags or about 50 
percent of total NCPB purchases): 

Percent 88/89 
Purchases: 

Primary Marketing Centers: 21 % 

Buying Agents: 3 

Cooperatives: 20 

Direct Deliveries: 53 
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The "secondary" part of the formal maize marketing channel involves the sale of 
NCPB stocks to traders, consumers and registered millers at government-controlled prices.
The large millers are found in the major urban centers such as Nairobi, Mombasa,
Nakuru, Eldoret and Kisumu, and they sell to numerous wholesalers and r,-ailers located 
mostly in major urban areas and rural deficit area market towns. 

Issues in the Formal Marketing System 

Formal maize marketing is dominated by the NCPB and the millers and flour 
traders. There are three issue areas which are of concern in analyzing the participation
of the GOK in maize marketing: 

* 	 The policy or legal foundations of state participation; 

e 	 Efficiency and cost implications of Board marketing; and 

o 	 Efficiency and cost implications for other participants in the overall maize 
marketing system. 

Here we briefly examine the first two of the above points; impacts of state control 
on the rest of the marketing system are explored in later sections of this chapter. 

Policies essential to a heavily regulated maize trade. The monopoly and monopson,
 
powers of the NCPB, as those in other African countries, have their foundation
 
national law. In the case of Kenya there are several fairly extreme as-,'ects, including
legal provisions which essentially make maize the property of the state onlce it has bedh 
harvested. However, these legal foundations for extensive GOK participation as the 
dominant wholesaler would not amount to much if it were not for two other key
supporting policies: movement controls and the cereals pricing policy. 

Movement controls on agricultural commodities are enforced through the use of 
movement permits that must accompany any shipment of an "officially scheduled" 
commodity being moved. There are three types of movement permits, all issued by the 
NCPB: 

e 	 A farm/market to depot movement permit which is used for grain moving from 
the farms or agents' stores to the nearest NCPB depot; 

* 	 A depot to, depot permit is used for movement of grain from one NCPB depot
to another or from a buying center to the NCPB depot; and 

* 	 A general movement permit which is used to move grain from NCPB depot to 
any other specified destination, or from a mill to any specified destination in 
the case of. milled products, or to cover movement of commodities not going to
the NCPB or one of the larger mills. (There is now a nominal fee of Kshs 20 
per permit for this category; the other two types of permit are still free of 
charge). 

In the team's field work, a number of conclusions were reached regarding the 
operation of the permit system in practice: 

* 	 Permits can be very time-consuming and costly to obtain for many private sector 
traders; 

e 	 Obtaining permits to move maize on contract within the "formal channels" (i.e.,
to the Board, the mills, or from the Board for resale in certain deficit areas) 
was not particularly difficult. However, obtaining a general permit (which is what 
the market-to-market private wholesale trade would need) is much more difficult 
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and, when accomplished, often subject to some type of "rent" or similar, 
unauthorized transaction cost; 

* 	 Not having a movement permit subjects traders to arrest and seizure of
merchandise, but also presents opportunities to pay "rent" at the many roadblocks
which dot the Kenyan countryside. This is apparently done frequently enough that 
there are fairly standard levels which are accepted by both sides to the 
transaction, thus obviating the need for the permit. 

o 	 The CSRP reform program has an intended schedule of gradual increases in the 
amount of maize private parties can movt without restriction. Now the legal limit 
is 10 bags (900 kg) that can move anywhere in Kenya without a permit. It is
explained that this is intended to allow producers to transport maize to their
families or home areas for consumption (and not necessarily to encourage small
scale private trade). The CSRP implementation agreement states that this ceiling
may be increased in the future, but there is no agreed timetable. 

Price regulation. The gazetted official prices for maize as it moves through the
marketing system from farm to mill to consumer apply within one July-June crop year,
and they are largely undifferentiated seasonally or spatially. In general, Kenya's maize
producer price has been increased periodically in relation to the cost of maize
production, local market conditions, and since 1981, world market prices. Since Kenya
may sometimes either export or import maize, the main question with respect to official 
price setting has been, what is the "right price"? 

The policy of fixed prices has resulted in the burden of adjustment being placod
on NCPB stock management, and importing and exporting. Decisions regarding when o
import and when to export require effective monitoring of international and domestic
grain markets, efficient and effective NCPB management, and good overall economic 
management (conditions which, unfortunately, do not always prevail in Kenya). As we
shall see below, decisions on the future role and implementation of support and ceiling
prices can not be taken until a variety of other policy decisions are made concerning
the implementation of the future reduced role of the NCPB. 

The current pan-seasonal price policy does not offer any incentive to either farmers 
or traders to hold stocks to be sold later in the crop year, except in the informal and
illegal trade. Whatever pricing system will be founi to be politically feasible,' it should
take into account spatial price differentials in order to meet national food security goals
in terms of efficient movement of cereals from surplus to deficit areas. The basic
pricing strategy which was to be pursued in the CSRP was summarized as a "widening
band" between a producer price floor and a higher consumer price ceiling, in order
reduce budgetary exposure and to allow for more private participation within the widened

to 

band. 

Consequences of monopoly powers for NCPB. The studies which have looked
closely at the internal operations of the NCPB have documented the following types of 
problems:5 

' As this report is being written, the EEC-financed CSRP program is
conducting a grain pricing study which is to make recommendations for setting price
levels from producer to consumer, with some spatial and temporal variation and within 
a context of gradual liberalization. 

5 The complex snd critical issues involving a new price structure to meet
multiple objectives are currently under study by an EEC team as part of the
implementation phase of the CSRP program. This is described further in section 2.4. 
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* 	 Ensuring adequate finance for NCPB crop purchases, distribution and reserve stock 
operations. Until 1988 the Board was heavily in debt and unable to pay farmers 
promptly for crop deliveries. Some of these debts have recently been written 
off as part of the CSRP program; 

e 	 Poor stock management and under-utilization of storage capacity; 

e 	 Inadequate transportation management resulting in excess costs; and 

and serious@ Excessively large numbers of staff for the functions to be performed 

problems of administrative performance.'
 

Indeed, rising NCPB operating losses were estimated (EEC, 1988) at about Kshs 1.8 
billion (about $120 million) in the 1986/87 season, added to the cumulative losses in 
the previous 5 years of Kshs 3.5 billion (about $240 million). In summary, critics of 

formal maize market believe that the system of controls adversely affects marketingthe 
that the control legislation has resulted in a marketefficiency. The conclusion is 

channel characterized by: 

* 	 Low operational efficiency and resulting high per unit marketing costs; and 

* 	 Low pricing efficiency as reflected by poor regional and seasonal market 
market conditions (Schmidt (1979), Booker/Githongointegration and instability in 

(1988). 

These and other shortcomings (discussed below) of the NCPB and the offic l 
marketing system, led several studies to recommend decontrolling or liberalizing the maiJe 

leave the Board with the basic roles of custodian of the nationalmarket so as to 
maize strategic reserve, and buyer and seller of last resort. Liberalization is a sensitive 
issue in Kenyan policy circles and has generated a lot of debate in the last decade. 
It is also clear that efforts to date to modify the current formal marketing system have 
been poorly designed and poorly timed in their execution, which has allowed the GOK 
to retreat periodically from the reform process. 

The Informal Marketing System 

In Kenya, the informal maize marketing system thrives in parallel to the formal 
system. The existence of the NCPB has not always guaranteed a secure market outlet 
to all farmers, particularly those in many western districts. It has been estimated that 
about 70 percent of all small scale producers market some maize through the informal 
system and that between 30 and 50 percent of smallholder producers do not have access 
to the NCPB system (World Bank Report, 1982). The Board has also been unable to 

Kenya's 	 althoughprovide adequate consumer outlets in many of rural areas. Thus, 
smallholders do participate in the formal marketing system, the informal system with its 
network of local market places and traders, remains by far the most important outlet 
for farmer sales and for rural consumer purchases, particularly later in the crop year, 
as 	 noted by Casley and Marchant (1979). 

Informal maize marketing channels handle about 50-60 percent of maize traded in 
the country and are interdependent with the formal market in important ways. One 

tends to operatedistinguishing feature of the informal maize marketing system is that it 
the local level within districts and to a lesser extent within interregionalintensively at 

trade, largely due to its official illegality. Unlike the formal marketing system which 

6 These personnel problems went all through the NCPB organization; reform 
efforts, for example, led the GOK to replace all the Department heads at Board 
Headquarters in the past year. R 
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is integrated nationwide, the informal system, until recently, hasoperations within a given been legally limited todistrict. Movement maize sizeableof in quantities acrossdistrict boundaries other than through the NCPB channels, requires a movement permitfrom the Board and/or the local District Commissioner (DC).' 
Schmidt (1979) Maritimand (1982) studied and documented the structure,and performance of the informal conductsystem in some detail. The basic conditionsdescribed have not appreciably changed, although partial 

they
with liberalizationlarger number of participants are operating more openly in the Kenyan 

in 1988, a 
informal marketing system consists of two major types traders, 

market. The 
traders" and of smaller-scale "marketlarger-scale commodity wholesalers, including "lorry traders". These twocategories of middle-persons distinguishedare primarily by their size of operations, withthe smaller market traders generally not owning their own means of motorized transportor being able to trade at the level of the full lorry load.
 

Market traders, who 
 usually operate in a local open-air markets orperform the following functions in small _uk..,as the interface between the marketing channel and boththe producer and the consumer 

9 They aggregate or assemble small supplies of maize (one to five bags typically)directly from farmers or from other small traders which they then sellwholesalers, to local consumers, or totransport to markets -nother adjacent areaswhere prices are higher; and 

* They retail several bags of maize at a time which haveby been brought into theirarea the larger category of wholesaler/lorry trader. 1 
As Schmidt suggested, these smaller traders can further be classified into t,10:ategories: 

* Sedentary or permanent traders, those who have a permanent operatingwithin a given marketplace, usually pointhave some arrangement to receive regularsupplies from farmers traders, sell localor other and to consumers without doingmuch traveling. They sometimes sell other produce asestimated that about one-third of the market traders 
well as maize. Schmidt 

do not move at all. Mostof these traders are women;' 

* Itinerant traders are market traders who travel within and across districtboundaries to carry out their maize trade. Schmidt estimated that about twothirds of the market traders fell in this category and that about three-fourthsof them travel an average of 25 km in conducting theirquarter of the traders even 
trade. A furthertravel further across district boundaries. Thesetraders' movements and the direction of trade are dictated by regional andseasonal maize supply and demand conditionssurplus, low price regions to deficit, high 

and they usually transship from
price areas. They buy from farmersor other trkders and, depending on the distance, terrain and quantities of maizeinvolved, these traders use matatus, buses, donkeys and theirbicycles as meansof transport. In the majority of cases these traders women,are alsoin some districts like Kakamega, the and trade 

althoughdonkey bicycle is dominated bymen. 

7 The involvement of the district civil administration in the issuing of permits 
is legally debatable, but has come to be accepted in many districts.
 

8 A recent phenomenon among 
 these traders is the "symbiotic" relationships somehave cultivated with 2osho millers (term suggested by a miller in Luanda market!) whoallow or encourage them to retail maize consumers front of theto in mills. 
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The second major category of informal maize traders are the larger scale wholesalers,
primarily lorry traders. These independent traders normally buy maize from farmers and
other small traders in surplus areas and transport it to deficit areas for wholesaling.
These traders may also sell to the NCPB or directly to millers. Their trade is illegal,
but most of them have devised their own survival mechanisms. This is the portion
of the informal market channel which is the most repressed by the current policyrestrictions and it is here where the greatest economic gains from reform will come as 
we demonstrate in parts 2.3 and 2.5 below. 

A third group of participants in the informal market are the local millers producing
unsifted flour (gos1o in Kiswahili). These small hammer mill operators serve rural 
consumers who bring in their own or purchased maize for grinding. These mills are numerous and are well distributed across the country, many in rural market centers.
They are quite competitive and recently there has been a rapid increase in theirnumbers (perhaps a 50 percent increase in the past two to three years) to the extentthat some of the large millers have come to feel their presence in the flour market.
In and around the major towns like Kisumu, Eldoret and Nakuru, some 29sho millers are also involved in buying maize from other traders or farmers then grinding it forsale as non-sifted flour (See Chapter Three for more detail on the milling industry). 

To help visualize the relative importance of the various actors in both the informal
and formal maize marketing channels, Figure 2.3 schematically indicates the percentagedisposition of an average harvest by the different participants in the overall Kenyan
maize marketing system. 

Issues In the Performance of the Informal Maize Marketing System 

Schmidt (1979) evaluated the performance of the informal maize marketing system 
on the basis of: 

* The degree of market concentration and pricing efficiency; 

* The degree of market transparency (availability of information to participants); and 

* The extent of barriers to entry. 

He found that the degree of market concentration varied significantly with the point
of transaction. Controls imposed on maize trade prohibit free exchange and movement
between surplus and deficit areas while the operation of the informal
marketing system counteracts these restrictions to some extent. The result is spatial price
differentiation higher than would prevail in open market, thereby incentivesan creating
for the small scale or illegal lorry trade. According to Schmidt, market transparency inthe system is a big problem in most rural markets. Although prices vary between
market places between regions and seasons within a year, traders' price knowledge tends 
to be limited to conditions in local markets in which they operate. Currently there is no official government price information on maize, as there is for other produce, such 
as horticultural crops. 

There are few barriers to a trader wishing to join the small-scale trade. Morebarriers exist for entry into "large scale" trade as this encounters legal movement
restrictions and perhaps access to working capital. The only traders in the system feeling
this barrier are the lorry traders who would like to expand their business. 

In sum, the informal marketing system is far from efficient. Operational efficiency
is very low as reflected by high costs and lack of economies of scale. Movementcontrols discourage the use of economic modes of transport and reduce the volumes
involved in each transaction. Pricing efficiency is also affected by the movement
controls resulting in low market integration. Schmidt found very low correlations 

1 



Figure 2.3 Maize Marketing Channels in Kenya, 1986/ 1987
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between maize prices in different markets and observed that at times temporal and 
inter-regional price differentials greatly exceeded storage and transport action costs. As 
we see below in part 2.3, these patterns are still valid in rural Kenya today. 

We have noted that boch the formal and the informal maize marketing systems are 
inefficient. In the formal marketing system the objectives of controls are not being 
achieved by the NCPB. If anything, the present system of controls contributes to 
marketing inefficiencies and may increase food insecurity, particularly in dry areas. It 
seems clear that large mills and larger farms have benefited most from the operation 
of current policies, with urban consumers benefiting during periods of shortage. Under 
average circumstances or during bumper years. consumers have most likely paid 
excessively high prices for maize flour which has gone to cover large margins to the 
NCPB and mills and to cover part of the Board's high costs. As Schmidt pointed out, 
the population most affected by t:e marketing inefficiencies are smallholder producers 
and rural consumers. 

2.2.3 Dry Bean Marketing: A Summary Note 

The national market for dry beans is about one-eighth the size of the national 
maize market; while beans are an important item in the national diet, they are not a 
fundamental dietary staple. Apart from beans grown under contract for processing, they 
are a crop almost exclusively farmed by small-scale producers, in mixed stands 
intercropped with maize and other crops. Of the estimated national market volume of 
350,000 tons (about 25 percent of production), the NCPB has only marketed about I0 
percent in recent years. Most of the beans going to the NCPB are sold to governmf t 
institutions such as hospit-_ , schools and prisons. Major bean surplus producing ares 
are not synonymous with the major maize producing areas: Nakuru District and 
particularly Kisii District are surplus producers along the surplus maize corridor, but 
Embu, Meru, and Kitui Districts are also important net exporters of beans. 

Per capita consumption of beans is higher in surplus producing areas than in deficit 
areas and, undoubtedly, the highest proportion of national bean production is for home 
use and immediate trading among farm families. Currently, the private (illegal) trade 
undertakes a key role in distributing beans from surplus areas and has had at least 90 
percent of the market ir. recent years. This private trade is undertaken in the face of 
considerable impediments to commodity movements, described elsewhere in this report. 
Lorry traders and Board agents play important roles in the private trade, often deciding 
whether to sell their stock to the Board or to private buyers, depending on prevailing 
market prices. The higher proportion of the bean trade handled by the informal channel 
is explained by two factors one, since beans are not a staple for most of the 
population as is maize, it is less necessary for the GOK to monopolize the trade, and 
second, since beans have a substantially higher per unit value, it is more sensible for 
private traders to risk trade barriers on a commodity where the per unit profits are 
higher. 

Given the relatively minor rola played by the Kenyan bean trade, we will 
concentrate our efforts on the maize trade in this rport. However, where appropriate 
we will illustrate impacts caused by restrictions on costs in the bean trade and ultimately 
we will argue, as have others before us, that beans should be removed from the list 
of officially scheduled crops, with their trade completely opened to free private sector 
participation. 
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TABLE 2.5 

SUMMARY CHARACTERISTICS OF STUDY DISTRICTS 

Large-Farm Grain 
Districts Deficit 

Densely-Settled Districts =..... District 
=Uasin ====mum= 

Characteristic Nyeri Kisii Kakamega Gishu Nakuru Kitui " 

Pop. Density 266 604 434 120 120 21 
(per KM Sq) 

Ag. Potential: 
% High 97 100 100 100 52 3
 
Medium 0 0 0 0 7 50 

Low 7 0 0 0 41 47 

Av. Farm
 
Size (ha) 1-2 1-2 1-2 15 15 7
 

Percent
 
Large Farms 9 4 1 42 39 N.A.
 

Maize
 
Net Supply

Position Deficit Surplus Surplus Surplus Surplus Deficit 

Importance 
of NCPB (1-5) 2 3 3 5 5 4 

Import of Open 
Air 
Markets (1-5) 5 5 5 2 2 3 

Major Cash 
Crops: Coffee Tea Tea Wheat Wheat Beans 

Tea Coffee Coffee Maize Maize Legumes
Vegtbs. Pyreth. Vegtbs. Dairy Dairy 
Pyreth. Pyreth. 
Dairy Sugar 

Various Sources 
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For example, the agent may have to 	 pay "rents" at various checkpoints along the road,as much as Kshs 3 per bag to move goods through, whether or not he possesses a
bona fide movement permit. 

e 	 Once at the depot, NCPB employees often demand up to Kshs 5 or 6 per bagas a "gratuity" to ensure reception and unloading of the produc,. Agentsreport that the amount is split in some proportion between the produce inspector,receiving clerk, and unloading and stacking crew. Depot staff use tie following
claims to support their request for cash payments: the produce, in the casemaize, is claimed to be above the 13.5 per cent 	

of 
maximum 	 roisture level; thebags are claimed to weigh less than the 91 kg minimum (90 kg for the produce

and 1 kg for the sack); or the bag stitching is claimed to be inappropriate;
and/or the bags are declared to be in poor condition. 

To compensate for costs not taken into account in the official pricing formula,agents reduce the price they are willing to pay the farmer for his/her produce. Asa 	 result, few small-scale farmers receive the gazetted price. The actual price receivedby the farmer will reflect some or all of the following factors: 

The agent's calculation of the actual transportation costs associated wizh moving theproduce from point of purchase to the point of sale to the NCPB (often more than
Kshs 10); 

* 	 The agent's perception of the quality of the maize or other produce being
purchased (e.g. moisture level, insect infestation etc; 

0 	 The competitive position of the agent vis-a-vis the seller; 

9 	 The volume being purchased (typically, the smaller the lot being sold, the lowerthe price - for example, grain sold by the sack receives a higher price than
grain sold by the debe or kimbo tin); 

e 	 The commercial honesty of the agent (i.e. the extent to which the agent's
calculation reflects actual weight and quality); and 

* The agent's perception of the degree of difficulty he will experience in de!ivery(e.g. waiting time to unload at depot, and thethe 	 amount of "rents" to be 
paid). 

The net result is that in the immediate post-harvest period, farmers can receiveanywhere between a low of Kshs 150 per 90 kg bag of maize (on an equivalent basis)and a high of the official price of Kshs 199 per bag when selling maize to a licensedagent. As supplies the are through thein system reduced marketing season, typically,maize prices at all levels in the market increase and farmers can receive substantiallyhigher than the Kshs 199 gazetted price (e.g. in late July io early August farm-gate
prices for maize in some districts can reach Kshs 300). 

From a trading standpoint, some Board agents receive only a veiy modest returnfor undertaking their designated collection functions, particularly small-scale agents withouttheir own transport who only buy commodities at their stores; while others do very wellfinancially (larger-scale agents, with their own transport, who purchase from thefarm-gate in areas where the farmer has only limited access to other buyers and
transpcrters). 

Conversations with grain traders indicated clearly that most large-scale agent,participating 	 werein 	 both the formal and informal marketing systems. For example, thecommercially astute agent could decide on a number of alternative marketing channelsfor raaize that had been purchased under the guise of "delivery agent for the NCPB",including: sale to a lorry trader for subsequent shipment outside the district or province; 
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direct sale and delivery to a trader or miller in a major urban center such as Nairobi: 
or simply delivering to the NCPB depot. The channel selected would reflect the 
opportunities available at the time a truckload was ready for shipment, and the potential 
net returns accruing from each alternative. 

An agent may have paid, on average, Kshs 180 per bag for a truckload of maize 
collected from farmers (and small traders) in a particular rural area. The NCPB depot 
price, less cost of new gunny bags and "rents" for depot employees, is about Kshs 217. 

The agent may have the firm prospect of shipping a truckload , of maize to an 
urban-based miller, with a delivery permit, at an ex-mill delivered price, less costs of 
transport, gunny bags and "rents" to policemen as an overloading penalty, of Kshs 233. 
The latter alternative would net the agent an additional Kshs 1,800 per (100 bag) load 
and, very probably give him a quicker truck turnaround than the former alternative. 
Irrespective of whether the agents are small or large-scale, they share three principal 
common problems: 

Collection of "rents" has become completely institutionalized. NCPB agents in 
particular, and traders in general, freely discuss the level and impact on marketing costs 
of these additional transaction costs as if they were a bona fide cost element in 
marketing activities; 

* 	 The long waiting time that transporters must endure when delivering produce to 
the NCPB depots (delays of 2-3 days are not uncommon during peak delivery 
periods). Such delays result in increased unit transportation costs as trucks are 
out of action for the day when parked idle waiting to be unloaded; and ii 

* 	 Late payment by the NCPB for goods received from agents, who have usuatly
aid the farmer in cash.9 This increases costs to the agent (who commonly is 
operating on a line of credit from a commercial bank), creates acute cash flow 
problems, and limits the agent's ability to increase overall delivery volume as 
he/she is continually bumping up against the overdraft limit of the business. 

Almost without exception, licensed NCPB agents whom we interviewed believed that 
liberalization of the marketing process would be in the best interests of their business. 
The present system was perceived to add costs with few tangible benefits, and it 
constrained their ability to expand product purchases and sales. Those capable of 
articulating their views on "winners and losers" arisinig from a liberalized system 
(specifically, removal of movement controls) saw farmers, consumers and the more 
successful traders as being the potential winners; and Board employees, the police, select 
individuals who use extensive political "clout" to enter the informal trade, and less 
successful traders as being the potential losers. 

Against this general background, observations and interview data from field work 
highlighted some distinctive features of the marketing systems in each of the three major 
production and marketing environments. 

Marketing In Densely Settled, High Potential Smallholder Areas 

These areas are concentrated in the highland regions of Kenya, where high-value 
export crops are grown by a large proportion of households. Average farm size is 
small, and household incomes are characterized by significant earnings from non-farm 
sources. While maize and beans are important elements in the family food supply, they 

9 Historically, the Board has taken up to one month to pay the agent for this 
maize and produce; in the 1987/88 season, delays extended to several months. During 
the past buying season this situation improved dramatically due to the availability of a 
buying fund provided under the EEC-supported CSRP program. 
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are not regarded as principal cash crops. Most agricultural income is generated fromthe sale of coffee, pyrethrum, vegetables, tea, bananas, etc, all being substantially moreremunerative per unit of land than maize and bean production. However, virtually allfarmers in these areas do grow some maize and beans. 

Farmers may sell their crop immediately after harvest to meet immediate cashneeds, and often buy maize and beans later in the marketing season to meet familyfood requirements. In Western Kenya (eg. Kisii and Kakamega), average annual salesof maize among small-scale farmers (10 bags or more) are much higher than in Centraland Eastern Kenya (e.g. Nyeri) where maize sales, particularly in acutely populated areas,may be minimal. ' he decision to sell maize at the low immediate post-harvesi priceand buy it back it he higher late season price has some economic rationale, and isnot driven solely by the need to earn cash: reported on-farm storage losses of onebag out of five are common and, therefore, early sale for later buy-back relieves some 
storage risk. 

In the densely settled, high-potential areas, marketing of maize and beans is astronghold for the informal trade and, even when maize is handled by agents of theNCPB (which has 172, for example, in Kisii District), the agents may trade moretheir own account than as representatives of the Board." Much of the maize 
on 

that ismarketed, even for such relatively large towns as Kakamega, Kisii and Nyeri, ischanneled through the towns' open-air markets. Consumers buy maize to take tosmail-scale Qghg mills for milling flour, although, early in the marketing season whenmaize is stijl plentiful, the volume of maize traded at retail is very small as farmfamilies take their own produce directly to the 1qIhr mills. 

A snapshot of marketing activity in Nyeri during June 1989 illustratesthe key characteristics of the informal trade. The maize and bean trade 
many 

in Nyeri to'4nis focused around the public marketplace. Market selling was active all week long, withWednesday and Saturday being the major volume days. The market was characterizedby large numberi of market vendors (as many as 300) selling small quantities, and muchsmaller numb,3rs of wholesalers (who also undertake retail trade) operating in the samearea. Local county council officials collected daily market fees of Kshs 3.50 per smallretail table, plus a flat fee of Kshs 4 per bag for commodities stored on or below theretail tables, ;rrespective of the storage period. A watchman guarded the market area,which is fenced, to ensure the security of stored produce. 

Farmers typically came at the beginning of the market day to sell their maize toboth wholesalers and retailers, in units of less than one bag. Wholesalers viewed thistrade as generally unattractive, as there was considerable competitive pressure! for lowvolume of sales from the many retail traders in the market. In the small number ofwholesale maize transactions, wholesalers were selling a 90 kg bag of maize to retailersfor around Kshs 250, having consolidated small purchases from farmers at a cost ofabout Kshls 250, providing a 25 percent margin. However, the bulk of the trade wasfrom farmer to retailer to consumer, with the retailer's margin over the buying-in pricefrom the farmer at around 30 per cent (for example, purchasing 6 kg of maize fromfarmers at about Kshs 13 and selling it to consumers for around Kshs 17). One or twowholesalers/retailers were trading in green maize: wholesale bags of green maize(approximately 300 cobs, with a shelled maize equivalent weight of 40 kg) were priced
at Kshs 230 per bag, and the retail price per cob was I shilling. 

In most districts surveyed, the retail margin taken on maize sales ranged betweenKshs 0.50 and 1.50 per kg, and between Kshs 1.50 and 2.50 on bean sales. Maize 

10 In Nyeri District, the NCPB depot only opened in early 1988, and the 
Board has only one official buying agent who handled close to 60 percent of deliveriesto the depot in 1988-89. Most intra-district maize trade in Nyeri is undertaken byfarmers and small-scale traders operating at localthe level. 
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and bean retail vendors are, generally, at the lowest rung of the entrepreneurial ladder. 
The trade requires minimal fixed capital items and, therefore, has exceedingly low entry 
costs. As a result, financial returns to the retailer are low. Retail margins on maize 
and beans are modest. Retail vendors do not pare their margins down to the bone, 
however, as might be expected when hundreds of small-scale units are competing against 
each other. Rather, there seems to be a consensual view that Kshs 0.50 per kg is the 
lowest acceptable retail margin on maize, and at times when market. volume is low (as 
it is in June), retailers must wait stoically until it is their "turn" to net the few 
customers that wish to purchase maize. 

Of course, market vendors of maize and beans are not a homogeneous group. At 
one end of the continuum are very small-scale retailers, often farmers themselves, who 
sell their own produce in rural market centers once or twice a week. Their motivation 
is threefold: a desire to generate cash for essential purchases; to visit the market to buy
essential goods; and to meet friends and acquaintances to exchange news and views. 
At the other end of the continuum are market women, often based in larger urban, 
more formal markets who sell from more established stores. Such retailers buy from 
farmers who come to the market, from wholesalers, or from farmers in retail areas. 
They sell six days per week and may retail the equivalent of 2-3 bags per week in 
the low marketing season and 7-8 bags in the peak season. 

Major problems for retailers include: access to sufficient cash to purchase farmers' 
output; lack of secure storage space at public markets and occasional theft of produce;
the seasonal nature of the business (as demand picks up, weekly sales of four bags per
vendor are not unusual in some markets); and lack of adequate or affordabtl 
transportation to link the market vendor with rural suppliers. 

Given the limited involvement of the Board in beans and other minor commodities, 
it is perhaps not surprising that the wholesale trade in these commodities is showing
interesting signs of development. For example, in the very large Karatina market in 
Nyeri District, a female entrepreneur was placing orders by telephone for truckloads of 
rosecoco beans with traders in Kisii, sending transport to Kisii to collect the beans 
(accompanied by a female relative to expedite the movement of produce through
check-points), and selling the beans t3 the wholesale and retail traders in Nyeri district. 
Other wholesalers were also using the telephone as a means of ordering produce -- an 
important development indicating predictability in produc*t quality and the growth of 
trading arrangements based on mutual trust between commercial partners. Margins
accruing to traders for undertaking their trade were in the order of 15 per cent over 
costs. 

In general, people in the densely settled smallholder areas have access to a well
developed road network. Buses, matatus' and larger vehicles are available on the 
classified roads as well as many of the unclassified rural access roads. The distance 
from the farm gate to point of sale for maize and beans is generally short in the 
western districts of. Kisii and Kakamega, for example, it averages only 2.5 km. Because 
of the good access to transport and numerous market centers in these districts, farmers 
rate market availability as a low-priority constraint. 

As described more fully in Chapter Four (Social Analysis), traders in these areas 
make extensive use of matalus and small buses in moving small amounts of maize and 
beans between local markets. Donkey transport is also very important, both in terms 
of moving produce from farm-to-market and from market-to-market. Donkeys fill an 
essential niche in the transport network between areas of different elevation, such as 
between the Nandi escarpment and eastern Kakamega and between the highlands of 
Kisii and the lowlands of Kisii and South Nyanza districts, where roads are few and 

"1 Matatus are small buses which ?rovide much of the transportation in all 
parts of Kenya. 



30
 

in 	 very poor condition during much of the year. While donkey transport involves muchlower cash costs than motorized means, it consumes much larger amounts of time andlabor. What takes two hours to move by maIt can take more than two days on adonkey, and a donkey can carry no more than one sack of grain. 

Lorry transporters tend to concentrate their business on higher value commodities(e.g, vegetables, fruits, tea, and coffee) or on long-haul shipment of maize and beansfor the NCPB, rather than on trade in the limited amounts of locally produced maize.Those who do business regularly with the NCPB tend to own two or .more lorries, andto have been well established in the industry for to 10 years.8 	 Most were able tosecure bank loans which they used to their firstpurchase lorries. Partnerships as wellas sole proprietorships are common especially among those who have more than one
lorry. 

Marketing in Larger-Scale Farm/Resettlement Areas
 

Almost all 

the 

of these areas comprise lands which were reserved for Europeans duringcolonial period, viz. much of Uasin Gishu and Nakuru Districts and the northeasternparts of Kakamega and Kisii Districts. Since independence, what previously werelarge-scale farms have been subdivided into smaller-scale units - parcels of between Iand 5 hectares in Nakuru and 8 to 40 hectares in Uasin Gishu and the settlementzones of Kakamega and Kisii Districts. In addition, both Nakuru and Uasin Gishu stillcontain an important base of larger-scale farms and ranches. 

Maize and beans are grown by virtually all farmers in the large farm/resettliareas, but are significantly more important for small-scale infarmers locations which arprelatively newly settled and/or where dairy wheatand production are not feasibli.Larger-scale farms focus more on wheat production -- an enterprise that is financiallymore attractive under current input and product prices than maize, requiresmanagement, more toand is conducive mechanized production. One important 
less 

recentdevelopment has been the expansion of small-scale production of wheat in parts ofNjoro, Rongai and the Greater Nakuru area, and in much of western and southern
Uasin Gishu. 

The majority of farmers who produce maize in quantity are major suppliers to theformal marketing system: more than 80 percent of farmers interviewed sold their maizeeither directly to NCPB (buying stations or depots) or to the Board via cooperatives.Farmers in these areas are part and parcel of the "main-line" grain delivery systemsupplies the major urban areas of Kenya, as in Figure 2.4.	 
that 

shown 

In both Uasin Gishu and Nakuru Districts, larger-scale farmers are generally in aposition to rent transport or rely on their own vehicles to make direct deliveries toNCPB depots. Small to medium-scale farmers have to choose from a 	 range of options: 

* Since NCPB buying centers generally open farmers deliver to alate, may 	 trader,at the farm-gate for receiving 	 on theand cash, a discount gazetted price (e.g.
Kshs 170-180 for a 90 kg bag);
 

e They may take one 
 or two bags of maize to a local market, either for directretail sale or for sale to a small-scale wholesaler or a market vendor or local 
2osho millers; 

e 	 They may sell small quantities, less than one bag at a time, to neighbors; or 
* 	 They may sell their grain to a local cooperative society for onward sale to the 

NCPB. 
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In practice, an individual farmer may use more than one of these marketing
channels; access to reliable and affordable transportation is a key determining factor.
For example, small-scale farmers in a resettled area near Njoro (Nakura District),
although only 3-4 kms from a paved road, are frequently marooned during the wet 
season as the feeder roads are impassable to all but tractors and load-trailers. 

Cooperatives have been largely unsuccessful in undertaking grain marketing activities. 
Major constraints to expanding trade in grain were: 

o 	 The NCPB's marketing margin (Kshs 6.50 per bag) that was insufficient to cover 
marketing costs; 

o 	 Corrupt practices by NCPB employees at grain delivery points that penalized the 
cooperative on spurious grain quality grounds; and 

o 	 The predilection of the Board to establish buying centers immediately adjacent 
to the society's buying points, thereby posing direct competition. 

In contrast to the trade patterns of the densely-settled highland zones, trade in 
open-air marketplaces plays a relatively minor role in the marketing of maize in the
large farm/resettlement area. Most activity is concentrated in the larger market towns 
(e.g. Turbo, Eldoret, Naivasna and Nakuru town), although as might be expected, there
is evidence of a medium-scale wholesaling trade that undertakes grain collection from 
farms and small-scale local markets for onward sale along the marketing chain. In 
Nakuru District, two patterns of informal trade were observed: 

e 	 Individuals purchasing maize from rural areas for onward sale to small-scalp
retailers within the district; and 

o 	 Traders performing a consolidation function for large-scale traders from both
within and outside the district who may "export" the maize to customers (mills,
urban wholesalers etc) outside the district. This trade is undertaken, frequently,
without a movement permit and, as a result, bears a cost to the entrepreneur
which may exceed Kshs 5,000 per lorry load. 

Several examples of these informal trade patterns are presented in Chapter Four. 
In general, men dominate this trade, compared with our findings on substantial trade 
by women in the densely settled smallholder areas. Lorry traders play a more
significant role, principally because the quantities available for sale and movement are
large enough to invoke economies of scale. In addition to making deliveries to the 
NCPB via formal channels, many lorry traders engage in inter-district arbitrage: notable 
cases involve shipments of maize from Uasin Gishu and Lugari Division of Kakamega
to the maize deficit areas of southern Kakamega and Siaya. 

Farmers in the large farm/resettlement areas frequently must travel a greater
distance to sell their maize than those in the densely settled zones. Because they often 
are selling their maize to either a cooperative or the NCPB, they must transport their 
maize up to 5-6 kilometers to transaction points. In these areas where the formal 
market system is dominant, transport costs (including labor) from farm to depot or 
cooperative can be as high as Kshs 5-8 per bag, or as much as 4 percent of the sale
price. Large farmers usually have their own transport to move maize to the point of 
sale, but small and medium-scale farmers must hire lorries, pick-ups, or tractors (with 
a load trailer). Availability of these vehicles for hire is relatively good in these areas
but, on a cost per bag basis for short journeys, are costly (e.g. Kshs 10 per bag for 
short-hauls of less than 5 km). 

In virtually all of the resettlement areas visited, the role of the NCPB had 
increased considerably in the 1980s. The Board opened a great number of new depots
and buying points within the past few years. Prior to this recent period, lorry traders 
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were active in the area and would buy maize directly from producers at the farm,
reducing transport costs to the farmer. 

Marketing in Grain Deficit Areas 

Over three-quarters of Kenya's land area is classified as arid or semi-arid. With 
mean annual rainfall of less than 650 mm of rain per year, these lands support about 
20 per cent of the country's population and 50 per cent of its livestock. Drought is 
common, and may occur in one out of every three seasons. Not surprisingly, these 
areas are generally importers of maize, and frequently suffer the most serious food 
security problems requiring emergency food relief (as in 1980 and 1984). 

Kitui, which reflects most of these characteristics, offers strong contrasts to the 
other five districts included in the field study. It has much poorer agricultural land and 
significantly lower population density. The principal food crops grown in the district are 
maize, beans, cowpeas, pigeon peas, green gram, millet, sorghum, cassava and sweet 
potatoes; in addition, some fruits (guava, oranges, and bananas) and vegetables (onions,
tomatoes) are grown on smallholdings for cash sale. 

Kitui is served by more than 250 licensed NCPB agents, most of whom have small 
stores in market centers located along the main roads and sell more NCPB maize for 
consumption than they buy from producers in normal years. From field observations,
it appeared that some "agents" are self-appointed, and attempt to derive legitimacy fro 
association with the Board." They purchase maize in whatever quantity is offerT 
(almost always small), pay cash immediately upon purchase, and assemble it on sit'. 
Often the trader combines the function of buying maize, beans, grams and pigeon peas
with running a general retail shop. Less frequently, the trader combines this function 
with being a wholesaler of sugar and other food items. The agent usually transports
the produce to a Board depot when he has accumulated enough to fill a lorry. Those 
who do not have a cash flow problem, however, often store some bags of maize and 
beans which they sell later to schools or other consumers when the price rises. 

The Board's mandated role in chronic deficit areas is to ensure adequate distribution 
of food. Operationally, however, its depots are not operated on a cost center basis, 
nor is there effective decentralization to the area management level. The general 
manager at each depot has amorphous responsibility as custodian of the grain and 
produce, but has little or no strategic input on, for example, the level of stocks to 
be held, stock turnover etc. The role is passive: buying when they have cash and 
selling when they have produce, filling up the stores and shipping any surplus to other 
NCPB depots upon orders received from Nairobi. 

Board agents throughout Kitui District voiced similar complaints about the operations
of the NCPB system, corresponding to those noted in other parts of the country. The 
main problems were: (1) delayed payment after delivery; (2) institutionalized practices of 
"tipping" at the depot, amounting to Kshs 5-6 per bag, which is deducted from the 
price paid to the farmer, (3) waiting time, usually measured in days rather than hours,
which increases unit costs for transport; and (4) shortweight of 5 kg or more in maize 
purchased from the Board, coupled with poor grain quality. 3 

12 Included among "agents" are some general retail shop and gosho mill owners, 
who often engage in purchasing maize on a small scale. They usually store some maize 
which they subsequently sell directly to consumers or to small retail stores. 

13 Of course, the agents are not necessarily paragons of commercial virtue, and 
some admit that a suitable "tip" to a depot employee can ensure reception of 
underweight and poor quality produce when they are making deliveries. 
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Several factors cited by the Kitui town depot manager explain losses incurred bythe NCPB, and appear to 	 be endemic in the current system and procedures: 

* 	 Many bags. purchased (or received from other depots) weigh less than the official90 kg, reflecting, inter alia, "short-weighting" practices at other depots, andweight loss, either because the original moisture level was too high or the
produce had been in-store too long; 

* 	 High spillage losses due to poor bagging and poor quality/old sacks; 

* 	 High levels of insect/rodent damage; 

* 	 Pilfering by depot employees; and 

e 	 More quixotically, misdirecting of wagons and trucks moving grain and otherproduce from depot to depot, resulting either in a windfall gain to one and a
loss to another, or often a loss to both depots. 

Areas such as the eastern parts of Kitui District are often considerable distancesfrom the major maize producing areas. The distances and costs of moving maize tothe deficit areas restricts market etry for many small-scale traders and, historically, lorrytraders that have penetrated outlying areas have exercised disproportional bargaining powerin their commercial relationships with rural consumers. More recently, NCPB maizedepots have been established (following the 1984 drought) as a food security hedge. 

Theoretically, from the perspective of the retailer and ultimatelocal 	 consumer, tieNCPB depots offer real benefits: retailers now can buy maize directly from the depqtand should be less affected by supply problems than was the case in the past. Inpractice, however, two observations from Kitui suggest that the system does not
necessarily function as intended: 

* 	 First, at times when produce is in short supply and market prices are abovethe NCPB selling price, it requires a leap of faith to assume that depotemployees will not exercise their market power by extracting more than the"official" price for stocks held in NCPB stores; and 

e 	 Second, even Board officials acknowledged that notwithstanding the poor accessof many of the outlying areas (e.g. Nuu Division), the private traders in themost recent drought year (1987/88) had reached remote villages faster than theBoard and had been selling maize at a Kshs 20-30 per bag discount below 
NCPB prices.' 

Informal trade, particularly for beans and other legumes, is a feature ofmaize-deficit areas. Private traders from Nairobi have been trucking produce out ofKitui, using localty-based agents to consolidate shipments. Generally speaking, thisinformal trade is less prevalent, and involves smaller traded volumes, than in the more
densely settled, productive areas. LS 

The wholesaling milling maize in mostand of 	 deficit areas differs strongly fromthe other two types of areas described earlier. Unless it is an unusually favorableagricultural season (e.g., 1988/89 when Kitui had excellent rains), most mills are 

14 For example, in June 1989 the Depot still heldMutito 	 10,000 bags of maizethat had been earmarked for surrounding areas, but had remained unsold because of
aggressive competition from the private trade. 

is Several brief individual case studies of Kitui-based informal traders are citedin Chapter Four, Social Analysis. 
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processing grain imported from outside (sometimes via the NCPB distribution depots)
rather than locally-produced maize. Thus, in most years, much of the trade and sale 
of maize is in the form of maize flour, particularly the coarser flour, Dosho. 
Wholesalers in these areas often are large-scale traders who own both a mill and 
transport. They buy their maize, either from a lorry trader or an NCPB depot, process 
the grain, and then wholesale the flour to small retail stores in the outlying areas. The 
consumer, in turn, buys maize flour rather than grain at the retail level. 

Road conditions are often poor in the deficit zones and, consequently, vehicle 
availability is severely limited in many localities. Because of these factors, access to 
markets is often a constraint in parts of Kitui district. Floods and sometimes even 
normal rains result in different parts of the district being isolated because the roads are 
impassable due to bridges being washed out. This has even led to food having to be 
airliftr.: into some areas. 

While mattus and smaller vehicles operate in these areas, they are considerably less 
important for movement of maize and beans than lorries. As noted above, long-distance 
trade in large volume is the norm, and unless a transporter/trader has access to a large 
vehicle, his/her role is unlikely to be significant in the maize movement business. 

2.3.3 Performance of the Current System in Sample Districts 

Assessment Criteria 	 ( 
The performance of a particular agricultural marketing system can be evaluated b ' 

analyzing how the system performs with regard to satisfying several critical sets of 
criteria. The first set of performance measures are, classically, indicators of static 
efficiency: 

* 	 Pricing efficiency -- including the degree to which price differences between 
markets reflect normal transfer costs at different points during the year, and the 
extent to which inter-seasonal price movements reflect normal returns to storage 
and prevailing supply and demand conditions; 

* 	 Technical efficiency -- including the degree to which post-harvest losses are 
minimized, the appropriateness of the technology utilized in marketing a particular 
commodity etc; and 

e 	 Operational efficiency -- the least-cost provision of a quality product, and the 
extent to which marketing margins reflect the real cost of providing such 
services.
 

The second set of performance measures, more qualitative but nonetheless important, 
relate to the marketing system's dynamic efficiency. These measures include: 

* 	 Progressiveness -- the extent to which marketing innovation can be introduced 
into the system; 

* 	 The extent to which entrepreneurship is encouraged to foster competition within 
the system; 

9 	 The extent to which the system allows and encourages new institutional 
arrangements (e.g. producer contracts, vertical integration) that will lower 
marketing costs; and 

• 	 The extent to which the system generates and participants use information to 
improve production and marketing decisions. 
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Measures of Static Efficiency 

Pricing efficiency: The cornerstone of GOK maize and bean marketing policy is 
the establishment of gazetted farm-gate prices for these commodities that are
pan-territorial and pan-seasonal. They are fixed at their respective levels (Kshs 199 per
90 kg bag for maize and Kshs 480 per bag for Rosecoco beans) for the entire season
and across all areas of the country. The price signal to the farmer in a maize surplus 
area is identical to the one given to the farmer in a deficit area. Thus the producer
closest to the source of market demand receives no price premium to reflect his/her
market advantage; and, for all farmers, no incentive is provided to store grain on the 
farm for sale later in the season when prices should rise above immediate post-harvest
levels. 

Arguing that the GOK needs to balance political and social equity factors against
economic factors is largely academic. In practice, the prices for maize and beans that 
many farmers receive (in particular, small-scale farmers) do vary by the point in the 
crop year in which their output is marketed. The Kshs 199 per bag price for maize
is, in effect, a benchmark price. In the first part of the marketing year. most 
small-scale farmers receive something less than the gazetted price - the discount
reflecting, inter alia, the relative bargaining position of the farmer vis-a-vis the grain
buyer, distance of the farm from point of first sale, quantity of grain being sold, the
farmer's need for immediate cash, whether the Board has funds to purchase grain, but 
above all basic supply and demand, with supply being largely inelastic at harvest. Later 
on in the season, if the farmer has any grain to sell and if the sale is made in th
informal trade, the price received will more closely reflect prevailing supply and demano 
conditions. Over a 12-month period, the price per bag can range between Kshs 150 
and Kshs 300. 

A 	 comparison of average monthly retail prices for maize and beans in individual
market centers within selected districts highlights the degree to which pricing
inefficiencies occur throughout the system: 

9 	 In areas that experience seasonal deficits, price differences between market centers 
are substantially higher than can be explained by transport costs alone; 

e 	 In areas that normally produce surplus maize, exemplified by Kisii, average
monthly retail prices for maize show less variation within the same month but 
still exceed inter-market transportation costs in several months; 7 

16 For example, in Nyeri District, the difference between the highest and 
lowest quoted prices for a kimnbo tin of maize in seven market centers surveyed by
MOA for a given month ranged between Kshs 1.33 and Kshs 4 per kimo. Price 
differentials were even greater for beans: in July 1988, for example, Rosecoco bean
prices in Mathira were less than half the cost they were in Kieni West and, an 
average, the range between highest and lowest quoted price for a particular month was
Kshs 7 per kimbo. Transport costs between the various market centers are, at the very
most, Kshs 1.50 per kimbo tin or Kshs 67 per bag. 

17 In eight markets surveyed in Kisii District, during the months immediately
after the maize harvest the average differential was I shilling per kimbo tin, but this
widened to 2 shillings in months in which maize was in relatively short supply. 
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e 	 Sharp seasonal variation in retail prices for beans and maize was recorded, 
especially in Nyeri District, with price differentials far exceeding storage costs 
for either commodity;" and 

* 	 There is no consistent pattern in price variations among the various market 
centers within a particular district. In Kisii, for example, at some point during 
the 1988/89 marketing year, virtually every one of the seven market center 
surveyed was both the highest and the lowest priced bean market in the district. 
In other words, the center with the greatest "bean deficit" did not necessarily 
have the highest priced product. 

A number of factors serve to explain this overall picture of pricing inefficiency.
First, road conditions in many districts, particularly during the wet season, act as a 
significant barrier to market entry for traders seeking to benefit from arbitrage activities. 
Second, no doubt, traders operating in some localities have been able to establish 
disproportional market power and exploit it to their advantage. Third, and most 
important, the GOK policy of controlling movement of produce both between and within 
districts ensures that the price mechanism will operate inefficiently. In many cases, 
traders are well aware of price differentials that would offer opportunities for profitable 
trade; but the risks and additional marketing costs associated with the movement control 
regime are perceived as being too high to make it worthwhile. 

Technical efficiency- In a typical marketing season, on-farm post-harest losses for 
maize have been reported (USAID Small Farm Marketing Project) to be in the region 
of 20 per cent (i.e. one bag out of five). These relatively high losses reflect, in parc, 
poor physical storage facilities on small-scale farms and, in part, low usage of 
insecticides to minimize storage damage. The latter is a consequence more of a cash 
constraint to purchasing post-harvest inputs than a lack of availability of farm inputs 
per se. Obviously, though, the pan-seasonal pricing policy serves as a deterrent for the 
farmer to invest in up-graded maize storage facilities. 

As mentioned earlier, discussions with NCPB depot mangers indicated that grain
losses in Board storage facilities were high vis-a-vis normal commercial losses. However, 
this seems to reflect inefficient inventory management practices rather than poor
post-harvest treatment programs. For example, in some depots visited, maize had been 
in-store for two seasons or more and bag weights had declined significantly ns a result 
of insect spoilage, compaction damage, and initial storage of grain that was too moist. 
Frequently, the loss level was exacerbated because the weight of the full bag when 
placed in-store had been significantly less than the required 90 kg. 

Particularly in the surplus maize production areas, larger-scale farms are utilizing 
mechanical plowing and seeding, although all the elements of a bulk-handling system 
(from farm to mill) are still largely absent in these major producing areas. Cost 
savings of the order of 15 per cent of the delivered cost of maize could be realized 
through the use of different combinations of mechanical harvesting and bulk storage and 
handling techniques. Uncertainty about the future NCPB food security stock and the 
producer price support system is constraining private sector investment in mechanical and 
bulk handling systems. 

Operational efficiency: One consequence of the present GOK maize marketing
policy, in particular the regulations that restrict movements of produce both between and 
within districts, is that the informal trade is characterized by small-scale traders moving 

is For example, in Nyeri municipality, average retail prices for maize in May 
1989, at Kshs 4.50 per kimbo tin, contrasted with an average price of Kshs 8, six to 
eight months earlier. Even in the major market center of Karatina, average monthly
retail prices for beans ranged between Kshs 18 per kimbo tin in June 1988 and Kshs 
9 in August of the same year. 
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very small volumes in multiple transactions. As a result, unit costs of providing
marketing services are high relative to a system that would exist if the trade was open
(rather than illicit) and undertaken by larger-scale businesses. The following examples 
serve to illustrate this point. 

In June, a substantial amount of maize is marketed via informal trade through the 
busy municipal market in Eldoret, much of it being resold and shipped to deficit areas
in Kakamega, Siaya and Kisumu. The trade is undertaken by itinerant women traders
who buy two-six bags of maize and transport it by mattu or large bus. The women 
traders purchase maize from wholesalers in Eldoret market who, in turn, have purchased
it from farmers at the farm-gate (transporting it to market by lorry, pick-up truck, 
or miataI). Marketing costs incurred by the women traders include: 

e 	 Purchase price of Kshs 7 per 2 kg kimo tin, equivalent to Kshs 315 per bag; 

* 	 Handling charges at the market and loading fees of Kshs 10 per bag; 

* 	 Transport (for one bag plus passenger) at Kshs 35; 

* 	 Unloading charges at destination, plus miscellaneous costs, Kshs 5 per bag; adding 
up to; 

e 	 Total costs before trader's markup of Kshs 365 per bag. 

Under an open marketing system, the women traders could purchase maize directly
from farmers and transport it in larger lots, direct to deficit areas in adjacent districts. 
The costs associated with this trade would comprise: 

e 	 Maize purchase price of Kshs 6 per kim tin, equivalent to Kshs 270 per bag; 

e 	 Handling at purchase and sale of Kshs 10 per bag; 

e 	 Transport per bag (on a truckload basis) at Kshs 20 per bag; adding to 

e 	 Total expenses of Kshs 300 per bag, a reduction in unit marketing costs of 
Kshs 65 per bag, or a savings of about 18 per cent. 

A similar pattern of operational inefficiency was observed in the produce trade for
beans and peas. A wholesaler based in Nyeri travels each week to Meru town by
matatu to purchase beans, peas, millet etc. from wholesale dealers located there. The
buyer ships his produce as back-haul freight on lorries that are returning to Nyeri
District with empty milk cans, and travels back by matatu himself. Shipping smaller
quantities of bags and using milk transporters who are well known reduces the payments
that must be made at various checkpoints between Meru and Nyeri. The buildup of 
marketing costs is as follows: 

e 	 Purchase price for beans, Kshs 680 per bag; 

* 	 Loading, unloading, and handling charges, Kshs 10 per bag; 

o 	 Matatu fare between Nyeri and Meru and subsistence for wholesaler, Kshs 10; 

* 	 Transport charges for beans, Kshs 50; 

e 	 "Rents" paid at roadblocks, Kshs 15; 

* 	 Market entrance fee in Nyeri, Kshs 5; adding up to 

* 	 Total expenses before trader's margin of Kshs 770 per bag of beans. 
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Under a decontrolled marketing system, the wholesaler would purchase greater
quantities at a lower unit cost and transport a full truckload of beans back to Nyeri,
paying lower unit transportation costs. Handling and loading costs could be reduced on 
a truckload basis. "Rent" payments would likely remain as a cost item, but at a 
reduced rate (based on purported defects in vehicle condition, rather than contravention 
of movement regulations). The buildup of marketing costs, as summarized below, would 
lead to a saving of about 10 percent, or Kshs 75 per bag: 

e Purchase price of Kshs 640 per bag; 

e Loading and handling, Kshs 5; 

e Transport charges, Kshs 40; 

* "Rents", Kshs 5; 

* Miscellaneous charges, Kshs 5, adding up to; 

* Total expenses before trader's margin of Kshs 695 per bag. 

Lorry traders from grain surplus areas in Western Kenya ply an informal (i.e.
illegal) trade in maize and beans between, for example, Kitale, Eldoret and Nakuru and 
Nairobi. In the absence of a movement permit, those traders must pay an aggregate
of Kshs 2,000-5,000 per lorry load over the numerous checkpoints between the starting
point and the capital. For a lorry carrying 100 bags, these transaction costs compute 
at Kshs 50 per bag. Under an open marketing system, they would not disappear, but 
the amount would be reduced. 

In general, within the marketing system as currently structured, the costs incurred 
by farmers and traders when undertaking both formal and informal trade significantly
reduce operational efficiency. As noted earlier, traders routinely calculate the amounts 
that must be paid to clear institutionalized hurdles in the system; and one cooperative
society that we visited makes a standard deduction for "rents" from the proceeds that 
it pays out to its members. 

Despite the significant barriers that private individuals face in the maize and bean 
trade, the private trade carries the major share of the volume of produce marketed. 
However, given these barriers and the fact that the informal trade is presently illegal,
the pace of development of this sub-sector can only be sporadic and slow. 

The marketing margin accruing to the NCPB, Kshs 77 per bag, 9 is high
considering the marketing services provided. For example, as discussed more fully in 
Chapter Four (Private Sector Analysis), in the sifted maize flour business, the NCPB's 
markup of Kshs 1.35 per kg is larger than the combined mark-ups for the miller,
wholesaler and retailer (Kshs 1.23). The difference is even more marked for oosho where 
the NCPB mark-up of Kshs 1.35 is more than double the combined official markups
of the other participants (which means that P_.hQ millers can only make money by
illegally buying maize at lower than NCPB rate.s). 

From the NCPB's perspective, the margin taken on the buying and selling of maize 
must exceed the amount that would be expected in a normal commercial maize marketing
business because NCPB overhead costs are high relative to the volume of business it 
transacts (a characteristic shared by many parastatals); and the Board must seek means 

19 This represents the difference between Kshs 240 paid on delivery for each 
90 kg bag (including the cost of the gunny bag) and the ex-depot price of Kshs 317 
for sales to millers and other purchasers. 
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to cover the costs of its food security operations (for the strategic storage reserve).
When the cost of maintaining the reserve is melded into commercial marketing costs 
however, it distracts Board management from striving to improve the efficiency of its 
commercial maize marketing operations. Further, it is simply just good business practice
to identify the specific costs of commercial operations and operations that are undertaken 
for national social and economic reasons. 

Marketing margins for traders in the informal market for maize and beans were,
in general, reflective of the real costs of services rendered and normal returns to labor, 
management and capital. For example, returns to wholesalers of beans in Karatina,
Nyeri District -- after deducting major marketing costs but including management input
and cost of capital -- ranged between 8 and 15 per cent. Retailers of maize and 
beans, depending on the unit price of goods sold, were averaging a margin between 
buying-in price and selling price of between 15 and 25 per cent. These modest rates 
are, perhaps, surprising given the large price differentials between markets noted earlier. 
In fact, the "excess" profit between markets is dissipated through the payment of "rents" 
by the trader. 

Where excess profits certainly wilt exist are in the formal trade between large-scale
farmers/traders and the mills: if a movement permit can be acquired, then, the shipper 
can sell to the mill for a price that is greater than the Board's 'uying-in price (Kshs
240) but still less than the Board's selling price (Kshs 317, varying slightly by district).
For example, a trader whom we interviewed had purchased maize at close to Kshs 180 
per bag from a farmer, and delivered it direct to the mill with an official permit for 
Kshs 290, while receiving the empty bag back. After deducting Kshs 60 per bag direct 
marketing expenses and making an allowance for the value of the gunny bag, the trader 
netted Kshs 60 per bag, or Kshs 6,000 on a truckload -- not a fortune, but still an 
excellent return on a low-risk venture. 

In sparsely populated grain deficit areas, competition in the buying and selling of
maize and other produce is less intense than in the densely-settled areas and the maize 
surplus areas, and, as a result, private traders can extract a higher margin. Even so,
it was notable that in Kitui during the past year, the privat: trade has consistently sold 
maize to consumers at a lower price and in further outlying areas than the NCPB. 

Assessment of Dynamic Efficiency 

Although there are some encouraging developments in the maize and bean marketing
systems -- for example, telephone ordering of large-scale bean shipments in the informal 
trade and the NCPB showing increasing interest in bulk handling of maize -- in 
general, and particularly for maize, the marketing system cannot be characterized as one 
that is progressive and innovative. The present structure of maize and bean policy, and 
uncertainties about its future direction and shape, serve to constrain private sector 
investment and keep progressive entrepreneurs out of the maize and bean trading business 
because of the complexity of the marketing regulations and the fact that the informal 
trade is actually illegal. 

Entrepreneurship is encouraged in a perverse manner farmers and traders spend
time, money and effort trying to circumvent the marketing regulations and other 
constraints to trade, rather than focusing on ways to improve the system. To cite an

obvious case, small-scale traders in the Rift Valley were seen transporting grain in a 
pickup, covered in cabbages, as a means of contravening movement controls. 
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2.4 POLICY AGENDA FOR THE KENYA MARKET DEVELOPMENT PROGRAM 

2.4.1 Introduction 

In this section we examine the priorities and prospects for significant change in 
the policy framework that governs the marketing of maize and beans in Kenya. The 
presentation is based primarily on the study team's analysis of significant issues in 
cereals marketing and direct field observations in the six sample districts, but also draws 
on the findings and recommendations of predecessor studies, especially those financed by
the World Bank and the European Economic Community (EEC) in the past six years. 

As noted in Sections 2.2 and 2.3, there are striking contrasts between the "formal" 
and "informal" segments of the marketing system, the first of these being official*y
sanctioned and monopolized by the NCPB, and the second involving a multitude of 
market actors who maneuver within and around the formal system, while incurring high
costs and low levels of operational efficiency. The main thrust of the policy measures 
that are proposed here is to legitimize the informal trade which is now, and always has 
been, a fact of life in Kenya's agricultural economy, which is "made for trade." The 
complexity and sensitivity of the reform process suggest the need for an agenda that 
combines steps that the GOK may agree to undertake immediately, with reinforcement 
for longer-term adjustments in the formal marketing system, where the EEC and the 
World Bank have taken the lead, and where many of the essential questions concerning
the NCPB's role and functions have not been fully resolved. 

The policy agenda forming the foundation of the KMDP consists of five items 
which are intended to be mutually reinforcing:" 

Elimination of the system of movement controls on grain and other produce
throughout the country; 

* 	 Removal of beans, other legumes and minor cereals from the list of scheduled 
commodities handled by the NCPB; 

* 	 Establishment of a timetable for the definition and implementation of the future 
reduced food security stock and price stabilization roles for the NCPB; 

e 	 Institutionalization of GOK units for improved market information and food 
security policy planning; and 

e 	 Implementation of three changes in GOK policies affecting road construction and 
maintenance, to ensure future sustainability of key market-to-market linkage
roads whose upgrading would be financed with local currency funds under the 
KMDP. 

The following sections treat each of the first three items in detail, and comment 
on the information needs for improved food security planning. Section 3.4 in Chapter
Three contains material on the function of market information dissemination in decision 
making by private sector actors and firms. Section 5.8, in Chapter Five, deals with 
the policy ramifications of the proposed investments in the rural road network. 

0 This listing of the policy agenda is slightly different than what has been 
presented to the GOK for negotiation and, if different, the list in the body of the 
PAAD is should be considered definitive. 
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2.4.2 Elimination of Movement Controls 

The team's findings make a compelling case that this should be the cornerstone 
of the KMDP. The costs of movement controls to the Kenyan maize market and larger 
economy are estimated in Section 2.5 and the distribution of benefits in their elimination 
in Section 2.6. In sum, the gross costs to the economy (in terms of distribution 
inefficiency and disincentives to making further productivity-enhancing investment in maize 
production and marketing) represent almost 10 percent of the current retail maize price.
Major cost savings can be had in the national maize system by allowing private trade 
to move more freely, particularly in the wholesale market-to-market trade. These 
measures to improve the overall efficiency of Kenyan maize marketing can be made 
without necessarily having solved all the details of the future reduced role for the 
NCPB. 

In the course of program development for the KMDP, consideration has been given 
to making the transition to unrestricted movement a gradual one, on the premise that 
it would be most politically feasible to address the problem in this manner. For 
example, one model would phase the upper limit from 10, to 20, to 100 bags moving
freely, over three years, reaching total decontrol in the fourth year. Whether this is 
really necessary is a political judgement call. From a practical implementation point of 
view, however, the gradual approach is less attractive since the minimum quantity at 
which substantial economies of scale are possible is the standard 100-bag lorryload, which 
is the norm on Kenya's roads. Moreover, it is easy to foresee potential administrative 
problems at police checkpoints if a fraction of a lorryload is "legal" and a full load 
is not. 

Implementation Issues 

If the decision is taken to relax and, sooner or later, remove the controls, several 
practical aspects must be addressed within the KMDP. First, if the gradual approach is 
taken, then the schedule of permissible quantities and legal status of the transition will 
need to be broadly and carefully publicized by the GOK (with financial assistance from 
KMDP) in order to avoid the chaos and confusion which surround the current 10-bag
allowable level under partial liberalization. For example, in the western districts of Kisii 
and Kakamega the study team found few Board officials or District Commissioners who 
believed that 10 bags could be moved freely anywhere in the country -- notwithstanding 
a high-level GOK policy decision to this effect which was made in 1987. Most stated 
the view that this quantity was legally transportable only within districts when intended 
for home consumption, and that only two bags could be moved freely cross district 
lines. 

A national media campaign (particularly radio and newspaper stories), would be 
essential, with emphasis on the rights of individuals and small traders. Complementing
this, the GOK would have to ensure that the District Administration no longer uses the 
administrative or regular police to interfere with market trade, on the grounds that "too 
much maize is leaving the district," or that the Board's depots are not getting enough
of the surplus. In short, the actions as well as the policies of the GOK should reflect 
the fact that Kenya is ideaily suited for internal trade in maize. This means, in turn,
that the legitimate concern of food security must be addressed in a national framework 
rather than on a district-specific basis. 

Second, the Board may want to maintain some sort of internal movement 
documentation for statistical and inventory control purposes. Selling to the NCPB/large
mill system should be a privilege, rather than an obligation, so that possession of a 
permit 5hould only be required in order to deliver to the Board, and would no longer 
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be a restraint on private trade. To be clear, this would also mean that "movement 
permits" would no longer have any legal purpose at police road points. They would only 
be required to make deliveries to the Board or to mills, and to the latter only if the 
"80/20" rule on deliveries (or some variation on this approach) were still in effect. 

There are a number of arguments which are made as to why the GOK will find 
it difficult to accept the elimination of movement controls. Some of these reflect varying 
perceptions of the objectives for movement controls in the first place. Some feel that 
controls are needed for 

e 	 Ensuring food security within a district, i.e. preventing commodity flows to 
other areas from denuding the district of sufficient grain for home consumption.
(This is largely a false issue, howeier, and serves to justify heavy-handed
application of police and administrative powers);' 

* 	 Ensuring overall national food security, with an attendant need to know "where 
the grain is" since this presumably will allow stocks being held (hoarded) in 
inappropriate places to be seized if the country experiences a serious deficit; 
and 

* 	 Ensuring that the NCPB receives adequate supplies of grain to sell to the mills 
and trans-ship to other locations. The only satisfactoryX answer is that the 
NCPB, in the long term, must be a market competitor.' 

The above perceived objectives for movement controls reflect the overlap between 
legitimate policy concerns (national food security); protection of certain vested interests 
who are benefiting from the status quo; and reluctance to enter the "unknown" by 
dismantling part of a state marketing system which has operated for the past 50 years.
In any case, they must be addressed effectively if this reform is going to be accepted 
over time within the Kenyan political process. This can be done by examining the 
presumed justification for movement controls (or alternatively, the presumed negative
impacts of their removal) under three scenarios of direct concern both to politicians, 
technicians, and other maize market participants: the average year, a bumper harvest and 
drought conditions. 

Impacts of Removing Movement Controls under Alternative Scenarios 

Under average production conditions (such as are modeled below in Table 2.8) the 
operations of the NCPB in buying 4 to 7 million bags would not be greatly impacted
by the elimination of movement controls since current GOK producer prices are fixed 
at levels which are substantially above prevailing market prices at harvest time in most 
of 	 the Board's major purchasing areas. Thus, as a buyer, in average years, under the 

20 Mo! countries have areas of surplus production and others which are in 
deficit. Citizen. "n both areas benefit from trade which allows them to take advantage
of the comparative advantage of the area in which they live. Arguments that it is 
necessary for the civil administration to interfere with the local market in order to 
prevent the local population from foolishly selling off all their stored food sorely
underestimate the intelligence of the Kenyan people. 

n This simply means that the NCPB will have to buy its supplies at or above 
prevailing market prices unless it can make arrangements to contract with certain groups
of farmers, at prearranged prices and quantities, which would allow the farmers to make 
further cost reducing investments based on the "bankable" present value of those Board 
contracts. 
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policies currently in force, the NCPB would be largely unaffected by movement control 
elimination. 

Of much greater impact on the Board, under current conditions, is the erosion ofits 	 role as a seller of maize to the sifted flour mills, under the operation of the
"80/20 ru!e", a reform agreed to under the CSRP programme (described below in more
detail in Section 2.4.4.) Under the first year's experience with this policy, traders andfarmers were allowed to make direct deliveries to the mills at prices between what they
would normally receive from the Board and what the mills would normally pay theBoard for their maize supplies. It is clear from internal Board documents that direct
deliveries in 1988/89 negatively affected the Board's stock levels and cash flow, further
complicating its problems of disposing of excess stocks built up over the past few years. 

Thus, in sum, it is clear that the biggest problem facing the NCPB in averageyears (represented well by 	 the past few from 1986 to 1989) has been one of sales at
adequate prices and not purchases. Thus, we conclude that elimination of movementcontrols, in and of themselves, would not have an appreciable impact on NCPBoperations and budgetary deficits under average production/stock level conditions. 

Under bumper harvest conditions in all or large parts of Kenya, the conditions
described above for the average year hold even more Thewill 	 strongly. NCPB's buyingprice will undoubtedly be far above the prevailing market price, once the harvest beginsin 	 earnest. Thus, the Board will have even less difficulty in buying as much maize 
as 	 it wants to provide for turnover of the food security stock (FSS) and for some 
degree of price stabilization. 

The biggest question under bumper conditions is one of how much price support
can be provided to farmers or one of how to distribute access to Board purchasing atabove-market prices. This could be done at a fixed price through use of some sort"quota mechanism" (dangerous because of the potential for abuse) 

of 
or the Board could

solicit bids from traders and farmers for delivery at prices between current market levels
and the target level (the latter would be more economical for the Board), but wouldnot please certain parties who are accustomed to regular sales to the Board and to
receiving high guaranteed prices. 

Again, in sum, elimination of movement controls would have no negative impact
on the NCPB's ability to act as a buyer of maize under bumper conditions. The bigger
problems would be limitations on the degree to which the Board can be the "buyer oflast resort" given budget restrictions, and, as mentioned above, erosion of its protected
market under the CSRP strategy of partial liberalization of the secondary formal market 
(direct sales to mills under the "80/20 rule"). 

Under the "drought scenario", the opposite conditions prevail and this is where more serious questions of the Board's future reduced role are posed. The market pricewill be rapidly moving above the target buying price on maize markets across the 
country, and the Board will not be able to purchase desired amounts of maize unless
it competes on price. Under free market conditions, this is just what it should do until
key regional price and supply indicators reach levels which automatically trigger
levels of action by the Board in its role of 	

two 
keeper of the national food security stock 

and coordinator of cereals imports: 

e 	 First, regional maize market prices reach predetermined levels which trigger a 
phased selling of the FSS. If the drought is mild this action may be sufficient; 
and 
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e 	 Second, if maize prices continue to climb as national supply dwindles, then the
second price trigger is reached which causes the NCPB to place emergency
commercial orders for white or yellow maize (color/quality decisions depending 
on relative price differentials) on world markets.' 

Planning for this market situation will be one of the principal challenges for theBoard's Forward Planning Unit and the m.rket price information collection/ dissemination
and food security planning functions of KMDP ARMES (Item 4 in the Policy Agenda,
described below in Section 2.4.4). Experience in Kenya during the 1984 drought
illustrates that automatic import/food aid trigger mechanisms must be in place; must have 
access to correct and up-to-date domestic and international price and supply information;
and must be used as designed, free from politically-motivated interference. It was months
of delays and indecision in 1984 which hampered maize imports from arriving on atimely basis, and as a further consequence, have inflated some GOK officials' estimates 
of the ideal size of the FSS. 3 

In sum, under deficit production conditions, the eliminations of movement controls
will have the following impacts: 

o 	 Under mild deficit supply conditions the NCPB will have to compete on themarket to acquire its desired level of supply to roll over the FSS; 

* 	 However, as maize supplies tighten, the Board would stop buying and instead 
begin to sell the FSS. Should the situation further deteriorate, imports would
have to be ordered; 

* The key questions to be answered are: at what regional price levels does the
NCPB begin to sell its food security stocks (FSS)? At what higher price level
does it place orders for future delivery of imported maize? The trigger
formulae will have to take into account NCPB stock levels, prevailing market
prices, the time of year, and knowledge of the coming crop. These decisions 
are usually made in the February-May period, anticipating the next August-
September harvest (in the mid-altitude zones with two maize harvests) and the
October-December harvest (in the high elevation large farm zones). 

The above discussion was based on the current set of operational policies
controlling Board actions. In the longer run, the of the Board in foodrole Kenyan
security will have to be defined by the national political process answering a set ofinterrelated policy questions which are listed an attachment which thisin 	 concludes 
annex. It is important to note that the current CSRP in the formal side of the
Kenyan market has only begun this process. This is where the ARMES component toKMDP can make an important contribution to national policy dialogue over the first
three years of the program. 

Also, in the longer run, a widening price band implies that the NCPB would have 
to compete on Kenyan maize markets for supplies under a wider range of price
conditions than at present. It probably also implies less producer support than is
currently the ease with existing maize policy. Greater opening of the formal maize 

" Yellow maize is viewed as a decidedly inferior good by Kenyan consumers 
on the grounds of the taste and color of the resulting "Ugali". However, US yellow
maize can currently be delivered to Mombasa for about Kshs 285 for 90 kg, very
competitive when domestic supplies are short. 

23 See Attachment 2.1 to this Chapter for further discussion of questions that 
must be answered on the size of the FSS in relation to the NCPB's overall role in a 
liberalized system. 
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market to private trade also implies that the Board would have to be more competitive 
as a seller on the market as well, unless it could work out a contracting scheme with 
Upper Rift farmers to buy at lower fixed prices the quantities necessary to roll over 
the FSS. 

2.4.3 Descheduling Beans and Minor Grains 

For this item on the Policy Agenda, a two-step process is recommended. First,
all crops now being handled by the NCPB except maize, wheat, and rice (i.e., beans,
sorghum, millet, all pulses and legumes, etc.) should be taken from the schedule for the 
following reasons: 

e 	 They are less essential to food security than the main cereals; 

* 	 With the exception of beans, they are not purchased to any great degree by
the Board. This would provide a politically acceptable reduction in the Board's 
mandate which could pave the way to addressing eventual descheduling of the 
"big three" cereals; and 

* 	 This would allow government officials' confidence in the efficiency and 
transparency of private trade to increase with experience in minor crops; 

* 	 It would allow promotional programs for minor crops (special extension/research 
efforts, export promotion efforts, etc.) to be more targeted and cost-effective; 
and 

* 	 Progress on the liberalization of these other crops could be monitored through
the price data collection and analysis functions supported under the KMDP. 

The second step would be to study carefully the relationship between the juridical
implications of scheduling and the desired future role of the Board in maize, wheat and 
rice marketing. Among the key questions is: Do the latter two crops have any role 
in the definition of basic food security, or is that carried by maize alone? It is 
possible that a cost-minimizing NCPB bulk maize security stock operation might require 
some degree of vertical integration (through contracting for example) which would reduce 
risk on the production side and al.low farmers, coops and traders to invest in cost
reducing mechanical harvesting and bulk-handling, drying and storage facilities. In that 
case there may be some need for a secure legal foundation for such an operation
(although this may differ from the current scheduling legislation.)' 

2.4.4 Support to NCPB Reform and Reduction In Its Role 

This item on the Policy Agenda acknowledges the lead role of the EEC and theY -rld Bank in addressing the internal dynamics of the formal marketing system, and 
-;esigned to reinforce the Cereals Sector Reform Program (CSRP) which the GOK is 

now undertaking with financing from the EEC. It also acknowledges the time which 
will be required to answer many of the operational issues involved with a reduced 
NCPB role, enumerated in Attachment 2.1. 

4 In the final stages of the KMDP design process, these legal issues should 
be addressed by Kenyan consultants fully conversant with the nuances of the Kenyan
legal system and its use as the basis for administrative practice. 
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Role of IBRD and EEC 

The World Bank funded a major grain marketing study which was started in 1982,
submitted in draft in 1983, and finally accepted by the GOK in 1987 (Booker
Agriculture International and Githongo Associates, 1988). No significant decisions were 
taken by the GOK during the elapsed period between the draft and final acceptance
(a period marked by the disruptive 1984 drought), although by the time of the latter, 
a study financed by the EEC had also been conducted (Technosynesis, 1988) and an 
inter-ministerial steering committee was in existence with the mandate to further explore
recommended reforms. In the past two years the World Bank has largely ceded the 
leadership role on cereals policy reform to the CSRP program, and is trying supportto 

this effort by funding of complementary investments and studies.
 

The agreement establishing the CSRP was signed in December 1987. In it the GOK 
approved a series of measures to introduce internal management reforms in the NCPB 
and improve efficiency in grain marketing channels. A detailed implementation timetable 
was designed to specify, in the form of a five year action plan, the measures to be 
taken by NCPB and means of implementation, and how progress was to be monitored 
(EEC 1988). In addition, this agreement provided formal recognition of the two 
cornerstones of the future reduced role of the Board: 

e To maintain a food security stock of maize; and 

e To be the maize buyer and seller of "last resort." 

In its first year and a half, the CSRP has concentrated most of its efforts to 
date on internal restructuring and reorganization of the NCPB, and there has been less 
attention given to the detailed definition of the future reduced role of the Board, partly
due to the political sensitivity and difficulty of decision-making in the latter. 
Attachment A-2 is a table summarizing the five-year CSRP implementation timetable,
highlighting the fact that progress to date has been quite slow in many key areas that 
relate to defining the longer-term role and functions of the Board. Slippage in the 
implementation timetable of the CSRP is beginning to raise doubts within some GOK 
and donor circles, and offers the very real possibility of substantial backsliding on the 
reform process.' 

One of the most serious problems encountered in Phase I of the CSRP involved 
interpretation of the 80/20 percent ruling by which shares in the formal market were 
to be allocated in that ratio between the NCPB and the private sector, notably the 
KGGCU. As described elsewhere in this report, the KGGCU was initially unprepared 
to enter the secondary market (direct sales to mills), but hurriedly contacted several 
millers in Nairobi, Nakuru and Eldoret, and arranged for some large-scale farmers, who 
were recipients of their credit, to deliver directly to selected mills. The KGGCU had 
managed to sell about 90,000 bags of maize by the end of February, 1989. While 
there were the usual problems with maize moisture content, the poor performance of the 
KGGCU was at least in part due to farmers not wanting KGGCU credit to be directly
deducted from payments by the mills. In the meantime, in the face of increasing
private trade in maize and NCPB stocks not turning over, the GOK revoked the 
KGGCU license, which did not deter a few influential people in the northern Rift 
Valley from continuing deliveries to the mills. The apparent "failure" of liberalization 

25 On the afternoon that this team made its first summary briefing to USAID 
on study findings and recommendations, the NCPB and the Kenya police were conducting 
a massive crackdown on "illicit maize trade" by urban wholesalers and traders in the 
center of Nairobi. This resulted in the seizure of substantial quantities of maize in bags 
out of shops and the general closing of shops in that wholesale/retail district (Reported 
in The Standard of June 23). 
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in the secondary market suggests that partial measures aimed at the formal market
substantially more difficult 

were 
to implement and sustain than initiatives such as Item I in

the Policy Agenda, focusing on the informal trade. 

One indication of the lack of a coordinated GOK approach to policy affecting the
formal market over the long run appears in the National Development Plan (1989-1993),which proposes to increase total national grain security reserves to 17.05 million bags
of maize and wheat by 1993. This is directly contradictory to the stated goals of the
CSRP. The Plan states further that, due to the reduced role of NCPB, the privatesector (farmers, traders, etc) will be expected to construct storage facilities to meet agreater proportion of their own needs.' 

In these complex circumstances, while moving ahead aggressively on the issue ofmovement controls, the KMDP Policy Agenda should be explicit in its support for the
eventual rationalization of the formal market. This involves linking policy analysis,monitoring, and evaluation activities to support two NCPB functions (food security andprice stabilization) while progressively de-emphasizing others, particularly commercial
activity that purportedly cross-subsidizes those two functions, but leads inexorably to
over-regulation and measures that crowd out more efficient private trade. 

Greater Private Sector Participation in the Formal Channel 

The idea of opening up the formal side of the maize market is sound andimportant. However, from our analysis above, it is clear that this will be more
complicated than decontrolling the informal side of the market, already dominated by theprivate sector. The particular liberalization targets agreed to in the CSRP (particularlygiving a phased percentage private delivery access to the large mills) seem ratherarbitrary and, more importantly, one wonders what bearing they have on how the Boardwould operate in its future reduced role. Since the future role is not fully defined,then it is hard to see whether the targeted levels of private deliveries to the mills areleading in a direct path to the desired "end product", the future reduced role for the 
Board. 

Second, as the 1988/89 experience underlined, there is great doubt as to theworkability of these particular implementation targets. Unresolved are how to measure
and predict the size of the market, how to allocate quotas for deliveries when thereis maize being harvested at least eight months of the year in Kenya, how to avoidexcessive rent payments in order to be on the list of those eligible to deliver directlyto the mills, and who should be able to deliver (cooperatives, farmers, traders). These
and other issues must be resolved before the logical transitional path to freeing theformal channels can be defined. In addition, it has also been suggested that thiswholesale/flour part of the formal maize marketing system is the one where the NCPB
 
can make some profit which is needed in order to cross-subsidize the other parts of

"the reduced NCPB role" which will lose money.
 

2 The Plan states: "In developing the on-farm storage programme, it isexpected that with appropriate incentives in prices, credit availability and physicalinfrastructure, the farmers would release their produce gradually over the year. Toachieve this transition, Government will introduce a seasonal price differential which willenable farmers to profitably install improved storage facilities and to cover their costs.This seasonal price differential will be operated through Crop Purchase Revolving Fund 
to be operated by NCPB." Government of Kenya (1988). 
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The Price Band 

Although properly part of the KMDP Policy Agenda, this item has not been made 
operational, since it awaits the outcome of the current CSRP cereals pricing study' to 
define the operational pricing procedures in such a way as to resolve some of the 
obvious internal conflicts and contradictions within the "reform package" as it now exists 
on paper, or in the informal planning of selected donor and GOK personnel. 

Many of the practical issues in the operation of the price band are addressed in 
Attachment 2.1. In addition, it should be emphasized that general Kenyan expectations 
regarding the success of producer and consumer price stabilization are probably too high. 

Experience from countries in other parts of the world demonstrates the pitfalls and 
enormous economic costs which can be incurred through producer price support programs. 
It is conceptually easier to provide some level of consumer price stabilization through 
a sensible import policy and the creative use of donor food aid from North American 
and European sources. 

Strategy to Follow in the Support of Existing Reform Efforts 

It is critical that USAID work closely with the GOK, the EEC, and the IBRD 
to define an acceptable range of policy options on the key issues involved in 
implementation of "food security reserves with limited price buffering intervention." The 
firmest rock to which to anchor such simulation or modeling efforts is that of budgetary 
constraints. These, of course, may be lifted somewhat through the use of monetized grant 
food aid. 

There needs to be a two-part strategy to supporting the existing cereals market 
reform movement in Kenya. First, we are suggesting that the conditionality here cover 
two time periods. In the first year or two, the emphasis should be in setting deadlines 
by which certain priority issues would be resolved by GOK and Kenyan consultants, 
supported by appropriate outside assistance provided under the Institutional Strengthening 
component of the KMDP. The first task of this group should be a realistic initial 
strategy for Kenyan fnod security. Next, the reform team must address the implications 
which stem from the initial definition of food security for the essential unresolved issues 
involving the operation of the FSS and stabilization operations. (Attachment 2.1 provides 
a listing of unresolved issues which could serve as initial terms of reference for such 
an effort.) This will be a core activity of the Applied Research, Monitoring and 
Evaluation System (ARMES) program, along with market information collection and 
dissemination, and food security preparedness planning as described below. 

In the third year, implementation options should be laid out by the same group 
for the GOK and the assembling of an implementation timetable should be a 
precondition for the release of the third tranche of program funds. 

2.4.5 Support for Market Information and Food Security Preparedness Planning 

Given the great uncertainty which surrounds the market reform process, this policy 
agenda item is critical to the longer run success of the program. While many aspects 
of this item could be seen as program inputs rather than reform measures, they are 
maintained in the reform category since their institutionalization and execution in practice 
would represent significant departures from current practice. 

'Y The study is being conducted under contract by the firm of AgroProgress 
and a completed report is expected in September 1989. 
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Many of the practical issues in the institutional design of ARMES are being
addressed in an additional design study underway in Nairobi in July-August, 1989. Akey conclusion of this team is that it will be important for this component of KMDP 
to be designed so that the resources made available to GOK by ARMES well spentare 
and contribute significantly to addressing: 

e 	 The information needs of a freer Kenyan cereals market; 

e 	 The Kenyan definition and debate as to the practical content and operation of 
national food security; and 

* 	The constructive collaboration with the GOK and other concerned donors for
practical, operational answers to implementing the reduced role for the NCPB. 

2.4.6 Summary of Current Situation in Cereals Marketing Policy Reform 

There are many issues which need to be resolved in the process of developing an
acceptable program on cereals market reform between the three major donor playersand the GOK. Some of the issues need to be addressed now, some can be tackled 
over the next couple of years if there is a clear, shared view of the desired end
state for the NCPB and its various operations. There are five summary conclusions
about where the reform process stands at this time: 

* 	Our assessment of the Kenyan cereals situation is that the country finds itself
somewhere in the grey middle area (between the free markets and a totally
directed system), paying a high price through gross inefficiencies coming from
restricted private trade and through budget hemorrhaging on the formal side of 
the market; 

e 	 The CSRP reform process is much further away from beginning to resolve key
issues on the future reduced role of the NCPB than was initially believed. This 
means that it is unreasonable to expect the GOK to be able to initiate
immediate substantial reductions in the role the Board over next fewof the 
years since the future role is still so operationally undefined; 

e The 1988-89 experience with partial liberalization illustrates a conclusion seen 
numerous times in past GOK efforts at allowing freer markets: poorly planned
efforts at allowing greater private trade often have led to substantial chaos and
confusion in the market and have caused the government to retighten controls 
to protect the national interest. It is not sufficient to agree on the general
objectives of the reduced role for the NCPB; there must also be sensible and
detailed operational contingency plans for any cereals reforms to succeed. To date 
these operational plans have been lacking; 

e 	 In terms of USAID interest in marketing system reforms where change could
take place more rapidly, the emphasis must be on the informal channels in the
national maize market. This is where the private sector is already conducting
much of national maize marketing, and where the negative cost effects of
regulation are most visible and easy remedy. However, addressingto 	 key issues
such as movement control relaxation (even if the positive effects on consumers 
can be shown clearly) will have to be able to address two expressed fears: 
one, that informal channel liberalization will further erode the tottering state of
the NCPB and its continuing drain on GOK finances and, two, that such
changes would increase national food insecurity; and 

e 	 In addressing the longer term FSS and stabilization roles for the NCPB, one 
must proceed more slowly, putting emphasis on a two-pronged approach. First, 
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begin to implement smaller aspects of market liberalization on the margins of 
the current formal system. Second, put major emphasis on assistance to Kenyan
agricultural economists and GOK officials to begin to define the basic food 
security strategy to be pursed by the country and how it can be implemented
in practical terms (a major output for the ARMES component of the KMDP 
program). 

2.5 ESTIMATED COST SAVINGS FROM KMDP POLICY REFORMS 

This section provides a series of summary estimates of the potential cost savings
for proposed KMDP policy reforms described above. These summary descriptions will
provide the core building blocks to the final KMDP economic analysis. 

2.5.1 Basic Assumptions 

For the purposes of calculating the savings associated with liberalizing the present
maize and bean marketing policy, the following assumptions are made on the dimensions 
and characteristics of the national maize and bean markets (See Section 2.6 for more 
detail on these assumptions): 

* 	 Total supply of maize in an average year is 31.4 million bags (i.e. 2.8 million 
MT), of which 58 percent is grown for home consumption. The marketed 
surplus -- 13.2 million bags -- is split approximately 50:50 between the NCPB 
and the informal private trade. Large-scale producers of maize account for 
about 13 percent of total production but 26 percent of the total marketed 
surplus. 

* 	The total supply of beans in an average year is 3.9 million bags: (350,000 MT),
of which 50 percent is grown for home consumption. The marketed surplus 
-- 2 million bags -- is largely handled by the informal private trade (90 per
cent), with the NCPB only accounting for 10 per cent of the trade. 

The costs of maintaining existing national cereals marketing policies (movement
controls, a completely controlled price structure, and theoretical NCPB monopoly and 
monopsony powers) are contrasted with a policy regime that is open, i.e. in which 
maize and beans can move freely within the country, the NCPB monopoly and 
monopsony powers are drastically curtailed, and prices for the produce are determined 
by the interplay of supply and demand. 

The estimates of savings attributable to liberalizing the present policy regime for 
maize and beans are, at best, only indicative. The estimates are presented in three 
categories: 

@ Savings likely in the formal maize trade (primarily movement to the major sifted 
flour mills) are represented most easily through a reduction in the overall 
marketing margin between producer and mill; 

e 	 Savings accruing to the informal maize and bean trade (ie., that which is outside 
the current NCPB/mills network) are again most directly estimated through a 
reduction in marketing margins at the wholesale level. (The distribution of these 
benefits to farmers, consumers and traders is contained in Section 2.6 below; and 
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e 	 Savings that would be generated by farmers and other industry participants
changing the way that they do business because of the changes in maize 
marketing policies. 

2.5.2 Formal Market Savings 

Removal of movement controls on maize and the concomitant shedding of gazetted
prices at the farm-gate and NCPB depot levels would generate substantial savings within 
the existing formal maize marketing system. At present (June, 1989), grain traders with 
access to movement permits are willing to sell maize from surplus points in Western 
Kenya to major mills in Nairobi for around 260 Kshs per 90 kg bag. In effect, this 
season, the Kshs 260 price equates to an immediate post-harvest equilibrium price for 
maize. 

The pan-seasonal pricing policy of NCPB obfuscates the pricing pattern that could 
be expected under an open market system, since gazetted prices do not rise during the
marketing season to reflect storage costs for the commodity. If the system were open, 
we estimate an increase of Kshs 5 per bag per month from one harvest until the next. 
This would increase, for example, this season's average maize price delivered direct from 
large-scale farms to the mills to about Kshs 275 per bag (from the immediate post
harvest level of Kshs 260). 

Thus, opening up the formal maize marketing system would reduce the average
price of maize delivered to the mill from Kshs 317 (the 1988/89 NCPB selling price
to the mills) to an average of Kshs 275 per 90 Kg bag, ie. a savings of Kshs 42 
per bag. The volume of maize delivered to the mills in the formal system is normally
about 5.0 million bags. The private sector share of this formal trade would increase 
sharply, with at least 2.0 million of the 5.0 million bags being shipped directly from 
farm to mill (Implying at least a "60/40" or "50/50" split between NCPB and private
deliveries in the terminology of the current CSRP reform program). The potential savings
from liberalization would be 2.0 million x Kshs 42 = Kshs 84 million per year. Of 
that amount, at least half would represent real economic savings to the Kenyan economy
in terms of efficiency of storage, handling, and transport, or a net savings to the 
economy of at least $2.0 million a year. 

The savings resulting from maize policy liberalization are predicated on the basis 
of the average seasonal price for maize delivered to major mills being lower under 
open market competition than under the present regulated system. Subsumed under this 
aggregate amount of savings are specific areas of inefficiency in the current controlled 
market environment. Their elimination or reduction through a reduced role for the NCPB 
would assist in attaining the savings possible in the overall margin described above: 

* 	Under the present marketing system, much of the maize that is destined for the
milling industry is transported from farm to NCPB depot to mill. There would 
be substantial savings, in storage and handling costs, if deliveries were made 
direct from farm to mill; 

i 	At present, the NCPB requires deliveries of maize to be in new gunny bags
(costing Kshs 22 each) which are only used one season. Private traders,
currently expect a gunny bag to last at least two years, i.e., a bagging cost half 
that incurred by the Board; and 

e 	 One of the major criticisms of NCPB procedures by the grain transporting trade 
is tremendous backlog in the loading and unloading of vehicles at the Board,
causing very costly downtime for vehicles while they wait in line to load and 
unload their trucks. 
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2.5.3 Informal Market Savings 

About one-half of maize and 90 percent of bean marketing in Kenya is 
undertaken by the private informal trade. Field interviews reveal that private traders, 
transporters, etc., are actively undertaking this illegal trade in the face of substantial 
impediments, not the least of which is movement control regulation. One result of such 
a stringent policy is that the development of larger-scale wholesale trading firms has 
been constrained; the trading environment is characterized by many small-scale traders 
operating at less than peak efficiency as they fail to reach the critical trading volume 
that can engender significant economies of scale: 

o 	 Small-scale wholesalers buying and selling maize in Western Kenya purchase maize 
for Kshs 315 per bag from other local wholesalers and incur expenses of Kshs 
60 in shipping the produce in small volumes to their customers. If the 
wholesalers purchased direct from farmers in surplus-producing areas and delivered 
by the truckload to their customers in deficit areas, then, they could save K~hs 
65 per bag (reflecting a combination of a lower purchase price when bought
direct from the farmer and lower unit transportation and handling costs). This 
amount -- Kshs 65 per bag -- represents the imputed costs of the present 
movement control regulations. Numerous examples were worked through and,
consistently, the savings calculated under increasing scale of business were in the 
Kshs 55-75 per bag range. Aggregated to the national level, this would represent 
gross savings (margin reduction) of Kshs 429 million per year on 6.6 million 
bags of maize traded in the present informal market. A more detailed modeling
of the distribution of these benefits is covered in Section 2.6 below. 

o 	About 90 percent of the 2 million bags of beans that are marketed in Kenya 
are handled by the private trade. Trade in beans is constrained by the present 
movement control regulations. Marketing costs are inflated significantly as a 
result of: having to paying "rents" to allow movement; and high per unit 
transport and handling charges associated with trading very small volumes. For 
example, small scale bean traders under present policy conditions incur marketing 
costs of an additional Kshs 75 per bag because of the inefficient scale of 
their operations compared to what it would cost to move the beans by full 
truckload under a freer market environment. Interestingly, Kshs 75 per bag is 
similar to the excess costs that large-scale traders incur when shipping truckloads 
of beans from Kisii to Nairobi -- as much as 60 Kshs a bag is accounted for 
in "rents". If projected to the national level, these excess costs add up to Kshs 
132 million per year (i.e, 1.8 million bags of beans per year with a potential 
cost savings of Kshs 75 per bag in a more liberalized environment.) 

Table 2.6 below summarizes some of these cost savings attributable to allowing the 
development of a less restricted wholesale function, particularly in the important trade 
among market centers, capitalizing on Kenya's inherent advantage in inter-regional trade. 
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TABLE 2.6 

TYPICAL MARKET MARGIN SAVINGS DUE TO LIBERALIZATION OF 

KENYAN MAIZE AND BEAN WHOLESALING 

(All Savings in Kshs per 90 Kg. Bag) 

Current 
Small-Scale Normal 

Cost Category Wholesalina Wholesalina Amount Percent 

A. MAIZE 
Purchase Price * 315 270 45 69%
 

Handling 15 10 5 8
 
Transport 35 20 15 23
 

TOTALS 	 365 300 65 100% 

B. 	 BEANS 
Purchase Price 680 640 40 53% 
Handling & Fees 15 10 5 7 
Transport 60 40 20 27 
"Rents" 15 5 10 13 

TOTALS 770 	 695 75 100% 

Notes:* For more detail on assumptions, see part 2.3.3 of this chapter. 

**This savings represents the elimination of one intermediary (and a I shilling 
per 2 kg margin) from the typical maize marketing channel. 

2.5.4 The Value of a Production and Marketing Information System 

Converting potential savings to actual savings accruing from the liberalization of 
Kenyan maize and bean markets will be contingent upon farmers, traders, millers and 
consumers having access to much improved production and marketing information than 
is presently the case. For example, it would be particularly useful to have better 
information on seasonal and regional price variation, supply and demand conditions, 
including expected regional surpluses and deficits, etc. The collection, interpretation and 
dissemination of the released data needs to be the responsibility of a well equipped 
government agency. Of course, such information services will be provided at a cost, but 
the gains that accrue should far outweigh the costs. Indeed, all the calculations of the 
above cost reductions stemming from market liberalization presuppose that all market 
participants have access to comprehensive market information. 

Overall this will result in fewer market distortions, enhanced market integration and 
greater transparency. This improved market information, linked with an effective food 
security preparedness planning system, will contribute to cost reductions assumed above. 
We have therefore not included a separate figure for benefits attributable solely to 
improved information. 

2.5.5 Other Potential Savings 

The third set of estimates relate to the cost savings that could be generated from 
investment in bulk harvesting, handling and storage equipment by large-scale farmers, 
cooperatives, the NCPB, and the milling industry. Uncertainty about the present status 
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and future direction of maize policy in Kenya is constraining investment in bulk 
handling equipment and facilities. At the larger-scale farm level, 99 per cent of maize 
is harvested by hahd. Harvesting costs, at an average of Kshs 1575 per ha, are the 
second highest expepse item in maize production (second only to fertilizer purchase and 
application). Switching to mechanical harvesting (either through the use of combines or 
corn pickers, with drying in cribs with later mechanical shelling and bulk storage), could 
reduce this major expense item by a minimum of 20 per cent, i.e. a saving of Kshs 
365 per ha, given the following assumptions: 

e 	 Large-scale farm maize yield of 50 bags per ha; 

* 	Large-scale farm production of 7.5 million bags; 

* 	Ninety-nine per cent of land area hand-harvested; 

e 	 Hand-harvest acreage of 927,000 ha; 

9 	 Fifty per cent of larger-scale farmers switch to mechanical harvesting and bulk 
handling in response to GOK liberalization of maize market and some 
complementary investment in applied research and demonstration. 

A move to greater mechanized harvesting and handling at the larger farm and 
cooperative levels could induce a national savings in maize production costs of Kshs 
22 million per annum. 

Because of the pan-territorial and pan-seasonal pricing policy for maize, the milling
industry has not invested in substantial grain storage facilities. The NCPB has been the 
principal storage agent for the industry and storage, in the main, has been in bags and 
not in bulk. Currently, the mills purchase 7.2 million bags of maize annually of which 
2.2 million are stored in bulk and the remaining 5 million in bags. Under a new 
policy regime in which market-determined maize prices increased through the season to 
reflect storage costs, it is assumed that 6.5 million bags out of the 7.2 million would 
be stored in bulk and only 0.7 million stored in bags, i.e. an increase in bulk storage
of 4.3 million bags per year. The major mills estimate that there is a Kshs 7.50 per
bag savings if grain is delivered to the mill in bulk and stored by the mill in bulk,
relative to a system where grain is delivered in bags and stored in bags. The savings 
are lower (Kshs 5 per bag) if the grain is delivered to the mill in bags but stored 
in bulk. If, out of the 4.3 million bags 30 percent are delivered in bags and 70 per 
cent are bulk deliveries, and all 4.3 million bags are stored by the mills in bulk form,
then, relative to the existing system, there would be a Kshs 29 million annual saving
accruing to the industry from bulk handling and storage by the mills. 

2.6 ESTIMATED ECONOMIC IMPACT OF 
ELIMINATION OF MOVEMENT CONTROLS 

The analysis in the following pages assesses, in both quantitative and non
quantitative terms, the impact of the elimination of the movement controls restricting
private commerce in maize and beans. Impacts are discussed in terms of their effects 
on producer and trader revenues, food costs to consumers, and their potential longer
run impact on production. 

The heart of the analysis above (Section 2.5) focuses on the segment of the 
"informal" vertical marketing channel for maize where proposed KMDP reforms are likely 
to have their greatest impact: the reduction in the costs of marketing due to the 
emergence of a viable group of private maize wholesalers who would practice both 
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spatial and temporal arbitrage in a more efficient manner. The analysis above describes 
marketing savings of approximately Kshs 65 a bag of maize as it moves from the 
farmgate or first kandler level to the mills, wholesalers, or retailers. What we would 
have under a freer market is wholesalers going directly to farmers or first handlers, 
buying available surtplus and shipping it to deficit areas in economical 8 ton (or larger)
lorry loads. The marketing savings of Kshs 65 are made up of: 

o 	 The elimination of one or more 45 Kshs
 
market traders from the channel
 

* 	Reduced handling charges due to 5 Kshs
 
fewer transactions and larger

volumes being handled in each
 
transaction; and
 

o 	 Cheaper transport due to the use 15 Kshs
 
of larger lorries instead of pickups
 
and the tops of buses (economies of
 
scale primarily).
 

A general model of the distribution of the potential benefits from this reduction 
in margin are illustrated in Figure 2.5 on the next page. In that illustration we have 
assumed that part of the savings (20% or Kshs 13 per bag) is captured by wholesalers 
who may have somewhat greater influence in the market than the more numerous small 
market traders, some of whom are likely to be displaced in the reform process. ' 
We then assume that the remaining 80 percent of the reduction in margin would be 
divided between the producer and consumer levels. Under this assumption, producers
would get a Kshs 26 per bag increase in price (about a 10 percent increase at the 270 
Kshs price level) and consumers (or millers or the final level of small retail traders)
would also pay the same amount less per bag under average conditions (a 7 percent
drop in average price at retail). 

We are assuming that the majority of the reductions in marketing margins (80 
percent in the general model) wiil be divided between "consumers" and "producers" due 
to actual or potential competition among wholesalers. Given the relatively low potential
barriers to entry for new trader- into the business and if it becomes clear that excessive 
profits are being made by a small number of traders in a freer marketplace, we would 
expect new entrants who would increase effective competition and help maintain market 
discipline. There are additional assumptions concerning the time it will take for the 
maize maiket t, reach this new equilibrium point and what happens to the distribution 
of savings during the transition period, and these issues are addressed below. 

2.6.1 Impacts On Maize Production and Marketing 

What impact will higher prices have at the farm level? Everything else being
equal, higher prices for the same quantity marketed will have a positive impact on 
both gross and net farm revenues. This is first explored before turning to the longer 
range question of what impact higher farmgate maize prices might have on supply 
response 4nd cropping patterns. Here we will look at average farm revenue impacts
for two size categories of farms: small (under 8 hectares) and large (over 8 hectares)
in the six Provinces of Kenya which vary in their agricultural productivity and levels 
of maize availability. 

' In more theoretical economic terms, this "extra profit" should not exist. In the 
real but imperfect world, it represents imperfections in the market. 
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Figure 2,5 
Potential Changes in Marketing Margins,
 
Con.umer and Producer Prices due to
 

Elirhination of Movement Controls in
 
Kenya's "Informal" Maize Market
 

KShs. 
per 90 Kg. 
Bag Price at 

35 -Retail Distribution of Reauczor. 
3600 %Level 

-

NZ Average Maize Market:ng Mar.g r 
S, (65 KShs/bag) 

Trantport 	 N 

Consumer Savings 40% 

t *a/Dag) K,'"330 +Handling 

WAN*" 	 Extra Profit 20% 
H anndigng (13 KSh,/1ag 

Pro0it 	 Increased Prod Price 40%30 0 TO. 	 . . . (2 8 S m/ O) 

Addl tional
 
Hand ier(3 9
 

2.7O 04 -l 	 Price tO
 
Farmer
 

Pre- With
 
Reform Reform
 



58
 

Maize Productlpn and Marketing Model 

To do this a. statistical model of Kenyan maize production and marketing was 
constructed. This model's average year results and its assumptions about maize area,
yields, and proportions of production marketed by sample districts are given in Table 
2.7. In an average year it produces the following general parameters for Kenyan maize 
production and marketing, with substantial variation across districts and by size of farm: 

Total Area in Maize: 1,588,000 Hectares
 
Total Farms Growing Maize: 1,388,000 Farms
 
Total Maize Produced: 31,387,000 Bags

Total Maize Marketed: 13,227,000 Bags

Average area under maize per farm: 1.1 Hectares
 
Average maize yield: 19.8 Bags/Ha

Average maize harvested per farm: 22.6 Bags

Average percent marketed: 42.0 Percent
 
Average maize sold per farm: 9.5 Bags
 

The data contained in the model have substantial limitations (in terms of precise
counts of farms, acreages, and yields) and providing assistance to GOK agencies in the 
generation of improved information over time is one of the expected outputs of KMDP 
as it supports both recurrent data collection and special studies to be conducted on 
selected aspects of Kenyan food production and marketing systems. 

Impact of Increased Prices on Farmers grouped by Region and Size of Farm 

This question is addressed in the short run by applying a set of assumptions to 
the marketed surplus outputs of the model as developed in Table 2.7. The assumptions
have to do with the following factors: 

@The nature and timing of the reforms proposed for the national maize system; 

@	The extent to which the full benefits of the general reductions in marketing
margins will apply equally to farms of different size and in different agro
ecological regions; and 

* The length of time required for the reforms to be effectively translated into 
higher prices for farmers (or at the first-handler level). 

The Policy Reforms: Consistent with the revised policy agenda they are assumed to 
be: 

Year 1: The information mechanisms are put in place to broadly disseminate cereals 
and bean reforms. The current reforms (eg., 10 bag free movement of maize) and 
the future agreed-to reforms are widely disseminated by end of year. 

Year 2: Beans and minor cereals are decontrolled. Limits for free maize movement 
increased to 100 bags by the end of the year. 

Year 3: All movement restrictions on maize are removed by the end of this year. 

Flow of Price Increases to the Farmzate Level: The following assumptions are made 
about the distribution of margin reduction benefits: 
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MAIZE PRODUCTION AND MARKETING IN KENYA IN AN AVERAGE YEAR BY PROVINCE, FARM SIZE AND GROWING SEASON 
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RIFT Nakuru 
N idl 
Kericho 
Uasin-Gis 

Trans-Nz 
Narok 
Other 
Av./Totat 

97 
92 
91 
87 

96 

93 

3 
8 
9 
13 

4 

7 

1.8 
2.2 
2.1 
2.3 

1.5 

2.0 

0.59 
0.49 
0.35 
0.35 

0.34 

0.42 

44 
64 
68 
24 

12 
26 
68 

306 

5 
7 
8 
1 

1 
3 
18 
43 361 

19.0 
0.4 
2.0 

22.0 

38.0 
0.2 
4.0 

85.6 7 12.6 

34 
29 
33 
37 

45 
27 
15 

11 
14 
13 
11 

11 
7 

10 

38 
33 
37 
40 

48 
31 
20 

1,496 
1,856 
2,244 

838 
540 
702 

1,U20 
8,746 

55 722 2,273 
98 13 1,967 
104 74 2,422 
It 880 1,779 

11 1,824 2,375 
21 6 729 
180 80 1,280 
480 3,599 12,825 412 40 10 903,498 48 3,239 6,786 422 3% 94% 51L 

,0 

NYANZA S. Nyanza 
Kisi! 
KisumJ 
Siaya 
Av./Total 

90 
100 
100 
96 
96 

10 
0 
0 
4 
4 

1.6 
1.1 
1.2 
1.5 
1.4 

0.40 
0.47 
0.57 
0.55 
0.50 

70 
35 
14 
52 

171 

30 
4 
6 

22 
62 246 

0.0 
4.0 
1.0 
0.0 
5.0 2 2.8 

12 
26 
17 
15 

8 
12 
S) 
10 

HA 
30 
22 
HA 

840 
910 
238 
780 

2,768 

240 
48 
54 

220 
562 

0 1,080 
120 1,078 
22 314 
0 1,000 

142 3,472 11% 40 20 60 1,107 112 85 1,305 13X 82 2Z 102 

WESTERN Kakamega 
8ungom 
8usis 
Av./Totat 

99 
97 
98 
98 

1 
3 
2 
2 

1.2 
1.8 
2.1 
1.7 

0.57 
0.50 
0.31 
0.46 

131 
64 
29 

224 

15 
7 
12 
34 286 

2.0 
2.0 
0.0 
4.0 1 4.1 

23 
24 
20 

11 
12 
i1 

28 
29 
HA 

3,013 
1,536 
580 

5,129 

165 
84 
132 
381 

56 
58 
0 

114 

3,234 
1,678 

712 
5,624 18% 40 i0 60 2,052 114 68 2,234 25% 82 22 17X 

KENYA TOTALS: 1020 461 1,375 100.6 14 7.4 21,836 5,435 3,998 31,269 1GO% 8,358 1,378 3.456 13,192 1002 1002 1002 100% 

Total HA Maize ('000) 
Total farm Units ('000) 

1,582 
1,388 

Total Cogs Maize Produced ('000): 
Total Bags Maize Marketed ('000): 

31,269 
13,192 ( % Marketed: 42%) 

Sources: GOK, Economic Survey of Kenya, 1989; GOK CBS: Crop Forecast Survey , 1981-82; and USAID Ciop Data Base (KRAHU Areas). 
Note: Nutmber of Large Farms excludes those not producing maize; further adjustments from GOK Statistical Abstracts. 
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By Farm Size: In general, larger farms will be able to take quicker advantage of 
the margin reductions, since some of the very largest have already been making
direct deliveries Lto the mills and otherwise skirting controls. They are also more 
commercially-minded and better informed about market conditions than their small 
farm counterparts. 

By Zone: Maize surplus areas will feel the effects of the reforms sooner and more 
fully than other parts of the country. Drier areas with much smaller and thinner 
markets for maize will only receive a portion of the general farmgate price increase: 

Farm Zones: Price Impacts by Year. 

1.) Large Farms, Rift Higher initial benefits;
and West Provinces Full price increase in Year 3 

2.) Large Farms, Nyanza
Small Farms, Rift and West Full price increase in Year 5 

3.) Small Farms, Nyanza Lower initial benefits;
All Central Farms, 77% of price increase by Year 5 
Wet Districts of East 

4.) Coast Province and Smallest initial benefits;
Dry Districts of East 46% of price increase by Year 5 

Summary of Benefit TiminR by Farm Zone: The impact of the above assumptions
produces a distribution of Kshs benefits per bag sold over time, as summarized in Table 
2.8 below. Numbers represent higher prices for farmers, price reductions for consumers 
and extra profits for traders: 

TABLE 2.8 

AMOUNT, TIMING, AND DISTRIBUTION OF BENEFITS 
TO PRODUCERS, CONSUMERS AND TRADERS 

Grow Zn1, Zone 2 Zone 3 Zone 4 

Producers 

(Higher 
Prices) 

1 
2 
3 
4 
5 

0 
19.5 
26 
26 
26 

0 
6.5 
13 
19.5 
13 

0 
5 

10 
15 
10 

0 
3 
6 
10 
12 

Consumers 

(Price 
Reductions) 

1 
2 
3 
4 
5 

0 
26 
26 
26 
26 

0 
13 
17 
21 
26 

0 
10 
13 
16 
20 

0 
6 
8 
10 
12 

Traders 

(Higher 
Margins) 

1 
2 
3 
4 
5 

0 
19.5 
13 
13 
13 

0 
45.5 
35 
19.5 
13 

0 
35 
27 
19 
10 

0 
21 
16 
11 
6 
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The price assumaptions above were applied to one half the estimated bags of surplus
maize marketed in, Table 2.7 and generate an aggregate stream of benefits in Kshs
which is represented in Table 2.9 on the page following. This was doiie under the 
assumption that 50 percent of the marketed maize surplus goes through the informal 
marketing system and remaining half goes through the official NCPB channel. 

Discussion of Assumptions and Model Results: A critical question is whether 
marketing cost reductions will result in higher prices for farmers. If markets are
sufficiently competitive (and there is no a priQri reason to believe that they would not
be under a freer system) then at least a portion of market savings will be 
communicated to the farmgate. This will be enhanced if additional complementary changes
take place in other aspects of the marketing system, also to be addressed by KMDP. 
Specifically, and in order of importance, are: 

Improved Information: It is vital that farmers as well as traders be as fully aware 
of price trends and movements as possible so that they may make their marketing
decisions based on complete information. This is where the complementary investment 
to be made by KMDP in assisting the GOK in the collection and dissemination of 
food crop price and market situation information is most vital. The publicity
campaign proposed under KMDP will be vital to making sure that all market actors 
are fully aware of the nature and extent of reforms in food marketing systems; 

Imorovements in Road Infrastructure A unique feature in KMDP is that it 
represents a policy reform program with a strong complementary investment 
component, in this case in road rehabilitation and maintenance. These improvements
should substantially help to speed the growth of a more closely integrated marketing
network and increase the spatial correlation of neighboring market prices; and 

Cooperative Selling: Theory and Practice in Kenya: The use of cooperatives should 
theoretically help smaller producers to gain a greater measure of potential price
increases. However, much of the Kenyan cooperative movement, particularly in non 
cash crop zones has not had a strong record in management and effectively assisting
its members. 

While the strengthening of the cooperative movement in Kenya goes well beyond
the scope of KMDP, such an effort would undoubtedly help smaller farmers gain
higher farmgate prices on a more consistent basis. 

The above factors are cited both as reasons to believe that margin reductions will 
get to the farmgate of the Kenyan producer and also as partial explanation for thevariable delay in price signals reaching farmers in different parts of the country and 
by differing farm size categories. Larger farms which are already more fully tied into
both the formal and informal sector markets and are more likely to get improved price
signals more quickly than the more dispersed smaller farmers facing more difficult access 
to markets, producing a greater proportion of their maize for home consumption, and
who in the past have been subject to much greater market price fluctuations. We have 
further assumed that less than the full margin reduction will be realized in those zones
(Coast, East and Central Provinces particularly) which have a lower comparative advantage
in maize production, smaller amounts tc market, thus producing thinner markets. 

The assumed benefit streams in Table 2.9 are of course simply the rather detailed
result of the assumptions made above. In terms of the impacts of potential reforms at 
the farm level, the projected shilling benefits are summarized below: 



KODP IMPACT ANALYSIS WORKSHEET TWO TABLE 2-9
 

DISTRIBUTION OF BENEFITS FRON ELIMINATION OF MOVEMENT CONTROLS
 
(ALL FIGURES IN MILLIONS KSHS)
 

Distribution of Benefits to Farms oy Province 
 Total Benfits to Farmers, Traders and
 
=====Consumers, 
 Kenya-Wide
 

Coast and Central end Rift
 
"Dry East" uWet East" Valley Nyanza Western Farms 
 Net Benefits (S)
 

========
== ====================== = =================(US S
 

Year Small Large Small Large Small Large Small Large Small Large Small Large Traders Consumers Total Total aie Beans Total
 

1 0 0 0 0 0 0 0 0 0 0 0 
 0 0 0 0 0 0.0 0.0 0.0
 
2 1 
 0 4 0 12 32 3 0 7 1 27 33 167 119 346 16 5.i 1.5 6.6 
3 2 0 9 0 23 42 6 1 14 1 53 44 126 127 351 17 5.2 1.6 6.7 
4 2 0 13 1 35 42 9 1 21 1 80 45 100 137 361 17 5.3 1.6 6.9 
5 3 0 17 1 46 42 12 1 28 1 107 45 76 152 380 
 18 5.6 1.7 7.3
 

6 3 0 17 1 46 42 12 1 28 1 107 45 76 152 
 380 18 5.6 1.7 7.3
 
7 3 0 17 1 46 42 12 1 28 1 107 45 76 152 380 18 5.6 1.7 7.3
 
8 3 0 17 1 46 42 12 1 28 1 107 45 76 152 380 18 5.6 1.7 7.3
 
9 3 0 17 1 46 42 12 1 28 1 107 45 76 
 152 380 18 5.6 1.7 7.3
 

10 3 0 17 1 46 42 12 1 28 1 107 45 
 76 152 380 18 5.6 1.7 7.3
 

Total 25 0 129 7 346 368 91 8 211 8 802 
 392 849 1295 3338 159 49.3 14.8 64.1
 

Notes: The "dry East" is the districts of Kitui and Machachos; the "wet East", Meru and Embu Districts.
 

Percent market savings by reginn: Rift and Large Farms in Nyanza: 1OOX
 
Central, "Wet East", and Nyanza Small Farms: 77%
 
Coast and "Dry East:" 46X
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KMDP Farm Level 
Benefits (in Kshs Millions) by Farm Size and Zone 

I 
Farm Size 	 Percent 

Zone 	 Smal Large Toa of Total 

1. 	Coast and
 
"Dry East" 25 0 25 2%
 

2. 	 Central and
 
"Wet East" 129 7 136 11%
 

3. 	 Rift Valley 346 368 714 60% 

4. 	 Nyanza 91 8 99 8% 

5. 	 Western 211 8 219 18% 

TOTALS 	 802 392 1,194 100% 

These results indicate that a greater than proportionate share of the KMDP farmgate
benefits will flow to Rift Valley farmers, while less than proportionate benefits go to 
zones 1,2 and 4 above. Western Province (zone 5) is a third case that will receive
benefits which are proportionate to maize production levels there. The basic logic is that
traders will tend to concentrate on areas such as Upper Rift which have substantial
surpluses to export to other regions and where better infrastructure and past practice
give 	 a definite advantage to the region's farmers, with benefits going most rapidly to
larger farms which may have been benefiting selectively already from some of the 
potential benefits of liberalization, even before liberalization occurs. 

When we look at the portion of Table 2.9 which groups farm-level benefits with
those going to traders and consumers, we see that overall, shilling benefits from the
elimination of controls are distributed as follows during the early and later years of 
the KMDP effort: 

Percent KMDP of Benefits from Elimination of Movement Controls to: 

Time Period Producers Traders Consumers 

Years 2-4 	 3727 	 36 

Years 5-10 	 2040 	 40 

First 10 Yrs 36 	 25 39 

In the figures above we should note the importance of early excess profits to 
traders providing incentives for entry which would then increase competition and
eventually contribute to higher prices going to producers and to consumers paying less
for basic food supplies. It should be noted that consumers in early years of the program
benefit substantially more than producers (twice as much in year 2) since they are more 
concentrated and easier to reach than producers. 
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2.6.2 Potential Longer Term Supply Responses 

The importancS of maize production and marketing to the individual farm family
will depend on the- following: 

* 	The size of the farm family, i.e., as the family goal is, generally, to attain, at
least, self-sufficiency in maize production, the larger the family the greater the 
commitment of land and family resources to maize production. These self
sufficiency considerations are particularly important to small scale farm families; 

e 	 Availability of land for maize production; 

e 	 Cropping alternatives available to the farm family; 

* 	How recently the farm family has been settled on the land, ie., recently settled
farm families place greater emphasis on subsistence maize and bean production and 
are less likely to seek alternative cropping enterprises; and, most importantly; 

* 	The relative financial returns of surplus maize production vis-a-vis alternative crops
and farm enterprises. (In an input-output sense, this involves relative input and
product prices, and the productivity and risk associated with alternative production
technologies for all biologically feasible commodities under consideration in a given
region.) 

In the short run, liberalization of the maize policy environment will have little
impact on the production of maize or on changes in cropping patterns by small-scale 
farmers. The diversion of small-farm acres to cash crops in the long-term will be 
contingent upon the degree to which an open national system for maize can provide
adequate supplies of maize year around in rural areas. The farm family must be
confident that maize supplies will be available and affordable on a consistent basis
before the decision to reallocate resources to more financially attractive crops is made.
In most agro-ecological zones at present, there are some cash cropping alternatives to 
maize: coffee, tea, pyrethrum, fruit and vegetables, and dairy production all offer better
financial returns than maize and, in some cases, offer the highly-attractive feature of 
a regular cash income (eg., pyrethrum and dairy). Building confidence in a freer maize
market will take time and the GOK must show, unequivocally, that it has established 
a new direction for maize policy and that it will keep to that direction. 

With growing confidence, some small-scale producers will switch to more financially
attractive cash crops, although the emphasis will still be on growing enough maize for
all or most of home consumption needs. This will provide enhanced maize marketing
opportunities for new settlers and farms in areas, such as portions of the Rift Valley,
where maize is a principal commercial crop. 

In the short and long term, the response of the large-scale farmers to changes in 
maize marketing policies will depend, to a large extent, on the relative returns accruing
to production of other commodities, particularly, wheat and dairy. If returns to wheat 
and dairy production are systematically higher than maize, then farmers who can will
switch from maize to these alternative enterprises. In particular, if the Kenyan wheat
price continues to be established by the GOK, then it must bear some close relationship
with the equilibrium price of maize if present proportions of maize and wheat 
production are to be maintained. 
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2.6.3 Impacts of Reforms on Net Maize Consumers 

There are twq groups of maize consumers who would be most affected by the
KMDP reform program: rural producers who must purchase the majority of the maize
they consume and urban consumers who generally must purchase (or receive as gifts)
virtually all the maize they consume. Impacts on these two groups are discussed in more 
detail in the social analysis (Annex B) but there are a few summary observations which 
support the conclusions reached in that analysis. 

Consumers as a whole benefit substantially from proposed KMDP reforms at a level
equal to or greater than that received by producers. Because they are often more 
concentrated in more competitive market areas, urbanized consumers are likely to feel
the impacts of a freer market more rapidly than widely-dispersed rural consumers. This 
more rapid access to the benefit stream was assumed in the results in Table 2.9. 

Impacts In Deficit Areas 

In the drier parts of Kenya, consumers and producer/consumers who must depend 
on local markets for maize arriving from distant production areas will benefit from the
increased competition and lower prices resulting from wholesalers trying to take advantage
of price differentials across regions. Two market factors will affec' the degree to which 
this competition occurs: ease of transport to the area and the size of the potential area.
The easier the transport and the larger the market, the more increased competition will 
hold down maize prices in these deficit areas. 

In addition to the market factors above, maize price levels in persistently deficit 
areas will depend to a great extent on national policy decisions on pricing and the 
extent to which the NCPB is instructed to subsidize the availability of maize in local 
markets in remote areas. On the latter point, as pointed out in the social analysis,
maize prices in remote and small markets will depend on GOK decisions on whether 
to supply these markets from small depots at highly subsidized rates. 

The impacts of possibly modification to the current policies of pan-territorial pricing 
are even more complicated and somewhat contradictory. In both the theory and practice
of cereals marketing, it is important to eliminate pan-territorial pricing to allow adequate
price signals from deficit areas to attract greater competition among suppliers and to
maximize distributional efficiency. Depending on the quality of transport and size of 
market factors mentioned above, price levels in general will be higher in deficit areas
than they are elsewhere in Kenya. This is an inevitable consequence of the real 
underlying costs of supplying remote deficit zones. 

The question for policy then is: Should something be done about the higher cost 
of food in chronically deficit areas and, if so, how to do it in the most cost-effective
manner? Pan-territorial pricing and government depots are one solution which maximizes 
equity at the expense of efficiency. Compensating income transfers to populations in 
deficit areas with a free and open market will be more efficient and less costly but 
this solution raises practical questions on how it might be implemented. 

Urban Consumers 

The impacts on urban consumers follow the same general lines as the discussion 
for consumers in deficit areas. However, urban consumers will receive a proportionately
greater positive impact from marketing reforms since they are located in the largest and 
most perfectly competitive markets with the best infrastructure. In addition, the amount
of subsidy to urban markets should therefore be relatively less per capita regardless of 
what policy direction is adopted by the government. 
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As has been mentioned above, in urban areas it is particularly critical to examine
in conjunction with a market reform program those special targeted measures which
will be necessary td ensure that the poorest groups in society have adequate access to 
food supplies regardless of prevailing market prices but particularly when higher market 
prices (reflecting relative shortages of cereals) affect these groups in a disproportionate 
manner. The major policy question is how to balance the greater administrative 
complexity (but cheaper cost) of targeted food subsidy programs with the much greater
costs of general food subsidies which are administratively simpler. 

2.6.4 Implications Movement Control Elimination for the NCPB 

There is some perception that the elimination of the movement controls would lead 
to a rapid erosion of the ability of the Board to compete in a cost-effective way in
the Kenyan maize market. This question needs to be addressed under three distinct 
market scenarios: bumper harvest conditions, average conditions (such as those described 
in the pages above), and deficit conditions. In order to avoid duplication, this 
discussion is contained in Section 2.4.2 under the general discussion of the elimination 
of movement controls. 

2.7 SUMMARY ECONOMIC ANALYSIS OF KMDP 

This summary economic analysis of the KMDP focuses on one of the unique
features of the program: the linking of a market reform component to a complementary
infrastructure development (market roads) component. The summary costs and benefits 
associated with each component are clearly identifiable in Table 2.10. This section covers 
the following topics: 

9 	 A brief review of the derivation and critical assumptions involved in the cost 
and benefit streams in Table 2.10; 

e 	 A review of the internal rate of return calculations for the two major components
and KMDP as a whole; 

e 	 A summary discussion of the overall economic justification for the program and 
the likelihood of achieving anticipated program benefits. 

2.7.1 KMDP Cost and Benefit Streams 

The cost streams in Table 2.10 are described in detail Section IV.I of the PAAD. 
Here we note simply that costs are made up of US dollar costs (DFA and DFA TA
funds) and local currency costs, part to be generated through PL 480 Title 3 sales and 
part to be provided by the GOK in Kshs from the national budget. In the latter 
category of extra administrative costs in the Ministry of Public Works and the costs of
maintaining the roads rehabilitated under the KMDP market roads component. Greater
detail on the derivation of the roads component costs and benefits are contained in 
Chapter 5. 

Market reform component benefits are attributable to the elimination of movement 
controls, related reforms in the wider dissemination of better market information, and
in the decontrol of beans and minor cereals. The largest part of marketing benefits 
come from liberalization of the national maize market through: 
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Kenya Market DeveLopment Program TABLE 2-10
 

ILLustrative Summary Economic Anatysis of Project Components (ALL in USS Nitlions)
 

Years
 

Cost and Benefit ==:uzz=z==zz zz=========uu= zz==z==z= u=uuzzuz====su 
Categories 1 2 3 4 5 6 7 8 9 10 TotaL 

zzCOSTSzz
 
A. US Costs
 
1.DFA to GO (S) 2.0 3.0 5.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 10.0
 
2. OFA TA (S) 1.7 1.7 1.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 5.2
 
3. Support to GOK
 
Institutions (LC) 2.0 2.0 2.0 2.0 2.0 0.0 0.0 0.0 0.0 0.0 10.0 

4. Road Rehab.(LC) 5.1 8.2 7.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 20.4 
B. GOK Costs
 

5. Road Maint.(LC) 0.0 0.1 0.2 0.3 0.3 1.1 1.1 1.1 0.3 0.3 4.5 
6. MOPW Admin.(LC) 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.5 

Co ponent SubtotaLs
 
Mktg PoLicy Reform 5.7 6.7 8.8 2.0 2.0 0.0 0.0 0.0 0.0 0.0 25.2 
Market Roads 5.1 8.3 7.4 0.3 0.3 1.1 1.1 1.1 0.3 0.3 25.4 

TOTAL COSTS 10.8 15.0 16.2 2.3 2.3 1.1 1.1 1.1 0.3 0.3 50.6
 

BENEFITS (MKTG SAVINGS)
 
A. InformaL Mkt
 

1. Maize 0.0 5.1 5.2 5.3 5.6 5.6 5.6 5.6 5.6 5.6 49.2 
2. Beans 0.0 1.5 1.6 1.6 1.7 1.7 1.7 1.7 1.7 1.7 14.9
 

B. Format Mkt 0.0 1.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 17.0
 

Component SubtotaLs
 
Mktg PoLicy Reform 0.0 7.6 8.8 8.9 9.3 9.3 9.3 9.3 9.3 9.3 81.1 
Market Roads 0.0 1.9 5.0 7.7 7.8 8.0 8.3 8.5 8.8 9.0 64.9 

TOTAL BENEFITS 0.0 9.5 13.8 16.6 17.1 17.3 17.6 17.8 18.1 18.3 146.0 

-NET BENEFITS==
 
Mktg PoLicy Reform -5.7 0.9 0.0 6.9 7.3 9.3 9.3 9.3 9.3 9.3 55.9
 
Market Roads -5.1 -6.4 -2.4 7.4 7.5 6.9 7.1 7.4 8.4 8.7 39.5 

TOTAL NET -10.8 -5.5 -2,4 14.3 14.8 16.2 16.4 16.7 17.7 18.0 95.4 

ILLustrative Economic IRR's After: 4 Yrs 10 Yrs
 
Mktg PoLicy Reform Component: 12% 59%
 
Mkt Road Component: -26x 32%
 
TotaL KOlDP: -11% 44X
 

Fite: KODPSUN.WK1 

Version 1.2 October 16, 1909 
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* 	Savings in the formal maize trade, primarily through increased efficiency due to 
greater direct maize deliveries by farmers and traders to the sifted flour mills.
These represep t a reduction in the overall marketing margin (of at least $2 million 
a year) betveen producer and mill. The detailed assumptions are contained in 
Section 2.5.2. It should be emphasized that these savings in the formal maize 
trade are largely independent of other reforms which will be necessary as the 
GOK further defines the future reduced role for the NCPB; 

e 	 Savings accruing to the informal maize and bean trade (ie., that which is outside 
the current NCPB/mills network) are again most directly estimated through a 
reduction in marketing margins at the wholesale level. 

The latter savings are relatively more important in terms of quantitative savings and
in the major thrust of the policy reform effort. The derivation and distribution of these 
benefits are covered in detail in Section 2.5.3 and in Table 2.7 through 2.9 in Section
2.6. The annual benefit streams for maize and beans in dollar terms are transferred 
directly form the last columns of 2.9 into TableTable 	 2.10. 

The careful reader will note that these are net benefits to the Kenyan economy
which only represent about 30 percent of the cost savings from the reduction in maize 
and bean marketing margins. This is because only the distributional efficiency savings
(composed of reduced real costs for handling, transport, and informal rents) are 
considered to be net economic gains to the economy as a whole. The rest of the 
marketing margin reduction represents transfers within the economy, primarily from a 
sub-group of small market traders to producers, consumers, and wholesale level traders.' 

Overall the marketing reforms, under very conservative assumptions, produce a stream 
of benefits of approximately $80 million over 10 years against costs of about $25 
million, occurring largely in the first three years. 

2.7.2 Program Economic Internal Rates of Return and Justification 

Internal rates of return, after 4 and 10 years, were calculated for both of the
major KMDP components, market reform and market roads, and for the program as a
whole. The results of these computations are summarized below: 

Internal Rates of Return after. 

Comnonents 	 4 Years 10 Years 

Market Reform 12 % 	 59 % 
Market Roads -26 % 	 32 % 

Total KMDP -11 % 	 44 % 

One could also assume that some of the reduced margin going to traders and
producers would have further secondary impacts on increased maize production and on
reduced costs from wholesalers having a greater propensity to reinvest extra profits in 
transport, storage and handling facilities which would further reduce the aggregate costs
of marketing. However, none of these secondary benefits have been included in this 
summary economic analysis due to the three year life of program. 
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It will be noted that the market roads component has a somewhat slower rate of 
payback but that the 32 percent rate of return after 10 years is considered very good
for investment in rural roads infrastructure. 

The rates of return for the market reform component are quite high but these 
reflect the large savings which can easily be realized through economies of scale by
allowing normal private wholesaling in maize and beans to flower, unimpeded by
outmoded GOK controls on cereals movement. This is the heart of KMDP. it is both 
the major economic justification for the program and the most difficult part of the 
policy agenda for the GOK to accept. The reasons for hesitation in adopting simple
reforms with clear-cut benefits are partly due to the inertia of marketing system policies
which have been in operation for fifty years, and partly to legitimate concerns on the 
part of the GOK that it be able to fulfill its critical role in assuring national food 
security. 

The real world concerns of potential negative impacts of elimination of movement 
controls on the financial viability of the NCPB during a transitional period to greater
maize market liberalization were addressed in some detail in Section 2.4.2. The 
conclusions there that 

* 	Under average and bumper supply conditions, the elimination of the controls would 
not appreciably affect the NCPB as a buyer since its harvest price would 
generally be above prevailing market !evels; 

* 	The NCPB faced greater financial insecurity due to the erosion of its monopoly 
selling position to the sifted flour mills due to the operation of the "80/20"
liberalization rule under the CSRP and due to the Board having accumulated 
excessively large stocks, far beyond FSS needs; and 

e 	 Under mild deficit conditions, it is clear that liberalization means that the Board 
would have to compete on price for its needed stock acquisitions. This effect 
is very transitory however since, under more severe deficit and drought conditions, 
the Board would cease buying and begin the release of the security stock while 
it considers increased food aid and commercial imports of cereals. 
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ATTACHMENT 2.1 

UNRESOLVED ISSUES IN THE DEFINITION OF THE FUTURE ROLE OF THE
NATIONAL CEREALS AND PRODUCE BOARD 

There are major policy issues involving the future reduced role of the NCPB whichhave yet to be resolved despite great effort which has been devoted to their study andanalysis in the 1980s. Many of these issues are being faced by the Cereals SectorReform Program (CSRP) as it begins to struggle with the implementation of a modifiedpricing system for maize. Many of these issues reform of theinvolve "formal" portionof the maize market and they can be grouped into three broad areas: definitional,operational, and pricing issues. These issue could serve as the starting point from whichto define the terms of reference for the food security preparedness planning which is 
to be done under the aegis of the KMDP. 

Definitional Issues 

Here the overriding question is: What is the future reduced role for the NCPBgoing to be in a liberalized market? There is wide agreement in both written andverbal statements by both GOK and the donors that the Board will do two things: 

* 	It will maintain a food security stock of maize (currently defined to be 6 million
bags in the EEC/GOK program agreement); and 

* 	It will intervene at "both ends" of the market to stabilize both producer and 
consumer prices to some degree (ie., act as a "buyer and seller of last resort"). 

However, it is not clear that all parties see NCPB's role limited to the twofunctions above. There are a number of indications that the Board, in conducting theabove two operations, also intends to continue to engage in commercial transactions ofmaize, ones which will help to cross-subsidize the money-losing security stock andbuffer functions. In the EEC program implementation agreement, there is a statementthat security and buffer functions need to be subsidized, but that the regular buyingand selling of the Board should cover costs. That sentiment is reflected also in 
statements made to us by NCPB and EEC officials. 

The potential degree of reduction in Board actions is also open to question when one looks at the stated target size of the security stock, 6 million bags. Assuming thatthis amount must be turned over every two to three years, this implies that the Boardwould continue to buy two to three million bags a year for that purpose plus someadditional amount (perhaps of equal size) for stabilization purposes. This would meantotal purchases of 4 to 6 million bags a year which is not much less than thehistorical record of Board purchases which have averaged 6 to 7 million bags a year. 

In addition to the definition of the future role of the Board being fuzzy, the lackof a clear strategy to meeting the many operational issues (that a reduced role for theNCPB would require) also adds substantial uncertainty to the direction that the marketreform package should take. Some of these issues are highlighted below. 
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Operational Issues 

These involve !unresolved questions about how the two major components, food 
security stock and price stabilization operations, would operate in practice. While it is 
clear that it is nbt necessary at this point to have all the implementation details 
completely resolved, major decisions on the principles of operation need to be made 
in order to understand to what degree the market actually might be liberalized in 
practice. 

Food Security Stock (FSS) Issues: 

o 	 How big does the stock need to be? The 6 million bag figure seems to be a 
very approximate one, based partly on the 1984 drought experience. However, 
this team has seen no analysis justifying the 6 million bag FSS target. In fact, 
half that amount -- if well managed -- would seem quite adequate given the 
1984 rates of relief distribution and a sound system for triggering emergency 
maize imports; 

e 	 How will the stock operate? How and where will the stock be bought? How will 
NCPB dispose of part of the stock each year if it is not needed for relief? 
Will there be a set of prescribed outlets for the turnover of stock (mills, animal 
feed industry, exports, open market sales)? 

o 	 Who will be allowed to buy for delivery to the Board? Will purchasing be don 
as now by Board-sanctioned groups (buying centers manned by Board employeel, 
licensed buying agents, coops?) or will there be free access to the Board for all 
sellers? 

o 	 Under different supply and demand scenarios (particularly those of successive 
bumper harvests or successive drought years), how will the FSS operations overlap 
and interact with the Board's stabilization and commercial functions? 

Stabilization Operations Issues: A similar set of issues are unresolved vis-a-vis the 
price stabilization function. The general concept of a price band implies that there is 
a free market within the band and that the Board would intervene in favor of 
producers when prices dipped below a trigger level. Similarly on the consumer side, the 
Board would go into the market and sell in order to try and keep a freely fluctuating 
consumer price level from exceeding a certain ceiling price level. Pricing issues are 
reviewed separately below. In addition, the following are unresolved: 

o 	 Will the NCPB use the same buying and selling approaches for stabilization as 
those for the FSS? How does the stabilization function overlap with the FSS and 
residual commercial sales? 

o 	 In stabilization operations around the world, the question of financial limits always 
arises. What limits expenditure on producer price stabilization? A fixed budgetary 
subsidy amount? Is it limited to the size of the NCPB's bank account and 
borrowing capacity? What happens if there are two bumper crops in a row, 
storage is full and the bank account is empty? 

* 	On the consumer price stabilization side, similar issues emerge: When and how 
to intervene? When do imports come into the picture? What tariff policies 
might be used to protect domestic production from international dumping? When 
does the Board switch to cheaper but disliked yellow maize? 
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Pricing Issues 

Many of the above operational questions boil down to issues of who is to be 
allowed to operate "in the market, are there any non-price (quota) restrictions which
will influence the direction and volume of trade and, most importantly, what are the 
pricing rules and how will they be enforced? 

The biggest question is: How free will the pricing system be? The classical liberal, 
as it would be applied to the Kenyan maize market, is that all prices will be allowed 
to fluctuate freely. This applies to prices for producers, millers, and consumers. This 
means no dictated price levels anywhere in the system. It also means that no producer
price guarantee can be expected to apply to all marketed surplus and that the urban 
flour price would fluctuate according to market supply conditions. The Board would 
compete in the market for its FSS and commercial purchases and sales. It would use
indicative price levels in triggering its stabilization purchases and sales, but those prices
would only be binding for the Board, not other market participants. These policies would 
have striking implications for different groups of market participants: 

Producers: In drought years, producers would sell at prices substantially above the 
floor price and the Board would have to pay those prices to acquire supplies, until 
the import trigger price is reached. In bumper harvest y,"rs, the Board would buy
at an announced price above market level to the degree that its storage, budgetary
and surplus disposal limits would allow)0 Board purchases may be able to increas4 
market price levels by a few shillings per bag and, under these conditions, it woul4 
be necessary to allocate sales to the Board by District and by harvest period. Th4 
amounts that the Board could handle would depend on the degree of domestil 
supply and demand equilibrium, levels of prices in "disposal markets", arid the 
financial resources available to the Board in that year. Guaranteed purchases of all 
cereal sold at current price levels will be beyond Kenya's means under average
conditions. 

Flour Mills would be able to buy cereal from anyone and sell flour to anyone in 
the country with no quantity, price and movement limits or restrictions. There would 
be substantial competition between Posho and sifted flour millers depending on 
supply conditions. Fierce competition among sifted flour millers on price and non
price grounds is to be anticipated, perhaps leading to some further increase in 
industry concentration. Mills should also be able to import white and yellow maize,
only restricted by variable anti-dumping, producer-protecting tariffs. This would 
probably lead to a wider range of maize flour products on the market at different 
quality and price levels. 

Consumers would be faced with a greater degree of variation in maize grain and 
flour prices since natural fluctuations in supply would be passed on to them. In 
times of relative abundance they would benefit as a group. In times of shortage,
they would have to pay substantially higher prices for white maize flour or consider 
switching to cheaper yellow maize flour. The upper three quartiles of consumers by
family income should be able to manage under greater price fluctuation. The biggest
potential problems come with the lowest income, most disadvantaged groups. In a 
free market environment, they would receive some support from Board "ceiling
stabilization sales" but those benefits would go to any consumer, regardless of income 
level. GOK budgetary limitations would require that special programs (direct
distribution programs, food stamp approaches, controlled price shops, etc.) be used 
to channel food security support to the most disadvantaged groups. Experience has 

30 Alternatively, the board might be allowed to buy massively at the market 
price to "sop up" the surplus and prevent further drastic price declines. 
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shown that there are substantial administrative problems to these food-aid programs 
but they are still cheaper than subsidizing the entire consuming public or in 
increasing the cost of marketing food through restriction (the current system). 

The key political-economic questions on the possible future system pictured above: 
Is it feasible politically? If it is not, what aspects need to be modified to make it 
so? Potential restrictions on the free operation of the market (eg.. a fixed price for 
urban maize since many urban salaries and wages are fixed, etc.) will define other 
related restrictions which will be necessary in order to keep the system operating, even 
if less efficiently than under completely free market conditions. Experience in other 
countries has should that partial or gradual liberalization is not easy to design and 
execute, just as total or rapid liberalization may incur some risks during the transitional 
period. 

In addition, to the above, there are some more technical pricing issues which are 
also unresolved: 

Producer Support Prices. There are four major issues that need to be resolved in 
the design of a producer support price system. First, consensus is needed on 'the level 
at which prices can be supported. Most informed observers speculate that prices would 
have to be lower in the average year than current guarantee levels due to GOK 
Oudgetary constraints. This raises immediate concerns about the potential impact on 
supply response, particularly from larger farms that are more price- responsive but 
generally coddled by 50 years of government support. 

Second, will the floor price apply only to Board purchases (the realistic path) or 
will the legal fiction be maintained that this price should be followed, if not exceeded, 
by all farm-gate buyers (clearly impossible and undesirable to enforce). The third set 
of issues involves whether prices will be pan-seasonal and pan-territorial (P's they are 
now) or whether some geographical and temporal variation be allowed to reflect cost of 
transport and storage. The political viability of a support price, varying over time and 
space, has been called into question already by some Kenyan analysts. In Pddition, the 
rationale and data needed for a variat~e pricing scheme are both in short suppiy. 
Finally, what sorts of quantity/budget/stock factors will limit the size of producer 
support purchases in coming years? In practical terms this is illustrated by the question 
of how much maize will the Bcard be able to buy in the coming 1989-90 buying 
season?3 

Consumer Ceiling Prices. The key question is whether there is any realistic chance 
that the consumer sifted flour price will be allowed to fluctuate freely. An alternative 
might be to allow prices to vary within a band, giving traders a fixed percent margin 
(this is a pricing strategy often used by Francophone African governments). The most 
likely outcome in the Kenyan environment would be to maintain fixed consumer flour 
prices and this will have important "restriction repercussions" backwards into the maize 
marketing channels. 

31 In June 1989 the NCPB has around 10 million bags in stock (10,315,000 
bags in stock as of the June 9, 1989 NCPB inventory), seemingly difficult prospects in 
stock disposal at the moment, a reasonably goo4 season coming upi from early indications 
in key production areas, and a buying fund which may be inadequate to pay farmers 
quickly in the October-December 1989 period if not soon replenished through increased 
sales or exports. Low maize purchases in situation favoring wheat production (wheat 
prices have been increased 40 percent for the 1989-90 season ,vhile maize producer 
prices only increased 10 percent) could have serious conseqv, ces for future maize 
plantings in the surplus regions. 
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In addition, there is the serious question of who will set the consumer price. It 
is now being set by the Office of the Price Controller and this process is apparently 
not closely linked to that which sets the producer and mill prices. Finally, there are 
concerns as to the availability of mechanisms in Kenya by which direct, subsidized maize 
or flour could be provided to the most disadvantaged groups in the society as an 
alternative to giving subsidies or higher prices to all of the buying population. If there 
are viable alternatives in this area, then, it is easier to justify floating consumer prices, 
which, along with other reforms, should lead to lower average consumer prices in the 
longer run. 



ANhEX 2.2 

IMPLBENTATION TIMETABLE FOR EEC-FINANCD) CEREALS SECTOR REFORM PROGRAME 

FUNCTION 

PHASE I 

(JAN-JUNE 1988) 

PHwASE 1I 

(JULY 88 - JUNE 89) 

PHASE III 

(JUL' R9 - JUNE 90) 

PHASE IV 

(JULY 90 - JUNE 91) 

PHASE V 

(JULY 91 - JUNE 92) 

1. IKANAGEMENT 

REORGANISATION 

New structure; new 

staff hired, existing 

staff redeployed with 

new salary structure. 

Procedures updated 

and training plans 

consoLidated. 

In-service training, 

staff devt. ne'l ant 

systems and manuals. 

Reappraisal, staff 

evaiuation, update 

procedure manuals 

Reappraisal, staff 

evaluation, update 

procedure manuals 

Annual evaluation 

(April), same for 

other functions 

Listed below. 

: 

: 

STATUS AS 

OF JUNE 89 

....................................................................................................................... 

New structure adopted Significantly N/A N/A N/A 

but DPM/OP approval behind schedule due 

delayed. Some senior to delays in Phase I. 

mgmt posts unfill ed. 

Salaries upgraed, but 

manuals need to be 

revised to fit new 

nmgmt structure. 

2. NETWORK 

CHANGES 

Close buying ctrs, 

reevaluate new stores, 

Review bulk grid silo 

program; TORs for 

studies of storage 

and handling, and 

rationalisation of 

transport system. 
.... ... .... ..o...........--- --

Acceptance of plan 

for ntwk rat'nlisn. 

Close surplus stores 

and review need for 

collection ctrs. 

Plans for new bulk 

handling stores. 

- • .--.--..........-. .. 

Tendering and 

imptementatf, , of bulk 

handling grid, and EEC 

silo project. 

.. . .. .......•....... o oo . 

Evaluate network 

improvements and 

bulk handling 

arrangements. 

.o.o.o.. e.. . . .....o.. 

AnreiL review 

of network changes. 

.o... .... o ........... 

STATUS AS 

OF JUNE 89 

Large decrease in 

buying ctrs. NCPB 

deferred opening addL 

new stores. TORs 

for studies delayed to 

Phase I. 

TORs and selection 

of consultants for 

Phase I stuvies 

accomplished but 

none will start until 

second half of 1989. 

No action will be 

taken until studies 

are completed and 

recommend.t'ons have 

been accepted. 

N/A N/A 



ANNEX 2.2 -- Continued 

PHASE I PHASE II PHASE III PHASE IV PHASE V 

FUNCTION (JAN-JUNE 1988) (JULY 88 - JUNE 89) (JULY 89 - JUNE 90) JULY 90 - JUNE 91) (JULY 91 - JUNE 92) 

3. FINANCIAL CLean up balance GOK Budget provision Develop system for Evaluate new Annual review of 

RESTRUCTURING sheet, write off old ,to write off debts. estimating strategic systems, including new financial 

debts; start revolving Study on catcn of reserves, market crop purchase scheme structure. 

fund for crop purchase. strat resv and mkt stabilzn, and pricing and market stabiLzn. 

FoLlowup on NCPB debts, stabilization. Funds to encourage more 

revalue NCPB assets. provided for both. efficient storage 

Develop crop pchs and distribution. 

credit schm w banks. 

STATUS AS RevoLving crop pchs GOK's 89-90 budget Program will slip N/A N/A 

OF JUNE 89 fund worked well in has Shs 400 H item due to delays in 

88-89 campaign, but for NCPB's reserve Phases I and 11. 

NCPB stocks are high & stabilization pgms. 

and ?? re adequate No decision yet on 

finance for 89-90. who bears Losses from 

Some progress on stabilization. 

writeoffs and debt 

collections. 

4. MARKET Reregister all agents. Coops and "selected Shift WIPP role to one Competition between Annual review, with CO 

DEVELOPMENT New system to monitor agents" to buy 20% of price support "if coops and reg'd pvt focus on role of 

millers. "Modify of maize and sell to appropriate"; possible traders at mill gate. NCPB in Liberalised 

movement permits mills directly, 7/88 further 10% Possible further formal market. 

system"W. TORs for Review results in Liberalization. 10 Liberalization. 

studies on coops/LBAs, 4/89, "consider" "When feasible", bean 

and on prices and food further 10% Liblzn. market decontrol. 

statistics. 

=-.....-. -o............................................................................................................ 
STATUS AS Mixed results in Decision on 20% Degree of further Prospects are N/A 

OF JUNE 89 reregistration of LBAs. Liberalisation was decontrol remains uncertain following 

New regulations set revoked Feb 89, with unc--tain, with no experience in Phases 

for sifted millers. divergent views as to consensus among I and II. 

Much tighter control "what went wrong". NCPB, coops, KGGCU, 

exercised over maize Uncertainty as to pvt traders on how to 

movements in 88-89 policy for 89-90 evaluate results. 

season: 10-bag rule can~aign. 

overridden @ loc Level 



AIEX 2.2 -- Continued 

PHASE I PHASE II PHASE III PHASE IV PHASE V 
FUNCTION (JAN-JUNE 1988) (JULY 88 - JUNE 89) (JULY 89 - JUNE 90) (JULY 90 - JUNE 91) (JULY 91 - JUNE 92) 

5. INSTITUTIONAL High-LeveL Inter-Min Studies on food OveraLl midterm EEC - Review monitoring Annual review 
SUPPORT Cmteee plus Tech Cmtee sector stats and GOK review. ImLement capacity in MSN, and same as in Phase IV.: 

formed to monitor pgm producer prices, food sector statistics expanded Forward 

implementation. Strengthen GOK and price monitoring. Planning Unit (FPU) 
TOR for study of statistics and within the NCPB. 

improved monitoring analysis capacity. 

capacity in MSM. 

........................................................................................................................ 

STATUS AS Coamittees are Pricing study now N/A N/A N/A 

OF JUNE 89 functioning as planned underway after some 

with support from delays. Food sector 
outside consultants statistics study 

who do periodic later in 1989. 

evaluations. 
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CHAPTER 3 

PRIVATE SECTOR CAPACITY ANALYSIS 

3.1 INTRODUCTION 

The KMDP is based on the assumption that the private sector can operate more 
efficiently in a deregulated environment, and expand its share of the market as the 
NCPB gradually diminishes its role as the principal in the maize and bean trade. A 
critical concern for GOK policy makers, however, is whether adequate capacity exists 
in the Kenyan private sector to play a more prominent role in maize and bean 
marketing, while ensuring food security and equity for consumers. 

Many of the points addressed in the KMDP policy agenda will work directly to 
facilitate an efficient role for the private sector in the maize and bean trade. But 
there are also many issues that are not addressed in the policy agenda which *can play 
an important part in the ability of the private sector to respond to this opportunity and 
challenge. These unaddressed issues include general financial, trade, regulatory, or fiscal 
policies, as well as deficiencies in the market which limit the overall development of 
the private sector. 

This chapter provides a brief overview of the private sector in Kenya and then 
reviews the different private actors involved in activities related to the maize and bean 
trade, from input supply to processing and delivery to consumers. It then addresses the 
role of financial institutions as intermediaries, the role of price controls and fiscal 
policies in shaping the structure of industry, and the impact of an erratic policy
environment on the private sector decision making process. Finally, it anticipates the 
likely response of the private sector to the reform program. 

Many studies, including several funded by USAID, have already focused on 
constraints to private sector investment in rural areas in Kenya. These studies analyze 
general environmental constraints, specific constraints facing firms in the agricultural 
sector, and constraints to investment in manufacturing. We attempt to summarize the 
most relevant points from those other studies, but do not duplicate the explanations and 
analyses, except where particularly relevant to the maize and bean trade and to the roles 
of the informal versus the formal sector. 

3.2 OVERVIEW OF PRIVATE SECTOR DEVELOPMENT IN KENYA 

3.2.1. Structure 

Of the many countries in Sub-Saharan Africa, Kenya has one of the best 
developed private sectors, from the size of its informal sector to the depth of its 
internal manufacturing capacity. The manufacturing sector is characterized by a relatively
large segment of both small- and large-scale firms. Though the number of firms in 
the middle-size range (those with 10-49 employees) is similar to the number of larger
firms, middle-size firms represent far fewer employees. Compared to more developed
countries, there is a relative shortage of medium-sized firms. 
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TABLE 3.1 

KENYA ESTABLISHMENTS BY NUMBER OF EMPLOYEES AND INDUSTRY 

Industry 

Dairy Products 

Grain Milling 

Baking 

0-9 

3 

136 

17 

1977 
10-49 

8 

13 

31 

50+ 

15 

12 

9 

0-9 

1 

102 

41 

1981 
10-49 

3 

8 

21 

50+ 

7 

17 

12 

1986 
0-9 

5 

63 

18 

10-49 

13 

6 

30 

50+ 

16 

20 

10 
Other Food 20 23 34 11 19 50 17 24 36 
Saw Milling 

Wooden Furniture 

Printing 

Fabricated Metal 

29 

167 

76 

131 

47 

50 

60 

39 

43 

16 

15 

20 

14 

254 

68 

149 

38 

53 

64 

52 

57 

15 

19 

31 

40 

99 

114 

88 

43 

44 

84 

61 

42 

22 

22 

33 
Machinery 32 41 15 12 53 25 30 54 .15 
Other 61 321 291 664 321 404 534 423 384 

Total Firms' 672 633 470 1316 632 637 
 1012 782 600
 

Total Employment 2.5 15.3 99.7 2.0 14 129.2 2.8 16 145.5
 
(000)
 

Source: Central Bureau of Statistics, Statistical Abstracts 

Table 3.1 clearly shows that large-scale industry has dominated the labor market as 
a source of employment; this structure has not changed substantially over the past ten 
years. The presence of an established large-scale private manufacturing sector in Kenya
since the 1950s is rare in Africa, and has had a significant effect on the development
of the informal sector. It has precluded the entry of many small-scale firms because 
they could not compete with the larger firms. While many other African countries such 
as Nigeria,. Ghana, Sierra Leone, and Tanzania2 have seen a rapid development of the 
informal sector, Kenya's has been more gradual because of this competition. Kenyan
small- scale firms did not enjoy the same de facto period of "infant industry" protection
after independence. 

3.2.2. Market Demand In Rural Areas 

Development of private sector firms is structured by the demand characteristics of 
the markets that they serve. The private sector in urban areas develops differently than
in the rural areas. Market demand depends on many factors which vary by region: 

I The number of small-scale firms, those with 0-9 employees, is undercounted 
by more than a factor of 10 because of recording procedures. The Central Bureau of 
Statistics (CBS) estimated the number of informal sector manufacturing employees to be 
37,000 in J985. 

2 World Bank, 1987.
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purchasing power, the level of sophistication of customers, their perceived needs, the 
quality of the products the customers seek, and the availability of substitutes.' 

The absence of recent data makes it difficult to analyze the current purchasing 
power of the rural population in Kenya, but there are some important findings from 
the rural household survey in 1981/82 -- which are assumed to still hold true3 -
presented in Table 3.2 on the following page. 

The conclusion one must draw from these statistics is clear the fact that 75 
percent of the rural population in 1982 had an annual per capita income of less than 
$205/year means that purchasing power is very limited in the rural areas. This low per 
capita income is probably the single greatest constraint to investment in these areas. 
Real jumps in the level of investment in the rural areas will have to be associated 
with increased purchasing power and the development of consumer demand large enough 
to justify the presence of local formal-sector industries. 

TABLE 3.2 

THE STRUCTURE OF KENYA'S RURAL HOUSEHOLD ECONOMY 

Income Deciles 	 1st 3rd 7th 9th 10th All HH 

Av. Monthly 95 297 805 1539 4028 956 
Income (Kshs) 

% of HH owning: 
plough 3 7 17 19 22 12 
sprayer 	 - 1 5 16 24 6 
wheelbarrow 	 1 3 6 11 23 7 
watertank 	 4 4 9 17 28 10 

Principal 	 Sources of HH Income (%) 
Farm Income 	 67 56 55 58 56 56 
Self-Employment 	 3 6 7 8 16 11 
Wages 	 12 18 18 16 11 15 
Transfers 	 18 20 19 18 17 18 

% of HHs with: 
No Wage Income 80 58 54 53 59 58 
No Self 	 Employment 92 83 77 77 67 80 
No Transfers 	 49 28 24 21 21 28 

Source: 	 Central Bureau of Statistics, Kenya Rural Household Budget Survey, 1981-92, 
(prepared by Harvey Herr), typescript, Nairobi, 1986. 

3 There are no firm figures on per capita incomes today at different levels, 
but, in 1987, CBS determined that the upper monthly income category was Kshs 2,500 
and up, middle income was Kshs 700-2,499, and low income below Kshs 700. This 
represented an increase of 75 percent in noninal terms over the 1982 figure, but shows 
that there have been no major changes in the categories. 



3.2.3. The Role of the Informal Sector in Rural Kenya 

Definition of the Informal Sector 
Despite the many studies donesingle authoritative definition: those 

on the informal sector in Kenya, there isused nofiscal, locational, managerial, 
range across a variety of criteria,or firm size. including

outside Some examples are: thoseof the formal firms which areincome/corporate/company licensing structure; those firms which 
office boxes 

taxes but simply a forfeitary tax; those firms 
pay no 

formal 
For the 

or place of business; and those firms 
with no post

purpose of this study, we will use size 
which employ 0-9 persons.theit most accurately reflects many of the 

definition (0-9 employees), becausefirms in the agricultural sector on which weconcentrate.
 

Importance of 
 the Informal Sector in Rural Areas 
The informal sector plays a more importantin the major urban centers. The World 

role in rural small-town areas thanBank study of 1987 on industry inpresents evidence Kenyaof this. 

TABLE 3.3

EFFECTS 
 OF TOWN SIZE AND FORMAL WAGE-PAID EMPLOYMENTON NUMBERS OF INFORMAL SECTOR EMPLOYEES
Town Size # of Towns Per 100 Residents Per 100 Wage-Earners 

1979 1985 
 19791
2.5 - 8.0 14 13.4 26.0 116.3 118.0

8- 12 9 7.2 15.3 45.1 37.7
12 - 40 11 5.3 9.5 27.3 29.1
90 2 4.9 8.7 26.5 32.3

300-900 2 3.7 6.5 12.0 31.3 

Source: World Bank Study on Industry in Kenya, 1987, p. 235.
 

Table 3.3 shows that 
 the informal 
a sector is more importantsource of employment than the formal 
town, the 

in the smallest towns. It also shows 
sector as 

finding 
more important the informal sector 

that the small,r theis asprobably results from a source of employment.a greater demand Thisareas, and a for informal sectorpreference of the urban products in ruralconsumer for the higher-quality,products of the formal more expensive
sector. 

Table 3.3 data do notinfratructure necessary 
reflect the current policy environment 

demand in 
to support larger industry in Kenya. With only 

or the lack of
the rural areas, there a small marketis very little incentivestart for largeractivities for formal businesses toand small firms to graduate. 
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3.2.4. Rural-Urban Imbalance 

The agricultural sector was the major source of Kenya's early economic growth,
and must be revitalized to serve in this capacity again. However, price and purchasing 
power incentives are shifting away from the productive rural sector towards urban,
commercial trade functions. This reduces the incentive to produce in the rural sector,
because the gains are being captured by the urban service sector. To revitalize the 

purchasing 

rural economy, 
increasing the 

this 
value 

trend must be 
added in the 

reversed and 
rural areas. 

greater emphasis 
The GOK has 

must be 
addressed 

placed on 
this as a 

priority in Sessional Paper, No.l. 4 

The key issue in the KMDP program is how to equitably increase incomes and 
power in the rural areas by re-establishing the proper balance between 

production and commercialization. Increase in production will increase rural demand 
throughout the system, eventually leading to a greater potential for rural investment. 
Rationalization of the current maize marketing program should provide substantial benefits 
to actors in the rural sector throughout the marketing and production channel, and will 
serve to achieve the goal of increased rural investment. 

3.3 	 STRUCTURE AND CHARACTERISTICS OF THE PRIVATE SECTOR RELEVANT 
TO AGRICULTURAL MARKETING 

There are four major industrial/commercial groups involved in the trade of maize 
and beans: agricultural input suppliers, maize traders, transporters, and millers. This 
section will analyze the structure of these different industry groups and the links 
between them, and highlight common characteristics. Understanding the industry groups
will permit us to assess the impact of GOK policies and the existing infrastructure on 
the development of those structures, discussed in Section 3.5. The financial sector,
which provides essential support to all four industries, is also covered in that section. 

3.3.1. Agricultural Input 	 Supply 

The efficient marketing and use of improved agricultural inputs is vital to 
increased production in agriculture. Kenya has a well-developed input delivery system,
reaching deep into the country's main agric,;itural areas. 

Purchased agricultural inputs, other than hired labor, include fertilizers, seeds,
animal feeds, veterinary products and pesticides. The structure of the industry consists 
of three levels of actors: manufacturers and importers, wholesalers and distributors, and 
retailers. 

In general, Kenya's agricultural input industry is characterized by a diverse group
of manufacturers and importers at the top, representing many multinationals and a few 
local firms. The industry narrows substantially at the wholesaler/distributor level, where 
80 percent of the product passes through the hands of the Kenya Grain Growers' 
Cooperative Union (KGGCU). There is a wide network of stockists, primarily working
for the KGGCU, but also some independents. 

The considerable vertical integration of the KGGCU from importer to retailer,
complete with its own network of stockists, means that Kenya's agricultural sector is 
heavily dependent or the KGGCU. The KGGCU receives preferential and often 
exclusive distributorship of 	 agricultural inputs from a number of major manufacturers and 

4 Republic of Kenya, "Economic Management for Renewed Growth", Sessional 
Paper No. 1, 1986. 



84
 

importers. This arrangement has limited competition in the industry at the wholesale 
and retail levels. A large number of retailers, especially in rural areas, must buy
from KGGCU. Such stockists are not permitted to operate in areas where KGGCU 
operates. 

Volume and Variety of Retail Stocks. 

The retail trade in farm inputs consists of the delivery of inputs as well as 
other advisory services required by farmers. Size and variety of stocks vary primarily 
by location. In the larger towns, serving wider markets, big KGGCU outlets are well 
equipped to serve large clients as well as their network of stockists. During field visits 
by the study team, the KGGCU and other full-time stockists in large market areas were 
well stocked by their suppliers. The only supplies in short stock were the bulky 
fertilizers and animal feeds. By contrast, isolated rural stockists tend to also have a 
functional variety of products, but in smaller volume. 

The team observed that KGGCU outlets in the urban areas, as part of a 
distributor/wholesale relationship, are substantially cheaper than those of their stockists. 
With their lower prices, they are able to attract the large farmers who may live far 
away to come into town to fill large orders. This bypasses the many small, rural 
stockists, making it difficult for them to expand their businesses. 

The urban KGGCU stockists and all the independent retailers purchase goods from 
suppliers on a continuous basis. The size of orders is usually large, and reflects trends 
in demand. KGGCU stockists in rural areas make fequent purchases of small 
quantities, often once a week, reflecting their limited working capital. This raises the 
cost to the small rural stockists, who have to bear the cost of the travel to the outlets 
and the cost of transport for the goods back to their shops. Meanwhile KGGCU 
outlet orders are delivered, minimizing transportation costs. 

Advisory/Training Services to Farmers 

As a point of contact with the farmers, retailers can play a significant role by 
providing advisory services on the proper use of agricultural inputs. In theory, proper 
training and advice for the farmers should take place in the fields by extension agents 
or manufacturer representatives. In reality this is difficult to achieve, placing the 
burden on the retail outlets to respond to farmers' information needs. 

Observations during the survey confirmed that counter staff at the retail level do 
not provide this service to farmers. At all visited KGGCU branches, the counter staff 
were too busy serving the large number of customers to have time to advise farmers 
on the proper use of inputs. It was also observed that farmers had to wait to be 
served due to the large numbers of clients, especially at the KGGCU branches in Kisii 
and Kakamega where alternative outlets were few. Also attendants at the stockist level 
generally have no formal agricultural training, and thus are ill-equipped to provide 
advisory service to farmers. 

Conclusion 

Adequate stocks of inputs reach the rural areas, and Kenyans probably purchase 
more inputs than farmers in any other Sub-Saharan African country (perhaps with the 
exception of Zimbabwe). However, there is room for expansion in many districts -
stocks carried by the stockists are often limited, as is their ability to advise farmers 
on the proper products to use. The lack of advisory services at the retail level limits 
increased and proper use of farm inputs and hence- limit the market expansion for 
inputs and the growth of agricultural production. KGGCU's vertical integration, illegal 
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for private firms (see section 3.4.3 on regulation), provides it with a large marketing
advantage, allowing it to freeze out much competition when and where it so desires. 
Independent retailers need increased access to manufacturers/importers so that they can 
compete favorably with KGGCU. 

3.3.2 Actors In the Maize Trade 

Because the informal maize and bean trade is effectively illegal, it is impossible
to quantify the firms and individuals involved, but several generalizations may be made. 
The number of actors is quite large, in the thousands, and they are fulfilling roles as 
distributors, brokers, wholesalers, and retailers. Chapter 2 covers many of the descriptive
aspects of the industry and the links between different actors in the system. This 
section will simply look at the different characteristics of the actors and try to highlight
the major constraints they face. 

Sedentary market traders. The smallest actors in the trade are the retail market 
traders, usually women. Lack of cash generally prevents them from holding more than 
one or two bags of maize or beans at a time. They face no direct barriers to entry
into the market, but must pay a substantial amount of their final margin to the market 
operators to bring in their product for sale (see section 3.4.3 on township taxes). The 
storage fees charged by town and municipal councils inside the market vary considerably
by district, but provide an incentive for them to hold their stocks outside of the 
market. 

The main regulations and taxes the retail traders face are at the town markets. 
Lack of clarity on these regulations allows some municipal and county council cess 
collectors to extort additional fees claiming that traders need a special permit to trade 
in maize and beans. 

Wholesalers. Official traders must be licensed by the NCPB. However,
circumventing the official price structure provides significant profits and is thus a good
incentive to enter the illegal trade. The bulk ex-depot price at the NCPB is so high
(approximately Kshs 3.56 per kilo for maize5) that local traders can procure it and sell 
it for far less through existing, albeit illegal, market channels. Even after accounting
for payments to clear roadblocks, these traders usually still have a fair margin left for 
profit. 

While there are many wholesalers who purchase only a portion of a lorryload,
the majority of them deal in the lorry as their minimum size. For wholesalers this 
implies a working capital of at least Kshs 60,000 per load of beans or Kshs 25-30,000
for a load of maize. 

Interestingly enough, the legal barriers to entry make it a profitable market to 
enter on the illegal side. The legal barriers raise the margins people can charge
because there are relatively few official traders at this level. The primary criterion for 
entry is the level of adventurousness of the trader, not strictly his or her level of 
working capital. 

Observed storage facilities were usually large rooms big enough to hold between 
100 and 200 bags at a time. This small size conveniently matches the capacity of the 
trucks, and may reflect the fact that wholesalers are unwilling to make significant
investments in storage. 

5 This depends on the district, but the current standardized pices are fairly
homogeneous. The cited price is for Nairobi. 
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Market information does not appear to be a constraint on the trader side. 
Wholesalers were aware of prices all through the channel, from the price their supplier 
pays at the farm gate to prices in different towns in the region. 

Lorry traders. Maize and bean lorry traders function as wholesalers and 
distributors using their own trucks. By vertically integrating their activities they are able 
to capture larger margins. The consensus in the industry is that an increasing number 
of lorry traders are women (now about 20-25 percent) who are playing a serious role 
in the business (see Chapter 4). They have often worked their way up through the 
business and understand it very well. The explanation for the success is varied, but 
their hands-on management is definitely an important factor. 

Agents. Licensed buying and selling agents of the NCPB enjoy a large advantage 
over regular traders who are not licensed by the Board. Because they are official, but 
with no real records, they can hold maize without any official complaints. The 
advantage to being an agent supposedly lies in the Kshs 6.50 commission which is paid 
for delivering the product to the depot, but, in reality, other costs more than absorb 
this fee, forcing the agents to pay below-market prices for their purchases. 

It appears that typically there are a very few large agents in a district, supplying 
one-five lorries/day to a depot, and then a number who are much smaller, supplying 
one lorry every week or two. It is important to note that during peak season, the 
traders will sell all they handle to the board at the official price (currently Kshs 240 
for a 90 kg bag, delivered), but as the season tails off, they will keep some stock 
(between 100 and 1,000 bags, depending on working capital capacity) for resale later in 
the year during the shortage period when the price would increase by 50 percent. This 
is still cheaper than the ex-depot price charged by the Board, which is farther away.
This need to turn over the maize quickly reflects the general nature of trading: turning 
the product over as quickly and as many times as possible allows traders to make 
optimum use of their working capital. This refutes the popular view that the traders 
would hoard the maize. 

Some other important characteristics of the informal trade include the following: 

e 	 The cost of transporting the maize to the Board (for those who need to hire 
transport) is greater than the reimbursement from the Board, so the agents are 
forced to pay prices below the published producer price in order to break even. 
Real incentive to them only comes from being able to officially buy from the 
farmers very cheap and then sell it back to the farmers later (the true role of 
commerce); 

@ 	Large agents are able to get working capital loans from the commercial banking 
sector, usually in the form of an overdraft; 

a 	 The most successful agents have their own lorries, so that they are able to 
vertically integrate activities and reap greater benefits; and 

9 	 Many agents wholesale and retail other commodities, providing other sources of 
income to help finance the trade. 

Brokers.6 Relatively few brokers were identified, but it seems clear this segment 
of the industry is beginning to evolve as traders gain experience in long-distance 
arbitrage. The team encountered one sophisticated enterprise which placed orders by 

6 A broker is an actor who coordinates the purchase and delivery of maize 
for individual buyers. He rarely takes delivery of the product, but usually ensures that 
it goes directly from the supplier to the buyer. 
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telephone direct to large farms in Uasin Gishu, arranging for lorryload deliveries to 
various points in Kitui District the following day.7 They supply the larger wholesalers 
directly by truck, often with no offloading between the farm supplier and the 
wholesaler. Because the trade is illegal and these actors have a potentially high profile,
they often depend on influence and connections" to protect their investments. 

3.3.3 The Maize Milling Industry 

Structure
 

The milling industry accounts for the majority of maize processing and is the 
largest organized market for maize in the private sector. It comprises four major 
categories of operators:' 

* 	 Large sifted flour millers, who concentrate on selling packaged processed flour 
(NCPB licensed capacity of 30,000 to 110,000 bags per month); 

o 	 Medium-sized mills, which do both packaged processed flour and special order 
milling for individuals (NCPB licensed, capacity under 20,000 bags per month); 

o 	 Smaller mills which can produce grade one sifted !."€,ur, but concentrate on Dosho 
and are not licensed by the NCPB (capacity up to j,000 bags per month); and 

o 	 Small Q.hQ mills, which dominate the industry in number, and primarily mill 
the maize of farmers (roughly 15 bags per day, or 30 percent capacity 
utilization). 

Large sifted flour mills. The largest millers buy in bulk from the NCPB and sell 
their flour in 2 kg bags around the country. There are 27 mills licensed by the 
NCPB to process and trade flour, but only i7 of these have more than 50 employees.
The industry is dominated by Unga, Ltd. whch controls 40 percent of the market, 
followed by Mombasa Maize Millers, Momba ,i Grain Milling Co., Jambo flour mills and 
the Milling Corporation. See Annex 3.2 for th,' Lomplete list of mills and their NCPB 
allocations. 

These mills are generally located adjacent to NCPB depots, in some cases having 
a conveyor belt link directly into NCPB silos. This provides them with easy access to 
their principal supplier, which also covers their costs for transport and storage.
Competition among mills is stiff, but they are evenly distributed around the country to 
cover different geographic market niches. Only Unga Ltd. appears to have a national 
distribution network. Those in deficit areas, in particular, are able to gain leverage
from the uniform delivery and storage costs provided by the NCPB to make a profit. 
The cost structure for the industry, dictated by the maize price schedules and the 
NCPB's role as principal supplier at near .,.'form prices across the country, heavily
favors the location of the mill in the place of consumption rather than the place of 
production of the raw material. 

7 The broker in this case was able to move the maize using official NCPB 
permits which had been issued to prominent individuals, who in turn received a share 
of the profit from each transaction. 

These categories were identified by the authors based on the observed level 
of investment, marketing channel and operational characteristics, and do not reflect any 
form of formal differentiation. 
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These mills have capacities ranging from 40 to 350 tons per 24 hours, and an 
investment beginning at Kshs 20 million (current value). Their storage capacity varies 
between 20,000 and 40,000 bags, which gives them one month's working stocks. This 
limited stL rage capacity is heavily influenced by the role of the NCPB as principal 
marketer, storer, and supplier of maize to the mills. 

The major barrier to entry into the formal milling industry is the license required 
from the NCPB. The NCPB appears to be blocking new entrants into the system on 
a regular basis. It took Kitui Millers Ltd. four years to get their license, and several 
others who have applied have not yet received their licenses to mill and trade maize. 

Medium-sized maize mills. The medium sized mills are licensed by the NCPB and 
have the capacity to mill both grade one sifted and Dosho flour. They comprise 
principally the ten licensed mills not included above. They prefer to mill for 
individuals on a fixed-fee-per-bag basis, rather than milling maize purchased from the 
NCPB under the official margins. 
of sifted flour under their own 
individuals and wholesalers. 

Some, 
trademark, 

however, also bag and sell 
but earn larger margins 

two 
milling 

kg. packages 
poslo for 

The major constraint they 
compete with the large millers. 

encounter 
For this 

is establishing the marketing 
re;son they prefer to remain 

channels to 
in the small, 

personal service area, where they can respond to large milling orders from posho 
wholesalers and retailers on short notice. Their regular business includes large contracts 
to mill for prisons, institutions, schools, the army, etc., which provide their own maize 
for milling. 

Many of these millers hold relatively large stocks of their own, on the order of 
2,000 bags. They sometimes conceal additional stocks as "cereal banks"9 for traders, 
which they trade during the shortage season. This peak milling season is during the 
end of the growing season when farm stocks are at their lowest levels. The maize 
which has been stored by the traders is now brought out to be milled and then 
marketed to the rural population. 

These mills can handle between 20 and 50 tons per day with an investment worth 
at least several million shillings at today's rates. They are usually located in the heart 
of the grain growing districts where they are close to the traders who will wholesale 
and retail milled posho to farmers before the end of the harvest. They tend to hire 
10+ employees and bring on many temporaries if the work is very heavy (during July-
September). 

An interesting phenomenon, reflecting the special niche market the medium-sized 
mills have captured, is the lack of competition. In the town of Nakuru the few 
medium-sized mill owners meet every year to set the price they will charge to mill 
grade one sifted maize meal for independent traders. However, for Dosho, for which 
there are many competitors, these mills must compete on price as well as their ability 
to handle high volume. Figure 3.1 on the next page depicts the advantages, under the 
current price control structure, to milling maize for individuals and traders (shown as 
"informal sifted flour" in the bar chart) rather than maize purchased from the NCPB. 

Smaller mills. The smaller-sized mills also have the capacity to mill both sifted 
and posho flour. They have characteristics similar to the medium-sized mills, but less 
capacity for storage and volume. They also lack the longevity and numbers of regular 
clients. Their capacity for sifted flour is much lower than the medium-sized mills. 

9 Some consumers and traders store their maize with their miller. This allows 
the miller to control the quality of the storage, as well as have maize available for 
short-term use. 
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They are located in towns outside of the major grain growing areas. There is rarely 
more than one small mill per town. 

Their initial investment cost is between Kshs 250-500,000 with daily capacity 
between 5 and 20 tons. They have one small roller mill to complement their hammer 
mill. They do some milling for their own account, but primarily mill for farmers 
during the six months after harvest season, at which point they greatly increase their 
milling for - traders; these latter have stored maize which they purchased directly from 
the farmers. 

These mills are run by electricity. They may do as few as two-three bags/day 
during the off season and up to 50-75 bags/day during the peak shortage months of 
July-September. These mills will capture some of the smaller-scale contracts from 
institutions and government agencies. They generally hire up to three people, with 
monthly wages of Kshs 700 etch. Most have graduated up from the typical Qsho mill, 
described below, in the urban areas, although Kenya Industrial Estates (KIE) has financed 
some to start directly at this: scale. 

The typical posho mki. The most numerous of all, these mills are found in small 
villages and around towns. They are usually spaced every few miles in the heavy 
producing areas, or clustered in the towns and market centers in the non-surplus areas. 
Their milling season run counter cyclical to the larger mills, doing their best business 
in the season right after harvest, when the farmers have plenty of maize. In urban 
areas in Western Kenya, there may be as many as five to eight Dosho mills in the 
same market. In rural areas, these are often very isolated and deal with a specific 
clientele which comes on a regular (weekly) basis and mills only for direct consumption.
There has been a significant increase (approximately 50 percent) in the number of these 
mills over the past two years in the six districts studied (see Chapter 4). 

Their operations drop off by 50-75 percent during the off season, just at the time 
when the farmers are running low on maize. This latter is the precise time that the 
medium-sized millers are increasing their work loads as they begin to mill for the 
wholesalers who will then transport to the rural areas for sale in small quantities,
cheaper than the packaged sifted flour. 

The Dosho mills are diesel-powered when the location does not have electrical 
service. This allows them to function in rural areas, but is far more expensive than 
electricity. For example in Karatina, the monthly electric bill to mill 1.2 tons of maize 
per day is Kshs 700; for the same size mi'll to do 500 kg of maize per day costs 
Kshs 60/day in diesel (Kshs 1,440/mo). 

The mills will do two-three bags a day during June-September, but up to 10-20 
bags during the post-harvest season. The owners tend to live hand to mouth, with 
little working capital; they consume what they earn. These mills often have trouble 
paying major repair costs and may have to shut down altogether when the mill breaks 
down. 

Consumer milling costs are lower in areas with a heavy concentration of mills. 
Mills which are closer to the clients charge more than do mills which are located 
farther away (provided other mills are closer). The range of prices runs from Kshs 
0.30 for mills in heavy competition areas to Kshs I for Dosho mdils located far from 
others (usually in seasonal deficit zones). 

The investment cost required to start up a small Dosho mill is about Kshs 160,000 
(130,000 for the mill, 30,000 for the building, and licenses, etc.) so it is not that 
difficult a business to enter. This amount is usually available as bank loans. 
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Industry Involvement in the Maize Trade 

As noted above, the milling industry is the dominant private commercial force in 
the maize market. The NCPB sells 80 percent of its purchases to large mills, with 
some relatively minor sales to the medium-sized mills. As the major end user of the
maize, the mills would appear to be the major winners in the liberalization of trade,
but this may vary among firms. It is apparent that some of the large mills presently
benefit from a capacity to purchase maize directly from farmers at substantially cheaper
prices than the NCPB ex-depot price. The prime example is the Milling Corporation
of Kenya, Ltd., owned in part by the NCPB and under the Ministry of Supplies and 
Marketing, which has its own permit book to allow legal purchases and delivery of 
maize from farmers at prices well below those of the NCPB. 

There appears to be an interesting phenomenon with relation to maize :ales from 
the NCPB to the large firms: those firms based in the surplus areas are purchasing less
maize from the NCPB than a few years ago (Milling Corporation and Unga, Ltd),
while the mills located in the deficit areas (Nairobi, Mombasa, Kitui, etc.) are 
purchasing their maize primarily from the NCPB. This appears to reflect the differences
in storage and transport costs between the areas. Despite purchasing maize at a much 
lower price from selected private traders, the Milling Corporation continued to sell its 
sifted maize meal at the officially set prices (see Section 3.4.2). 

The medium-sized millers always buy some maize from the NCPB but rarely more 
than 20 percent of total consumption. They claim the official margins are too small 
for them to make any profit, but this is true only in the case of Dosho flour milling.

Their major constraint with sifted flour is competing with the better- established large
flour mills. By formally purchasing some maize from the NCPB they are able to
camouflage illegal maize purchases direct from farmers. Instead, they perform the
majority of their milling for the wholesale and retail traders who pay a higher price
to have their own maize milled by the bag. As noted above, these mills will often 
hold about 2,000 bags of maize which they have purchased locally. 

The smaller mills mimic the medium-sized mill behavior, but on a smaller scale. 
Meanwhile, the typical posho mill rarely engages in the purchase and storage of maize,
relying on the local farmers to do that. 

3.3.4 The Transport Sector 

Official statistics on the structure of the industry are weak for the smaller-size 
firms but valid for the majority of the large firms: 

TABLE 3.4 

TRUCKING ESTABLISHMENTS BY FIRM SIZE 
(# of employees) 

0 1-4 -10-19 2o-49 0+ 
1977 66 29 24 20 18 31 
1981 81 17 22 21 14 39 
1986 39 49 15 20 17 24 

Source: Central Bureau of Statistics, Annual Statistical Abstract 

These figures reflect the stability of the industry, with relatively few changes in 
the number of medium-sized firms (between 5 and 49 employees). Generally in larger
towns where there is a greater dependence on interdistrict trade, there are more large 
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firms and a greater capacity for transport. In many towns, such as Nakuru, this
reaches an excess capacity of transport. In smaller towns, such as Nyeri and Kitui,
there is sufficient transport to meet local needs, but the majority of the services
rendered are within the district or in the surrounding districts. The average distance 
for haulage registered by the truckers interviewed during the field work was about 50 
km. 

For large interdistrict hauling of maize, one tends to find the market dominated 
by trucks 'from larger towns (Nairobi, Mombasa) belonging to large trucking firms.
These firms receive their instructions to transport maize from NCPB headquartered in 
Nairobi, allowing them to make optimal use of trucks on return trips from destinations 
abroad and up-country backhauling maize. This business is highly competitive and the
NCPB is able to get the largest trucking firms to offer the same rates as the railroads. 

It is important to note that the private trucking industry ;s currently handling
100 percent of the maize transported by road within the country. Along the axes
serviced by rail lines, there is still a fair amount of grain transported for the NCPB 
by rail. 

Cost of Entry 

Compared to other expenses in the trucking industry, the official cost of entry
into the trucking business is not high. To register, a trucker must first pay Kshs 
1,650 at the municipal level for annual registration, plus Kshs 3,000 at the District 
Trade Office. Length of time for approval of initial application is up to two months,
due to the requirement for approval by the county council. 

The real barrier to entry into the trucking industry today is the cost of the
vehicles. A seven-ton truck now costs in the range of Kshs 1.2 million (slightly under 
$60,000 at the current exchange rate). It appears that loans to purchase trucks are
available; the majority of the trucking companies interviewed had received loans to buy
their most recent vehicle. 

Main Constraints Encountered 

Profitability in the trucking industry is directly related to the efficiency of the 
operator in terms of downtime of his vehicles and getting optimal transport use when 
on the roads. The first is directly related to the efficiency of the client in loading
and unloading the product, and the second is dependent on information available to the
trucker on products avai!able to be transported. The ideal situation is a truck constantly 
on the road carrying cargo on all legs of a trip. 

The trucking industry has developed effective methods for interacting with the 
NCPB to meet the heavy movement needs of the organization. !.arge interdistrict 
hauling is handled primarily by big trucking companies on their return trips. The
knowledge that there is a cargo to be transported several weeks in advance and the 
ability to contract for the transport before a truck leaves on its initial leg of a trip 
are very important to the optimal efficiency of trucking companies. The NCPB is able 
to communicate those needs to the trucking companies with enough lead time on fairly
standard routes to make it economical for them to collaborate. 

A major constraint noted by all the truckers who are currently hauling maize
locally for the NCPB is the low rate paid of Kshs. 10 per bag by the Board, relative 
to time spent completing the operation. In contrast with the good information flow is 
the downtime the trucks must put up with while dealing with the NCPB. Because of
inefficient systems, trucks often have to wait for several days to load and unload at
NCPB depots, creating a serious opportunity cost to the companies. The downtime 
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reflects the centralized nature of the NCPB and bottlenecks in the system inherent to 
its structure. A more decentralized structure, or one without these bottlenecks, would 
greatly increase the ability of the trucking industry to move more maize at a lower 
cost. 

In addition to the cost for the trucks under contract to the Board, small truckers 
hauling maize for farmers and agents pass the costs of waiting directly through to the 
customers, charging substantially more to move maize to the depot than the NCPB 
reimburses to the farmers and agents. In Kitui District, bad roads and long delays at 
the NCPB caused truckers to charge Kshs 15-20 per bag for transport as short as 2 
km. The real cost to the transporters comes from the downtime rather than distance 
covered. 

The following rough estimate of the opportunity cost to truckers shows just how 
much potential economic activity is lost to the economy by tying up resources waiting 
ir line. This amount would find its way around the econmy, most likely in the 
form of lower transport costs to producers. 

TABLE 3.5 

OPPORTUNITY COST OF WAITING" 

Number of bags handled by the NCPB per year 7,000,000 
Size of each truck: 100 bags 

Number of truck days lost: 70,000 days 
Opportunity cost of truck: Kshs 1,000/day 
Total cost to industry Kshs 70,000,000 

The trucking firms and individual owner-operators have proven that they have the 
capacity to handle Kenya's maize trade. Their major requirement is sound information 
on the movement needs of their clients so that they can plan ahead. A clearly 
outlined liberalization of the maize trade would allow the trucking companies to enter 
into agreements with the major clients, allowing them to program their schedules 
effectively. The trucking companies have much flexibility, but cannot be expected to 
be able to change their plans on very short notice for long hauling. 

3.3:5 Summary of Important Industry Characteristics 

Barriers to Entry 

Barriers to entry vary across the four industries, and also by the level of entry. 
At the level of the smallest firms (generally informal sector enterprises), the barriers to 
entry are minimal. This is shown by the large numbers of smadl-scale firms in all four 
industries. 

10 This example is based on a series of assumptions which vary year to year. 

It is assumed that each lorry carrying 100 bags encounters an average of one day of 
down time; that the NCPB handles 6.6 million bags in a given year, and that the 
opportunity cost of one truck/day is Kshs 1,000. These assumptions are made based 
on field observations and on average figures for handling. They are probably 
understated, given the numerous times that each bag is handled within the system, but 
the figures illustrate the magnitude of the problem. 
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In the transport and milling sectors, the primary barrier to overcome is access 
to the capital necessary to purchase the equipment. In nearly all the recently established 
vosho mill operations, credit had been obtained to purchase the machine, reflecting goodaccess to credit plus the relatively small size of the loan required. The large increase 
of Qqoho mills registered in each of the six districts over the past two years reflects
the relative ease of entry. For the transport industry, tha majority of the owners
interviewed also acknowledged getting credit for the purchase of their first vehicle. 
Those who: didn't get credit started at a much smaller level and with a used vehicle,
rather than a new one, and added new vehicles at a later date. 

For the input industry, the key barrier to entry is becoming a KGGCU stockist 
and having the technical expertise required to get a license. As noted, the KGGCU
is the dominant force in input delivery in the maize zone. Outside of this zone, there 
is freer competition, but a much smaller market. 

The large numbers of small grain traders, primarily women, reflect the ease of 
entry into this sector. The legal framework surrounding the trade discriminates against
larger traders, so that the great majority of the actors in the trade remain small. 

Barriers to entry at a larger scale in each of the industries differ widely from 
those at the lower levels, and become more complex. In the milling industry the major
barrier to entry, or graduation, is the official license to mill and trade maize, issued
by the NCPB. This has become much more difficult to obtain in recent years, even 
for people who have already purchased the equipment. The ultimate decision to grant 
a license/permit to mill is made by the Board of Directors of the NCPB." This
obviously permits a lot of political discretion in the decision process, as well as 
opportunities and/or requirements for persuasion. 

The primary barrier to entry for the larger input distributors is access to the
manufacturer/importer link. KGGCU controls most such links and, as the largest actor
in the region, has arrangements with the major suppliers to remain their sole distributor,
under threat of losing KGGCUs distribution network. This virtually eliminates medium
scale competition to the KGGCU, as witnessed by the lack of independent, medium
sized competitors. The other actors are manufacturers or importers in their own right,
giving them guaranteed access to supplies. 

Barriers to entry into the large-scale maize trade vary by the specific actor. 
Some overcome the legal barriers through political power and ability to obtain official
documents permitting them to enter the trade. This allows these actors to maximize
profits in the context of a controlled industry. For the others still operating in the 
purely illegal sector, the primary barriers are willingness to bear the risks and rewards
of an illegal activity, including payments of chai, and access to sufficient capital to 
purchase lorryload volumes of maize. 2 

Graduation 

Closely linked to barriers to entry is the ability of actors to graduate up through
the system. In the milling industry the major barriers are the NCPB licensing and
marketing networks. There are a fair number of medium-scale millers, possessing a 

11 Source: NCPB officials. 

12 The lorry load of about 100 bags appears to be the economical size of 
delivery based on interviews with the traders. This is reinforced by the fact that 
several women will group together to buy a lorry load for transport, but do not 
transport half lorry loads individually. 
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permit, who find it impossible to grow because of the domination of the trade in their 
region by one large miller. As noted above, each of the large millers has carved out 
a geographic niche which gives him the advantages of transport and marketing networks 
within those areas. A medium-sized miller does not have the network necessary to 
expand market share in his region and the transportation costs to other areas make it 
uneconomical to try to compete outside of one's geographical zone. 

Graduation of the Fmall Dosho mills to the next larger size appears to be an 
issue of market size an6 access to capital. In most of the rural areas, there is 
insufficient demand for sifted flour to warrant the installation of a sifted flour mill, 
so the small sifted flour mills must be reserved for retail demand within the urban 
areas. This virtually eliminates the opportunity for graduation among the rural Dosho 
mills. At the same time, the strong competition between mills has forced prices down 
to minimum levels of profitability. This also makes it very difficult for these mills 
to grow and sometimes even to cover their costs in the event of a breakdown. 

As noted earlier, movement controls serve to repress the wholesaling function, with 
the result that graduation from retail trade and "first handling" at the wholesale level 
tends to be difficult. In theory, efficient smaller traders can accumulate capital that 
allows them to gradually spiral upward into larger operations; but the regulatory system 
actively discourages this, and many retail trading niches involve very small volumes (one 
or two bags of maize a day, often less) with margins of Kshs 0.30 to 0.50 per kg,
which provides a very marginal income to the trader. 

There are few constraints to growth fcr transport firms, other than their ability 
to run their businesses properly. Since they contract to transport maize and beans, the 
legal trade restrictions have little impact on them, affecting the owner of the maize 
instead. By contrast, they face the issue of market demand and overcapacity of 
transport in certain regions of the country and may be limited by the market niche 
they have selected. Growth from a district-level transporter with a few trucks to a 
transporter dealing with interdistrict and international hauling represents graduating into 
a whole different industry. 

Integration 

Vertical integration is a relatively minor factor in the structure of most of these 
industry groups in the formal sector. Government policy has mandated that firms which 
manufacture cannot distribute, those that distribute cannot retail, and so on. Despite 
the law, however, the input industry has high vertical integration, focused on the 
KGGCU, which imports, distributes, wholesales, and retails. This allows the KGGCU 
to outcompete all other actors. 

In the informal sector, however, integration of one or more steps is common and 
increases the margins to the trader. For instance in the maize trade, the lorry traders 
and many agents combine transport with buying and selling maize, allowing them to 
capture the double margin and organize their movements to haul loads on all legs. 

Horizontal integration is found primarily among the agents for the NCPB and the 
medium- and large-scale mills. The agents often have another retail/wholesale business 
on the side which they are able to leverage in the maize trade. The mills move 
horizontally into the manufacture of animal feeds with the waste from their sifted flour. 
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3.4 LINKS TO OTHER INSTITUTIONAL STRUCTURES 

3.4.1 Private Trade Links to the NCPB 

The NCPB is the dominant player in the maize trade and, as such, ')lays a very
important role in shaping the structure of the trade in geographical regions. We will
look directly at the impact it has on the four principal industry groups discussed above. 

Agricultural input suppliers. The NCPB currently has no direct relations to this
industry, though its policies could shape the industry development. By buying all of 
its maize at a uniform price, the Board does not encourage investment in higher quality
maize breeds which may be more expensive but have better milling potential. It also 
prevents the mills, which have an interest in receiving higher quality maize, from 
contracting directly with large farmers who would be interested in making those 
investments. 

The principal input supplier is the KGGCU, which is also a principal in wheat
marketing and in the 1988-89 campaign was supposed to become a major trader in
maize. Shortly after the KGGCU finally arranged financing to ernter the market and
had purchased only 90,000 bags, the NCPB ordered it to stop marketing, ostensibly
because either the NCPB was having trouble turning over its stocks, or because it wasn't 
able to purchase enough for food security purposes.13 

Traders. The Board has a significant impact on the actors in the maize trade.
The traders are dependent on the Board for the issuance of their permits and must 
have good relations with the Board. The Board controls the licensing process for agents
and the issuance of movement permits which, as discussed in section 3.5.2, are a major
determinant of the structure of the trade. 

The official agents who deal with the Board have institutionalized payment of 
thai, particularly the standard Kshs 5 fee per bag to depot clerks and produceinspectors who can accept or reject maize upon delivery. The systems within the 
Board are designed to promote these charges, including the location and procedure used 
for the moisture tests."' 

Transport. The NCPB is a large and steady client of the transport industry.
With opportunities for moving more than 6 million bags of maize a year, often more 
than once, over first short and then long distances, establishing regular relations with 
the Board can be a very profitable business, particularly for long-distance hauling. 

Since the majority of the long-haul assignments are made in Nairobi, it is very 
easy for large transporters to arrange back-hauls which ends up being cost effective for
both the NCPB and the participating firms. The centralized allocation process naturally
disfavors the small local transporters who may wish to get work from the NCPB, but 
are not present to plead their case iii Nairobi. 

At the district level, transporters register with the NCPB to haul maize from 
buying centers to depots, but this is more of a convenience to try to ensure maximum 

13 Though these two explanations contradict one another, both have been put
forward by GOK sources. Since the NCPB held stocks of about 10 million bags as 
of May 1989, it would appear that the perceived threat to the Board lay in not being
able to sell adequate amounts of maize to the mills. 

4 In the depots visited, the moisture meter was kept inside an office, out of 
sight of the person delivering the maize, so he could not verify the test procedures or 
even be sure whose maize was being tested. 

http:purposes.13
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vehicle use. However, the rates paid by the NCPB often do not compensate for the 
subsequent downtime caused by delays at the depot. 

Milling. The large millers are integrally tied into the NCPB. They are officially
100 percent dependent on the Board for supplies of maize and for the permits to move 
their flour to market after processing. The dependence on the NCPB for all supplies
has both its positive and negative points. On the positive side, the NCPB is presently 
a monopolist in the market, so the mills have a guaranteed supply of maize. Second, 
the NCPB must handle the storage and transport function for the millers. 

On the negative side, the tremendous inefficiencies of the Board have forced an 
uneven price structure on the mills, with the NCPB capturing the majority of the price
mark-up between the farm gate and the consumer. In addition the mills have to put 
up with the consistent delivery of poor-quality grain, and very uneven weighing results, 
due to the NCPB's inadequate weighing facilities and procedures. 

3.4.2 Maize Industry Links to the Cooperative Movement 

Kenya's cooperative movement incorporates a wide range of organizations with a 
variety of goals, from savings associations to produce and input marketing. Almost 
every division in the country has a cooperative of some type. Cooperatives play an 
important role in ensuring equitable distribution of income in the agricultural sector. 
The present role of cooperatives for marketing maize and beans is quite restricted, but 
they have the potential to play a much larger role under a liberalized marketing syster. 

In the 1988/89 marketing season, in view of the potential benefits to members 
of cooperative organizations, the GOK recommended that cooperatives should take the 
major share in the marketing of maize as part of the private sector participation. 
The KGGCU, already a principal for wheat marketing, was selected as the representative 
of the cooperatives to enter the market as a private intermediary, legally able to buy 
and sell maize from the rural areas directly to the mills without passing through the 
Board. This authorization was rescinded in February 1989, less than two months after 
the KGGCU entered the market. 

In general, cooperatives have been allowed to serve as agents for the NCPB, 
collecting a Kshs 6.50 commission for every bag of maize delivered to the Board. 
However, they have encountered many problems doing this. The largest problem is on 
the issue of extra payments required for NCPB depot personnel. Several of the 
cooperatives interviewed in Nakuru district were unable to deliver thousands of bags to 
the Board because they refused to make the necessary payments. With these extra 
problems, the cooperatives have little interest in serving as intermediaries for their 
members, because they are not able to pay them as much as they feel they should. 
In a few cases, very strong cooperatives based on other products (such as milk) served 
as a marketing intermediary for their members, but only as an extra service. If they 
were able to sell directly to the mills they would be far more interested and capable
of doing it well. 

Financing 

The Cooperative Bank of Kenya (CBK) and cooperative savings and credit societies 
are major agents for mobilizing savings from and lending to the small-scale farmers and 
entrepreneurs for investment in the agricultural sector. These institutions lend to well
managed and solid cooperatives for maize marketing and would lend for buying, storing, 
and transporting maize. Under a more liberalized maize trade they would, however, 
have to develop new systems for collection, as they are currently dependent on the 
Board as the principal source of reimbursement. 
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Loan repayment has varied greatly by cooperative. The CBK branches reported 
a repayment rate between 50-98 percent in the six study districts. This is
unsatisfactory, but may improve with better management and expanded economic activities 
by the societies. 

Impact of KMDP on Cooperatives 

Cooperative societies and unions have played and can play a vital role in
production and marketing in the rural, small-scale agricultural sector. However,
cooperatives are not playing their full role in this sector. The major causes for the low
levels of performance are weak management committees and staff; poor access to steady
supply of working capital; and the fact that many coops are small and have no 
economies of scale. 

The cooperative sector represents a large proportion of the private production and
marketing of agricultural produce and inputs. The reform program to eliminate price
and movement controls and increase the market share of the private sector will require
cooperatives to assume more responsibility in marketing. The GOK believes that 
cooperatives have vital to and recommended that bea role play has they given
preference over individual traders to buy, store, transport and sell maize in competition
with the NCPB. If well managed, the cooperatives have the ability to serve small
scale farmers' interests better than private traders. However, the issue of sound 
management must be resolved before the cooperatives will perform better than the 
traders. 

3.5 ANALYSIS OF CONSTRAINTS TO RURAL INVESTMENT 

3.5.1 Credit 

Traditionally, a major constraint to the development of local enterprises in rural 
areas is a shortage of capital for investment. Yet this does not appear to be the case
in rural Kenya. Kenya is covered by a financial network which has branch banks in
all district capitals and many secondary towns. Findings in the six districts which were 
surveyed showed an excess supply of capital in the rural financial system, and a net 
export of capital from the rural areas towards the urban financial centers. 4 Annex 3.1 
presents a brief overview of the structure of the financial sector in Kenya. This 
section reviews formal rural lending, highlighting the existing links and interactions 
followed by an analysis of the constraints. 

"4 Contrasts in rates of lending are illustrated by the following examples from 
Kitui, Nyeri, and Nakuru (the latter a large urban area), as of June 1989: 

e 	 Kenya Commercial Bank, Mwingi (Kitui District): 20 percent of local deposits 
were invested/loaned by the branch;

* 	Kenya Commercial Bank, Nyeri branch: less than 25 percent of its deposits
loaned to local borrowers; 

* Standard and Chartered Bank, Kitui branch: 17 percent of deposits loaned to 
branch borrowers;

* Barclays Bank, main Nakuru town branch: roughly 100 percent of local savings
loaned (urban location).

* 	Barclays Bank, second Nakuru branch: roughly 50 percent. 
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Structure of Rural Lending 

In the six districts surveyed, commercial banks were making 20-35 percent of 
their loans to agriculture. The corresponding figure between 1974 and 1986 was 12-17 
percent. Eighty to ninety percent of the lending to agriculture is for production in 
the form of short- and medium-term loans. Table 3.6 shows the degree of commercial 
bank lending to agriculture by size of farmer small-scale farmers with less than 50 
ha received 16-27 percent of total agricultural loans. The bulk of the lending is to 
commercial large-scale farmers with over 50 ha. Cooperatives also received between 9 
and 24 percent of formal lending between 1974 and 1987. 

There has been limited lending for maize marketing. All the banks surveyed
reported a sudden increase in loan requests from NCPB agents and cooperatives to 
purchase maize in the 1988/39 harvest season, but this still represents a small percentage
of each branch's lending. The loans were primarily in the form of overdrafts. These 
banks also indicated that they could finance construction of storage facilities, provided 
a bankable project could be presented. Commercial banks reported that they did not 
finance purchase of lorries. This was done by non-banking financial institutions such 
as United Finance Trustee. 

TABLE 3.6 

COMERCIAL BANK LENDING BY SIZE OF FARMER 

StL Farm % Large Far % coops % Agric. % Total 
Year (<50 ha) (>50 ha) Boards 

.o.......... ...... .. ... o........ .................. o.....o. e •...• .. ................. e.. ~.. ... 

1974 103.8 231 235.3 52 42.8 14% 54.7 121 456.6 
1975 167 23% 363.3 51% 94.2 131 88.7 12% 713.2 
1976 243.5 271 432.2 471 85.3 91 152.1 171 913.1 
1977 307.5 231 517.4 381 197.9 15% 330.1 241 1352.9 
1978 302.5 191 732.5 471 353.9 231 174.3 11% 1563.2 
1979 317.8 171 986 531 399 211 161.7 91 1864.5 
1980 380.3 181 1053.7 511 432.3 211 211.9 101 2078.2 

1981 499.7 221 1008.9 441 462.4 201 335.4 151 2306.4 

1982 559.2 20X 1151.1 411 436.1 15% 674.9 241 2821.3 
1983 594.3 161 1210 321 592.8 161 1414.8 37% 3811.9 

1984 700.6 191 1268.3 351 654.5 181 1013.1 281 3636.5 
1985 805 191 1676.6 391 603.9 141 1253.2 291 4338.7 
1986 922.9 201 1787.7 391 595.2 131 1270.4 281 476.2 
1987 940 191 1881.7 381 1204.9 241 949.8 191 4976.4 

Source: Central Bnk of Kenya, Quarterly Report, June 1988. 

Lending to middle-sized firms seems to be missing, reflecting the discussion in 
Section 3.2. This is confirmed in the recent ILO-sponsored "Strategy for Small Scale 
Enterprise Development in Kenya", which also concludes that the "missing middle," those 
firms which are too large for NGO support but too small to receive bank loans, are 
often the ones with greatest potential to succeed and grow in the rural areas. The 
evidence from other studies" shows that most rural microenterprises are not generally
established or expanded with debt financing. The major credit constraint is felt at the 

' See "Kenya: Industrial Sector Policies for Investment and Export Growth", World 
Bank 1989, for further elaboration of this point. 
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slightly larger-size firm, which surpasses the ability of family savings to provide the 
start-up capital and is constrained by lack of access to working capital. 

Lending for microenterprise projects has been mainly covered by the NGOs. In 
general, microenterprise start-up capital needs in the rural areas are covered from savings
and family members, but the presence of more than 400 NGOs provides for the rest. 
Unlike the financial institutions discussed in Annex 3.1, NGOs do not require "bankable 
projects" and security, but depend more on the reliability and personal credibility of the 
individual. Instead, the NGOs assist individuals and groups to identify,' evaluate, set up
and finance projects. NGOs then monitor the performance of the projects, providing 
them with training and technical assistance. 

Constraints to Rural Financial Intermediation 

The process of financial intermediation is performed when institutions collect funds 
from a variety of sources -- funds that are too small to be viably invested -- and 
offer those funds in a larger quantity for use as investment or working capital.
Obviously, the financial system is collecting funds in large quantities, but this money
is not being reinvested in the rural areas. Instead, it is being transferred to Nairobi 
and Mombasa. 

The banks argue that there is a shortage of bankable loans in the rural areas, 
based on their knowledge of the local market and opportunities for investment. This 
assessment has been reinforced by poorly evaluated loans in. the past which have high
default/arrears rates, running between 20 and 50 percent of their portfolios. This, plus
the fact that more than 33 percent of several banks' portfolios are more than five years
overdue, leads to risk aversion for rural lending. While this timidity accurately reflecti 
the relative scarcity of "bankable projects," several other conditions contribute to this 
situation. 

Branch managers tend to stay in rural branches for relatively short periods of 
time. Durirg the survey, more than 50 percent of the managers interviewed had been 
in their branches for less than six months. Other intervieiws confirmed that it is only
recently that branch managers have begun staying in one branch for as long as two
three years. They are often transferred before they have a chance to really learn their 
client base, understand the economies of their districts, identify target markets, and 
develop and implement strategies for improving performance. 

Branch managers generally have very low credit authorization ceilings. This 
depends on the manager and his seniority, but ceilings ranged from no credit 
authorization at all (the Cooperative Bank) or only Kshs 50,000 (for secured loans at 
many KCB branches) up to Kshs 500,000. This forces approval for any substantial loan 
up to a senior level, where delays become a problem and other internal political factors 
can lead to discrimination against the approval. Local banking experts acknowledge that 
relatively few loans are made which surpass the branch manager authority, and that local 
borrowers are advised not to try to surpass it. 

The low ceiling on approval authorities presents a clear bias toward lending for 
the urban areas. Given the knowledge that greater options for lending exist in the 
urban areas, the greater numbers of borrowers with established credit ratings, plus the 
option to buy government bonds at a rate which surpasses the lending rate, it is logical 
for regional bank managers to try to keep as many of the resources available as 
possible at their level, rather than give approval for increased loans at the rural level. 
In addition, bank managers complain about the difficulty of monitoring and managing
large numbers of loans in the rural areas. 

The lending criteria for financial Institutions are very complex and often difficult 
to fulfill from a rural area. Principal criteria, besides a "bankable project", are security
worth 120 percent of tha value of the loan; proven ability to repay (credit history); 
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ability to contribute 20-40 percent of the initial investment; and a current bank account. 
Because so many people don't know how to prepare a loan dossier, they are sent to 
an advocate to do it. Of the criteria, the most difficult to overcome is the collateral,
which is considered the single biggest obstacle to obtaining credit. 

Length of time for processing a loan. Loan approval delays for commercial 
banks, from the time when a client applies for the loan to the time he receives it, 
were reported to be between two weeks and three months. The najor delay arises
from registering the security. 

The cost of processing a loan. It was estimated that the cost of processing a 
loan (stamp duty, feasibility study report, travelling costs and advocates fees) amounted 
to 4-10 percent of the loan value. 6 This is a substantial up-front cost to the 
borrower. 

3.5.2 Infrastructure and Services 

Infrastructure in the rural areas must be analyzed in light of the appropriate scale 
of industry and investments which are economically viable. Section 3.2 has argued that,
in the face of the relatively well-developed industries in the urban areas, the most 
viable economic activities in the rural sector will tend to be on a small-scale, and those 
more consistent with the purchasing power of local consumers. 

Interviews with District Trade Development Officers, merchants, small businesses,
specialists in small-scale enterprise (SSE) development based in Nairobi, and general
observations revealed a series of different infrastructure constraints to the development
of and investment in productive enterprises. These include reasonable access to industrial
land, land ownership, suitability of manufacturing structures, electricity, and, to a lesser 
extent, water and roads. As these constraints are often related to a scarce resource,
there are benefits to be gained from controlling those resources, a factor which plays 
a large role in their allocation. For more specifics, the Kenya Association of 
Manufacturers and the ILO have published reports 17 on constraints encountered by the 
firms of varying size for making investments in the rural areas. 

Industrial Zoned Land 

Many of the local authorities with jurisdiction over market towns and smaller 
urban areas have not considered the issue of zoning industrial areas in their development
plans, allocating the available land to residential zones instead. Particularly in densely 
populated and highly productive agricultural zones such as Nyeri and Kisii, it is very 
difficult to gain access to land which is reasonably close to town with power and water. 

Appropriate Structures and Ownership of the Land 

As discussed in Annex 3.1, lack of recognized security for collateral is a serious 
constraint to obtaining loan capital from the banks. Programs such as the Kenya
Industrial Estates (KIE), which have been developing and renting land and structures to 

16 Costs associated with processing a loan include (1) Stamp duty in rural areas 
- 4 percent of asset value; in urban areas, 5 percent of asset value; on a house, 6 
percent of value; (2) Registration fee - Kshs 200-500 and advocate's fee, 0.5 percent
of the value of the loan or asset pledged as collateral; and (3) other expenses: Kshs 
750. (Source David Kimbui, loan processing advocate). 

17 See KAM 1988 and ILO 1989. 
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small businesses, encounter two major problems in stimulating investment theinappropriateness of the physical structures and the constraint of getting securable
collateral for the entrepreneurs. 

The KIE sheds observed by the team were usually largetoo for the scale ofenterprise or were improperly laid out for the particular enterprises they housed. Ratherthan building the zheds, it would to be better to develop a site, with electricity andwater, and then provide loans to the individuals to buid their own ,workshops, on ascale and design to fit their needs. 

If this latter program were integrated with a rent/purchase scheme, it would alsoeventually achieve solution the constrainta to other secured land. With buildings andland of their own, small businessmen would have much better access to financialresources necessary for expansion and graduation into the formal sector. 

Access to Utilities 

Almost all viable locations for business development in Kenya are on a powergrid or cai get relatively easy access to electricity. The real barrier lies in getting atransformer installed to draw on that power supply. The current price for droppinga line and installing a transformer, in rural areas, is in the range of Kshs 150,000,more than the investment in most of the machinery required to actually operate thebusiness. This clear topresents a barrier entry for most small-scale entrepreneurswishing to switch from diesel-powered machines to more efficient electrically powered 
ones. 

Access to water is a constraint in some rural areas, such as Kitui, but affectslarger rather than smaller companies. Water is available in nearly all towns fromboreholes; the main problem access clean piped water. ofis to Many the water
requirements of firms be metsmall can by hand-carried water. 

Once again, as with the appropriateness of scale and type of structure, thepreferred solution would be to make resourcesthese available through site development,letting the entrepreneurs provide their preferred structures. 

Roads 

Kenya has a well-developed road network, by developing country standards.Almost all major towns and districts are connected by macadam roads, with goodmurrai roads running between divisions within a district. By and large the roads poseless of a problem to the development of businesses than they do to restrictingmarkets these rural enterprises would serve. Since the major trunk roads are good, 
the

afirm's ability to get raw materials and ship goods back to the major urban centers is 
not seriously constrained. 

The issue of poor roads reaching into the countryside is an important factorthe urban-rural imbalance, the source of disproportionately large intermediary 
for 

costsbetween farm-gate and the end consumer in the urban areas. Increasing efficiency byimproving access to these regions and reducing intermediary costs would likely lead toincreased margins for the producers, raising their purchasing power. This is covered
in much greater depth in Chapter 5. 

Physical Market Infrastructure 

Of particular interest to the team thewas impact of improved physical marketinfrastructure on the trade of maize and beans as well as on overall equity in the 
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system. Several observations were made about use and allocation of space which may
be pertinent to the upcoming evaluation of the AID-financed Karatina market and bus 
park. 

In Karatina the construction of the improved market facilities with lock-up stores 
around the inside wall has had a multiple effect. The market appears to be neat and 
orderly but close analysis also shows that the market now appears to hold fewer traders 
than before because of space lost to the shops and lock-up storage. This apparent
contraction of the physical market size can be confirmed by the development of a new 
open-air market a few hundred yards away where there is a lively trade of maize and 
beans, thus far untaxed by the municipal council. Reducing the number of participants
in the market also restricts competition, by simply offering fewer choices. 

Analysis of cost to bring goods into the market shows a differential favoring the 
larger traders over the smaller ones, which keeps the smaller ones on the outside until 
they can aggregate enough of a product to make it economically feasible for them to 
enter the market. This reduces the benefits of the market to the farmers bringing their 
maize in for sale. 

Because the new shops and storage spaces around the inside of the market can 
be locked up, the market has now taken on a new function: one of storage rathar than 
one of trade. This raises the question of whether it is more efficient to keep large
quantities of stored goods outside the physical infrastructure rather than take up limited 
space within the market. 

Another point which needs to be verified is the ownership/rental of the new 
stalls which were constructed. In Kitui, demand for spaces in the new marketplace
built with an AID loan was greater than the supply. The town council had already
allocated all of the new spaces, even though the market wasn't open yet because the 
electricity was not connected. The people who had been allocated the scarce resource, 
however appeared not to be traders, but people with connections who would sub-lease 
the space to a real trader. When a project creates a situation of scarce resources, care 
must be taken to arrange an equitable allocation which does not hinder market 
efficiency. 

3.5.3 Maize Storage 

There is virtually no independent grain storage industry in Kenya. Rather, storage
is performed by commercial actors as an element of doing business and a source of 
revenue. The issue of who holds the commodity and where it is stored is an 
extremely important one in the liberalization of the maize and bean trade. 

A discussion of storage facilities must be differentiated by the purpose of the 
storage. Then the form, the location, the size of the facilities retuired and the length
of time the maize. is to be stored will make more sense. Thr-ee major purposes of 
storage are for family food (on the farm), national food secw ty (handled by the 
NCPB), and holding for marketing (farmers, traders, NCPB, and miers). While roughly
half of maize storage actually takes place on the farm," our focus in this study is on 
storage for the latter two purposes. 

s Maritim (1980), Table 9, estimated the total storage capacity on farms and 
in the trade in Kenya to be 43 million bags, of which more than 20 million bags was 
on farms. 
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NCPB Storage 

The major commercial maize storage function is carried out by the NCPB. Under 
the current legal structure, the NCPB is the only institution that has the power and 
incentives to store maize for marketing and for strategic reserves and food security.
It handles roughly 50 percent of the total maize marketed, with the majority of its 
current stores at any point in time used for food security, and the rest for marketing 
purposes. 

Of the national capacity of about 20 million bags (90 kg) of formal storage for 
grains and pulses, the NCPB has a total capacity of 13.2 million, 9 divided between 
two major kinds of storage: bulk (silo and cyprus bin) and bag. The vast majority
of this is in bag storage (11.5 million bags), with the rest in silos (about 1 million 
bags) and the underground cyprus bins (700,000 bags). The NCPB rents storage for an 
additional 5.8 million bags' from the private sector. 

Because the NCPB has had the official maize marketing monopoly, with an 
installed system of controlled prices and movement, the large mills have had little or 
no incentive to store. They have developed only 1.3 million bags of storage, enough 
to meet the three-week working stock requirement demanded by the Board of the 
licensed mills. 

An important note on NCPB storage capacity is that it is so overloaded with a 
variety of crops held in uneconomic quantities, gunny bags, etc., that in many of the 
smaller depots, NCPB is achieving less than 40 percent utilization of capacity before 
being forced to move stocks outside. This was not the case in maize surplus area 
depots which handled only one crop and were able to achieve 80-90 percent of their 
official capacity. 

Private Sector Storage 

Despite official restrictions on marketing and, by association, storing maize, the 
private sector has played an important role storing substantial quantities of maize. In 
the informal trade, maize and bean prices reflect the costs of storage and treatment. 
Thus, even under the current system the private sector still performs an important 
storage role. 

Farm-level storage. Under the current system -- with a fixed price regardless
of time of year or quality of maize (within reason) -- producers are not rewarded for 
storing maize, so have developed only limited storage capacity, focused on meeting home 
consumption needs. Under a liberalized system, the large farmers, who account for over 
55 percent of the total marketed maize and who have access to credit for investment,
will have a strong incentive to construct their own storage facilities. Small farmers,
who account for 75 percent of total production but under 45 percent of marketed 
maize, will be less likely to invest in much new storage in the short run. 

Trader storage. Few private traders, cooperatives and institutions have the incentive 
to store maize for sale to NCPB. Most of these actors store maize temporarily, waiting 
to ship the maize to the NCPB. However, evidence in all the districts surveyed showed 
that large amounts are being stored in small quantities in many shops and warehouses 
in local market centers. In addition there is a large amount of additional, small

19 From NCPB official statistics. 

2 Technosynesis study on Reorganization of NCPB, January 1988. 
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quantity storage space available at this level (for example, djuka with 150 cubic meters 
of storage space). Thus, traders and cooperatives could rent such premise,. for short
term storage. While. not ideal, in the short term they will suffice until the incentive 
structure is correct to build better storage. 

Storage at the mills. The mills have invested in the minimum amount of storage 
necessary (the three-week working stock requirement of the NCPB). However, a 
precursor of their desire and capacity to invest in storage under Liberalized market 
conditions was witnessed in 1988, with the rapid investment in storage shortly after the 
short-lived announcement of a 20 percent liberalization of the market. 

Unga Ltd. has committed to bulk storage, like most other large mills. Unga
estimates that it saves Kshs 5 per bag2 that it handles through a bulk storage system
rather than the multiple handling of bag storage. Price incentives from the mills will 
influence large-scale farmers' decisions on their investments in storage and handling 
facilities. 

Therefore, it appears that there is ample storage capacity for maize between the 
private sector and the NCPB. In addition, in case of economic incentives and restored 
confidence in government policy consistency, the private sector will invest in improving 
present storage facilities or/and construct new storage facilities. Surveyed financial 
institutions indicated a willingness to finance such construction. 

3.5.4 Access to Market and Legal Information 

Access to good, reliable information is a necessary component for achieving
efficiency within any marketing channel. It is clear from the analysis of the transport 
sector how transporters are able to use their knowledge of existing supplies of maize 
and their destinations to develop efficient movement schedules. The same is true for 
knowledge of the price of maize and beans around the country. Interviews with 
wholesalers and distributors showed that they are actually in possession of very good, 
recent market information from different parts of the country, but especially along their 
normal delivery channels. They know the price that each actor is paying, from the 
farm gate through to the retailers they supply. 

The existing market information is in the hands of the few people who have 
been active in the trade for the longest time, and have developed networks to gather
the information, either through local market contacts or over the telephone with suppliers 
in distant districts. It is not yet, however, common knowledge and is not necessarily
in the hands of other large traders and millers who may be interested in entering the 
trade. If the maize trade were to be liberalized, the actors who have been in the 
trade for the longest period of time will have a great early advantage, but this would 
gradually erode over time as new actors developed their own sources of information. 

The greatest -information gaps appear to be at the extremes of the system,
affecting producers, and consumers. These actors would definitely benefit from increased 
knowledge of prices in other areas, either to force better prices, or to seek new 
suppliers and consumers. They would need time to develop such a system. This 
suggests a role for the government to provide market information which would assist 
actors at all levels of the trade to compete on an even basis. 

Market Information on the distribution network. Currently, the majority of 
farmers, traders, and cooperatives are selling to the NCPB and millers. Increased 

Z Bag storage for the mills means handling the bags an additional three times 
after purchase (at Ksh I each time), plus there is greater loss due to poor bagging and 
quality control by the NCPB. 
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privatization of maize marketing will necessitate providing information to farmers, new 
traders, and cooperatives on the available alternative distribution channels in their areas 
and in other regions in Kenya. The establishment of the distribution network and 
contacts will be essential for increasing competition in the marketing sector. In the long 
run, the network will sustain itself. 

Market Information on trends In supply and demand for maize. Closely related 
to market contacts, there is a need to provide information on the quantities of maize 
available in a given area and nationally and the quantities demanded. This forecast 
market information in the short run (3-6 months) and long run (over one year) will 
facilitate decisions on investment in production of maize and storage facilities. 

Market information on national stock levels. Currently the NCPB provides
information to the GOK and planners on national stocks of maize. Increased private 
sector participation creates some risk that the GOK would have less knowledge of its 
food stock levels in the country. A market information network that can monitor and 
report on stock levels and its whereabouts will be essential. 

Market Information on price trends. Maize prices are fixed by the GOK, but 
still enormously between different areas of the country at certain times of the year.
The GOK often reports on spot prices in some townships. However, short (3-6 months)
and long run (two years and over) price trend information will assist farmers and 
traders to make appropriate investment decisions on the production and marketing of 
maize. Such information should be available to farmers early enough to guide their 
decision making process. In addition, most tradeis are aware of prices around the 
country, but this information might be difficult for new traders to obtain. 

Responsibility for market Information. The Ministries of Supply and Marketing,
Agriculture, Cooperatives and Commerce are directly in contact with the private sector 
with respect to agricultural production and marketing. The staff of these ministries advise 
on financing, management and production in the private sector. Evidence available from 
literature and the team's field survey indicates that there is very little advice to the 
private sector with respect to market network, market trends and price levels locally and 
nationally. These four ministries should collaborate and provide comprehensive information 
to facilitate full private sector participation in maize and bean marketing. 

Access to Correct Legal Information 

Government rules and regulations in all areas, from permit controls to licensing, 
are complex and confusing. Rules are changed frequently and different authorities claim 
jurisdiction over the same controls. This lack of clarity, added to low levels of literacy 
among certain trader groups, especially rural women, and general difficulty is getting 
access to correct information, makes it difficult for entrepreneurs to operate within the 
official system. 

Inconsistent intervention from officials claiming that they have the right to make 
policy decisions complicates proper enforcement of the rules. In maize marketing, the 
District Commissioner will often intervene when the district's food security is thought 
to be at risk. It is difficult to countermand the "authority of the locale," so 
instructions are often carried out even though the instructions may not be legally
binding. The District Trade Development Officer often thinks that maize trade falls 
within his or her domain, whereas NCPB officials know that they really have 
jurisdiction. In addition, the police are charged with enforcing the laws, often based 
on their own interpretation of unclear instructions from above. 

This complicated legal structure can be bypassed with relative ease, reducing the 
incentive to learn the complex rules and regulations. One factor which makes it easy 
to escape from the immediate penalty facing an infraction is the ability to "buy" one's 
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way out of any problem. This is often simpler than trying to learn and follow the 
rules, but the correct rules are never learned when this option is used. 

QW payments are often the preferred method of problem resolution, because of 
the lack of recourse available to a regular trader or individual when confronted by an"official" problem. When accused of an infraction against movement controls, for 
example, there are the options of an indefinite delay, or actual confiscation of the 
goods, or the payment of rent. These factors generate additional trarlsaction costs and 
make traders wary of investing in activities which might attract attention and cause 
problems. 

The most effective way to resolve such problems is to greatly simplify the 
regulatory system. By removing policies and opportunities where intervention can take 
place, they will not be abused. Even the decision to simplify the system is not enough
by itself; it needs to be complemented by an education and publicity campaign which 
reinforces desirable behavior by both the authorities and the general public. 

3.5.5 Policies Specific to Maize and Bean Markets 

Price Controls 

Price controls imply that firms must buy or sell commodities at a predetermined 
price, one which may have no relevance to the cost structure or pricing/marketing 
strategy of the company. Kenya's price controls cover numerous commodities, includino 
maize and beans. 

The figures in Table 3.7 present the gazetted prices for maize sold ex-depot from 
the NCPB and on down the line for 2osh2 (No. 2 grade maize meal) and for sifted 
flour (No. 1 grade maize meal). The ex-depot prices have since been changed, in May
1989, but were not yet gazetted as of June 30, 1989. For purposes of this report, 
we will assume that the other prices in the schedule remain unchanged. 

Impact on the Milliag Industry. Looking at the margins allowed for milling
lgh, we see that millers are only allowed Kshs 12 per 90 kg bag (a margin of about 
3.8 percent). By contrast, when milling directly for individuals, either by the kilogram 
or by the bag, millers never charge less than Kshs 0.30 or 27 respectively, and often 
go as high as Kshs 0.50 and 45. In outlying zones, in districts such as Kitui, the 
price reaches one shilling per kg. The price structure for milling therefore provides 
a severe disincentive for millers of oosho to use maize purchased from the NCPB, the 
single largest source of maize for the milling industry. 

The margin allocated for sifted maize meal (allowing for a 20 percent loss in 
transformation) yields a margin of between 18.5 and 20.8 percent. Granted, there is 
a greater investment and more operations performed in the milling and packaging of the 
maize meal, but the mills are also left with a significant by-product which can be used 
for animal feed, bringing in additional revenue. Figure 3.2 depicts the higher returns 
to sifted flour mills over ooho mills, and shows the effective competitive advantage thai 
the sifted flour mills possess. 

This bias in the pricing regime within the formally sanctioned maize trade provides 
a direct price advantage to those firms licensed to mill sifted maize meal by limiting
the amount of formal sector competition from other large millers. This involves a direct 
cost to the urban consumer who may actually prefer the cheaper (and sometimes 
perceived to be tastier) posho over sifted maize meal, but in periods of scarcity will 
not be able to find any oosho. 
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TABLE 3.7
 

SCHEDULE FOR MAIZEMEAL PRICES (AS OF APRIL 1989)
 

Sifted MaizemeaL
 

District 
 Ex-depot Sales ex-miLL Ex-WhoLesaLe RetaiL SaLes RetaiL Sales 
(90 kg) (24 kg) * (24 kg) to Consumer to Consumer
 

1 kg 2 kg 

Nakuru 317.2 121.55 19.3% 124.35 2.3% 5.55 7.1% 11 
 6.2%
 
WK Nun. 317.2 121 18.7% 123.8 2.3% 5.5 6.6% 
 11 6.6%
 
Nyeri 320.8 124.55 20.8% 126.25 1.4% 
 5.65 7.4% 11.3 7.4%
 
Kituf 325.4 125.75 20.3% 128.55 6.9%
2.2% 5.75 7.4% 11.45 

KT Town 325.4 124.75 19.3% 127.55 2.2% 7.3%5.7 11.4 7.3% 
Kisii 313.6 122.05 21.1% 124.85 2.3% 5.6 7.6% 
 11.15 7.2%
 
Uasin Gishu 313.1 120.35 19.6% 123.05 
 2.2% 5.5 7.3% 10.95 6.8%
 
EL Doret 313.1 119.1 18.4% 
 121.9 2.4% 5.45 7.3% 
 10.85 6.8%
 
Kakamega 313.6 121.45 20.5% 123.85 2.0% 5.55 7.5% 
 11.05 7.1%
 
KK M 
 313.6 121.05 20.1% 124.35 2.7% 5.55 
 7.1% 11.05 6.6%
 
Nairobi 320.8 
 122.8 19.1% 125.6 2.3% 
 5.6 7.0% 11.2 7.0%
 
Mombassa 320.8 122.8 19.1% 125.6 2.3% 
 5.6 7.0% 11.2 7.0%
 
Mandera 329.65 129.75 22.5% 
 147.15 13.4% 6.4 4.4% 12.45 
 1.5%
 

Price/kg*
 
no.1 sifted 4.43 5.12 
 5.23 5.60
 

• The conversion factor of 80% has been used to convert the amount of maize into grade one sifted. 
The income from the sale of the reminders for animal feed, etc., are not added into the caLculation 
of margin, so they wiLL be an additional source of revenue to the milts. 

MaizemeaL (Posho)
 

(90 KG Bag)
 

District Ex-Depot 
 Ex-miLl % Ex-Wholesale % Retail Sales
 
(90 kg) with beg Margin with bag Margin to Consumer Margin
 

1 kg 

Nakuru 
 317.2 329.2 3.8% 337.45 2.5% 4.15 10.7% 
Nyeri 320,8 332.8 
 3.7% 343.3 3.2% 4.2 
 10.1%
 
Kitui 325.4 
 337.4 3.7% 348.2 
 3.2% 4.25 
 9.9%
 
Kisii 313.6 
 325.6 3.8% 327.7 
 0.6% 4.15 
 14.0%
 
Uasin Gishu 313.1 325.1 3.8% 
 336.2 3.4% 4.15 
 11.1%
 
Kakamega 313.6 
 325.6 3.8% 327.7 0.6% 
 4.15 14.0%
 

Nairobi 320.8 332.8 3.7% 343.3 
 3.2% 4.2 
 10.1%
 
Modmbasa 320.8 332.7 3.7% 343.3 3.2% 
 4.2 10.1%
 
Mandera 329.65 335.9 1.9% 351.3 
 4.6% 4.4 
 12.7%
 
Price/kg
 
posho 0.39 3.68 3.78 4.21 



FIGURE 3.2
 
OFFICIAL MARGINS FOR MILLED MAIZE TRADE
 

Shilling Mark-up/kg by Different Actors
 

SIFTED MAIZEMEAL 
POSHO MAIZEMEAL 

Wholesaler NCPB Wholesaler NCPB 
0 .11 , 5 0.111. 

WoeeMiller
 

Rtiler Farmer MillerFarmer 0.39 2.76 0.66 
2.2ailer
 

Total Price to Consumer: 4.2/= kg 0.37 
Total Price to Consumer: 5.6/= kg 

Assumes official 1989 gazetted prices
for Nairobi or Mombasa 
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The impact of direct maize purchases on lowering costs to the mills is not 
considered in the official pricing schedule for sifted flour. The Milling Corporation,
Unga Ltd., and other large millers were officially allowed to purchase maize directly
from farmers during the 1988/89 harvest period. Prices per bag delivered to the mills 
were approximately Kshs 60 cheaper than the NCPB price, ex-depot, providing a large
margin for windfallf profits to the large millers who had access to this privilege. 

Impact on Wholesalers and Retailers. The charts in Figure 3.2 depict the 
different margins allocated to each actor in the trade, from the farmer to the retailer.' 
The fixed margins for 2osho and sifted maize meal are higher at the retail than 
wholesale levels, with the assumption that wholesalers do a larger volume of sales, so 
need to earn a smaller margin per bag. It is interesting to note that the gazetted
prices in Table 3.7 for Kisii and Kakamega wholesalers were far lower than the rest,
providing them with an insufficient margin to cover their costs. 

TABLE 3.8 

EXPECTED VS. REAL COSTS FOR AGENTS 

Anticioated Actual 

NCPB Purchase Price 240.00 240.00 

Price Paid to Price 199.00 "180.00 

Gross Margin 41.00 60.00 

Agent's Costs 

New gunny bag 21.90 21.90 

(purchased from Board) 

Transport (Kshs/bag) 10.00 15.00 

Tips to NCPB depots -- 6.00 

Tax for county council 2.00 2.00 

Cost of capital' 0.57 

Total costs 34.47 45.42 

Net Profit 6.53 14.58 

The fixed price presents constraints to many of the retailers selling the sifted flour 
in the rural areas. The farther out a retailer is, the lower his final margin.
Particularly on some of the bad roads, shops would have to pay more than 75 percent
of their allowed margin in transport costs just to get the goods into the shop. This 
provides a disincentive to isolated rural shopkeepers to carry supplies of maize meal. 

2 The margins used, for consistency purposes, are those for maize meal sold 
in Nairobi and Mombasa. 

n The calculations are based on average turnover of one lorryload (100 
every two weeks, with interest at 15 percent on the "anticipated" purchase price of 
199 and the "actual" price of Kshs 180, respectively. 

bags) 
Kshs 
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Controlled Producer Prices for Maize and Beans. The NCPB has standard prices
around the country-for the purchase of maize and beans which all agents and depots 
are supposed to respect. Since the NCPB and its agents are the sole official buyer of 
these products, these' become the official producer prices for the country. Unfortunately,
the fixed prices and a monopoly with a single consolidated handling system have a 
serious impact on the price to the producer, often pushing it well beneath the official 
price. Most agents are forced to pay prices below the official price set by the Board 
because the margins are too slim to even cover their costs. Table 3.8 provides the 
comparison of expected costs versus real costs. It clearly shows that the expected
margin is negative under real costs, if the agent were to pay the official price to the 
producer. Given this, the agents generally pay Kshs 15-20 per bag below the official 
price in order to earn a meager margin for their time and effort. 

Many of the agents surveyed accommodate the NCPB by delivering only a portion
of their purchases, and hold on to the rest at the end of the season to sell directly
to the farmers at prices well below the official price per kg of maize. In spite of 
the elevated operating costs associated with working with the NCPB, the agents still
make a profit while charging less than the NCPB. This restriction of margins and 
forced illegal activity dampens the desire of agents and traders to invest in fixed 
resources devoted to this trade. Instead, they will attempt to maximize profits on short
term investments. 

Regulation of Maize Movements In Kenya 

The impact of movement controls on the private sector is covered in depth in 
Chapter 2. In general, the permit process presents many opportunities for intervention 
and favoritism. It also limits the free flow of maize between surplus and deficit areas 
causing artificial price distortions, often over short distances, since stocks cannot move
freely. This provides incentives to circumvent the law and opportunities for exploitation
by traders rather than free competition. The impacts of this long and uncertain 
procedure cover many areas, outlined below: 

* Increased costs to traders at all levels; 

# Opportunity for extraction of favors; 

* Opportunity for development of an illegal maize trade; 

* Maize is kept in the hands of many small traders; and 

o Opportunity for a select few to gain economic rents. 

In summary, it is clear that the movement controls make it extremely difficult and 
expensive for legal traders and farmers to participate. In addition, they provide an
incentive to develop an illegal maize trade, keep the trade limited to many small scale 
actors, and provide excess rents to officials, police and people with connections. 

Market Share 

The issue of allotted market share of maize to be sold to the mills is covered 
thoroughly in Chapter 2. An important question is how the government can control 
the free market trade of maize to the mills, should it decide to gradually open the 
door, because once the door is open, there is a possibility that prices will tend to be 
so attractive to both the mills and the private sector that there will be dramatic jump
in direct sales. This causes concern to the GOK for several reasons: 
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# The mills are the NCPB's best client, purchasing 80 percent of the stock at 
artificially high prices, and the NCPB does not want to lose that client; 

# There are sears that a,. early rash of private sector buying and selling directly 
to the mills might prevent the NCPB from purchasing sufficient maize for food 
security purposes; and 

o Some influential farmers and private traders currently benefitinig from privileged
relationships with the NCPB and the mills would lose their special advantage in 
the face of increased competition. 

TABLE 3.9 

PURCHASES FROM NCPB 
(000 bags) 

Company City 1985/86 1986/87 1987/88 

Unga Millers 	 Nairobi 1,296 347 459
 
Eldoret
 

Milling Corp Nakuru 202 34 15
 
Jambo Flour Nairobi 242 53 314
 
Mombasa Grain Mombasa 453 253 425
 

Milling
 
Mombasa Maize Mombasa 623 491 658
 

United Millers' 90 291 291
 
Kisumu
 

Kitui Millers Mwingi --	 112 

Source: NCPB 1989 

The GOK had agreed to free up 20 percent of the maize trade to the private
ctor in 1988/89, but before the 20 percent amount was reached, the NCPB "officially"
ded the free trade in maize. This announcement meant little for some of the actors 

ch as the Milling Corporation of Kenya and Unga, Ltd., which continued to purchase
aize directly from select private traders at prices between Kshs 260 -- 270 per bag. 

In fact, Table 3.9, which analyzes the purchases from the NCPB for many of the 
rgest millers over the past three years, shows that there has been a dramatic drop

purchases from the Board by select mills, primarily in the maize surplus zones. 
eanwhile, those operating from producer and tomills away the zones closer consumers 

flour have depended on the NCPB for their major supply. 

A United Millers was suspended from NCPB sales because of past due accounts. 
This has not stopped them from milling, however. 
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3.5.6 Summary i 

trade has distorted theThe regulatory framework established around the maize 
maize trade sectors. The overall economics of the milling

structure of the milling and 
the incentive structure has favored building mills close

industry are out of tune because 
to their customers instead of closer to the producers. It has created a large market 

latter, while operating at very inefficient sizes, are still
for small maize traders. These 

NCPB. Their growth is constrained by the system of
far more efficient than the 

capture additional
movement controls, while a few selected traders have been able to 

rents because of special permission received to sell directiy to the mills. 

FOR RURAL INVESTMENT3.6 GENERAL POLICY ISSUES 

The previous section focused specifically on policies directly related to maize and 
policies on the private sector. The

bean marketing and on the impact of those 
have a more constraining effect on

following section identifies key policy issues which 
It is far from all-inclusive, but

the private sector and rural investment in general. 
presents an overall impression of the policy environment. 

I3.6.1 Fiscal Constraints 

presents some constraints to the
Kenya has a straightforward fiscal system which 

taxes cover four main areas:of existing businesses. Kenya'sinvestment in and growth 
"presumptive income tax" on agricultural production, and local

income taxes, sales taxes, a 
is not onerous and

authority taxes on market transactions. The overall tax framework 
sizeable tax reductions

is undergoing a series of substantive changes. Reflecting this, 
1989 Budget Speech. The purpose here is not to review 

were announced in the June 
which may work

the entire rax program, but to raise a few points in the tax system 


to constrain investment.
 

Income tax. One major disincentive in the tax structure is the fact that the 
rent, employment, and business) are treated as

four main categories of income (farming, 
in one cannot be offset against earnings

separate entities in the tax calculation. Losses 
in another. This is a severe disincentive to diversify one's activities by entering into 

provides a 
a risky new venture. The absence of a capital gains tax on real estate 

assets, rather than providing an incentive 
strong incentive to invest in non-productive 

to ;avest in productive activities such as agriculture.
 

by many as a disincentiveTaxes on interest nad dividends. Though cited to 
in

savings, the government tax on bank interest is only 10 percent. This is low 

which should provide an incentive to larger firms and individuals
relation to income tax, 

in savings accounts rather than
who fal into higher tax brackets to deposit their money 

on which they would pay the higher tax.invest iii other activities 

the bink, for payment to the government, so it is
The tax is deducted at 

from paying it. This policy could have equity
impossible for depositors to escape 

where farmers may have savings to put in the financial
implications for the rural areas 

tax, so avoid the system. In addition, because 
system, but don't want to pay the 

are lower in the rural areas, this 10 percent tax places a greater burden on
earnings 

tax load) than on the savers in the urban areas,
the rural savers (representing their full 

who avc generally in higher tax brackets.
 

Budget Speech announced a 5 percent
Taxes on agricultural products. The 1989-90 

income tax" on all sales of scheduled crops, to be collected at the point
presumptive 
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of sale. This 	 provides one additional disincentive for farmers to produce more or tomarket it through the formal system. Margins for agricultural production are alreadyvery 	 low, and this tax virtually wipes out any profit to be gained from the commercialproduction of 
are 

maize: This also produces an incentive for formal sector operators whopurchasing agricpltural products to try to avoid the formal recording procedures. 

The same speech also eliminated export tariffs on Kenya's major cash crops,including coffee and tea. While elimination of tariffs on agricultural production isgenerally a sound procedure, it can have only a marginal impact on investment in coffeesince 	 Kenya's sales are limited by quota, and Kenya is already at its quota ceiling.It should, however, increase returns to the coffee producers. 

County and township taxes on market activities. Counties and townships receiveinuch 	 of their revenue from taxing users 	 of public markets. The fees vary by townshipand 	 district, based on the perceived importance of the market, but are in the range ofKshs 2-10 per bag of maize. If one assumes that a retailer is making a margin ofKshs 20 per bag of maize (see Annex A), this represents a 10-50 percent tax on theretailer at the market level. Since 	 the majority of the people operating in the marketsare 	 informal sector operators, earning well below the floor of the 	 10 percent taxassessment, they are paying a very high price to operate.
 

Tax assessor's capacity to tax firms. The 
 Kenyan tax assessors have a verylimited information base 	 from which to operate. This causes two problems: first intheir 	 identification of taxable persons and, 	 second, in their ability to assess the taxeowed. For example, the Rift Valley province has 90 agents who are currentlmonitoring the earnings of more than 12,200 companies, individuals, and partnershipsWithout the benefit of good data processing facilities at their level or the use of gooaccounting systems by most of those being taxed, it is difficult to determine the actualamounts these people owe. This provides opportunities for small businesses to escapethe tax system, by staying small and not growing. It is difficult to document suchbehavior, but the incentive is there.
 

On the second point, because the tax assessors do not know what the 
 real 	 earningsof most small companies are, they tax them 	 on an arbitrary basis. For larger Doshomills 	 and medium-sized mills, transporters, and stockists, the tax assessors must make abest 	 guess on their earnings. This may be either too high 	 or too low, and it creates an atmosphere of uncertainty, suspicion, and distrust. 

3.6.2 	 Financial Market Policies 

As noted above, Kenya's financial sector is well developed. Most financial policiesare 	 in line with current theory on measures to promote financial intermediation,particularly with the new 	 higher interest rates charged on long-term loans.5 The depositrate 	 floats at a positive real rate ' and presents a fair return to investment. However,other policies present constraints to rural investment. 

Interest rates. The 	 fixed ceiling rates for lending, regardless of location or typeof business borrowing, penalize smaller rural firms. The cost 	 to analyze and administera loan to a small enterprise is greater, shilling for shilling, than for a large enterprisein an urban area. This should be reflected in the cost to the borrower in the loan.Given the preponderance of small enterprises in rural areas, this ceiling constrains access 
to credit for rural investment. 

25 The Central Bank recently allowed banks making loans of over four years 

to charge a rate two percent higher than for short-term loans.
 

2 In other words, greater than the rate of inflation.
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inflation, the Central Bank hasGovernment credit ceilings. In an effort to limit 
a limit on credit. This hampers rural investment because, as discussed in Sectionset 

3.5.1, the majority !of lending decisions are made in Nairobi and tend to favor the 
go 	 theurban areas. Therfore, scarce available funds will tend to to loans in urban. 

rareas. 

current proportion of governmentGovernment borrowing and crowding out. The 
40, 	percent over the

borrowing as a percentage of total debt has varied between 35 and 
past few years. The interest rate on government bonds is now higher than the legal 

governmentrate of interest for a short-term loan (17.5 percent versus 15 percent) so the 
for 	 private

is squeezing liquidity out of the economy, leaving less money lending to the 

sector in general, let alone to the rural area. 

3.6.3 Regulatory Policies 

The regulatory environment provided by the GOK is designed 1o be supportive and 
of 	 the private sector. The GOK has recognized the 

to, provide smooth development 
importance of such regulations and is providing the necessary framework in the form 

of: 

all formal 	 providing licenses or* 	 Licensing of business, and informal, by annual 
daily licenses to open-air market actors; 

of 	 essential items or eliminatinie 	 Keeping a minimal import duty on a number 

it altogether; and
 

9 	 Encouraging competition and prohibition of restrictive trade practices, and yet 

protecting consumers by controlling prices of essential consumer items. 

Despite these measures, there arc certain regulations and policies that could 
sector in the context of the KMDP. The

constrain the rapid growth of the private 
biggest problem is always the way regulations are applied, either for personal gain or 

which they were created.to 	 serve a political agenda, rather than the purpose for 
controls 	 allocations, provide

Creation of regulations, such as the movement and permit 
Often, way to

opportunities for intervention by individuals to collect rents. the only 

prevent abuse is to eliminate the grounds for intervention altogether. 

There are specific government regulations which appear to hamper the sound 

a sector efficiency, or to disfavor certaindevelopment of private based on economic 
sectors of the economy over others. 

Commercial licensing. Licensing requirements work well for large private enterprises 
the licensing process. In addition,which operate throughout the year. They know 

submit proper documentation for licensing.medium and large entrepreneurs can visit and 
maize marketing, annualFor small-scale enterprises, however, especially in seasonal 

of 	 small-scalelicensing may not be appropriate. The use of on-the-spot licensing 
daily, monthly, biannual or annual basis should be strengthened. For

enterprise on a 
or 	 biannual license may be more appropriate.maize traders a quarterly 

licensing category in the commercialLast year the GOK introduced a new 
marketing link: the distributor. The process is now officially segmented into four 

separate stages: the manufacturer must sell to distributor, who takes the product to the 

then sells it to retailers. The regulation has three purposes: to limit
wholesaler, who 
vertical integration of firms (particularly aimed at Asian-owned firms which -have 

switched into manufacturing), to create an additional source of revenue for the 
Obviously, it is not economicallygovernment, and to create additional employment. 

all to four-step marketing chain, but the law is on the
efficient for products have a 

at 	 his or her discretion.books for each District Trade Development Officer to apply 
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If it is applied uniformly, then it will raise the cost of goods to consumers. Otherwiseit just adds one more opportunity for arbitrary application.
 

Transport llceE(sing. Annex 
 F discusses thetransport sector which are 
existence of regulatory laws for thenot always consistently applied, butopportunities whicn could providefor coiifusion and intervention by the government.
 

Legal Code. Portions of the legal code have
ILO not been updated since 1948.and Ministry of Planning Thehave developed
policies for SSE development, including 

a matrix of out-of-date 'or discriminatory
the Vagrancy Act,Business Act, and Factories Act, Registration ofthe Public Health Act. These obscure laws tend to bein extreme cases to justify called uponan intervention by an official body. 

Banking regulations. Current regulations preclude financiers fromnon-banking services providingto the private sector for a fee. These regulations limit investmentin the private sector, especially the small-scale enterprises. 

3.6.4 Summary of the Impact of Overall Policy Enviro-ment 
The lack of confidence in the consistency of government policiessector investment. This is particularly true for industries 

constrains private
where the GOKmade has historicallypolicy changes quickly and arbitrarily.

government decision 
The best recent example was the abruptto end the participation of the private sector in the maizejust after the principal firm (KGGCU) tradethe trade. had finally gotten geared up to participate i 

A critical companion to consistency of government policy iscommunicate lead time toimportant information. Last-minute 
not announcements of changes in policyallow sufficient dotime for the private sector to prepareexample, the recently for economic activity. Forannounced increase in the wheatof the planting season; the 

price camne A the beginning1984 request forthe drought to distant 
vehicles for the transport of maize duringdestinations did not leave eno-',gh timeprepare schedules; and the 1988 announcement of private 

for the private sector to 
marketing sector involvement in maizewas so late that KGGCU could not get financing until late in the season,missing the most important buying period.
 

This inconsistent environment 
 fosters a wait-and-see attitude inand the private sectorfavors short-term profit maximization 
economy. It 

rather than longer-term investments in the
is often difficult for governments to understand the rationale
private sector, which is one of of therisk aversion in a highly uncertain environment.order for liberalization nof the maize trade to succeed, theon its commitments GOK must follow throughand not change course in midstream.of the implications for properly organizing an 
The GOK must also be aware

effort in the private sector, and ensurethat enough time is allocated for the market to respond to the opportunity. 

3.7 IMPACT OF LIBERALIZATION ON THE PRIVATE SECTOR 

The impacts of liberalization of maize and beanconditions, are clear marketing, under the rightfor some of the actors, but less certain for others. Ifdone with enough advance notice reform isand clear signals to allow the privateand prepare, the major beneficiaries sector to planwould certainly be consumersrural in some urban andareas who would benefit from the lower(obviously rural) 
flour prices, and producers at all levelswho would receive higher farm-gate prices (see the matrixB forecasting in Annexprobable "winners" and "losers"). The question wethoroughly is the will examine moreimpact on the behavior, and subsequently the structure, of the privatebusinesses involved. 



117 

Input Suppliers3.7.1 	 Agricultural 

by the demand functions of farmers.
largely determinedThe response will be 

and lower future prices for consumed maize, 
With higher prices for surplus staple crops, 

farmers may react in either of two ways: 

of production technologies; or
through intensification9 Produce more maize 

of maize production, using increased earnings from 
* Gradually switch out surplus 	 dairy 

the first years, into greater production of higher yielding cash crops or 

products. 

Under either scenario, the agricultural input supply sector will have a larger role 

existing network, 	 from manufacturers down
Given theplay supplying the farmers.to 	 industry's ability to provide the goodq. 

stockists, there is no question about the 
will 	 goods benefitto 	 structure supply the and 

The question focuses on which level of the 

from the increased demand. 
there already a

the populated regions, where is 
We conclude that in densely 	 willin utilization of agricultural inputs

of small stockists, the major increasenetwork not currently have the means 	 to make 
come from small 	 farmers. These farmers do 

wholesalers, as do the larger farmers. 
trips into the urban centers to reach thefrequent 	 who should bethe smaller rural stockists,

Therefore, greater 	 demand will be placed on 
purchasing power leads to greaterlocal

able to gradually increase sales as the increased 

input utilization. 

of inputs is the perceived economic 
tied to the question of increased useClosely 	

result proper application. The small stockists 
benefits from their use, which is a of 	

and needs, which would 
have very little capacity to analyze technical problems

currently 	 is room for improvement, which 
to better market their products. Thereallow them manufacturers or the agricultural extension 

solely met by agents of thecannot be 
This will affect the speed of adoption of improved production practices.

services. 

for increased domestic production of agricultural inputs is uncertain. 
The potential 	 tarifflaw (import licensing and 

not look at the effects of current trade
This team did 	 importation of agricultural inputs.versus
structure) on the 	 practicality of local produ:tion 

to a larger role 
there may be greater economic grounds justify

As demand increases, 
in Kenya. This deserves further study.

for input manufacturing 

3.7.2 	 Maize Traders
 
are
our principal findings that: 

Consistent with the analyses in Annexes A and B, 

o 	 Small retail traders will continue to fill their function, breaking down larger 

selling to consumers;quantities and 

of maize and beans in 
be an important role "first handlers"* There will still farmers and then 	 sell 

rural marketplaces who will accumulate stocks from small 


them to larger wholesalers;
 

shift in lorry traders from small-scale 	 wholesalers 
e The advantage 	 will favor of 

of scale; andand realizewho do not have motorized transport cannot economies 

and extra profitsbecome competitive,
* Entry into the wholesale trade will more 

will 	 be
in the years the reform program

earned by wholesalers first of 	
a result ofconsumers) as 

progressively reduced (favoring producers and 


competition.
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3.7.3 Trznsport Sector 
The impact thewhich 

on transport sector will reflect thewill become much more direct (farm mill, 
new channels of marketingto marketcases, farm to town), requiring to market, and in someefficiency greater flexibility. One 

NCPB 
in the haulage of maize, leading less 

specific impact will be increased
depots. The savings to down time by truckers waitingKshs 70 million (see analysis 

to the economy on this reduction of downtime are 
in 

in section 3.3), which aboutcapacity of the transport sector and 
will be reflected in increasedlower costs for transport of other commodities. 

The average distance covered by a district-levelthe demand for maize at greater transporter will increase toto distances and the reflectthe replacementNCPB depots. In addition of the very shortits depots.' the NCPB will be transporting hauls
These two factors less maize betweenlarge Mombasa-based international 

will tend to favor district-level transporters over
backhaul transporters currently transporting the

loads, leading to an expansion of the trucking 
for the NCPB onindustry in the regionalparticularly in the areas,provincial capitals.
 

The transport industry 
 will still need to havefor transporters good informationto plan their haulage efficiently, which 
on potential marketsis critical for optimal vehicleusage. 

3.7.4 The Milling Industry 
Under the reform program,transformation, perhaps 

the milling industry will probably faceshakeout,oppose the program 
in its structure. Many millers may be 

the largest
initially, especially expected toMombasa those whichand Nairobi markets. have major investmentsAs described near thethe milling industry in section 3.3.3, the spatial structurehas been largely determined ofwhich has heavily favored by the price structureurban consumers of the NCPB,producing areas in theover consumers cities most distant fromin the producer the grainbeen to construct the areas. The incentives inlarge mills closer to the consumer than the 

Kenya have 
to supplier,case in the as is theUnited States.
 

With liberalization 
 of movementbe able to purchase controls and increased privatemore maize directly trade, mills wouldreflect the different costs associated w;th 
from local traders at prices which accurately

rather delivering the maizetransport) (farmgate,than the artificially set storage, and
space. As seen in the section on price 
NCPB prices which distort costs across time and
portion of the controls, the NCPB capturescost of flour delivered to by far the largestthe consumer.direct purchase, the mills would be able 

Under a liberalized system with
which would to compete more heavily
have an impact on the optimal on price and quality, 
impact 

use of the different mills. The likelywould be: 
@ Greater advantage to those large-scale mills locatedNakuru and Eldoret), leading increased 

in the producer zones (e.g.to utilization;
 
e A continued dependence and
of the MombasaNCPB maize other deficit-region millsin the latter part of the season on 

storage when the subsidized transportcosts of the NCPB provide andthe greatest advantages; 

27 There are several reasons for this: (1)maize; (2) its depots The Board will bewill be less overloaded, handling lesstrucked from one so not as much maizeoverstuffed depot to another will have to be 
maize with excess storage capacitythe Board controls will and (3) thesimply be handled fewer times. 
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* A shift away from much institutional contrited milling (for schools, the police 
in 	 comparativeand army, etc.) by medium-sized mills, because the change 

will force those mills to shift target markets. Only prisons or otheradvantage 
their own maize would continue to contract directly with

institutions which grow 
the niche millers; 

areas will have to switch markets .m 
e 	 Medium-sized mills in maize producing 

contract milling to competing on a cost basis with less cost-competitive mills 

in urban areas; 

* 	 Smaller mills (50-75 bags/day) will lose most competitive advantage in the urban 

areas where they compete with medium-sized mills and probably will be forced 

to reduce activity; 

contrast, small mills in the areas without competition from medium-sized* 	 By 
still within relative proximity to maize-producing areas (such as

firms but 
Nyeri), will have opportunity to expand operations and compete for local market 

share; and 

maize, the typical 2ohQ mills
9 	 Assuming that small farmers continue to produce 

to as 	 very opportunity for upward
will continue operate at present, with limited 

expansion.
 

be 	 a gradual shift of milling operations and new
The net long-run impact will 

mill and facility investments to the rural, maize-producing areas. Because of economies 

of scale and reduced price differentials, there will be a gradual shift in firm size to 
and with many very small

reflect a bimodal structure (dominated by very large mills 
and loss of nichecontractmills) reflecting the disappearance of the incentives for milling 

milling markets. 

3.7.5 	 Storage and Infrastructure Investment 

expressed an
All of the large- and medium-sized millers that were interviewed 

from 	 NCPB reduce their
interest in assuming storage functions the in order to 

dependence on the Board, and take advantage of spatial and temporal cost savings. The 

savings to the mills in handling costs alone from investing in bulk storage are more 

than Kshs 5 per bag,' providing the incentive to invest. 

private sector is convinced that the reforms are permanent, the large millers
If 	 the 

will begin 	 investing in bulk handling facilities, driers, and calibrators which will enable 
functions. 	 The issue of confidence is still the critical

them to exercise these competitive 
because a 	 reversal of government policy would 

one constraining these investments, 
storage facilities.eliminate most returns to newly developed 

of trade would also allow the mills to make purchases based on
Liberalization 

dryness, etc.), methods, and time of delivery. A higher price
quality (particular grain, 
would be paid for higher quality, dryer grain, with a price differential included for 

time of year the grain is purchased. This will provide incentives to the larger farmers 

to invest in on-farm bulk handling, now completely lacking under the uniform NCPB 
confidence in the investment

purchasing 	 policies. The major issue again would be 
developing which would 

climate. There is even the potential of a small storage industry 


dry and hold grain for the millers.
 

2 These 	 are handling costs which will be saved by the mills assuming the 

by bag to the mill gate. Larger savings would be garnered if the 
maize is delivered 

grain were delivered to the mill in bulk.
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In the short run, until private sector confidence has reached the level necessaryto take the risk of investing in additional storage, millers will continue to dependthe NCPB, on the substantial storage available 
on

for rent in the major towns, or rentstorage from the NCPB. 

3.7.6 Delivery of Credit 

The GOK, lending money to the NCPB throughCorporation, has always financed 
the Cereals and Sugar Finance

the official trade.maize Under the reform program,the private financial sector will have to provide much of the working capital. 
The milling companies have, in recent history, provided prompt paymentNCPB, allowing them to theto pay the traders and the farmers who deliver maize to them.The NCPB has collected cash from the mills upon delivery, but paidfarmers only after a substantial delay. If the 

the agents and
mills assume the direct end-purchaserfrom the traders, in lieu roleof the NCPB, the mills will provide working capital to theirmost reliable suppliers. 

As noted above, there will be a gradual shift towards increasedwholesale marketing. large traders inThese traders currently get working capital loans from thecommercial financial sector 
their 

for the maize trade. It is expected that by building onalready established credit history, they should continue to obtain the working capitalnecessary to finance the trade.
 

The districts which will provide the greatest 
 difficulty, in short run,heavy producing areas currently dominated NCPB 
the are the

by buying centers, such Nakuru.No asagent relationships have been established yet in this region, and one cannot expectthe financial sector to simply provide the working capital necessary on short notice.Agents will need time (advance warning) to develop access tocouple funds and perhaps aof years to fully develop the network. In the short term, however, itwithin the capacity of the mills to provide the working capital 
is well 

to their trusted tradersand to essentially contract out the procurement and storage of maize.
 

In addition, large producers will put less of 
 theirthe beginning of the season when normally 
maize on the market right atthe biggest buying campaign isThese producers have had no incentive under the NCPB 

going on. 
structure to store, but will store
for longer periods and sell directly to the mills as the price goes up.
 

3.7.7 Impact on Overall Rural Investment Climate
 

Based on the economic analysis which forecasts annual savings
to the economy as a whole, a large portion 
of about $17 million

of this can be expected to gosector, and specifically to producers. Allowing the 
to the rural 

natural incentives to prevail to buildagro-processing plants closer to the supply of produce rather than the marketstimulate willsome high level rural investment, but the more important source will beincreased purchasing power thein the rural sector which will be the largest stimulus to local
investment. 
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AND IMPACT OF POLICYON CONSTRAINTS3.8 MAJOR CONCLUSIONS 

to Policy Agenda3.8.1 Constraints Related 

Movement Controls 

controls and permit requirements
Movement controls and permits. The system of 

of scarce resources toexpenditurethe movement of goods, and the causes delays in 
time, often coupled with payments of chai to "gatekeepers").

acquire the permits (lost road, which may
must be paid at checkpoints along the 

In addition, frequently rents 
trader who has handled the whole transaction. 

equal the margin to be earned by the thein the policy agenda, and forms 
Alleviation of this constraint is fully addressed 

of the proposed reforms.heart 

the Even removal of permit requirements,
Random police checks on roads. with 

a source of additional 
numerous roadblocks is likely to be

the continued presence of control for, many
Even without movement permits to 

transport and transaction costs. with mostwill continue to find something wrong
private traders assurmie that the police issueThe policy agenda does not address this 

vehicles, and threaten to detain them. 

actors involved in transport.

but it remains a serious one for all commercialhead-on, will be critical in gradually increasing

information campaign, discussed below,The market the legitimate rights of private
the transparency of agricultural marketing and reinforcing 


commerce.
 

Liberalization of Maize Trade 

These controlled
maize beans farmer to NCPB.

Controlled prices for and --
hampering them. Because of 

intended to help producers, are actuallyprices, origina!ly price at the 
costs levied within the NCPB system, the fixed 

the inefficiencies and extra farmers below the 
NCPB depot does not cover agents' costs, forcing them to pay 

rural purchasingto make some money. This hurts 
gazetted produzer price in order 

ongoing reforms underagenda, complementingpower significantly. The KMDP policy 
by the EEC, will be addressing this issue

Program financedSector Reformthe Cereals is the definition of a floor price 
indirectly. A key element in the latter program 

undue on 
defend under bumper harvest conditions, without demands 

that the Board can 

Kenya's Treasury.
 

onwards. The price structure for the sale of 
Price controls for maize -- NCPB 

heavily lopsided to subsidize NCPB operations
maize, whether in grain or as flour, is 

for the milling of grade one sifted 
significant advantages to the large millsand provides the whole structure of prices 

over gL.. With the liberalization of trade
maize meal ensure that the benefits are 
must be changed, preferably to a market-led system, to 

kept in the hands 
passed on to the producers (farmers) and the consumers, rather than 

of the large mills and the commercialization process. 

toissue of price controls from the mills 
The policy agenda does not cover the 

would change the entire economic 
the consumer. Liberalization of price controls 

located in the producer surplus 
structure of the milling industry, heavily favoring mills 

latter mills may remain
located closer to their clients. These 

zones, and hurting mills them at subsidizedNCPB-supplied maize delivered to 
cost competitive simply by getting 
prices. 

the structure 
reform of the NCPB. Weak management controls and overall 

Internal forthe have led to: significant downtime 
consolidation process within NCPB inof the million) while waiting lines; 

private transporters (estimated opportunity cost Kshs 70 
maize insectof to 

poor overall quality of maize delivered to the mills; and large losses 
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and water damage. These issues, of great costCSRP. In to the economy, are the focusparticular, the liberalization program would 	
of the 

marketing 	 remove muchfrom 	 the hands of the of the grainNCPB, making it easier for them to manage theirreduced stocks. 

Market Information and Food Security
 
Limited 
 network for market information.new 	 traders Poor market informationand 	 government officials will for farmers,

and 	 make it difficult for new actorsfor the local government officials 	 to get startedto release their controls. Astraders will develop sources 	 free trade develops,
established. However, this 

for market information and marketing contacts will bewill be more difficult for the 	 farmers and governmentofficials.
 

The ARMES program, which is complementary
can 	 be designed to the market informationto provide much of this information on differences in price 
program, 

country, levels national stocks, and in and 	
around theof trends supply demand.
 

Access to correct information.

marketing of maize and 	

Poor access to correct information relating to thebeans creates confusion for 	 theallowing many opportunities for self-seeking intervention
private sector on its rights,

Simplifying the 	 by government officials.system by removing policies andand improving publication and diffusion 
places where intervention can take placeof relevant legal information to everyone wouldhelp 	 alleviate the problem.
 

The KMDP poiicy agenda emphasizes the need to
system, and recognizes that 	 increase transparency in the
bag for maize shipments 

prior efforts - spotty, inconsistent implementation of the 10is a 	 case in point - have notpolicy decisions throughout the market system. 
been successful in communicating

partially achieved Resolving this constraint shouldby use of local currency funds 	 be
broadcast repeatedly over of for 

to develop an advertising campaignVoice Kenya several months at the beginningmajor maize harvest period, to clarify the "rules of the road". 
of each 

Lack of private sector confidence in government policies.certain policies in the 	 The GOK has announcedpast 	 and then rescinded themprivate sector is to 	 within a few months. If the 
maize 	 and bean 

pick up the majority of the marketing and storage functionsmarketing, will to 	 for 
develop lines 	

it need make significant investments in storageof credit. Based the 	 and 
be wary 	

on GOK's past performance, many privateof making such large investments 	 firms willuntil 	 they are convinced that liberalizationis "here to stay". 

Poorly timed release of Information. Closelyissue 	 of timing for announcements tied with the point above is the 
needs 	 time 

of government policy changes. The privateto for a 	 sectorprepare majorlate, 	 economic activity. If the announcementit may mean that the private intervention 
new 	

is too 
than hoped. Another bad attempt 	

will be more chaotic and less successfulat liberalization, like the oneadditional ammunition 	 this year, might provideto critics of the program to veer away from it. 

3.8.2 Additional Constraints to Rural Investment 

Rural Purchasing Power
 
The single biggest constraint to increased investment
purchasing power. By 	 in rural areas is the lack offocusing on more efficient marketing channels, KMDPthe 
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program is addressing the issue of increasing rural purchasing power along with the 
longer range issue of rural-urban imbalance. 

Finance 

Low levels of lending by rural financial Institutions to their clients. Though there
is a capital surplus in the rural areas, evidenced by the export of capital towards the
large urban areas by the financial institutions, little of this is being reinvested in the 
rural areas. Banks claim it is because of a lack of bankable projects, proven by their 
poor performance in the past. While this is true in large part, structural problems,
such as rapid turnover of branch managers and low credit authorization ceilings for 
branch managers, may also be hpmpering :heir ability to lend in those areas. With 
most major decisions being taken in Nairobi, it is natural for urban-based clients to be 
the major beneficiaries. 

Complexity of lending process and high collateral requirements. One constraint to 
bringing "bankable projects" to the banks is the relatively complex procedures for
applying for the loan, causing an up front investment of time and money. In addition,
banks require fixed collateral worth about 120 percent of the loan as security. Only
by developing improved, streamlined, uncomplicated systems for evaluating small loans to 
simplify the process and finding other criteria besides collateral (i.e. cash flow) as 
project evaluation criteria will the banks resolve this issue. 

National credit ceilings. Even though the rural bank branch managers have surplus
funds and feel little constraint for funds to lend, the nationwide credit ceiling imposed
by the Central Bank has an impact on their superiors in Nairobi, who prefer to use 
the rural savings for loans in the urban areas. Closely tied to the issues in (a) above,
loans in the rural area will always be squeezed out by demands from the urban 
borrowers under constrained credit ceilings. 

Fixed Interest rate ceilings. Fixed interest rate ceilings discriminate against loans 
to smaller businesses which are more costly to administer and manage. Many small 
businesses are ready to pay the higher rates of interest, but are squeezed out of the 
whole process because there is no incentive to the bank to lend to them. 

Licensing and Regulations 

Slow and expensive licensing process for small businesses. The current registration 
process is steady but slow. It is apparent that the rules are designed for more
sophisticated businesses, rather than for the small microenterprises encountered in the rural 
areas. The GOK could streamline the system by allowing one authority to handle the
whole transaction/process, rather than have it pass through at least three sets of 
approvals and two separate payments. 

Overregulation of marketing channels. Licensing laws on the books require a 
separate license for manufacturing, distribution, wholesaling, and retailing activities, each 
one mutually exclusive of the others. These are designed to generate employment and 
raise revenue for the government, but they also create an uneconomic marketing channel 
for many products, raising the cost to the consumers where these laws are obeyed. The 
fact that many trade officers ignore them shows that there is potential for discretionary
decisions in the process, and also opportunity for abuse or intervention by other officials
who wish to take a different decision. 
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ANNEX 3.1
 

STRUCTURE OF THE FINANCIAL SECTOR 

The various categories of financial institutions providing credit to the rural and 
agricultural sectors include: commercial banks (with substantial lending to agriculture); 
the Cooperative Bank of Kenya (exclusively lending to agriculture); financial houses 
(lending for investment); GOK financial institutions; and non-governmental organizations. 

Commercial Banks 

Commercial banks are widely represented across Kenya. In the six districts 
surveyed, Kenya Commercial Banks (KCB) and Standard and Chartered Bank were present 
in each districts. KCB had a wide network not only in major towns, but also 
sub-branches and mobile banking vans in a number of the major trading centers. The 
number of banks in a district was closely related to the economic activities of a district 
and town. The large network of KCB is also reflected at the National level by the 
fact that KCB has 240 banking outlets, between branches, sub-branches and mobile units, 
which account for 53 percent of all commercial bank outlets in the country. Barclays 
Bank accounts for another 12 percent of the total outlets. 

The commercial banking network is the principal source of funds for businesses' 
working capital needs and should be looked to as the principal actor for rural 
investment in the years to come. Officially, they currently make between 20-35 percent 
of their loans to agriculture at interest rates of 15 percent for short-term loans and 18 
percent for long term loans (more than 4 years). However, in all the districts surveyed, 
the commercial bank branches had loaned only between 20 and 60 percent of their 
total deposits,' and less than 20 percent of that for agricultuire. This indicates that 
commercial banks in the areas surveyed had excess funds for lending. 

Cooperative Bank of Kenya (CBK) 

This is a commercial bank under the Cooperative Act, unlike commercial banks 
which operate under the Banking Act. The Cooperative Bank operates 14 branches 
throughout Kenya. In the six districts surveyed, three had branches and one a field 
office. The current trend is to increase the number of branches and lending activities. 

The CBK funds activities at a rate of 15 percent with their own funds and lower 
rates with donor funds. The bank channels all its loans through cooperative unions and 
societies. It was estimated that about 90 percent of their lending goes to short term 
agricultural production and marketing of produce, with the remaining 10 percent to 
investment. In 1988/89, there was a rapid increase in lending to cooperative societies 
in Kisii, Kakamega, Uasin Gishu and Nakuru for maize buying. It is expected that 
the cooperative bank will be a major source of working capital if cooperatives are 
allowed to buy and sell maize. 

29 This was in the face of often disadvantageous conditions for the local 
branches to be sending their deposits to regional branch offices: The Standard and 
Charter Bank pays branches 6 percent on deposits they hold with the regional offices, 
in the face of 12 percent rates paid on savings deposits by the branches. The 
branches therefore have a distinct incentive to find borrowers for their funds at the 
branch levels at 15 percent interest rates which are then sufficient to cover their cost 
of capital and their administrative costs (estimated to be around 1 percent). 
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in mobilizing savings from urban/rural
Besides lending, the CBK is a key actor 

the saving and credit societies. This role ensures that not only do urban 
areas through areareas channelled into 
and rural people save, but that funds from urban and rural 

more productive activities within the economy. 

InstitutionsGovernment Financial 

(AFC), Kenya IndustrialFinance Corporationfinances the AgriculturalThe GOK and the District 
Estates (KIE), Industrial and Commercial Development Corporation (ICDC) 

andpublic for agricultural, industrial 
Joint Loan Board (DJLB) to lend to the 

commercial activities. 

The AFC lends 85-90 percent for agricultural production 10-15 percent for
 

and land purchase. It has had significant repayment problems

agricultural development Most of the


and has decreased its lending significantly.
over the past six years to accumulatewheat production. It has no facilities 
production lending is for maize and 

does it provide any loans for agricultural marketing.
savings, nor 

sums for medium- and lor~g-term loans to the 
KIE and ICDC provide substantial 

districts, these institutions loaned 
industrial and commercial sectors. In the surveyed 

has also been involved in 
and animal feed manufacturing. KIE

funds for 2gh mills in the informalregion of Kshs 5,000-50,000, especially
financing small projects in the million for

these agencies have loaned less than Kshs 800 
Since independence,sector. year's commercial bank lending.

rural investments, the equivalent of 2 percent of one 


to businesses. The 

District Joint Loan Boards provide limited lending small DJLB 

This scheme lends at eight
the District Trade Development Officers.is operated by by a (poor) 30-50 

percent interest, but is constrained by limited funds, made worse 


percent repayment rate.
 

Non-Bank Financial Institutions 

Kenya grown rapidly in the last few years.
Non-bank financial institutions in have 

activities such as
in lending to a wide range of 

These institutions are involved lendand other long-term loans. They
construction and mortgages, purchase of vehicles 

interaction in the rural areasvery direct
primarily for commercial purchases, with limited 

the purchase
for investment and agricultural production and marketing besides finance 

of lorries. 

(NGOs)Non-Governmental Organizations 
are 

are that about 500 non-governmental organizations (NGOs) 
NGOs are church or donor supported

operating 
Current 

in Kenya. 
estimates 

Most of the and are 

a wide range of commercial, industrial and agricultural production activities. 
involved in The National Christian

wide network and coverage in Kenya.
Thus, NGOs have a Enterprises

Kenya Partnership for Productivity (PFP), Kenya Rural 
council of (NCCK), 

and Kenya Women Finance Trust have performed well in the last few 
Program (REP) 

years.
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Other Financial Groups 
There are many additional sources ofsavings, individual lending to family 

finance for investment from individualmembers and friendsAlthough the extent of and private associations.this financing
a vital is not known precisely, this financialrole in financing group playsinvestments. Relatives and friendsthe main sources of start-up capital and personal savings werefor informalbetween 69 and 83 sector firms. Savings accountedpercent of start-up capital forin four districtsfriends, relatives accounted of Kenya. Loans fromfor 6-19 percent in the same districts. 
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ANNEX 3.2 

NCPB Licensed Millers 

Siftqd Maizeg MilMxi Allotment of 90 kg bags/mo. 

1. United Millers 45,000
2. Maize Ltd. 36,000 
3. Nairobi Flour Millers 100,000 
4. Dindora Milers 45,000
5. Kitui Milleis 49,333 
6. Jambo Flour Mills 66,000 
7. Kitale Industries 30,000 
3. Golden Grains 50,000 
9. Mom basa Maize Millers 100,000 
10. Miling Corp. of Kenya 110,000 
11. Umoja Flour Mills 3,600 
12. National Unga Industries 12,000 
13. Mlachakos Millers, Ltd. 15,000 
14. Simba Posho Mills 6,000 
15. Swan Millers 40,000 
16. Pku and Co. 3,333 
17. Bonanza Millers 15,000 
18. Kibos Industries 20,000 
19. Unga Maize Millers (Eldoret) 60,000 
20. Unga Maize Millers (Nairobi) 120,000
21. Mom oasa Grain Milling Corp. 110,000 
22. Atta (1974) Ltd. 10,000
23. Kenya Grain Mills 19,440 
24. Meru Central F. C. Union (now defunct) 

Monthly Total 1,066,70a 

Annual Total 12,800,000 
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CHAPTER 4 

SOCIAL SOUNDNESS ANALYSIS 

4.1 INTRODUCTION 

This chapter contains (1) a summary of the socioeconomic characteristics of 
Kenya's maize and bean commodity systems; (2) an analysis of the roles of 
particular social groups and geographic regions in the current production and 
marketing systems; and (3) an analysis of the potential impact of proposed market 
system reforms on those social groups, with a forecast of probable "winners" and 
"losers". 

The information from which this analysis is derived was obtained from three 
principal sources. First, the study team reviewed secondary socioeconomic data,
technical reports, and publications on Kenya's maize and bean marketing systems,
which have been studied extensively over the past two decades. ' Second, during
May-June 1989 the team interviewed farmers, triaders, millers, and transporters
during short, intensive visits to the six sample districts of Nakuru, Nyeri, Kitui,
Kisii, Kakamega, and Uasin Gishu. The number of respondents in this rapid
reconnaissance survey effort, which averaged five working days per district, ranged
from 30 to 40 individuals across those four categories in each district. Finally, 
a substantial amount of information was obtained from Government of Kenya
statistical sources in the districts, and from interviews with officials of the National 
Cereals and Produce Board, the Ministry of Agriculture, and other government
institutions.2 

This discussion utilizes the same three-tiered classification of production and 
marketing areas as was used in the Economic Analysis: 

e 	 Densely settled, high-potential smallholder areas (e.g., Kisii, Nyeri, and 
most parts of Kakamega District); 

Large farm areas that are interspersed with resettlement schemes 
containing land units of mediim size (8 to 20 hectares) and 
smallholdings (less than 8 ha). In the field study, these were 
exemplified by Nakuru and Uasin Gishu Districts, and Lugari Division 
of 	 Kakamega District; and 

a 	 Grain-deficit areas (seasonal and chronic), with generally low population
densities, of which Kitui is one example. 

Most important in this respect has been the earlier work of Schmidt (1979);
Casley and Marchant (1979); and Maritim (1982); and numerous recent, local-level studies
in Kisii, Nyeri, Kitui, and Kakamega Districts. While coverage is generally good, in
depth socio-economic studies are lacking for certain districts (notably the large
farm/resettlement areas in Nakuru and Uasin Gishu), nor have the activities of particular
social groups (especially women traders and small-scale millers) been fully described and 
analyzed in the literature. 

2 The team is grateful for the assistance and interest displayed by GOK 
officers in all of the areas visited in the course of the 	 field study. 
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This classification system permits the results of fieldwork in six sample
districts to be related to the principal features of the national system for marketing 
of maize and beans. Much of Kenya, perhaps with the exception of the Coast 
Province, can be grouped into these three general categories. Many of the 
production and marketing characteristics of Kisii, for example, can be found in 
Nandi and Kericho, two prosperous agricultural districts that were not included in 
the sample; while large parts of Machakos and Baringo districts possess similarities 
to Kitui District. Within each of these general socio-economic regions, the 
important characteristics and groups involved in the maize and bean economies are 
discussed (see Table 4.1). 

4.2 PROFILE OF SOCIOECONOMIC GROUPS IN 
DENSELY-SETTLED, HIGH POTENTIAL SMALLHOLDER AREAS 

4.2.1 Population and Land Use 

These areas are representative of the classic highland production systems of 
Kenya, where high-value export crops (e.g., coffee, pyrethrum, and tea) are grown 
on landholdings of less than 8 hectares (ha). Rainfall (in excess of 1300 mm 
annually) and population densities (250+ per square kilometer) are generally high.

In Kisii District average farm size tends to be between 1-2 ha; in southern 
Kakamega District farm size averages only 0.7 ha; and in most of Nyeri, it is 
below 1.2 ha. 

Household incomes in these areas are characterized by significant earnings
from non-farm sources, and women make many of the important farm management
decisions. In all three districts visited, non-farm sources account for more than 
35 percent of annual household revenue; and in Nyeri, they comprise over half. 
A number of these households have people in salaried or wage employment,
whereas others obtain cash through various non-farm enterprises such as trade and 
artisanry (Economic Survey of Kenya, 1988). 

Because of the heavy involvement of males in wage labor activity, female
headed households account for a significant proportion of domestic units in these 
districts, sometimes more than 40 percent (see Table 4.1). High rates of seasonal 
and permanent wage labor migration are a response to land pressure, and result 
in women playing major roles in farm management and marketing. Farm-related 
trading activities, particularly with vegetables and maize, are an important source 
of income and part-time self-employment for women. 

A study carried out in Mbogoini, near Karatina in Nyeri District,
demonstrates the importance of women in agricultural activities in the densely
settled areas (Safilios-Rothschild and E. Mburugu 1987). In this community, 90 
percent of the women cultivated all of the land on their holdings, and the 
husbands were primarily or exclusively occupied with other economic activities. In 
40 percent of the cases, Mbogoini husbands resided on the farm, since they
worked within commuting distance. Women who contribute the labor to coffee 
growing and other agricultural activities have control over the income derived from 
sales. About a quarter of the women complement their on-farm income with work 
as casual agricultural laborers. 
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TABLE 4.1
 

SELECTED SOCIO-ECONOMIC FEATURES OF THE SIX STUDY DISTRICTS
 

Large-Farm Grain 
Districts Deficit 

DenseLy-SettLted Districts *azamuuua=uuum District 
ZUUUUUUUUUUrZUUUUSUU3ZUu. Uasin azzxlmls 

Characteristic Nyeri Kisit Kakamega Gishu Nakuru Kltui
 
ZZ*UZUZUU*3UZ UUUUZ XU=uU naulnz 2u1wa =ZUU.U mUn= 

Pop. Density
 
(per sq km) 266 604 434 120 120 21
 

Mean Farm
 
Size (ha) 1-2 1-2 1-2 15 15 7
 

ReLiance on
 

Non-Farm
 
Income (1-5) 4 3 4 2 3 5
 

Female-Headed 
Households 45% 25% 41% 13% 39X%%
 

Maan Monthly
 
Income In
 
Kshs (1982) 950 965 600 886 618 
 795 

Importance
 

of High-Value 
Crops (1-5) 5 4 3 2 3 1 

Maize Importer District Variation Major Major Chronic 
Net Supply due to feeds self within surplus surplus deficit
 
Position cash crops 
+ exports district producer producer area
 

Importance 
of NCPB (1-5) 2 3 3 5
5 4
 

Role of Open Air
 
Markets (1-5) 5 5 5 
 2 2 3
 

UUU1 zuuuinRB.II~mzuuuwuuinuuuuuuuuuuuuuuIuuuu*.3uuIIuuI. 3 3 *u u.*uu.ui.**.*ulinullllB 




132
 

4.2.2 Maize and Bean Production Patterns 

Virtually all farmers in these areas grow some quantities of maize and 
beans. On a national level, smallholder production of maize and beans accounts 
for 70 to 75 percent of Kenya's total production (Agriconsult 1988:20). In 
contrast with the large farm areas, however, approximately 70 Dercent of production
in the densely settled smallholder areas is for home consumption with only 30 
percent ending up on either the informal or formal (NCPB) market.3 In its field 
interviews, the study team found that annual sales of maize among farmers in the 
three districts averaged 10 to 12 bags (0.9 to 1.1 MT), with the exception of 
those in resettlement schemes where landholdings were larger. Over the course of 
the year, most small-scale farmers in these areas are both sellers and buyers of 
maize, which confirms the earlier findings of both Schmidt (1979) and Casley and 
Marchant (1979). They sell soon after the harvest to meet immediate cash needs, 
as well as to avoid storage losses, and buy maize later in the year. In some of 
the more heavily populated areas of Kisii and Kakamega (notably Vihiga Division),
where farms are especially small and export crops important, farmers are 
particularly dependent on the local market as net consumers in the rainy season, 
when stocks have been exhausted. 

Because voiumes are small, the sale of maize is usually not the major 
source of cash income for households in the densely populated highland areas. In 
Kakamega, tea, horticultural produce, and sugar tend to. be the principal sources 
of farm income; in Nyeri, tea, coffee, and vegetables are most important; while 
in Kisii tea, bananas, and, in some cases, pyrethrum, are the most significant on
farm income activities. For women farmers especially, sales of vegetables and fruit 
are considerably more important sources of cash income than sales of other food 
crops. In short, maize and beans contribute much to subsistence in these areas, 
but are not the most important sources of cash (see Orvis 1Q86; Safilios-Rothschild 
and Mburugu 1987). 

The importance of high-value, non-traditional crops varies in the sample 
districts of Nyeri, Kisii, and Kakamega. While in each district there has been 
some transition to high-value crops, it is clearly most accelerated in Nyeri, which 
has become a food-importing district, while the shift away from maize into cash 
crops is less far advanced in Kisii, and even less so in Kakamega. This 
variability in cropping patterns is likely to affect production responses to 
liberalization of the maize and bean markets. 

4.2.3 Characteristics of the Marketing System 

Maize and bean marketing in these areas is only partially integrated into the 
formal market system. While the National Cereals and Produce Board (NCPB) has 
a network of agents, depots, and Primary Marketing Centers (PMCs), they account 
for less than 40 percent of the maize entering the market, and only 10 percent 
of the bean trade. The small volume of maize and beans marketed by each 
farmer results in a highly disaggregated pattern of purchase, assembly and resale 
through informal, unauthorized channels. This system is characterized by important 
roles for small-scale retail traders and open-air marketplaces, and a relatively minor 

3 For data on which these generalizations are based, see the report of the FAO 
Smallholder Marketing Study, Casley and Marchant 1979. 



133
 

role for larger-scale wholesalers and lorry traders plying long-distance routes. 
Although some traders are active at a medium scale, they are less in evidence 
than small-scale traders.' 

In Kisii, some small-scale traders collect maize at the farm gate and then 
sell it to medium-scale traders, who also serve as NCPB agents. Much of the 
maize that is marketed, even for such relatively large towns as Kakamega, Kisii,
and Nyeri, is channelled through the towns' open-air marketplaces. The market 
of 	 Darajambili in Kisii town is a good example of this, where as many 50as 
small-scale women traders sell maize daily to urban consumers. The maize trade 
in such districts is almost always transacted in grain rather than flour, with the 
consumer then processing the grain into unsifted flour at small 2o1ho mills. 

NCPB agents are numerous in some of the highland districts: for example,
there are 172 agents in Kisii. However, Cor much of the year they buy and sell 
on their own account rather than as agents of the Board. They often sell much 
of 	 their purchased maize to the NCPB during December-February after the main 
harvest. At this time the Board's price is usually higher than the informal price,
providing a more lucrative outlet, especially if the agent has bought the product
below the official farm gate price of Kshs 199 per bag. Later in the year
the 	 agents tend to buy from farmers or small traders and sell privately at local 
marketplaces. The price they pay is well above the official price (in Kisii 
District it had reached Kshs 250 a bag in June 1989), but they usually sell to 
local consumers or small traders at markups of 10 to 20 percent. This dual role 
of NCPB agents reflects the generally low level of integration with the formal 
market in these areas. An important distinction between NCPB agents and the 
small-scale retail traders, however, is that most of the former are men (over 90 
percent), while most of the latter group are women (more than 80 percent). 

The scale of the maize and bean trade is relatively small. The vast 
majority of traders (especially women) are handling less than one to two bags of 
maize per day and small-scale wholesalers often buy less than four bags. Entry 
to the market for small-scale traders is relatively easy, with working capital
requirements at the one- to four-bag level ranging from Kshs 200 to 1,000 (US
$9.50 to $47.50). Small-scale traders (mainly women) include two distinct categories: 

9 	 Sedentary retail traders who sell small amounts of maize and beans in 
open air markets; and 

e 	 Itinerant traders who buy at the farm level or at markets in surplus 
areas and then move maize to markets in deficit areas, usually within 
a radius of 50 to 100 km. They frequently utilize donkeys and/or
matatus to move the commodity, and fulfill the function of small-scale 
wholesalers. 

In practice, however, there are many traders who collect the commodity at 
the farm gate and then deliver it to a medium-scale trader. The distinction 
between wholesaling and retailing is especially blurred in these areas, and very
few-large-scale wholesalers or lorry traders are found. An exception are the lorry
traders who occasionally come to Kisii to purchase beans or bananas. Most small

4 	 A medium-scale trader can be defined in this context as one who handles 
at least 100 bags of maize/beans monthly; rintq transport, and rents or owns permanent 
storage facilities; and has some involvement in inter-district trade. Many NCPB agents
should be properly classified as medium-scale traders when they trade on their own 
account rather than for the Board. 
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scale wholesalers sell directly to consumers or to smaller market women, the latterbuying less than one bag for retail sale. The small-scale trade in maize reflects: 

a The disaggregated production base for maize and beans; 

e The small amounts of maize sold and bought by individual smallholders; 
and 

* Government controls on movements of maize and beans, even within the 
same district. 

Exemplifying the constraints posed by movement controls, the study teamobserved a woman wholesaler buying four bags of maize on the Narok/Kisii
border, an important surplus area in Kisii District. She spent the better part
of one day breaking the bags into portions of 45 kilograms each, so as totransport the to town in loads differentmaize Kisil small on several 'matatu. Whilethe amount of maize purchased was well within the legal 10-bag limit for intra
district movement, the trader sought to avoid direct encounters with the police,who would be likely to challenge her right to move the commodity. The smaller
the quantity of maize moved within the the lower is thedistrict, probability of 
being stopped. 

4.2.4 Transport and Transporters 

In general, access to transportation is good in the densely settled areas.Buses, matatus and larger vehicles are available on the classified roads as well as many of the unclassified rural access roads. This is attributable to the upkeepof roads for coffee cooperative societies and for the factories of the Kenya TeaDevelopment Authority (KTDA); continued maintenance of the roads improved under
the Rural Access Roads Program; and the generally dense and complete rural roadnetwork (for more detail, see Chapter 5 on the transport sector). Most farmerstravel only short distances before they sell either maize or beans. In the western
districts of Kisii and Kakamega, for example, the average distance farmers travelto sell their maize is 2.5 km. Because of the good access to transport and numerous market centers in these districts, farmers rate market availability as a
low-priority constraint (Bahemuka 1985:VII-20). 

Traders in the high-potential, smallholder districts utilize a range of means
of transport. Matatus and small buses are important in moving small amounts ofmaize and beans between local markets, being utilized by approximately 60 percent
of the small-scale traders (those handling less than 2-3 bags of maize daily) who were interviewed in Kisii and Kakamega. Donkey transport, on the other hand,is also very important in these districts, both in terms of moving produce from
farm-to-market and from market-to-market. Approximately one-third of smallscale traders, particularly in Kisii District, utilize donkeys to move maize between
small market centers. Donkeys are relied on heavily along hilly gradients, such as between the Nandi escarpment and eastern Kakamega and between the highlands
of Kisii and the lowlands of Kisii and South Nyanza Districts. In these areas
roads are few and often in very poor condition during much of the year. 

Because the densely settled zones generate only small amounts of surplus
maize, most lorry transporters are involved in the private movement of nongrainagricultural commodities (e.g., vegetables, fruits, tea, coffee)and or the haulage ofmaize and beans for the NCPB. Transporters contracted by the NCPB tend to
be those with two or more lorries. These individuals, almost exclusively male, haveusually been in the transportation business for 10 years or more, and are over 45 
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years old. They also may be NCPB agents, or have other business enterprises. 
Most were able to secure bank loans which they used to purchase their first 
lorries. Partnerships as well as sole proprietorships are common, especially among 
those who have more than one lorry. 

4.3 	 PROFILE OF SOCIOECONOMIC GROUPS 
IN LARGE FARM AND RESETTLEMENT AREAS 

4.3.1 Population and Land Use 

Almost all of these areas consist of land that was reserved for European 
settlement during the colonial period. The field study included Uasin Gishu and 
Nakuru Districts, as well as the northeastern parts of Kakamega and Kisii Districts, 
where post-Independence resettlement schemes were established. Many of the 
original large-scale farms have been purchased by cooperative societies, land buying 
companies or directly by the Government (notably in the Million-Acre Scheme of 
the 1960s), primarily for subdivision and settlement. Some societies and companies 
sought to operate these farms as large commercial enterprises, but due to 
management difficulties encountered, these are increasingly being subdivided and 
settled by the shareholders. 

In the 1960s, a number of the large farms in the northern Rift Valley 
were sold to African purchasers directly as entire holdings, or were divided into 
units of 10-50 ha. Since then many of the first generation settlers have 
subdivided their farms to family members, and/or sold off parcels of 2 to 5 
hectares in Nakuru and 4 to 10 hectares in Uasin Gishu and the resettlement 
zones of Kakamega and Kisii Districts. Land registration nid titling are still in 
progress in some of the resettlement areas. 

The average population density in these areas ranges between 75 and 125 
per square kilometei, representing the middle ground between the densely settled 
highlands and the drier grain deficit zones. The highest population densities in 
the sample districts are found in locations of Nakuru that were part of the GOK's 
Million-Acre Scheme. In Bahati, Njoro, Elburgon, Mole and Mau Summit, for 
example, densities exceed 200 people per square kilometer, and most of the farms 
are under 2 ha. By contrast, average farm size in the resettled areas of Uasin 
Gishu is more than 10 ha, and approximately 8 ha in the resettled zones of 
Kakamega and Kisii Districts (Utrecht University 1988). 

Both Nakuru and Uasin Gishu still contain significant numbers of large
scale farms and ranches where population densities are much lower. In 1979, 
Nakuru District contained 717 units over 8 ha, with about 475,000 ha being 
farmed on a large-scale basis and 5,200 ha in ranching. As mentioned above, in 
the last decade many of these have undergone subdivision and settlement, but more 
recent data are not available to indicate the extent. On the other hand, data 
from Uasin Gishu show that large farm units remain an important segment of the 
agricultural sector. In this district, approximately 5 percent of total farms (1,635 
units) are between 20 and 40 hectares; and 1 percent (362 units) are more than 
40 hectares in size. Farm units of less than 20 hectares comprise 94 percent of 
total units, with the largest concentration of smallholder settlement schemes being 
in Turbo and Soy Divisions. Moiben Division, the northernmost in the district, 
has the highest number of large-scale units. 
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Many, if not most, of the small farming households depend on income from 
sources other than the farm. The developed urban areas and even those centers
classified as rural centers offer good employment opportunities. In addition there 
are opportunities for casual and full-time work on large commercial ranches and 
farms, although the number of jobs has been dwindling over the past decade. 

The average net monthly income in and kind forcash Nakuru rural
households is relatively low, approximately 25 percent below the average for Uasin 
Gishu (see Table 4.1). According to data from the 1981/82 Household Budget
Survey it was Kshs 618, placing the district in the low income category along
with nine other districts where income was under Kshs 830. On average, 60 
percent of the household income was derived from farming, 22 percent from 
salaries and wages, 10 percent from non-farm enterprises, and 6 percent from 
other sources. 

In Nakuru the proportion of female-headed households is relatively high (39.2
percent), while in Uasin Gishu it is only 12.5 percent. The discrepancy can be
partially explained by the greater proportion of Nakuru heads of household in wage
employment, and by the smaller average farm size. At the same time, however,
the sex ratio of 105.8 (1979) in Nakuru shows more males than females in the
district. This is a result of in-migration from other districts for employment, and 
the relatively urbanized nature of Nakuru District. In 1979, 26 percent of the
district's population lived in urban areas, making this one of the most urbanized 
districts in Kenya. Because more men are employed in salaried and wage jobs
than women, and because wage rates for lower paid workers are not based on the 
cost of providing basic maintenance for a family, more men than women reside 
in Kenya's urban areas, although the gap has been lessening in recent years. 

4.3.2 Maize and Bean Production Patterns 

Maize and beans are grown by virtually all farmers in the large
farm/resettlement areas, but are significantly more important for small farmers in
locations where dairy and/or wheat production is not feasible. Some maize farms 
of more than 100 hectares were observed in Uasin Gishu, but they were few and
restricted to the western part of the district. By contrast, large-scale wheat farms 
of more than 100 hectares were more numerous in both Nakuru and Uasin Gishu
districts. The large-scale wheat producers who were interviewed did not regard
maize as a viable alternative, even if prices were raised and other marketing
constraints were removed. A major consideration is that wheat production is
mechanized and is much less demanding in management terms than maize. Even 
the small-scale farmers who have to rent for land andmachinery preparation
harvesting of wheat, and who have a small household labor force relative to land
size, have a distinct preference for wheat under the current input and product
pricing regime. On the larger units of land individually held by African farmers,
maize is grown primarily for domestic consumption, although a small proportion also
produce maize for feeding their cattle. The fact that the official wheat price
increased more than 40 percent while the maize price rose only 10 percent during
this year, suggests the situation is unlikely to change in the near future. 

Maize and bean production, however, are a dominant feature of the smaller 
settler holdings western southern Gishu in ofin and Uasin and most Nakuru.
Initially the households are concerned about food for domestic consumption, and 
aim to have a surplus to sell. In Nakuru District, smallholdings around Rongai
and Bahati, in the area south of Lake Nakuru, and in parts of Njoro Division 
are almost entirely devoted to maize and bean production, with some households 
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keeping a few livestock. In the higher elevations of Njoro, Elburgon and Molo, 
many of the smallholders have small parcels of pyrethrum and often grow potatoes, 
as do those around Mau Narok. 

In northern Uasin Gishu District and in the settlement area (Lugari Division) 
of Kakamega District, on the other hand, where holdings are larger, maize 
production varies in its importance for medium-scale farmers. Among farmers with 
more than 8 ha, dairy production often showed up as a more important income 
earner than did the sale of maize. The high cost of inputs for maize production 
relative to returns discourages many medium-scale maize producers. The exception 
is among settlers in the Lugari Division of Kakamega District, where road 
infrastructure is poor and dairy markets only minimally developed. Here more than 
50 percent of household income among medium-scale producers is derived from the 
sale of maize and beans (Utrecht University 1988:45-46). In general, as one moves 
toward larger landholdings, aggregate production of maize increases but its 
significance, vis-a-vis farm income, declines relative to dairy and wheat. 

An important recent development that was observed as early as 1980 is 
small-scale production of wheat in parts of the Rift Valley (Little 1983). In parts 
of Njoro, Rongai and the greater Nakuru area, as well as in much of western 
and southern Uasin Gishu, smallholders grow wheat on 1-4 ha of their own land 
or lease small plots of 1-2 ha from neighbors for wheat growing. Their main 
constraint to increased production is lack of access to farm machinery. They 
usually hire equipment from large farmers, but have to wait until the latter group 
have completed their planting/harvesting. 

4.3.3 Characteristics of the Marketing System 

In contrast to the densely populated areas, the large farm/resettlement areas 
are major suppliers of maize to the NCPB market system. More than 80 percent 
of farmers interviewed in these areas sold their maize directly to NCPB depots or 
Primary Marketing Centers, or to cooperative societies which then resold it to the 
NCPB. Among medium-scale farmers of Uasin Gishu District, it is more common 
to market through a cooperative society than to deliver maize directly to the 
Board. By contrast, direct deliveries are the norm for large farmers, who generally 
own their own means of transportation, and can either sell to the NCPB or to 
the large mills -- with or without official authorization. 

In Nakuru District, the market situation is more varied, in part because 
there are no NCPB agents. The choice of marketing options is largely governed 
by the amount available for sale and the accessibility of potential purchasers: 

* 	 Where 10 bags or more of maize are available for sale, options include 
selling directly to the NCPB through a local cooperative society,- seeking 
out a trader or transporter willing to purchase and collect maize at the 
farm gate; or arranging one's own transport for direct delivery to the 
NCPB depot or Primary Marketing Center. 

5 Although participation by cooperatives in the official marketing system was 
officially encouraged in the 1988/89 season, only one society in Nakuru District delivered 
significant amounts to the NCPB. In such cases, society members must usually rent 
transport for delivery to its collection points; in very inaccessible areas this may involve 
the use of donkeys, with or without carts. 
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* 	 Generally when smaller amounts are being offered for sale, the main
options involve selling directly from the farm to neighbors at a late 
point in the season when their stocks have run out; carrying maize by
the bag or smaller unit to the local open marketplace by headload,
bicycle, or donkey, for sale to other farmers or local retail traders; or 
less commonly, selling directly to a local shopkeeper or gosha miller. 

Families with small landholdings, who generally supply perhaps 10-12 bags
of maize to the market, tend to use 	 more than one of the second set of options,
depending on season their for In contrast,the and need cash. most large-scale
producers in Nakuru, as well as Uasin Gishu, arrange their own transportation,
either in lorries they own themselves or in hired vehicles. 

Open-air marketplaces play a minor role in the large fjvm areas, as
compared with the trade pattern of the densely populated, highland zones. Only 
a minimal amount of small-scale trade in maize and beans is found in the large
farm/resettlement areas, and this is mainly limited to the larger markets (e.g.,
Turbo, Eldoret, Naivasha, and Nakuru town). There is, however, some degree of
wholesaling here that is of a considerably greater scale than is found in the 
densely-settled areas. In 	 both the Nakuru and Eldoret urban marketplaces,
wholesalers were observed selling up to 10-20 bags of maize per day in June
1989. Of particular interest, and performing a key function, are those traders who 
purchase bags or smaller quantities from farmers or open air marketers, assemble 
the purchases into a number of bags, and then transport the bags to another
locale. Amongst this category of intermediate traders in Nakuru District the 
following patterns are discernible: 

* 	 The trader buys and then wholesales the maize within the district to 
small-scale retail traders, for onward sale to conqumers; or 

* 	 The trader sells upward in the marketing chain to larger
traders/wholesalers within the district, or rents transport and markets
upward to larger traders/wholesalers outside the district, often operating
without an official movement permit. 

Both types of traders pay cash upon receipt of produce and receive cash 
directly upon sale. In Nakuru District, women traders are active in both of the
above marketing patterns, although men are more commonly found. By pooling
labor and resources, women are often able to enter the second and third tiers of 
the marketing chain. A good illustration of this is a woman trader in Naivasha
market who travels to Maera, a three-hour ride by matatu. There she purchases
maize from small-scale farmers who have transported produce to thetheir 	 local
marketplace by donkey or headload. She buys in any quantity and assembles the 
purchases into 90 kg bags. Then she and other traders from Naivasha hire a
lorry to transport the maize back to the town. The amount that any individual 
trader buys depends upon her own cash situation. By cooperating, they are able 
to hire and fill a lorry for the return trip. They are charged Kshs 40 per bag
for transport. 

In another case, a young woman recently began trading in maize, together
with her mother and a friend, using a small market on the main Nakuru road 
as 	 their base. They travel to local markets to purchase the maize, in any
quantity, assemble it into bags, and usually transport it by maiIL to their base
of operations. At times, though, they have to carry it by headload to the nearest 
point to get a vehicle. Since their intent is to sell the maize where they can 
get a good profit, the three women are quite willing to travel outside the district. 
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One will ride in the rented lorry and the others will travel by matatu to the 
point of sale. Recently they sold 48 bags to a larger wholesaler in Nairobi. 
This operation began with an initial investment made by the friend of Kshs 2,000 
(just under US $100). 

In general, men who own lorries dominate the trade when it comes to 
moving maize between major buying and selling points in both Nakuru and Uasin 
Gishu Districts. Men trading without the capital resources to own a vehicle tend 
to work in groups of three to five, moving with the time of harvest in Rift 
Valley and Western Provinces. Those traders/transporters who do own lorries in 
Uasin Gishu frequently transport maize to deficit areas 100 km or more away in 
Kisumu, Siaya, and Kakamega Districts. In the Vihiga Division of southern 
Kakamega, two or three lorry traders were arriving every day in early June 1989 
from Uasin Gishu or Trans Nzoia at each major marketplace (Chavakali, Mbale,
Majengo, etc.), and the maize was then sold at wholesale to open-air women retail 
traders. This trade goes on for about nine months of the year and is most 
active around May-July. Lorry traders either from Uasin Gishu or the settlement 
zone of northeastern Kakamega also supply maize to markets in Mumias Division 
of Kakamega District, where reliance on sugar cane as a cash crop has 
substantially undercut local food production. 

4.3.4 Transport and Transporters 

For the most part, people residing in the large farm/resettlement areas have 
access to a relatively large fleet of vehicles, based primarily in Nakuru, Naivasha,
Eldoret, and the other large towns. Whereas a decade ago there were very few 
sources of transport around Nakuru town, farmers report that nowadays there is 
much competition and prices can be negotiated. In contrast, relatively few vehicles 
service the areas south of Njoro and Lake Nakuru, where relatively recent dense 
settlement has occurred. Often donkeys carry goods to the main roads and there 
are some donkey carts for hire, although relatively fewer than in the grain-deficit 
areas. Very little donkey transport was observed in Uasin Gishu District. 

Several owners of large-scale farms are also owners of commercial lorries 
and haul maize for the NCPB. Some, especially those owning more than one 
lorry, are engaged in inter-district hauling for the Board. Those not specifically
licensed by the Board do not specialize in transporting a particular commodity, and 
primarily move within their own district. Most of these transport owners, because 
of their other economic enterprises, were able to secure loans with which to 
purchase their first lorries, which were usually bought new. Most have less than 
a complete secondary school education, are over 35 years of age, and employ
drivers and turn boys to operate their vehicles. 

One distinct category consists of those who are both transporters and traders,
with this being their sole or principal occupation. These people tend to own 
one vehicle, a lorry or a pickup usually purchased from their own savings, with 
the first vehicle generally used rather than new. This is also true of those who 
work solely as transporters, hiring out their services. They provide services mainly 
to the small-scale settlers in their district and often specialize in servicing a 
particular geographic area to haul any type of commodity. Many are registered
with the NCPB, although they do not haul regularly for the Board. 

Farmers in the large farm/settlement areas frequently travel a greater distance 
to sell their maize than those in the densely settled zones. Because they often 
are selling their maize to either a cooperative or the NCPB, they must transport
it as much as 5-6 kilometers to transaction points. In these areas where formal 
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marketing channels are dominant, transport costs (including labor) from farm to 
depot or the cooperative society can be as high as Kshs 5-8 per bag, or as much 
as 4 percent of the sale price. Large farmers usually have their own transport 
to move maize to the point of sale, but small and medium-scale farmers must hire 
lorries, pickups, or tractors with load trailers. 

In virtually all of the resettlement areas visited by the study team, the role 
of the NCPB had undergone major changes in the 1980s, with new Primary 
Marketing Centers having been opened -- and in the past year, often closed as 
a result of the Board's reorganization program. Prior to this, lorry traders were 
prevalent in these areas and would buy maize directly from producers at their 
farms, eliminating transport costs for the farmer, while taking maize at a discount 
to the gazetted price. 

4.4 PROFILE OF SOCIOECONOMIC GROUPS 
IN GRAIN DEFICIT AREAS 

4.4.1 Population and Land Use 

Approximately 82 percent of Kenya's total uid area is classified as 
arid or semi-arid, receiving less than 650 mm of rainfall annually. These lands 
support about 20 percent of the country's population, and about 50 percent of the 
nation's livestock. The population in these areas consists of crop cultivators, 
agropastoralists, semi-sedentary pastoralists, and nomads, with the importance of crop 
production generally declining in direct relationship to the amount of annual 
rainfall. The economic and social differences are probably greater among 
populations in these areas, than is the case for the highland smallholder areas and 
large farm/resettlement areas. For those exclusively reliant on livestock activities, 
milk is considered the most important and desirable food. However, especially 
during the dry seasons when milk yields are low, maize (in the form of 2osho 
flour) is a major ingredient in the diet. Without access to maize and other grains 
during the dry season, many pastoral groups in Kenya would literally not be able 
to survive (Little 1983: 1987). 

Drought is common in the arid and semi-arid areas, creating chronic grain 
deficits, in contrast to the pattern of seasonal grain deficits that occurs in some 
of Kenya's non-drought areas such as Siaya and Busia in the Lake Victoria basin. 
Regional drought, with a duration of one to two seasons, affects maize growers 
every three to four years and growers of millet, which is more drought-resistant 
than maize, every five years. The impact of droughts, and the evaporation of low 
rainfall, combined with poor soils, lead to great fluctuations in the supply and 
demand for maize in areas where maize or millet is produced. Overall these areas 
are importers of maize, even though in some of them, surplus production is 
possible in years with excellent rainfall. They suffer from the most serious food
security problems during periods of drought, such as 1980 and 1984. 

The arid and semi-arid areas of Kenya have relatively low population 
densities, although with the increasing population pressure in the highlands, lower 
rainfall areas are increasingly being brought under crop production. Farmers of 
the higher potential areas have moved down and settled along the fringes of the 
semi-arid areas, where marginal maize production is possible. 

Kitui District is illustrative of an area where agropastoralism and crop 
production are undertaken on semi-arid lands. The district also contains marginally 
productive crop land and large ranches. In general the agricultural potential of 
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the land has determined the distribution of population and farms in Kitui District. 
In comparison to the other five study districts, Kitui has the poorest agricultural 
land and the lowest population density. An intradistrict analysis shows that the 
fairly well-watered areas of Central and Mwingi Divisions have the highest
densities. Nevertheless, in 1979 even these divisions had fewer than 70 people per 
square kilometer. None of the land in Kitui is classified as high potentiat 36 
percent is of medium agricultural potential, with 500-800 mm of rainfall per 
annum, and the remainder is of low potential, with less than 500 mm. Even in 
the medium agricultural potential areas, however, crop failures are common due to 
lack of moisture (Kitui District Environmental Assessment Report, 1986). 

The average farm size is larger in Kitui District than in the much more 
densely populated smallholder areas of western Kenya. However, the land is of 
poor quality, and much of it is only suitable for grazing livestock. Shifting
cultivation is widely practiced. About 25 percent of the farms in the most 
densely populated and better crop area, Central Division, are over 6 ha, while 50 
percent are less than 2 ha. In comparison, in the drier zone of southe.'n Kitui 
only 20 percent of the farms are under 4 ha acres and about half exceed 8 ha. 

The average net monthly income among rural households was Kshs 795 in 
1981/82, placing the district among the lower income category for all districts. 
On average, 55 percent of income in cash and in kind was generated from farm 
enterprises. Off-farm enterprises, salaries and wages, and other sources represented
14, 15, and 15 percent respectively of the mean monthly income. Kitui households 
are known for diversifying their sources of income seasonally, and in times of 
drought for switching quickly to non-farming sources. At the same time the range 
of opportunities is limited and the level of income low. People will gather and 
sell firewood, make charcoal, and serve as laborers and petty retail traders. In 
addition a large portion of women make sisal baskets to sell. 

Men also migrate outside of the district for employment (Akong'a 1988).
This results in a sex ratio of 86 men to 100 women (1979 census data) for Kitui. 

Of some 91,000 rural households, 44 percent were headed by women in 1981/82.
National level information about such households helps to illuminate the phenomena.
About two-thirds of the female headed households are under women who are 
unmarried. Most are widows living on land that belonged to their husbands and 
are guardians of this land for their sons. In households headed by married 
women, the husbands are usually working elsewhere. 

4.4.2 Maize and Bean Production Patterns 

The range of crops is limited by climatic conditions. The principal food 
crops are maize, beans, cowpeas, pigeon peas, green grams, cassava, sweet potatoes 
and millet and sorghum. Fruits such as guavas, oranges, bananas, onions, tomatoes 
and cabbages are grown on a small scale by farming households, and primarily 
for sale. Export crops are cotton, sunflower, castor, sisal and to a lesser extent 
coffee and tobacco. However, only a small proportion of all farming households 
grow these crops. 

Kitui farmers primarily grow maize, beans, pigeon peas and green grams for 
both household consumption and sale. In some regions due to climatic factors, 
millet rather than maize is grown. Livestock provide a major economic activity. 
While a large proportion of farmers sell some maize, especially to meet immediate 
cash needs, beans are produced more for sale than consumption. Although sales 
of maize are not an important source of cash income for most farmers, sales of 
legumes (including beans) play a larger role in household support. 
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The short rain crops are planted in Kitui District during October-November 
and harvested during January-February, while the long rain crops are planted
during March-April and harvested during July-August. Drought and poor harvests 
are common. In the dry livestock-millet zones, only one out of every two long
rain cropping seasons is expected to yield an adequate harvest and the short rains 
are equally unreliable. Thus partial or total crop failure in two or more 
successive cropping seasons lead to serious food shortages among the population
(Kliest 1985). This is particularly the case where maize is cultivated in areas of 
low rainfall, where drought-resistant varieties of millet and sorghum are more 
adaptable. In the more pastoral areas of the grain-deficit zones, herders have 
attempted to grow maize, often with disastrous results, because of the unreliability
of the formal maize distribution system (Little 1987). 

4.4.3 Characteristics of the Marketing System 

Most Kitui farmers sell their maize and beans to NCPB agents who operate
in many of the market centers. The farmers will transport bags by donkey or 
the women will carry small amounts by headload in baskets. Less often, the 
farmers will sell their produce to shop keepers or small vosho mill owners, or sell 
directly from the farm to a neighbor. The amounts of maize transacted are very
small. 

In Kitui there are more than 250 registered NCPB agents6, almost all of 
whom are male. (This appears to be due to the need for significant amounts of 
working capital in order to purchase grain in quantity for the Board.) Most of 
these agents have small stores in market centers located along main roads. They
purchase in any quantity, pay cash immediately upon purchase, and assemble on 
site. Often the traders combine the function of buying maize, beans, grams and 
pigeon peas with running a general retail shop, or duka. Less frequently they
combine this function with being a wholesaler of sugar and other food items. 
An agent usually transports the produce to a Board depot when he has enough 
to fill a lorry. Those who do not have a cash flow problem, however, often 
store some bags of maize and beans which they sell later to schools or other 
consumers when the price rises. Also, some general shop and 2 2 mill owners 
often engage in purchasing maize on a small scale. They usually store some to 
15 bags of maize and subsequently sell the maize directly to consumers or to 
small retail stores. 

In the deficit areas the smallholder's role in the maize market is more 
important as a consumer than as a seller. In the national market system the 
chronic deficit areas are at a strong spatial disadvantage. These areas, including
the eastern parts of Kitui District, are far away from major maize producing 
zones, such as Uasin Gishu or Nakuru Districts. The distances and costs of 
moving maize to the deficit areas restrict market entry for many small traders. 
Lorry traders and long distance trade, ii. turn, are important elements of the 
system, and in remote areas near monopolistic conditions can prevail. More 
recently, NCPB maize depots have been established in the strongly deficit areas for 
distribution and as a hedge against famine. These depots were established in the 
past few years, following the grain shortages of 1984. From the perspective of 
the consumer and local retailer, the depots have had an important beneficial impact. 

6 A number of traders in the district who described themselves as agents to 
the study team appear to use the label to legitimize their activity even though they do 
no business with the NCPB. 
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Retailers now can buy maize directly from the depot and are less affected by
supply problems than in the past.' 

Traders moving small amounts, such as 2 to 20 bags, appear less frequently
in deficit areas than in other districts, although they do exist. For example, a 
female trader living in the eastern part of Kitui reports buying pigeon peas from
local farmers at Kshs 270 a bag. When she has five bags, the maximum a bus
will carry for fear of difficulties at road checkpoints, she transports these to the 
Board depot in Kitui, paying Kshs 25 per bag for transport and Kshs 70 per
round trip for her own transport. She sometimes transports the pigeon peas to 
local markets to sell, but often she encounters difficulties about movement of 
this controlled item even when moving an allowable amount. 

During times of scarcity, Kitui female traders are reported to travel outside 
the district to bring back maize or maize flour. Some of the prosperous large
scale traders will use their own transpGrt to buy maize flour in Nairobi. Some 
residents, however, speculate that the relatively recent mill in Mwingi combined
with the four new grain stores in the district will lessen Kitui's vulnerability to 
scarcity and hence there will be less of a role for those who have previously
brought maize into the district. 

The wholesaling and milling of maize in most deficit areas differ strongly
from the other two production areas described above. Unless it is an unusually
favorable agricultural season (e.g., 1988/1989) most mills are processing grain
imported from outside (primarily through the NCPB's distribution network) rather 
than locally-produced maize. They buy the grain at anywhere from Kshs 280 to 
316 and resell it as 2osho flour at around 335-350 (official prices) per bag to 
retailers. The price varies according to the area of deficit, with the highest
official prices in remote districts, such as Mandera and Tana River. In most 
years much of the trade and sale of maize is in the form of maize flour 
(particularly the coarser flour, posho). Wholesalers in these areas often own both 
a mill and transport. They buy their maize, either from a lorry trader or an
NCPB depot, process the grain, and then wholesale the flour to small retail stores 
n the outlying areas. The consumer, in turn, buys maize flour rather than grain

at the retail level. Some of the larger wholesalers in the deficit areas have lost 
market share to the recent NCPB depots that sell directly to the retailer. 

4.4.4 Transport and Transporters 

Road conditions are generally poor in the deficit zones, and consequently,
vehicle availability is limited. Because of these factors access to markets is a 
constraint in parts of Kitui District. Floods and sometimes even normal rains
result in different parts of the district being isolated because the roads are
impassable due to bridges being washed out. This has even led to food having 
to be airlifted into some areas. Currently there are four main grain storage
facilities: Kitui with a 50,000 bag storage capacity, Mwingi with 30,000, and 
new, r ones in Mutito (50,000) and Kyuso (80,000). Due to the repeated 
occt -ince of drought, the District Development Committee has recommended that 
grain storage branches be opened in all major market centers. 

7 Note, however, the observations recorded in the Economic Analysis, that
private traders were more effective at reaching Kitui's remote communities than the 
NCPB's own distribution network, even after the latter was expanded. 
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While matatus and smaller vehicles operate in these areas too, they are considerably
less important for movement of maize and beans than lorries. As noted above, long
distance trade (in large volume) is the norm, and unless a transporter/trader has access 
to a large vehicle, his/her role is unlikely to be significant in the maize movement 
business. In a relatively poor area like Kitui it is common to find corporations,
partnerships, and family business ventures engaged in commercial transportation and
owning more than one lorry or pickup truck. Sole proprietors usually only have one 
vehicle, unless they are older and have been in the transport business for more than 
10 years. Many are lorry traders or own shops, and hence the latter often secured 
bank loans with which to buy their first vehicle which was usually new. Other traders 
from Machakos District and in some cases the Central Province are active in the 
transportation business in Kitui, although usually not in the maize and bean trade. 

4.5 BENEFITS AND COSTS FOR DIFFERENT GROUPS 
UNDER THE CURRENT SYSTEM 

Maize and bean marketing activities in all three production areas are heavily
influenced by three elements of the official system: (1) enforced controls on movement 
of the commodities; (2) uniform, controlled prices; and (3) the degree of penetration by
the NCPB's network of buying centers and licensed agents. The system affects each 
of the major social groups participating in the market for maize and beans; but the 
costs and benefits accruing from the system are differentiated among these groups. This 
section lays the groundwork for Sections 4.6 and 4.7, which assess probable "winners" 
and "losers" under a program of market development based on policy reform and 
investment in the transport network. 

4.5.1 Status of Small-Scale Producers 

Small-scale maize and bean growers in the densely populated, high-potential districts 
-- and in some of the resettlement zones (e.g., Bahati and Rongai Divisions of Nakuru)
where extensive subdivision has begun to occur -- derive certain benefits from the 
current marketing system, insofar as the NCPB's purchasing network provides a measure 
of price support and an assurance of timely payment. Most of these producers market 
no more than 10-12 bags of maize annually, with many selling considerably less, and 
depend on other crops for most of their cash income. In Kisii, for example, tea,
bananas, and pyrethrum are all much more remunerative than maize on a per-hectare
basis. Maize is grown primarily for home consumption, and farmers tend to sell it in 
small quantities almost immediately after the harvest, because of cash needs and storage
constraints. 

In the post-harvest period, the gazetted NCPB price (currently Kshs 199 per bag)
is significantly higher than the farm-gate price offered by traders in the informal 
system. In the 1988/89 marketing campaign, the informal market price dropped to as
low as Kshs 150 per bag in surplus areas of Kisii and Kakamega, and stayed there 
for as long as two months. Although sales to NCPB agents or Primary Marketing
Centers (PMCs) involve a discount to the gazetted price (as documented in Chapter 2),
and bear the risk of delayed payment (in the recent past, sometimes as long as six 
months), farmers with ready access to the NCPB system prefer it to the informal trade 
when disposing of their harvest to raise immediate cash. The Board's network of agents
in Kisii and PMCs in Nakuru provides this type of access; in Nyeri and Kakamega,
NCPB coverage is much thinner. Later in the season, when informal maize prices rise 
above the official price, those smallholders who stored grain can sell it to the same 
agents, who are now trading (illegally) on their own account. 
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The availability of alternative market channels, formal and informal, serves theimerests of smallholders moderately well when they deliver only very small quantities ofgrain into the marketing system. The areas do not produce enough maize surplus to 
attract large numbers of wholesalers and lorry traders. It is likely that if the denselysettled, high potential areas were integrated into a reliable national food distribution 
system, farmers would gradually convert more of their land from low-value (i.e., maize)to high-value crops and depend more heavily on the market for food purchases. Thecontinually increasing price of land (already Kshs 50-60,000 per ha in parts of Kisii
and Nyeri) creates a powerful incentive to shift toward cash crops. But this shiftwould only occur gradually, perhaps over a five- to ten-year time horizon, as farmers
satisfied themselves that food supplies were indeed available from other parts of the 
country, and at reasonable prices relative to the opportunity costs of maize production 
on their own land. 

As noted earlier in this annex, it is generally more appropriate to characterize therole of smallholders in deficit areas under the current system, as net consumers, rather
than as producers (see section 4.5.7 below). Nonetheless, in occasional years bumper
harvests are achieved in the dryland areas, resulting in a surplus for sale to the Board.In the recent past, the increasingly active role taken by the Board and its agents has
resulted in Kitui farmers receiving a relatively good price when a surplus exists in the
district and the nation at large. For example, Kitui farmers reported in June 1989 that
private traders were offering only Kshs 1.50 per kg for maize (Kshs 135 a bag),
whereas in areas closest to the depots or where competition existed among agents, the
price was Kshs 2, a discount of only 10 percent to the gazetted NCPB price. It is
doubtful that such competition would exist if the local traders did not have a secure
outlet nearby for the maize, beans and other items. Because almost all the main roads
in the district are in very poor condition, the cost of shipping maize out of the districtwould inhibit potential buyers, particularly with surpluses already available elsewhere in 
the country. 

4.5.2 Status of Medium-Scale Farmers 

Medium-scale producers in the large farm/resettlement areas, defined as those withholdings between 8 and 20 ha, appear to incur the greatest costs under the current 
system among all producer groups. Examples were noted during fieldwork in SoyDivision of Uasin Gishu; Lugari Division of Kakamega; and in the Mole and Njoro
areas of Nakuru. These are prime maize-growing areas, where farmers earn a substantiai 
amount of their household income from maize sales. Sales of 100 to 200 bags perannum are not uncommon from this group. The quantities sold are large enough to 
attract clandestine private traders from as far away as Kitui and Machakos Districts;moreover, important seasonal deficit areas (e.g., Busia, Siaya and southern KakamegaDistrict) are also located nearby. Yet these producers lose revenue because of theabove-mentioned controls that restrict their access to favorable markets via informal
channels. Most medium-scale farmers, therefore, sell their maize either to an NCPB 
depot or to a cooperative society that later delivers it to the Board. 

Disadvantages under the current system also include the following: 

o Farmers who produce maize in bulk, and who are dependent on the Board
because of its monopoly, generally pay Kshs 5 or 6 per bag in rW to have 
their deliveries accepted at Board depots'. 

0 One cooperative society that visited in Np.kuru Districtwas deducts this 
amount as a routine cost of doing business with the Board, when paying out proceeds 
to its members. 
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* 	 Many medium-scale maize growers would probably time their sales according to 
seasonal price differences if market alternatives were available. Because these 
farmers usually have adequate storage and less cash constraints, they would be 
able to hold onto their maize until later in the season when prices have risen 
well above the official price. Because of movement controls, farmers in the 
Uasin Gishu/Kakamega border areas with maize in stock were receiving Kshs 
2.50 per kg in June 1989, while less than 100 km away maize was being sold 
at retail for Kshs 5.50 per kg. 

These farmers are "captives" of the current system. They produce enough that 
they must depend on lorries, rather than rataus or donkeys, to move their commodities 
into the informal market. (There are cases, of course, when these fanners do sell small 
amounts to small-scale itinerant traders, but these account for a minor percentage of 
their sales). The fact that they reside in a major surplus area means that the Board's 
presence is widespread. In fact the majority of NCPB depots, buying stations and 
storage facilities are in the large farm/resettlement areas. The medium-scale farmer's 
principal options are either to deal with the Board -- almost always at a discount to 
the gazetted price -- or to sell clandestinely to lorry traders or informal market 
wholesalers. The latter also discount the price paid to farmers -- although it remains 
well above the official NCPB price -- to make allowance for the substantial costs that 
will be incurred in circumventing or clearing road checkpoints. 

4.5.3 Statu3 of Large-Scale Farmers 

Large-scale farmers (those with holdings of wore than 20 ha) are much less 
constrained by the current system than other producers, because they have more options 
for marketing their crop and alternative sources of farm income. Many of them focus 
predominantly on wheat and dairy production, and only produce maize as a supplemental 
crop. 

In the 1988-89 campaign, a number of large farmers in the northern Rift Valley 
exploited the opportunity to make direct deliveries to the major mills in Eldoret, where 
they received a premium price of Kshs 240-260 per bag, 20 to 30 percent above the 
gazetted NCPB price. This practice, which appears to have existed on a much smaller 
scale in previous years, occurred during the brief "experiment" with liberalization, in 
which the NCPB authorized the KGGCU and other cooperative societies to take up 20 
percent of the formal maize market, and deal directly with the mills. Even after the 
authorization was revoked, certain prominent farmers are reported to have continued 
making direct deliveries.9 

Many of the large-scale farmers produce such quantities of maize that it is 
probably easier for them to have one transaction with a large miller or the NCPB, 
rather than multiple transactions with traders. At this point it is questionable as to 
whether any enterprise other than the Board or the large mills could absorb their output 
(often as much as 2,000 bags) at one time. Their transport costs per unit are also 
lower than those incurred by small- and medium-scale producers, because in almost all 
cases, they own lorries. In addition, both the NCPB's larger depots and the raiiway 
line are located strategically near the large farms. 

The traditional function of Kenya's grain marketing boards in serving large-scale 
farmers, dating back many decades, has been effectively preserved for the relatively small 

9 See the discussion of millers' sources of supply in the Private Sector 
Analysis, Annex E, for evidence that the NCPB's role in the formal system has slipped 
well below 80 percent iu some areas of the country. 
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number of African farmers still operating large land units. The Board absorbs the large 
bulk of grain produced by these farmers; it reduces the need for large farmers to store 
massive quantities of grain; and it minimizes their transaction costs. As an alternative, 
entry into the informal trade -- particularly inter-district arbitrage -- is open to those 
farmers who are willing to absorb the risks and realize substantial returns from moving 
at least some of their grain to deficit areas where it will fetch higher prices. Either 
way, they benefit greatly under the current system -- most conspicuously when they
have been allowed direct access and delivery to the mills. 

4.5.4 Trade Patterns and Behavior Under the Current System 

Locally-based retailers and small-scale wholesalers. Those private traders with the 
most clearly developed "niches" in the current system are operating on a very small 
scale, either on a sedentary retail basis or on an itinerant basis, moving small quantities 
of maize between localized surplus and deficit areas. Unlike the medium and large
scale traders, they move such small quantities that they can pack it on matatus or 
donkeys, avoiding movement regulations. But there are serious limits to growth in this 
type of trading activity. Donkey traders in Kisii, for example, indicate that individuals 
are usually limited to moving no more than 3-4 bags of maize at any one time on 
donkeys within the district. Above this level they are likely to be stopped, questioned, 
and perhaps detained by the police. Because of the restrictions on movement, small
scale traders are often able to play both a retail and small-scale wholesale function,
which would be. unattractive to a larger trader. The number of traders involved in the 
movement of small quantities of maize generates considerable employment, especially for 
women, in the high population/high potential areas. But as emphasized in the Economic 
Analysis, the modes of assembly and transportation are relatively inefficient, and they 
are an important component of high marketing costs. 

Unauthorized lorry traders. Lorry traders who engage in clandestine wholesaling 
absorb the highest risks and potential costs, but if they are able to avoid road 
checkpoints -- or talk their way through with gbhi as an inducement -- they can reap 
the highest returns. The risks and rewards that lorry traders incur are clearly a 
function of the current system of regulation: to be successful, they must be skilled at 
maneuvering through that system. But few can afford the visibility that would be 
associated with expansion to the point where they rely on large fleets of vehicles to 
realize economies of scale. The Board is designated as the sole legal wholesaler, and 
virtually no large wholesalers are found in the densely populated, highland areas, while 
only a relatively small number are found in the deficit areas (usually associated with 
milling) and in the large farm/settlement 
fewer problems one is likely to enco
measurable loss of efficiency. 

areas. Once again, 
unter in the current 

the smaller 
environment, 

the scale, the 
but at a 

Implications for women traders. As noted earlier, trading is an important 
supplementary income source for large numbers of rural women who are primarily 
engaged in farming. A more specialized group of traders, forced into this livelihood 
because of the predominant male rights to land, includes women who are widowed or 
divorced and many younger women who have never married, and who are effectively 
excluded from farming. While women are found as lorry traders in Kisii and Nakuru 
districts (approximately 20 percent of lorry traders interviewed were female), their 
numbers are limited. Very few women serve as NCPB agents, and though there is no 
official policy discouraging their appointment, most lack the collateral (usually a building) 
and licensed status in retail trade that are needed. Because of structural and capital 
constraints, women mainly fill important niches at the retail and intermediate levels. 
They play a critical role in moving about small quantities of maize and beans to meet 
local areas of demand. Under the current system they dominate the open-air selling 
of small quantities of maize (more than 90 percent in the marketplaces visited), small
scale wholesaling and brokering, and the itinerant trade that utilizes matatus and donkeys. 



148
 

Because of current government restrictions, they have been able to fill roles that are
unattractive to larger traders. 

Their trading practices are characterized by inefficient handling and transportationmethods that are used to maneuver within the current regulatory system, most obviously
by having to break bags of maize into small quantities to avoid movement controls.Small-scale traders, even those 
of 

utilizing donkeys for transport, spend considerable amountstime devising ingenious ways to clear the hurdles, but in so doing they sacrificeeconomies of scale, and pass on costs to thehigher ultimate purchasers. Nor do theyearn large amounts of money. Typical trading margins range from Kshs 0.30 to 0.50per kg for maize; daily turnover varies substantially according to the season and availablesupply in a given area, but on an average basis would be well below one 90 kg bag
for sedentary retailers and the majority of itinerant women traders. 

4.5.5 Impact of the Current System on Millers 

The focus in this section is on the small-scale 2osho (unsifted flour) millers, who are found in most rural and many urban areas of Kenya. As described in the PrivateSector Analysis (Chapter 3), the large-scale sifted flour mills derive substantial benefitsfrom their links to the NCPB, from the existing gazetted price structure, and in themost recent marketing campaign, from their proximity to large-scale producers who found 
ways to make direct deliveries of maize. 

Until quite recently, most QLhQ mill owners were men, but there are increasingnumbers of cases where women's groups, as well as individual women, have purchasednew mills and opened for business. In five of the sample districts taken together"0 ,women and women's groups, respectively, own 13 and 3 percent of the mills currentlylicensed to do business. There has been a dramatic increase in the number of 2oshomills in the past two years. In the districts where time-series data were collected,trends show a greater than 50 percent increase in the number of mills, with NakuruDistrict showing an 80 percent jump. There is a slightly higher increase in mill
ownership among women than among men. 

In most of the densely populated smallholder areas and in the largefarm/resettlement areas, QvosM millers usually only process locally-produced maize, whilein the deficit areas they are frequently milling imported maize. In the former districtsvirtually all of the maize trade at the retail level is in grain, with consumers then
taking the grain to g mills to process it. The consumers clearly prefer to buygrain and process it themselves to ensure that it fresh. In deficit on theis areas,
other hand, the option of milling their own grain is not often available to consumers.In these areas, especially for the chronic deficit districts (e.g., Turkana and Marsabit),retail maize trade is in uosh rather than grain. 

investment options in Kenya's rural areas are relatively limited, and with theexception of retail shops (duka ), the purchase of a 2o§ho mill is one of the mostattractive opportunities. This is particularly the case where rural electrification hastaken place, which significantly reduces the costs of operating a mill. At least partof the explanation for the expansion of 2o.L mills in the deficit districts, such asKitui, relates to recent activities of the NCPB. By establishing distribution depots inthe deficit areas, the NCPB has allowed small traders to purchase grain on a retailbasis, rather than unsifted 2osho flour. In the past, the demand for small-scale millingwas especially low in deficit areas during droughts, when local production is near niland imports were in flour, not grain. The substantial amounts of grain now kept inthese areas have allowed small millers to capture a part the market that notof was 

10 Data On this subject were not collected in Kisii District. 
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always there prior to the establishment of distribution depots. Near Lake Baringo, for 
example, the number of small 2osho mills has more than doubled during the past year,
partially in response to the establishment of an NCPB distribution depot. In the past,
retailers had to buy maize in flour form from large wholesalers (who owned their own 
mills), but now have the option of buying it as grain and processing it into flour 
themselves. The small mills have emerged to handle this new need for processing flour
locally. Thus under the current system, small millers in the deficit areas seem to fare 
well in most production scenarios. 

4.5.6 Impact on Urban Consumers 

Middle and Upper Income Groups. As a rough approximation, about 75 percent
of the maize purchased by the NCPB eventually reaches consumers in urban areas, where
about 20 percent of Kenya's population resides. The major primary customers of the 
Board are the large millers who process sifted flour predominantly for the urban 
markets, particularly those of Nairobi, Mombasa, Nakuru, and Kisumu. While there is 
some smaller-scale sifted flour milling in the large cities, particularly Nakuru, and some
informal transfers of grain between rural and urban areas, most consumers in the large
cities (especially Nairobi) are dependent on the formal NCPB system. The strong
relationships between the Board and the large millers ensure that maize flour is available
in urban areas. In past drought years, such as 1984, most of the available white maize 
has been channelled to urban consumers via the large mills, while the rest of the 
country received varying proportions of white and yellow maize. Urban consumers,
particularly of the middle and upper-income groups, clearly benefit more than other 
consumers under the current NCPB market system. Although during a bumper harvest 
year, the gazetted price system keeps the price of maize flour above market levels, they 
are guaranteed access to this staple food during normal and drought years. 

Low-Income Consumers. Consumption of sifted flour is income-responsive among
urban consumers, with perhaps the poorest 25 percent of consumers still depending on 
grain to be milled as 2o1ho when they can obtain it. Under the current system of 
controls, low-income urban consumers often do not have the alternative of consuming
the cheaper 2goshQ product, rather than sifted flour. (Storage and sale of grain in urban 
areas by entities other than the NCPB is subject to government intervention, as was
demonstrated in late June 1989 when the police confiscated maize held by small-scale 
grain traders who were accused of undercutting the Board.) The high- and middle
income urban consumers clearly prefer the consumption of sifted flour and can afford 
to do so. The gazetted price for the latter (Kshs 5.60 per kg, or US $ 0.27), is 33 
percent higher than for 2osho (Kshs 4.20,or US $0.20). While an in-depth compaative
analysis has not been undertaken, it appears that the current system impedes the 
development of competitive small-scale milling and trade in 2g1m in the largest cities."1 

If this is the case, it works to the disadvantage of low-income consumers. Data on 
urban expenditure patterns show that up to 40 percent of total food purchases are
allocated to maize flour among low-income familiea (Casley and Marchant 1979), which
implies that considerable budget savings could be attained if coarser flour were available. 

4.5.7 Status of Consumers In Rural Deficit Areas 

Seasonal Deficit Areas. The current system especially disadvantages those consumers 
in seasonal deficit areas that are spatially quite close to the major surplus areas of the
northern Rift Valley. These include many of the outlying areas of the Lake Victoria 

1 Annex E contains an explanation of the incentives, on economic grounds,
that lead large millers to concentrate on production of sifted rather than coarse flour. 
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basin, such as Siaya and Busia Districts. Consumers in these areas pay high retail 
prices for maize grain (up to Kshs 6 per kg, or Kshs 540 per bag in the pre-harvest
period of May-June), while maize is available in nearby districts (e.g. western Uasin 
Gishu) at half the price, or less. The type of arbitrage involved between these areas 
is conditioned by the inefficiencies involved in assembling wholesale quantities, and the 
probability of paying "rents" along the route. The large price spread between these 
areas, across distances of 50 to 150 km, is perhaps the most striking market distortion 
resulting from the existing system: retail prices in the importing areas reach levels 
substantially higher than those paid by urban consumers 400 km away in Nairobi, let 
alone Mombasa. 

Chronic Deficit Areas. The number of lorry traders willing to move grain illegally
into the more remote, chronic deficit areas (e.g., Marsabit and Isiolo Districts) is clearly
limited. Roads are often poor in these areas, and traders are reluctant to go into 
them, especially since effective demand/population densities are relatively low and 
transport costs are high. Njiru notes, in the case of northern Kenya, that "distribution 
pioblems due to the large distances involved make 221ho shortages at Isiolo and Meru,
the main supply centers for northern Kenya, common even in good years" (1982:14).
The added burden of movement controls further discourages lorry traders from working
in these areas. These are the districts that suffer particularly severe consequences in 
drought years. The NCPB has countered the food security problems in some of these 
areas by establishing distribution depots. These have been established in Baringo, West 
Pokot, Samburu, Turkana, and some other chronic deficit districts. As noted earlier,
those consumers who reside in such districts where the Board has opened a depot have 
benefited under the current system. 

4.6 IMPACT OF PROPOSED POLICY REFORM MEASURES 
IN TERMS OF "WINNERS" AND "LOSERS" 

4.6.1 Introduction 

This section provides commentary and supporting argument for Table 4.2, which 
characterizes probable "winners" and "losers" from proposed policy reforms and 
complementary transport system investments that would be undertaken through the KMDP. 
Here, the main focus is on the consequences for different socio-economic groups of 
policy measures which are aimed at reducing the costs and raising the efficiency of 
maize and bean marketing. Because the concept of an "average year" masks very serious 
fluctuations, where applicable the table differentiates results that would occur in three 
different situations: drought years, normal years, and bumper harvest years. The impact
of infrastructure investments, primarily in the rural road system, is examined in section 
4.7. In conclusion, section 4.8 offers suggestions on how to monitor the results of the 
program, and mitigate potential negative impacts on vulnerable groups. 

The heart of the KMDP policy agenda, as argued in the Economic Analysis, is 
the elimination of movement controls on maize. Two complementary items on the 
agenda, which form part of the conditionality for U.S. dollar DFA funding, involve a 
public information campaign to clarify Kenya's internal trade policies and regulations for 
agricultural commodities, and the descheduling of beans, sorghum, and millet. 
Implementation of these policy changes promises to have far-reaching consequences for 
almost all of the market actors who handle the affected commodities, especially maize, 
from producers to consumers. 

Ultimately, the prospects for a stable policy environment that allows free movement 
of maize throughout the country are closely linked to the market role that will be 
played by the NCPB. The reductions in costs and improved efficiencies targeted by
the KhM'DP rely on an already vigorous private sector, whose market share can be 
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expected to grow while that of the NCPB shrinks. But the rate at which this will 
occur depends in large measure on the timing and content of decisions -- outside the 
framework of the KMDP -- that will determine the future role of the Board, and on 
the emergence of a comprehensive, well defined national strategy for food security. 

This analysis confines itself to the specific impacts which can be anticipated from 
the DFA policy agenda items negotiated between USAID and the GOK. The data 
collection and analysis functions of the ARMES unit should be designed to monitor these 
impacts and to more rigorously analyze the links between changes in market actors' 
behavior and the policy changes introduced under the KMDP. These changes can be 
expected to enlarge opportunities for some actors, while constraining them for others. 
As 	 shown in Table 4.2, the major beneficiaries are likely to be medium-scale producers, 
rural consumers in seasonal deficit areas, low-income urban consumers, and large-scale
wholesale traders. The NCPB, for reasons spelled out above, has not met the needs 
of these groups very effectively, and the repression of private trade has limited their 
access to more efficient, lower-cost marketing channels. 

4.6.2 Smallholders In High-Potential, Densely-Settled Areas 

In the short term, the effects of market reform on this group are likely to be 
quite small, because of the disaggregated nature of the existing informal maize trade, 
and its relatively insignificant contribution to farmer incomes. While increased market 
transparency (resulting from publicity on the "rules of the road" and dissemination of 
price information) should promote a freer flow of trade, opportunities for wholesaling 
large surpluses will be scarce, and most transactions in maize will continue to take place 
in the post-harvest season, when the Board (assuming its network of agents and PMCs 
remains intact) offers convenience and attractive prices relative to the informal trade. 

e 	 Under conditions of a normal year or a bumper harvest, maize and beans not 
purchased by the Board for eventual shipment outside these areas will continue 
to circulate in localized, retail channels. 

* 	 With a freer flow of trade in deficit years, however, farmers in the highland 
districts of western Kenya (historically much less susceptible to drought than 
the rest of the country) are likely to benefit from enhanced competition among
traders in a situation of rising prices elsewhere in the country. 

In areas of Kakamega and adjoining districts where improved storage technologies
have been introduced under the USAID-financed On-Farm Grain Storage Project, it is 
possible that some farmers will begin to time their maize sales during the year so as 
to attain favorable prices under a liberalized market. But adoption of improved storage 
is not yet widespread; immediate cash needs at harvest time tend to be substantial; and 
up to now, these areas have not produced large surpluses of maize. 

In the medium to longer term, one could expect that some of the land currently 
under maize would be shifted to higher-value crops, as the reliability of food 
distribution improves between different districts and provinces of Kenya. On the small 
landholdings of Kisii and southern Kakamega, a shift of only 0.1-0.2 ha into 
horticultural crops would have a measurable impact on aggregate farm income. But the 
transition from being net producers of maize, or at least self-sufficient, to being net 
consumers (with income from other crops providing a basis to purchase grain) will take 
time, even under the most favorable market conditions. Given the history of policy
and institutional uncertainties in the cereals sector, a 5 to 10 year time horizon appears
reasonable for anticipating production responses based on stable patterns of efficient trade, 
and sustained confidence in the quantity and price of grain that is available. 
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TABLE 4.2 

PROBABLE IMPACT OF PROPOSED GRAIN MARKETING REFORMS ON DIFFERENT MARKET ACTORS 

Category : Type 	 : Benefits and Costs
 
: Year : of Current System : Probable Impact of Reforms : Coments 

SmaLlholders in grain- : Bumper 	 : Slight advantage Modest gains in farm income : Most sell 	small amounts soon
producing areas : Normal 	 : (access to NCP: resulting from tower marketing after harvest when prices are: 

: assures market) : costs low. 

Deficit 	 : Costs-moderate : Frming incoms would rise as : In highroad areas they are 
prices affected by scarcity : 	 Less prone to drought, would 

benefit as prices rise. 
-----------------------------. 


. ..------------------------------------------------------------------------------------------------------------Medium-ScaLe Farmers : Bumper : Disadvantaged : Significant gains in income for: Produce enough grain to
 
(8-20 ha) Normal : (only one outlet : those who concentrate on maize : attract Large traders/long


Deficit : for their surplus) : production : operators. Opening of market:
 
: channels would allow them to
 
: time sales until prices are
 
: until prices are favorable. .
 

: Higher produce price would make: Still liktey, to deal withLarge-ScaLe Farmers 
 : Bumper : Can deal with NCPB : mize a more attractive crop. : NCPB for bulk sale, but 
(over 20 ha) : Normal : efficiently and : direct sales to mills would 

: use Influence to : also be attractive. Atterna
: enter unofficial 
 : tive crops (esp. wheat)
: trade. : cushion risk of maize price 

: fluctuations. 

Deficit 	 : Restricted from moving : Large financial benefits : Would have direct access to 
: surplus to deficit : would accrue. : drought-affected areas. 

Smatt-Scale and 
 : Bumper : Small traders can take : Some would be displaced from : Would retain niches in 
Medium-Scale Traders : Normal : advantage of low-voLume : current employment as Large : retailing and in "first 

: Deficit : trade under current system.: trading volumes and torryLoad : handler" assembly. Smatter
: Medium-scale operators : shipment methods are permitted.: scale wholesales likely to be: 
: are disadvantaged since : : squeezed out unless they
: they can't move maize : : shift to more cost-effective: 
: legally across district : means of transport. 
: boundaries. 

Large-Scale Traders/ : Bumper 	 : Disadvantaged since : Lifting of movement control : 	Would expand wholesaling

Wholesalers : Normal 	 : cannot operate with : 
would make this profitable : operations and realize
 

: Deficit : economies of scale. : and attract new entrants. 
 : greater etficiencies.
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TABLE 4.2 -- Continued
 

*--*--- ........ - *-- ........ ---- .-- ..--- ..... 	 .- .. ....... .-. * .- ..... .. .... .............  . .... .. ........ ................. ....- ..... 
 ..-


Category 	 : Type : Benefits and Costs : Probable Impact of Reforms
 
: Year of Current System : Comments
 

Posho HiLLers 	 : kmper Incur sLightLy higher : This sector of miLLirg industry: WouLd have no difficulties
 
: Normal costs due to restrictions : would continue to grow. : in obtaining grain. In
 
: Deficit : on grain movement. : urban areas, members of smeLL
 

: mills Likely to grow.
 
................ . ---------------------------------------------------------------------------------------------------

Large HilLers : Normal : Can't Lose: either assured : Current advantages would be : Uould have to compete fcr
 

: Deficit : supply from NCPS or : reduced. : their supply vs private
 
: Bumper : able to buy cheaply : traders and smaller miLLers. :
 

: through back door.
 

Niddte/ High-Inc nw mnrtma Benefit significantly fromm:mty minor impact, except in : Prices impact for sifted flour:
 
Urban Consumers : Deficit : fixed price for flour and : drought years when grain is : dependent on millers' response:
 

: dependable supply. : scarce. : to few trade ccnditions and
 
: CSP pricing policy decisions.:
 

Bumper : Product price not adjusted : : I-, 

to supply conditions. :: 

Low-Income Urban Consumer: Normal : Disadvantaged because can- : Beneficial impact on this : Food expenditures should be
 
: Bumper : not have good access : group. : reduced done to increased :
 
: Deficit : to cheaper posho flour. : : supply of grain and
 

: availabiLity of Posho flour.
 

Cons mers in SeasonaL 	 : Noral : Disadvantaged because : Very positive impact as : Seasonal price swings should 
Deficit Areas : iumper : prices distorted due to : supplies increase and "hungry : diminish as supplies move more:
 

m
Deficit : restrictions on trade. : 	senson maize and beans price- : freely. 
prices fall. 

Consumers in Chronic : Normal : NCPB distribution network : Impact is likely to be small : Not currently served by compe-=

Deficit Areas : Bumper : has improved focd security.: inmost of these districts. : titive private trade. MCPB is
 

: Deficit : in some areas. : likeLy to remain major :
 
: supplier.
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4.6.3 Medium-Scale Farmers 

As compared with their "captive" status in the current system, producers in the 
8 to 20 ha range 2 in the resettlement areas of the northern Rift Valley and western 
Kenya stand to benefit directly from increased market transparency and elimination of 
movement controls. They are attractive customers for wholesalers, because their output
(typically 100 bags, often considerably more) can be efficiently moved by lorry without 
time-consuming, intermediate assembly on a bag-by-bag basis. Even in the first year
of the proposed program, when the "rules of the road" would legitimize the current 10
bag rule, there would be incentives for smaller- and medium-scale traders to purchase
and transport pickup-loads of grain from producers in these areas to market destinations 
where prices are higher. Subsequent relaxation to a 100-bag level, and eventual 
unrestricted movement, would further accelerate this trend. 

Given the importance of maize as an income source for producers at this scale,
the opening of alternative market channels would be highly advantageous. Most of them 
have enough cash resources and storage capacity to be able to time their sales for 
optimum returns under a liberalized system. As described in the Economic Analysis,
one of the most striking indicators of inefficiency in the current system is the 2:1 price
ratio between surplus areas in the northern Rift Valley (where medium-scale producers
predominate) and seasonal deficit areas in the Lake Basin in the May-July period. As 
this price distortion is reduced through a freer flow of trade, people in both areas 
stand to gain (see section 4.6.8 below). 

Depending on their location relative to NCPB facilities, their volume of production,
weather and harvest conditions, and other factors, many of these farmers will continue 
to do business with the Board. They key point here is that doing so would no longer
be an obligation, but rather, one of several options available to these producers. The 
attractiveness of the Board as a purchaser would doubtless be greatest under bumper
harvest conditions when it is able to provide a guaranteed price above free market 
levels. But this capacity, of course, depends on the financial resources available to 
support a specific floor price for producers.' 

4.6.4 Large.Scale Farmers 

The impact on this category of producers is likely to be quite modest in the short 
term, given their already advantageous position in the maize industry. They have 
benefited from NCPB's bulk buying and storage and transport facilities (including access 
to the railway system), and many of them also enjoy privileged wcess to private
markets and to large millers. In bumper and normal harvest years, they are likely still 
to sell most of their output to their existing customers (the Board and/or the flour 
mills), regardless of liberalization of the market. They produce such large quantities of 
grain that private traders are unlikely to be able to absorb more than a portion in most 

12 Farm size is not the sole determinant of market opportunities, however. In 
areas where smaller holdings are interspersed with 8-20 ha plots (e.g. Lugari Division 
of Kakamega District, parts of Bungoma District, and most of Kericho and Nandi 
Districts), the size and accessibility of the overall maize surplus will be the main factor 
in attracting private trade. 

13 As noted in the Economic Analysis, a pricing study has been commissioned 
under the EEC-sponsored Cereals Sector Reform Program, but as of September 1989, the 
findings and recommendations from that study have not been submitted to the GOK,
let alone adopted. 
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years. During deficit years, however, those large-scale maize producers not seriously 
affected by drought are likely to benefit from a liberalized market. Most own lorries 
and could transport their grain to deficit areas, fetching a price that should be above 
what the Board will pay them. As noted in the previous section, most large-scale 
farmers earn substantially more income from wheat and dairy production and, thus, any
reform in the maize market is likely to only minimally affect their overall incomes. 
They have the resources to easily adjust production and investment patterns according 
to market conditions. 

4.6.5 Impact on Trade Patterns and Behavior 

Locally-based retailers and small-scale wholesalers.Thousands of people presently 
derive self-employment from the informal trade, handling small quantities of maize and 
beans. As noted earlier, this category includes sedentary retailers attached to specific
localities and marketplaces, and itinerant traders who assemble quantities for transport 
between surplus and deficit zones to exploit price differentials. At the retail level, 
sedentary traders will continue to serve an important function in rural areas where small 
quantities of maize and beans circulate throughout the year. Changes in the policy
framework, in movement regulations, and the status of the road network are not likely 
to have a direct impact on their trading activities. 

The situation is likely to be different for itinerant traders who operate as small
scale wholesalers under the current system. Much depends on whether their "niche" is 
based on spatial advantages (proximity to disaggregated, remote production areas) or on 
maneuvering through the system with labor-intensive but inefficient methods of shipment.
To the extent that they operate directly at the farm gate, off the road network, 
collecting maize offered for sale where the NCPB and larger-scale private traders do not 
operate, the terms of trade are unlikely to change. Reliance on donkeys, bicycles, and 
headloads for relatively short hauls will continue to offer the most efficient means of 
transportation in these conditions. This form of first-stage wholesaling, which moves the 
commodity into local market centers from scattered sources of supply, is unlikely to 
experience heightened competition as a result of policy reforms. 

At the next point in the marketing chain, however, where wholesaling functions 
involve shifting the commodity between market centers, often over distances of 50 km 
or more, a significant restructuring of the trade can be anticipated. Initially, with 
unrestricted movement by the pickup-load (10 bags) under widely publicized "rules of 
the road", economies of scale will become feasible which cannot be realized under 
current conditions; with subsequent adjustment to lorryload volumes (100 bags) and then 
unrestricted movement, this will be reinforced. The use of accompanied shipments in 
half-bags on mattus and buses, for eventual reassembly at a distant market center, will 
become obsolete, and the chain of transactions between producer and eventual consumer 
- as argued in the Economic Analysis -- will typically be reduced by at least one 
intermediary. 

Lorry traders. This category of actors will obviously benefit once the movement 
control limit is raised to 100 bags through implementation of the policy agenda.
Haulage by lorry between market centers, and over longer distances between major 
surplus and deficit areas, is an essential attribute of more efficient wholesaling.
Although this form of trade and transport exists at present, it depends on privileged 
access to permits, payment of "rents", or a combination of the two. Traders who are 
already engaged in this trade would have incentives to expand their activity; and equally
important, increased competition can be expected as current underutilized haulage capacity 
(a phenomenon noted in the transport sector study, Chapter 5) is brought into the 
legally sanctioned trade. Those who have the financial resources to invest in storage 
facilities and tap the enormous Nairobi and Mombasa markets stand to benefit the most. 
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For the benefits of more efficient wholesale trade to be fully realized, however,
improvements in the road network are needed. as argued in Chapter 5, the critical 
segment for investment appears to be classified C and longer D roads, those not covered 
by existing Ministry of Public Works programs. Reduced operating costs for lorries,
resulting from road rehabilitation and adequate maintenance thereafter, arm an important
factor in facilitating the wholesaling function and ensuring a high degree of competition
in the lorry trade. 

Implications for women traders. These adjustments in the patterns of trade,
favoring larger-scale transactions and shipment of consolidated (lo-ryload) quantities, will 
clearly change the opportunities and constraints facing current actors in the system. As
noted above, retail tr-ading and farm-to-market wholesaling of quantities below say five 
bags, especially in remote and/or disaggregated production areas, will remain viable as 
economic niches for women traders. The degree to which women traders can achieve 
upward mobility into larger and more profitable wholesaling will need to be carefully
monitored during program implementation. Access to working capital from commercial 
banking sources is likely to be a serious constraint for many women traders; but the 
fact that women in Nakuru, Nyeri and other districts have successfully entered the long
distance lorry trade (when it remains il!,gal) suggests that the barriers are not
insurmountable. Some of them now own vehicles of their own, purchased with earnings
from their trading activities. Encouraging evidence can also be seen in the very active,
and completely unregulatnd, trade in potatoes, where women are dominant. 

As noted earlier, over-regulation of the formal sector has spawned an informal 
sector industry that reaps only subsistence-level wages. Under a reformed market some 
of these traders should be able to find new commercial niches, or move into more 
lucrative commercial sectors, such as fruits and vegetables. As Safilios-Rothschild and 
Mburugu (1987:8) noted, vegetables and fruit are women's cash crops par excellence,
rather than maize and beans. 

4.6.6 Impact on Nillers 

Posho millers. This group is likely to benefit slightly under the proposed market
reforms. Except in deficit areas, most rural 2osho millers process grain that has been 
produced in the immediate locality, and is then carried back home for direct 
consumption; since it does not enter the market, it will not be affected by price
changes resulting from liberalization, nor will this small-scale end of the processing
industry. Clearly, though, if availability of imported grain improves in deficit areas,
then one would expect some further expansion of milling activity, as was observed in 
1988-89 in the area adjacent to Lake Baringo. 

There are better prospects for growth of 2osho milling in low-income urban areas,
since the consumers who live there prefer the cheaper product to sifted tiour. Current 
regulatory practices and movement controls restrict the supply of grain in the urban 
areas, which in turn holds back expansion in processing facilities. This can be expected
to change as grain begins to move more easily, and at lower cost, into urban demand 
areas. 

Flour millers. The larger mills, which are generally situated close to the NCPB's 
sorage facilities, have been favored by the gazetted price structure of the formal system.
They have done even better, in financial terms, when able to purchase maize through
the "back door", directly from large farmers or lorry traders. Even under conditions 
of market restructuring and probable growth in the market share of private traders,
however, it should be emphasized that most of Kenya's large millers have the resources 
and experience needed for successful adjustment. 
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4.6.7 Impact on Urban Consumers 

Middle- and High-Income Consumers. As noted, the current system works to the 
benefit of high- and middle-income urban consumers in deficit and normal years, by 
providing both a guaranteed price and reliable supply. Those advantages would not be 
directly affected by the proposed KMDP policy agenda, insofar as the larger mills 
continue to produce adequate quantities of maize flour, based on the attractive milling
margin described in Chapter 3. That margin, in turn, is a function of NCPB's sale 
price to the mills a.nd the GOK's gazetted consumer price for maize flour. It is 
possible to imagine conditions under which either of these prices would change, but 
decisions on these matters fall outside the scope of the KMDP. 

Low-Income Groups. The current system of movement controls penalizes low
income consumers who prefer less expensive, unsifted posho flour, but have trouble 
obtaining grain in urban areas. Under a reformed market this category should benefit 
since access to grain will be opened up. Given the important part that maize flour 
plays in household budgets, substitution of Dosho for sifted maize flour will save these 
consumers considerable amounts of cash. If we use the average consumption figure of 
120 kg per adult unit per year for Kenyans and an average price differential between 
2 and sifted flour of 30 percent, then a family of five adult units currently
consuming 75 percent sifted/25 percent oosho spends Kshs 3,150 annually (US $154) on 
maize flour. If the relative proportions consumed were changed to 75 percent 91../25 
percent sifted, then at current prices the amount spent annually would be Kshs 2,730, 
a 13 percent reduction. For a low.-income consumer, this amounts to a considerable 
savings on food expenditures. 

4.6.8 Impact on Consumers In Rural Deficit Areas 

Seasonal deficit areas. These consumers suffer disproportionately under the current 
system, because market distortions have led to drastically increased retail prices iii the 
months immediately preceding the long rains harvest. Parts of the Lake Basin exemplify 
this problem, as do parts of Central and Eastern Provinces where maize production is 
not emphasized, or is insufficient to supply adequate food over the full year. Such 
areas tend to be poorly served by the Board, and traders incur considerable transaction 
costs to move grain into them, even when they are geographically very close to surplus 
areas. They are likely to benefit more than any other category of consumers under 
a liberalized market, and the results should be quite easy to see, in the form of a 
much narrower price spread between the areas in question. Many of the "hungry" areas 
have experienced high rates of labor migration, and have large proportions of farms 
managed by women. The scarcity of cash and the exhaustion of stocks from the 
previous harvest place a heavy burden on those families. Increased availability of maize, 
at lower prices, would ease this burden substantially and increase purchasing power for 
other goods. 

Chronic deficit areas. In contrast to the above category, these consumers are 
usually distant from major surplus areas. They are less likely to be well served by
private traders under a reformed system, due to their remoteness and relatively small 
populations. Expansion of the NCPB's network of distribution depots has helped to fill 
an important gap: traders can now buy grain much closer to points of distribution, 
reducing their transport costs considerably. Given the limited potential for private trade, 
it is assumed that most of these depots will be maintained, at least for the foreseeable 
future, as a means of providing enhanced food security. In chronic deficit areas not 
yet served by the Board, the KMDP should monitor the extent to which private traders 
are taking up distribution functions under a liberalized market. 
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4.7 EFFECTS OF PROPOSED INFRASTRUCTURE IMPROVEMENTS 

4.7.1 Road Improvement Program 

Chapter 5 presents analysis and recommendations for USAID support (with local 
currency, PL 480 generations) to a program for upgrading of market-to-market roads,
specifically C and longer D roads in the classification system used by the Ministry of 
Public Works. Because of the relatively high level of traffic on the C roads and many
of the longer D roads, the rehabilitation work would depend on heavy machinery,
although maintenance could be labor-intensive following the system developed and used 
under the existing donor-supported Minor Roads Program (MRP). It is proposed that 
KMDP financing for improvement of the long D roads and the C roads be based on 
private contracting, because of the inadequate fleet uf MPW machinery and budgetary
problems affecting the ministry. 

While the need for improving market-to-market roads is undeniable, the proposed
intervention will only have the intended consequences if certain factors are taken into 
account and adequately addressed. Most importantly, the selection process for road 
projects must be based on criteria related to marketing functions and linkages between 
production areas and market centers. Recent experience under the MRP indicates that 
the use of Divisional and District Development Committees to select roads for 
improvement or upgrading does not necessarily conform to MPW's pre-established social 
and economic criteria or the specific guidance provided by District Engineers. However,
the process does tend to weed out many of the more questionable roads which may
have political sponsorship, but little socioeconomic value. Further training and technical 
assistance provided under the KMDP could be used in developing this capacity at the 
district level, and in enhancing MPW's capabilities in transport economics. 

4.7.2 Employment Impact 

The employment effects of the roads program under KMDP will depend on the 
type of methods used for maintenance. If maintenance of class C roads is changed to 
be labor-based, then this will set a precedent and also result in more long-term
employment opportunities for people in the affected areas, especially low-income people
who are currently unemployed or underemployed. Experience gained under the MRP
is expected to guide &,e maintenance activities on the KMDP's market-to-market roads. 

In terms of labor-based maintenance, the system developed and used in the 
MRP is commendable (see the discussion in Chapter F). Careful attention has been 
given to organization and management, and it seems to be working well. In principle,
laborers are to be recruited from inhabitants along the road, although in practice a small 
crew often develops in a district which moves from road to road. Daily attendance 
records are kept on each road which provide information disaggregated by sex, and 
several specific studies under the MRP have focused on the involvement of women in 
the program. A study carried out in November/December 1988 found that out of a 
total of 20,694 people working on various MRP roads, 17 percent were women. 
Women's participation was lowest on the staff and routine maintenance (7 percent in 
each) but higher a.mong casual laborers on improvement works (23 percent) and periodic
maintenance (18 percent). A follow-up study which involved a one day survey on A00 

sites during February and March 1989 found that women are engaged in a whole range
of activitie3, those classified as both heavy and light duties. At the same time,
however, the survey found that on a large number of sites the use of women workers 
was restricted to a few specific activities. Only a few women were found in 
supervisory positions. 
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A Plan of Action has been proposed and discussed to increase the participation 
of women in the MRP. It includes making information about job opportunities more 
widely available. Currently chiefs are responsible for disseminating information at 
meetings or informally. The attention being given to increasing women's participation, 
spurred by donor concerns about equity, makes this program highly responsive to needs 
in the rural areas. It also serves to indicate the extent to which the MRP is a well 
established and dynamic program. KMDP-financed road activities will be based to the 
extent possible on the successful features of this action plan. 

At times there are difficulties with labor availability and rates. For example, 
during the peak agricultural season in both Nakuru and Nyeri Districts, labor rates and 
opportunity costs are higher than Kshs 23 per day. Therefore, attendance tends to drop. 
However, the difficulties seem to be seasonal and do not present a major impediment 
to the program. 

In sum, it can be projected that USAID support to a labor- based maintenance 
program would directly result in increasing long-term employment opportunities for the 
rural poor, since it is the poor who are willing to undertake such manual work. 
Moreover, at least 25 percent of the jobs will probably be held by women if the Plan 
of Action is implemented. 

4.7.3 Impact on Market Conduct and Performance 

Transporters and traders should derive tangible benefits from improved roads in 
the form of faster, more efficient operations and lower costs. Traders are likely to 
shift to more efficient modes of transport (i.e., to vehicles with higher capacities) as 
the transport linkagcs from production areas to market centers and between market 
centers are improved. In addition, the relaxation of movement controls and improvement 
of roads should increase the competitiveness of the transport industry and drive down 
transport rates for traders. In comparison to the current system, a larger number of 
transporters should emerge, to move maize between districts, rather than only those who 
can operate under the current system, charging high costs including provision for chai. 
In short, the proposals for liberalizing the marketing of maize and beans should yield 
an environment for more efficient operations by transport providers. 

The Transport Sector Analysis (see section F.4.2) demonstrates that the running 
costs for a lorry could be reduced by Kshs 6.81 per km if existing C and D earth 
roads were upgraded to gravel surfaces. While it is anticipated that the lower costs will 
be passed on in part to both producers and consumers, this is an issue that will require 
monitoring. As with the proposed market reforms, the improvement of 'linkage" roads 
may result in the replacement of some itinerant traders by large-scale lorry traders, as 
the latter group moves into areas where road constraints had previously inhibited entry. 
For itinerant traders, poor road conditions often work in their favor since they are 
willing to walk or take donkeys into areas which are less accessible to vehicles. 
However, the proposed KMDP investment will have little or no impact on short 'access" 
roads with low traffic counts, which are already covered under the MRP. Those 
itinerant traders who operate exclusively at the lower end of the market chain (i.e., 
where D and E roads, or road-to-farm trails, are the main infrastructure) are not likely 
to be gready affected by the KMDP roads program. Those itinerant traders who have 
good market linkages should still play an important role in collecting produce at the 
farm-gate and selling to large-scale traders; or moving produce from rural areas served 
by "access roads" to the C (market-to-market) and national trunk roads. 
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4.7.4 Status of Market Infrastructure 

The 	 study team found only minimal need for investment in physical marketinfrastructure, particularly when compared to alternative uses of programs funds. For
market women who are regular traders in either wholesale or retail markets, there is a need for physical storage at open-air markets. A 	 watchmanspace the dependable
important, as is a place to keep their produce dry and, preferably, 

is 
locked away at"

night. Beyond the storage needs, however, there is little need to build improved market
stalls, except in 	 the largest market towns. Most of the newly-constructed physicalmarketplaces in small and medium-sized centers are not used to buy and sell produce;rather they are used to store goods. In fact, women traders in the new Karatina
market stalls report that they take their produce outdoors and sell it on the ground,
especially on market days, since customers seem to consider that they get a betterbargain from open air marketers. This pattern was also observed in Kakamega District.Furthermore, many of the newly built municipal market stalls are priced above themargins of small-scale food traders. Thus, if KMDP funds areany 	 earmarked formarket infrastructure, priority should be given storageto facilities for small-scale traders. 

4.8 	 REQUIREMENTS FOR MONITORING AND 	 EVALUATION 

4.8.1 	 Monitoring the Socioeconomic Impact of Market Reforms Under the ARMES
 
Component
 

A 	 program of this kind requires c',s.;ful monitoring for at least three reasons: 

* It is 	 targeted on Kenya's principal staple commodity; 

e 	 It is likely to affect the incomes and purchasing power of a very diverse set 
of socioeconomic groups; and 

e 	 It is predicated on continuous dialogue regarding policy adjustment, with both
the donor and host government requiring hard evidence of program results as
they approach each successive implementation step for policy and investment 
decision making. 

Details of the proposed Applied Research, Monito,:ing and Evaluation System (ARMES)
are provided elsewhere. In this concluding section, brief 	 suggestions are put forward on ARMES priorities and methods for addressing the key issues raised in the preceding
Social Soundness Analysis. 

In 	 terms of overall KMDP objectives, there are four critical functions beto 
sered by the ARMES unit: 

* 	 First, a capability to report market price trends and patterns so that spatial and
temporal price differences (which are expected to narrow as a result of program
interventions) can be measured; 

e 	 Second, short-term and recurrent diagnostic studies will be needed to dig deeper
on issues arising from the analysis of price data; 

- Third, longer-term applied research should be conducted, drawing on the Policy
Analysis Matrix (PAM) methodology and possibly other techniques, to improve
understanding of maize and beans commodity systems; and 
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* Finally, assistance should be directed to helping the GOK develop and refine 
a comprehensive strategy for food security. 

In the three-year time frame of the program, the first two functions are likely 
to be the most useful in addressing questions of social impact. The market information 
system, relatively simple in design, provides a direct, verifiable means of measuring the 
degree to which marketing costs are reduced. To take perhaps the most clear-cut 
example encountered in the field study, monitoring the expected reduction in the 
observed June 1989 price ratio of 2.1 between Uasin Gishu and Siaya should be a very
straightforward matter. The logic of the KMDP (what is "supposed to happen") is 
relatively simple, and bottom-line results, insofar as marketing margins are concerned, 
should be transparent. 

To augment the ongoing collection of price data, other studies and problem
oriented surveys will be needed, specifically to analyze the flow of expected benefits 
to different socioeconomic groups based on their role in the commodity system
(producers, traders, consumers) and their geographic location. Preliminary suggestions on 
two key areas are offered below. 

Consumption/Demand Studies. Using simple household survey techniques, a 
baseline survey should be initiated in two low-income and two middle-income areas of 
Nairobi (e.g., Dandora, Kibera, and Mathare Valley), and one of each in both Mombasa 
and Kisumu. " The surveys should focus on food purchasing behavior and preferences
in relation to household budgets and income levels, and should monitor changes in 
relation to price trends for grain, ~osho, and sifted flour. Samples of 40-50 households 
in each location should be adequate, in order to limit the cost of data collection, 
processing, and analysis. LS  Following a baseline survey in Year 1 of the program,
followup surveys with the identical sample should be undertaken in Years 2 and 3. 
Among the key points to be analyzed is whether or not, as predicted in the previous
section, 2oshQ flour will be substituted for sifted flour among low-income households. 

The second type of consumption/demand study would be undertaken in the 
seasonal and chronic deficit areas. A baseline consumption/expenditure survey of 40-50 
households in each of two seasonal deficit areas (e.g. Vihiga Division of Kakamega, and 
a comparable area in Nyeri) and two chronic deficit areas (e.g. Baringo and Kitui)
should be implemented during Year 1, and should be updated at least every six months, 
to capture differences between post-harvest and pre-harvest conditions. To the extent 
possible, the consumption survey instruments in the deficit areas should resemble the 
urban ones, in order to make the results comparable. The social analysis in the report
suggests that consumers in seasonal deficit areas will be big "winners" under a scenario 
of enhanced private trade, whereas those in the chronic deficit areas are likely to 
remain primarily dependent on the NCPB supply and distribution network. Assuming that 
the network operates on its present basis, it will be important to see if many private
traders/wholesalers enter these areas to compete with the Board. 

Impact on Traders. The previous analysis suggests that as wholesaling 
opportunities open up, those traders who have access to motorized transport will be 
advantaged, and many of the practices employed in the informal trade under present
conditions will become obsolete. The chances that this will occur appear especially great 

' The other large towns (Eldoret, Nakuru, etc.) are in major surplus areas and 
should not be surveyed unless there are patterns in the price data that suggest the need 
to do so. 

15 If the Central Bureau of Statistics has recent consumption data available 
on Nairobi or other urban areas, this information should be utilized in designing the 
survey instrument. 
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in the densely-settled areas, where open-air markets and women traders dominate. A 
sample of small-scale traders (40-50) should be surveyed at the start of the program
in each of the six districts where the KMDP is implemented. Information on volume, 
income, products sold, marketing costs, and market practices/locations should be gathered.
Certain of these data were collected by this team during May-June 1989 and proved 
not to be difficult to gather. The baseline survey should be complemented by some 
qualitative case studies of small-scale traders, which can be updated during program
implementation. The initial baseline data on small-scale traders should be updated at 
least every 12 months during the program. 

The analysis of trader activities should be driven by three critical questions: 

e 	 Have small-scale traders been forced out of certain markets by larger traders? 
If so, have they found other informal trading activities (e.g., vegetables) to 
pursue? 

* 	 Have small-scale traz. rs been able to find new and more lucrative niches within 
the reformed maize/bean market? 

* 	 Have any small-scale traders (particularly women) been able to take advantage 
of new wholesaling/large-scale trading opportunities? 

4.8.2 Monitoring the Impact of the Infrastructure Program 

As 	 an input to the ARMES component of the KMDP, monitoring and evaluation 
of 	 the market roads program carried out by the Ministry of Public Works should collect 
and analyze two types of information. The first involves a system of periodic traffic 
surveys along market linkage roads, while the second involves case studies of a diagnostic
kind similar to the consumption/demand and trader surveys described above. 

Periodic Traffic and User Surveys. These surveys should be conducted at least 
four times each year (early and late in the rainy season, and early and late in the 
principal marketing season) along both (a) market linkage roads that have been improved 
under the KMDP and (b) unimproved C and longer D roads that form part of the 
marketing transport system. These surveys should measure traffic flows and record the 
origins and destinations of transport providers. Survey instruments should include 
questions on socioeconomic characteristics of different users of the transport system,
disaggregated by sex. 

Case studies In selected sample areas. The case studies will be carried out in 
at least three districts 6, with specific localities selected on the basis of population
densities, road condition prior to improvement and the extent to which to maize and 
beans are sold and purchased. A sample will be drawn of road catchment areas within 
each selected district. Prior to road improvement or its completion, a rapid survey will 
be taken of households in the impact area and an inventory conducted in markets 
along the road focused on traders and vehicle operators servicing the markets. From 
the rapid survey, a sub-sample of farming households, traders and vehicle operators
should be drawn; these are not expected to be large and hence they will not be 
statistically representative. The objective will be to focus on a) the extent transport 
costs are lowered and identifying the groups that benefit from lower costs; b) changes
in marketing behavior and the distribution of positive and negative effects with attention 
to gender issues; and c) interrelationships and causal factors. 

16 Ideally, all six districts covered by the KMDP road program should be 
included in this activity if resources permit. 
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4.8.3 Mitigating Potential Negative Consequences 

The combination of price and traffic monitoring and selected diagnostic surveys
should generate a considerable body of information on whether the expected impacts of 
the program are materializing, and the distribution of benefits to various socioeconomic 
groups. The design of the program,data collection and analysis activities discussed above 
there are certain implementation features of the proposed program that can assist in 
mitigating any potential negative social consequences. These include: 

* 	 It is assumed that the existing network of NCPB storage facilities in the more 
remote chronic deficit areas will be maintained, to minimize the risk of 
deficient supply. These are the areas in which the incentives for private
traders to expand activities as a result of deregulation is likely to be weakest. 

9 	 To increase opportunities for smaller-scale traders to expand activities in a 
deregulated environment that favors economies of scale, certain measures may
be appropriate to alleviate working capital constraints. One possible means of 
doing this is through credit activities supported under the rural enterprise
projects in the USAID portfolio. This can be done through existing Kenyan
institutions (banks and NGOs); possibly an allocation of local currency fund. 
under the KMDP could be channelled through those projects. A key target 
group here is women traders who tend to be the most capital-constrained and 
to be perceived as high-risk borrowers given their lack of fixed collateral. 

* 	 In deficit years, as prices move upward, it is likely that some targeting of 
food supplies (with or without subsidies) may be required for certain urban and 
rural consumers. Efforts to develop a comprehensive food strategy might
include a plan of action for the NCPB to place priority on maize deliveries 
to the urban areas most distant from surpius zones (e.g. Mombasa) in drought 
years, to cushion the effects of liberalization on urban consumers. 

* 	 The program should continue to examine the feasibility of utilizing coope-atives
for maize marketing, as occurred in parts of Kakamega and Uasin Gishu in
1988/1989. Infrastructure constraints in the settlement areas of Kakamega (e.g.,
Lugari Division) may still discourage private traders from operating there until 
roads are improved. The use of primary societies for collecting maize from 
members and selling it to private traders would help counteract monopsonistic
conditions if they emerge. 

o 	 Coordination of infrastructure activities with the ongoing Minor Roads Program
will ensure that lessons learned from the MRP (including its Action Plan) are 
incorporated in the employment practices of the MoPW and private contractors,
with special reference to maximizing opportunities for women's participation. 
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CHAPTER 5 

ANALYSIS OF TRANSPORT SECTOR IMPROVEMENTS
 
RELATED TO MARKET DEVELOPMENT
 

5.1 INTRODUCTION 

Transportation plays a pivotal role in agricultural marketing, and the components 
of a rural transport system must be integrated in a manner that delivers efficient 
movement of commodities and allows other marketing functions to operate effectively.
For purposes of analysis in this chapter, the transport system includes three components: 
(a) the road network; (b) the transport suppliers operating on the roads; and (c) services 
closely tied to transport, such as assembly of loads, temporary storage to accumulate 
larger shipments, and loading and unloading activities. If transport is inefficient and 
impedes a rational marketing program, it is necessary to identify that part of the 
transport system containing the most serious bottlenecks. As with any system, it takes 
only a malfunction in one of its parts to limit the system's effectiveness. 

This chapter evaluates the current performance of the transport sector, with respect 
to agricultural marketing, in the sample districts of Kakamega, Kisii, Kitui, Nakuru,
Nyeri, and Uasin Gishu. The main purpose is to assess the opportunities for improving
maize and bean marketing by releasing constraints in the road system and the haulage
industry, through a combination of policy actions and program interventions. The 
primary issue investigated was the degree to which friction in shipments of spatially
separated maize and beans markets can be eased through improved transport infrastructure 
and the relaxation of movement controls. The flows of these commodities between 
production areas and local market centers, and between local market centers and district 
markets, were assessed to determine if the supporting infrastructure channels could 
improve the marketing of these commodities. 

The study team also examined the road haulage industry with a view toward 
determining what factors influence the cost of operating transport vehicles. Sections 
of this chapter describe the roles played by various transport providers, such as lorry
traders and local haulers, in the transportation of maize, beans and other commodities. 
An assessment of the impact of regulatory policies, permit controls, transport rate charges
and capacity utilization on the transport haulage industry is also presented. 

Against this background, later sections of the chapter present the team's 
recommendations for investment in rural road improvements, concentrating on roads that 
link market centers (sometimes across district boundaries), along with a series of 
recommended policy actions aimed at improving the overall efficiency of the transport 
sector. The economic justification for the investment in road improvements is analyzed 
using the results of three case studies treating roads from the sample districts. 

5.2 OVERVIEW OF KENYA'S TRANSPORT SECTOR 

5.2.1 Road Classification System 

Kenya's road network encompasses some 160,000 kilometers, of which about 62,000 
kms are classified. The classification of roads is by function, as follows: 

Class A International Trunk Roads (3,600 kms). These roads link centers of 
international importance and cross international boundaries or terminate at 
international ports. 

* i-,i 
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Class B National Trunk Roads (2,800 kms). These roads link nationally important
centers, mainly principal towns and urban centers. 

Class C Primary Roads (7,800 kms). These roads link provincially important
centers (urban and rural) to each other or to higher class roads. 

Class D Secondary Roads (11,000 kms). These roads link locally (district) important
markets and other local centers to each other, or to more important centers. 

Class E Minor Roads (26,500 kms). These roads link minor local centers or to 
roads of higher classification. 

In addition, there are the unclassified Rural Access Roads (RARs) with about
8,000 kms, and other special roads of about 2,500 kms serving specific facilities in
the tea, sugar, wheat, and settlement areas. It is clear from these data that the road
infrastructure in Kenya is extensive, although the network is more concentrated in areas
of medium to high agricultural potential. 

5.2.2 Current Planning Procedures 

Institutional and Budgeting Arrangements 

The development, improvement and maintenance of roads in Kenya are the
responsibility of the Roads Department, currently situated in the Ministry of Public
Works (MoPW). The department is headed by the Chief Engineer (Roads) who reports
directly to the MoPW Permanent Secretary. The CE (Roads) is represented at respective
lower levels by the Provincial Roads Engineer (PRE) and the District Roads Officer 
(DRO). 

Budgetary allocations from the GOK Treasury are the primary source of funds
for the activities of the Roads Department; however, a significant portion of the road
improvement and maintenance activities of the Department is funded through grants and
loans from bilateral and multilateral international funding agencies. Maintenance activities
for Class A and B roads are funded from tolls collected on these roads. Development
and recurrent budget allocations are provided in the form of ceilings for each GOK
ministry, reflecting the GOK's development policies and priorities. These ceilings are
communicated to each ministry well in advance of the budgeting process for each
subsequent financial year. The Roads Department is obliged to finalize its budget
within the MoPW ceilings determined by the Treasury. 

The budgeting process of the Roads Department falls into three major categories: 

* 	 Major roads, which include the improvement and maintenance of Class A and 
B roads, particularly on those sections that are bitumenized; 

* 	 Other roads, including Class C and some Class D roads with high traffic 
volumes; and 

Minor roads, which currently encompass three major programs, the Minor Roads
Program (MRP), the Rural Access Roads Program (RARP), and the Graveling,
Bridging and Culverting (GBC) Program. 

In 	 practice the Planning Unit of the Roads Department is responsible for
determining priorities for improvement and maintenance of Class A and B roads.
However, the prioritization of the improvement and maintenance of Class C, D, E and 

9 
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unclassified roads is the responsibility of the various District Development Committees 
(DDCs). Each District Development Committee periodically submits a list of roads to 
the Roads Department for consideration; the accepted roads form parts of the District 
Development Plans. 

General Planning Framework 

The MoPW Roads Department is responsible for planning of all classes of roads 
including Classes A, B and C. Roads included in the various development programs
for improvement are identified at the district level. These roads are suggested by
politicians representing local areas, the DDCs, the MoPW Headquarters, mainly the 
Materials Branch which carries out investigations on failing paved roads requiring
rehabilitation. In most cases, the roads proposed involve upgrading from earth or gravel
surfaces to bitumen standards. 

Proposed roads are evaluated in light of their socio-economic attributes, traffic 
volumes, possibility of opening up areas for future development and settlement, and 
role in the prerention of movement bottlenecks as a result of pavement deterioration. 
Some road projects are subjected to economic evaluation to form a priority list of 
roads that fall within the development budget ceilings of the MoPW. Only those roads 
whose economic evaluation indicates viability (positive net present value) are included in 
the development budget for improvement. 

Considerable debate arose in the late 1970s and early 1980s over the procedures
and criteria for selection of rural roads for improvement, the main issue being whether 
non-economic factors should be included. The debate came at the incepion of the 
RARP, which was a multi-donor effort to construct about 14,000 kms of low-cost rural 
access roads in 26 districts covering the medium to high agricultural potential areas. 
The overall objective of the RARP was to improve farm-to-market access, thereby
improving the income and quality of life of the residents of the road impact area. 

In the case of the Class A and B trunk roads and the longer Class C and D 
roads, savings to road users represent the major benefits, and project analysis of these 
roads does not generally include other impacts. However, in the case of access roads, 
such as shorter Class C and D roads and Class E and RAR and special roads, the 
development impact and accessibility features are crucial to the project analysis. Often 
these roads have low or no traffic and the reason for improving them lies in their 
contribution to the development of the area. Thus, social impact of the proposed
roads, as well as economic factors, are considered important benefits. 

Accordingly, a new evaluation procedure was formulated in 1981 for the access
type rural roads with modifications in 1986 with the introduction of the Minor Roads 
Program (MRP). The existing planning procedure for the MRP involves three stages.
First, districts are allocated equal shares of available resources regardless of population,
road density or other demographic factors. Each district must identify, through the 
DDC, at least 100 km of roads for improvement. This list is submitted to the District 
Roads Engineer (DRE) for review and ranking. Roads can be immediately rejected if 
large bridge construction (over 12 meters) is required, traffic is high (over 70 vehicles 
per day), or labor-based construction methods are not feasible. 

Second, the remaining roads are ranked according to points and weights given to 
cost and benefit factors, including social as well as economic benefits. Third, 60 km 
of roads with the highest evaluation scores are selected. In some cases, the lowest 
ranked roads in the 60-kn lint are subjected to simplified economic analysis. 

The MRP planning procedures exclude Class C and D roads where traffic volumes 
exceed average daily traffic (ADT) of 70, whereas MoPW's planning process is directed 
to bitumenized Class A and B roads. Therefore, many Class C and longer Class D 
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roads, specifically those with more than 70 ADT, are left out of any formalized 
planning process. 

Ongoing Minor Road Program 

The current MRP is the successor to the Rural Access Roads Program which 
started in 1974. During its eight-year life, RARP improved 8,500 kms of rural roads 
in 26 districts. Labor-based construction and maintenance techniques were applied to
roads five to 10 kms in length. Generally, each road's ADT was projected at less 
than 30. RARP involved alignment of existing tracks, with roadway width of 4.5 
meters, of which 4.0 meters were surfaced with 10-15 centimeters murram-gravel. 

MRP commenced in 1987. Its program is funded by six donors and covers a
five-year time frame. Roads included in MRP are Class D and E roads. Phase I,
the first two years, is currently being implemented; Phase 1I consists of proposed
improvements in the last three years. Donor funds pay 75 percent of the program's
cost, and the GOK funds the remaining 25 percent. Two-thirds of the funds are 
used for improvement of roads, consisting of forming and shaping the road with proper
camber and drainage. If ADT is forecast at less than 20, the road is maintained as 
an earth road. If ADT is over 20, a murram-gravel surface is applied. The running
surface of MRP roads is 5.4 meters. 

The District Development Plans include funding for improving 30 km of roads 
in each of the 28 districts in the MRP. These funds are allocated for road 
improvement (e.g., shaping and graveling) plus an additional 15 km per year for periodic
maintenance (regraveling) for each MRP unit. Three districts have two MRP units. 
Nine hundred km are scheduied for improvement in each year of the five-year program.
The current five-year program consisting of two-thirds improvement and one-third
maintenance is expected to be foilowed by a second five-year program evenly split
between road improvement and maintenance. 

Responsibility for road selection and priority of work is undertaken by the District 
Development Committee. MRP Headquarters at the MoPW coordinates the overall 
planning, controis the budget, and monitors the progress of the activities in the districts. 
MoPW also provides !iaison with donors and prepares estimates of the annual MRP 
budgets. Funds are released by the Ministry of Finance to each district, and all
expenditures by districts are reported to that ministry. Regional coordinators supervise the
work in the districts and also provides liaison between districts and MRP Headquarters. 

The responsibility for implementing the MRP in the districts is undertaken by
the District Improvement and Maintenance Engineer of MoPW. Each district conducts 
direct planning and management of improvement and maintenance work. A district 
prepares a list of roads for improvement from each division in the district. Division 
officials are informed of the district's criteria for selection so that division personnel
will understand the screening process at the district level. From the division 
submissions, a list of roads is prepared, with priority, and forwarded to MRP 
Headquarters. In turn, Headquarters reviews selection criteria and technical aspects of 
the plan but does not change the priorities established by the district. Expenditures 
are authorized up to the budget limit. Roads recommended by districts not funded 
in Phase I are included in Phase U1, although it is expected that a further review will 
be made before submission of those roads to MRP Headquarters.' 

I The World Bank review of the Rural Access Road Program, which introduced 
the concept of local planning for rural roads, indicates that local involvement facilitates 
execution of the program and strengthens local planning. In addition, the World Bank 
stated that a monitoring and evaluation program offers opportunities to support the 
development of local institutions for effective planning. The MRP is continuing the 
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5.2.3 Review of Current Maintenance Practices 

General Maintenance Practices 

The road maintenance organization of the Roads Department is district-based. 
The Chief Engineer (Roads) allocates funds to District Works Officers to carry out 
routine and periodic maintenance including regrading, regraveling and resealing. Each 
province is subdivided into districts under the traditional MoPW maintenance practices. 
Under the RARP/MRP provinces are divided into regions, which in turn are broker 
down into districts, divisions, and localities. Within each locality there is a road camp
where routine maintenance gangs, employed on a semi-permanent basis, are based. 
However, regraveling and resealing are usually done by special mobile units or 
contractors. 

The maintenance practice adopted for all types of roads, including minor roads, 
is based on the use of some equipment. The area covered by individual road camps
is such that even for those activities performed manually, for example cleaning culverts, 
a truck or tractor and trailer is essential for transporting the labor force. 

The MoPW is aware of the problems of maintaining a large and dispersed road 
network with limited funds. The large staff and labor establishment represent a fixed 
expense; consequently, in time of financial cutbacks, the work output suffers significantly 
due to the disproportionate reduction in funds available for transport, maiatenance 
equipment and materials. The dispersed nature of the operations also leads to low 
equipment availability and utilization. In addition, labor is difficult to motivate and 
productivity" is low. 

The effective maintenance of the unsealed pavement or running surface presents 
a serious problem. The camber reshaping of an earth or gravel road is carried out 
by graders. However, this activity is currently performed only once per year, even 
though there is a need for reshaping at least twice per year for most earth and gravel
roads. Roads with high traffic leveLs and high rainfall require reshaping at even higher 
frequencies than once per year. If grading is done only once a year, the operation 
is expensive and time-consuming. Although the road will be in good condition 
immediately after completion of grading, it will deteriorate at an increasing rate until 
it is graded a year later. 

Maintenance Under the Minor Roads Program 

In the early !980s, the GOK and participating donors considered various ways
of maintaining the roads in RARP and MRP, leading to adoption of the "lengthman
contractor" system of maintenance. The alternatives considered included the traditional 
MoPW equipment-based practices. Another alternative, was the possibility of recruiting 
a gang of casual laborers two or three times a year to carry out maintenance of long 
sections of roads under the direction of an overseer equipped with a vehicle, caravan 
and a mobile store. However, costs, logistics and management problems associated with 
these alternatives weighed against their adoption. 

RARP and MRP maintenance activities are grouped into routine, periodic and 
urgent operations. Routine maintenance is carried out once or more per year on a 

emphasis upon local participation and has made modifications to improve the "grass roots" 
planning process. 
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section of road. Periodic maintenance, depending upon the traffic load has a regraveling
cycle of 5 to 12 years and normally requires significant skilled resources. Urgent
maintenance arises from unforeseen circumstances such as flooding, bridge accidents, etc. 
Such situations necessitate immediate remedial actions. 

Under the MRP, routine maintenance is performed using a labor-based system
called the lengthman system, which assigns a former road construction worker to each
section of a road. Road sections are typically 1.5 to 2.0 km in length depending upon
terrain and whether the road is a RAR or minor road. The lengthman is engaged on 
a casual basis and is provided with hand tools. Many lengthmen live adjacent to their
road sections, thereby minimizing walking to and from the work site. The lengthman
i, responsible for 11 specific maintenance tasks. The lengthman works three days each

.k and is supervised by a headman who assigns the lengthman the maintenance tasks 
to be performed. 

The headman system consists of two types, the contractor-headman and the
supervisor-headman. The contractor headman is particularly suited to short sections of
RAR or minor roads where five or less contracts (lengthmen) are assigned; this applies
to roads of up to 10 km in length. The contractor headman is assigned his own 
section for which he also works three days per week, but at a slightly higher rate than
the lengthman or contractor. The contractor headman also supervises other contractors.
He provides instructions to contractors, prepare work tasks, inspect and record work 
performed. 

The supervisor headman method is more suited to longer lengths of RARs and
minor roads e.g., over 10 kms in length, whereby more than five lengthmen are
assigned. The headman may also supervise several nearby roads. The supervisor
headman spends three days a week carrying cut his supervisory duties. 

Both types of headman report to a overseer who is responsible for the organization
and control of all routine maintenance activities within a designated area. The overseer
is also responsible for identifying urgent road works and is responsible for up to 100 
lengthmen-contractors and headmen. 

The advantages of the lengthman system for maintaining access roads and minor 
roads are as follows: 

e The contractor is a local person and the community can exert influence on 
him to maintain the road properly; 

e The work is not directly dependent on the availability of equipment and
vehicles. Whatever is required is reduced to the absolute minimum. In 
addition, the foreign exchange component is estimated at onfy 10 percent or 
less; 

* It relies on the availability of labor resources existing in the rural areas; 

e Significant employment is created in the areas of implementation; 

e Laborers have the advantage of living with their families; and 

e Accommodation and transportation expenses are minimized. 
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5.2.4 Overview of the Transport Industry 

The Regulatory Framework 

This section provides an overview of the principal legislation governing the 
operations of transport vehicles in Kenya. Legislative control over vehicle operations in 
Kenya derives primarily from the Traffic Act , revised 1988 (Chapter 403 of the Laws 
of Kenya). This act is the principal instrument for the control and licensing of all 
registered vehicles. The act provides that a commercial vehicle shall not be licensed to 
operate unless an "an inspection report" showing that the vehicle or trailer has been 
inspected within 10 months of a request for a license and that the vehicle is insured 
against third risks. 

In addition to the Traffic Act, the transportation of goods along Kenvan roads 
is governed by the Transport Licensing Act of 1962, Revised 1979 (Chapter 404 of the 
Laws of Kenya). This act provides, inter alia, that no motor vehicles licensed in 
accordantce with the Traffic Act of 1988, can be used on a road for carriage of goods
for hire or for reward, or in connection with any trade or business unless such a 
vehicle has been granted a public, limited or private carrier's license. 

The Transport Licensing Act also provides that goods vehicles operate in a fit 
and serviceable condition. The Act further provide3 that any laws in force that relate 
to the speed and weight, laden and unladen, and the loading of goods, for each type
of authorized vehicle, shall be complied with. 

In accordance with Chapter 404 of the Transport Licensing Act, the GOK is 
becoming Licreasingly concerned about the economic costs of maintaining its road system.
The stated policy of GOK is to make road user charges cover the full costs of using
the roads. In line with this policy was the introduction of toll bridges along Class A 
and Class B roads. Funds collected at toll bridges are remitted directly to the MoPW 
for the purpose of road maintenance. 

Additionally, the GOK introduced weigh-bridges to check axle loads of heavy
vehicles operating also along Class A and B roads. The intent of such an effort was 
to effectively restrict heavy loads from damaging the road surface. The implementation
of this policy was temporarily halted due to public opposition, but was re-introduced 
in August, 1989. 

Composition of the Industry 

The transportation of maize, beans and other agricultural commodities is facilitated 
by a wide range of transport modes, as shown in Table 5.1. These modes of 
transport can be grouped by function and type into three categories. The relevant 
categories include intermediate modes, short-haul modes, and long-haul modes. The first 
includes such modes as human transport (headloading); animal powered transport (e.g.,
donkeys or oxen driven carts), and bicycles. These modes provide local transport
service for maize, beans and other commodities, primarily between the farm-gate and 
the local market or from the farm-gate to the nearest road. Such modes, as a rule, 
carry commodities locally or on short-hauls, although longer hauling distances are not 
uncommon. Hauling distances for this category are usually under 10 km per trip. A 
typical load ranges from less than a half a 90 kg bag of maize or beans up to five 
90 kg bags. Vehicles in this category typically operate along trails, but can also be 
found along Class D and E roads. 
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TABLE 5.1 

TRANSPORT HAULAGE INKENYA'S RURAL AREAS 

Transport 
Mode 

Transport 
Facility 

Primary Market 
Linkage 

Transport 
Rate/BagI 

(Kshs) 

Typical 
Loads2 

Per Trip 

Intermediate: 
Headtoading Traits,Class 

E & D roads 

Farmgate to road, 

farmgate to 
Local market. 

2-5 <1-1 bag 

BicycLe Traits,CLass 

E & D roads 

Farmgate to road, 

farmgate to 

Local market 

2-5 1-2 bags 

Donkeys 

Short-Haul: 
Pick-ups 

atatus 

Trails, Class 

E & D roads 

local market 

Class E,D,C, 

8 & A roads 

Farmgate to road, 

farmgate to 

Roadside to 

Local market, 

local market 

5 

10-15 

1-5 bags 

1-15 bags 

to district 

market. 

Buses Class D,C, 

B & A roads,. 

Roadside to 

local mrket, 

Local market 

15 0 bags 

Long-Haul: 
Lorrits 3 Class DC, 

8 & A ro" 

to district 
market. 

Local ager.t 

to local market, 

Local market to 
intra-district 

10-20 30-150 bags 

markets, and 
interdistrict 

markets. 

1 Transport rates in this column are rates charged during the dry season only. 
Many transport providers reported during field interviews that they
typically double the rates during the rainy season because of the difficulty 
of getting to certain areas and because of the poor condition of the roads. 

2 A typical load carried by transport providers refers to a 90 kilogram bng 
unit of maize, beans or other commodities. 

3 	 The commodities transported by this mode, particularly maize and beans, are 
to NCPB depots, transfers between depots and to grain mills. 
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The second category consists of motorized short-haul vehicles such as pick-ups and 
matatus, small lorries and buses. This mode of transport is more dynamic than the 
first category because it covers a wider range, make trips more frequently and has a 
much higher load capacity than the intermediate mode. It provides transport services 
between the farmgate and the local or district market centers, road access permitting.
Hauling distances for this transport category usually exceed a 10 km radius, but 
oftentimes are not in excess of 50 km. Typical loads range from an accompanied 90
kg bag of maize or beans on a pick-up/matatu or on a bus up to a full load on a 
3-ton pick-up (15 bags). Vehicles in this category operate, with the exception of 
perhaps buses, on all classes of roads. 

The third category includes lorry transport. This mode of transport has a
significantly higher load capacity than the first two categories. Although some 
overlapping in hauling distance between the second and third category occurs, particularly
for intra-district short-hauls, lorries generally operates on long-hauls. The lorry transport
mode usually operate between interdistrict and intra-district market centers or outside 
of a 30 km radius. They mainly operate on the primary and trunk road system such 
as Class A, B and C roads, but they also use Class D roads. This mode facilitates 
the movement of large quantities of maize and beans in both the formal and informal 
markets. A typical truckload might range from 65 bags of maize or beans for a 7
ton lorry up to 150 bags for a 15-ton lorry. 

As Table 5.1 reveals, the transportation of commodities shifts to more efficient 
modes of transport as the friction of distance increases and as better communications 
links become available. Shifting to more efficient modes of transport (i.e., to vehicles 
with higher capacities) is likely to continue as the transport linkages from production 
areas to market centers and from market centers to market centers are improved.
Additionally, as the policy of liberalized prices and relaxation of movement restrictions 
take effect, downward pressures on transport rates should causes transport providers to 
become more competitive in rate setting and in their service delivery. This is expected
to lead to the utilization of more higher capacity transport vehicles than at present. 

The structure of the transport industry indicates that producers use a range of 
transport modes to get their products to the market. They rely on several modes to 
reach a local market thereby raising their costs for transport. The providers of local 
transport services are generally of two types. They consist mainly of owner-operators
who may own a pick-up/matatu, bus or z lorry. The second type is the lorry-trader,
who may have his own transport. Lorry-traders also purchase maize, beans and other 
commodities. The lorry-trader is unique in the sense that providing transport services 
complements other business activities. Lorry-traders primarily buy and sell large
quantities of maize and beans. As discussed in Chapters 3 and 4, they also make 
deliveries to the NCPB's depots and unofficially to grain millers. 

5.3 BOTTLENECKS TO EFFICIENCY IN THE CURRENT SYSTEM 

This section discusses the transport system as it relates to those aspects of Kenya's
maize marketing practices. As previously indicated, an inefficient transport system
impedes the rational marketing of commodities. When this occurs, remedial actions,
oftentimes involving a combination of policy instruments and program measures, are 
necessary to remove the bottlenecks and to bring the system in line with the demand 
for transport. An integrated system of transport tends to improve the overall efficiency
of markets. This section outlines how the transport system can improve the overall 
efficiency of maize and beans marketing. 
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5.3.1 Road Network 

The road network serving agricultural marketing consists primarily of relatively 
short access roads connecting farms with local markets or roads leading to markets, and 
longer roads linking market centers. In Kenya, Class E, Rural Access, special roads 
(those serving tea, sugar, wheat, settlemer.t areas) and some Class D roads provide the 
access function, while Class C and longer Class D roads serve as links between markets. 
(Class A and B roads, where available, would be used for longer distance inter-market 
hauls.) 

Design standards for access and linkage roads are a function of the expected 
traffic. Width of roadway and types of surface and strength (thickness) are related to 
levels of traffic and the type of vehicles operating on the roads. Underdesigned roads 
(roads on which traffic exceeds the level for which they were designed, or which 
cannot accommodate economical loads) yield high costs of transportation, either through 
traffic congcstion -- although this is unlikely in the cases considered in this report 
-- or high unit costs per km associated with use of several smaller vehicles rather than 
larger shipments in larger vehicles. In these cases, there should be a balance between 
the higher invesiment costs associated with higher design standards and the lower 
transp'irt costs arising from using larger vehicles, if demand warrants their use. 
Linkage roads generally have higher traffic levels and require somewhat higher design 
standards than pure access roads. Consequently, larger vehicles are able to operate, and, 
if demand allows full loads on larger vehicles, the resulting transport costs per ton/km 
are minimized. 

Overdesigned roads lower operating co.ts to transportsrs. However they .-.re too 
expensive as an investment, because the rod geometrics and surface strength exceed 
what is required for the traffic demand. 

Roadt, if not maintained properly, will lose some of the capacity of their original 
design. Improper maintenance, or the lack of it, reduces the ability of roads to take 
heavier loads. Also, poor road maintenance results in longer times to cover distances 
and reduces the utilization of vehicles, yields high vehicle maintenance costs, and high 
transport costs result. 

Finally, the full benefits of improved linkage and access roads are not forthcoming 
unless connections are made. This interdependence means that the program of road 
improvements in an area should proceed in a manner that provides the linkage 
connections to access roads as soon as possible after completio;, of access road 
improvements. 

5.3.2 Local Transporters 

In agricultural marketing, the types of transport used vary depending upon the 
extent of the market, the state of the roads, and size of the farms. Small farm 
output moving to nearby markets may be moved by animals, headloading, or bicycle on 
access roads. Motor vehicle use involves pickup trucks and lorries of 7- to 10-ton 
capacity. Also, movement may be by bus or ,.atinj, with an individual accompanying 
the shipment. Longer movements on connecting roads generally will be by motor 
vehicle, with the size of the vehicle depeneut on the loads made available. Thus, 
transport capacity is mixed. The capacity is generally available for movement, but the 
capacity for efficient motor vehicle movement with potenztial lower transport costs may 
be insufficient. 

Institutional barriers can impede efficient transportation. Control of entry into 
commercial transportation may unnecessarily restrict supply and provide opportunities for 
monopolistic pricing, even by an industry that does r exhibit any natural monopoly 
characteristics. However, in the agricultural transport ,arkets considered in this report, 
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entry control is not a significtnt factor. Besides the barriers to entry into the 
transportation business, other artificial impediments may appear. Restrictions on the 
amount to be movcd in a vehicle lead either to unused capacity of large- equipment 
or the use of smaller, higher unit cost means of transport, including owner-accompanied 
shipments by matatu. The movement controls regulating maize marketing are of this 
type. 

While motor carriers in the agricultural transport trade are not in a position to 
charge monopolistic priccs, they are subject to the power of those providing a 
substantial part of the traffic. This arises when transport is undertaken either for 
agents of the NCPB or for depot-to-depot movements. The issue of transport rate 
charges are discussed later in this chapter. 

5.3.3 Services Allied to Transportation 

For small shipments, an important efficiency device in terms of transport costs is 
to consolidate shipments into larger loads and take advantage of the lower unit costs 
of full utilization of vehicles. The consolidation, or assembling, of small shipments 
into larger load- can be performed by groups of shippers, by one slipper acting on 
behalf of others, by the transporter itself, or by an independent agency acting as go
between in shipper- transport supplier transactions. 

In small-farm agricultural trade, small shipments may be aggregated at local 
markets; i.e., individual small lots are transported to the market by producers, and 
consolidation for further shipmcnt is done at the market by a trader or by a buying 
agent for a large purchaser of farm products. In addition, a trader, whether with his 
own tru-ck or with a hired truck, acts as a consolidator when purchasing the small 
offerings of farmers along the road. 

Consolidation, where feasible, yields lower cost transport when the economies of 
full vehicle loads more than compensate for the costs of consolidation; this will occur 
for longer hauls. Current marketing practices in rural Kenya do not encourage 
consolidation, and poor road conditions also may dampen enthusiasm for efficient 
consolidation. 

In Chapter Two of this report, the potential for added storage facilities under 
liberalization of grain marketing is discussed. The storage function in that framework 
contributes to price stabilization in cpen markets as well as long-range security supply 
of foods. However, the consolidition of shipments into economical loads for 
transportation involves some storage, but for relatively short periods of time while full 
loeds are being accumulated. Added space at these long-term storage facilities could be 
provided for the consolidation function at little added cost. Moreover, storage 
entrepreneurs may find that providing a consolidation function for shippers and 
transporters is a viable business activity. Also, the proposal for improving market 
facilities should include assigned space for loading and unloading shipments and for 
consolidation by transporiers. 

5.3.4 Summary 

Obvic isly, a transportation system can fulfill its marketing tasks even though some 
parts are -ot operating efficientiy. However, there is ample evidence that Kenya's 
existing rural road transport system is functioning at high cocz and that all three 
components of transportation contribute to the inefficiencies. Access road and linkage 
road improv.n.ent is slow, and mainten-Ance still remains a problem in many areas. 
Not only do rcad conditions create problems for transport suppliers, but arbitrary market 
constrainms such as movement concrols hinder efficient transport operations, Consolidation 
that ",'ould lower transportation costs is hit-o--miss and ineffective. 
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The proposals for liberalizing the marketing of agricultural commodities should yield
an environment for more efficient operations by transport providers. Also, the addition 
of facilities to promote consolidation of shipments will contribute towards transport
efficiency. However, these possibilities will be diluted substantially if the third 
component of the transport system is overlooked. An integrated road improvement and
maintenance program must be introduced and sustained to garner the full impact of 
transport efficiency potent'al. 

The next section analyze4 the constraints that have hampered the development of 
an efficient transport system in the study area under the current marketing framework.
If not alleviated, they could hinder realizing the full benefits of a liberalized market 
system. 

5.4 ANALYSIS OF THE TRANSPORT SECrOR IN 
SELECTED DISTRICTS 

5.4.1 The Road System 

In this study, we have grouped all Class C roads and Class D roads over 20 km 
in length together, and termed them Linkage Roads. They ntii only represent an
impor'tant component in the rural road network, but as will be seen, they are not
adequately supported by existing programs and sources of funding. 

Certain C roads, as well as shorter Class D roads, are provided for already.
Class C roads with heavier traffic volumes (ADT over 300) are candidates for bitumen
surfacing and fall under the jurisdiction of MoPW; they are treated as "Other" roads
in the budgetary process. Clzss C roads of lovier ADT are candidates for graveling
by GCB; however, in recent years the backlog of work has increased because of
inadequate funding of GCB. Class D roads are included in the Minor Roads Program.
However, -;n the six sample districts covered by this study, there are many Class D
roads over 20 km in length. While these roads do provide access functions, they also 
provide some mobility between smaller market centers and from those centers to higher
class roads. Because of their length, improving these (lass D roads would consume 
most of a district's annual budgei for r.tJ improvem aL, leaving little or no funding
for shorter Class E roads. 

Consequently, there appears to be a vacuum in terms of road responsibillty and
financing involving the Linkage Roads. The application of funds for road improvement
under the Kenya Market Development Program (KMDP) could make a substantial 
contribution toward filling this vacuum. Details on the proposed KMDP Road Projects
which are designed to start filling the vacuum, are set forth in Section 5.5. 

The road network serving the six districts in the study reflect their different 
demographic characteristics, as shown in Table 5.2. In Table 5.3, the road inveniory in 
the study area is described in sumr .,y foim, broken down by Trunk Roads, Linkage
Roads, and Access Roads for each of the six districts. It should be noted that most
Trunk Roads and some Linkage Roads extend across district boundaries. In Table F.3,
only the km in the specified district are included. For example, some Linkage Roads 
are longer than shown; also, some of the Class D roads are under 20 km in length 
may be longer if .ney connect t wo dis:ricts. 
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TABLE 5.2 

ROAD DENSITY IN THE STUDY AREA 

High Potential High Potential Low Potential National 
Densely- Maize Surplus Maize Deficit Total 
Populated Area Area Area 
(Kisii, Nyeri (Uasin Gishu, (Kitui)
Kakamega) Nakuru) 

Population per 
Square Kilometer 265 76 16 29 

Road Kilometers 
% Bitumen 12 24 2 11 
% Gravel 52 50 32 43 
% Earth 36 26 66 46 

Population 
Kilometer 

per 
of 

Access Road' 678 601 257 418 

Square Kilometers 
per Kilometer 
Access Road' 

of 
2.56 7.44 16.30 15.40 

1 Includes Class E, RARs, and Special access roads. 

The High Potential Densely Populated area (Kisii, Kakamega and Nyeri Districts)
shows all of its Trunk Roads as having bitumen surface. However, in the Linkage
Road category, only 119 km are bitumen, while 879 km are non-bitumen (gravel or 
earth surface). The High Potential Maize Surplus Area (Nakuru and Uasin Gishu 
Districts) has trunk roads that are bitumen surfaced, but for its Linkage Roads, a 
greater proportion are bitumen-surfaced -- 277 km -- compared to 728 km of non
bitumen surfaced. Kitui District, with its large area but sparse population, shows 
practically all of its roads as non-bitumen. Its Linkage Road Category totals 835 km 
of earth or gravel surface roads. 

There is no indication of the relative quality of the gravel-surfaced Linkage
Roads. However, field inspection by the study tear revealed that many Class C and 
D roads, once graveled, have significantly deteriorated. Not only has the 3urface 
disappeared, but drainage and camber standards .have deteriorated to earth road surfacing
standards, and in many cases, the camber of the roadbed and drainage ditches have 
been lost. 

The deteriorating conditions of the roads and the fact that little or no attention 
is focused on Class C and longer Class D roads presents an opportunity to improve
the efficiency of maize marketing. Thi3 can be accomplished by a program which 
seeks to upgrade and integrate the trunk roads and minor roads with the primary roads. 
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TABLE 5.3
 

KENYA'S ROAD INVENTORY BY DISTRICTS
 

(INKILOMETERS) 

ROAD TYPE CLASS KISII KAKAMEGA NYERI UASIN NAKURU KITUI TOTAL 

GISHU 

TRUNK ROADS: A 31 81.4 72 118.4 156.7 141.2 600.7 
B 48.2 12.3 66.3 35.2 102.8 163.6 428.4 

TOTAL KMS 79.2 93.7 138.3 153.6 259.5 304.8 1029.1 

LINKAGE ROADS: C 174.4 214.3 34.3 189.2 199.8 210.5 1022.5 
D 166.1 227 181.8 173.5 460.9 624.9 1834.2 

TOTAL K4S 340.5 441.3 216.1 362.7 660.7 835.4 2856.7 

ACCESS ROADS: D 105.3 128.3 98.9 78.1 58.2 24.6 493.4 
E 526.9 608.4 876.7 279.8 542.1 1276 4109.9 
RAR 436.1 304.9 258.6 292.2 255.9 527.6 2075.3 
G 3.4 11 114.4 6.5 36.1 3.4 174.8 
L 50.2 162.3 78.8 41 0 0 332.3 
T 61.9 22.7 25.7 0 0 0 110.3 
s 0 8o 0 0 0 0 80 

TOTAL k2NS 1183.8 1317.6 1453.1 697.6 892.3 1831.6 7376 

ALL ROADS 1603.5 1852.6 1807.5 1213.9 1812.5 2971.8 11261.8 
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5.4.2 The Transport Industry 

Transport Providers 

Although many transport services are available in the study area, there are mainly 
two types of transport providers: lorry-traders and local transporters or owner-operators. 
Lorry-traders are characterized by their ability to buy, sell, and transport large quantities 
of maize or beans for their own account for sale to the NCPB. Their primary 
business is not providing transport services, but serving as official buying and selling 
agents for NCPB, and trading on their own account, outside the formal system. 

As described in Chapter Three, lorry-traders through their network of sub-agents 
consolidate smaller shipments of maize or beans for .sale to the NCPB and in the 
informal market. Lorry-traders, typically own their transport vehicles. Some lorry
traders, depending on their scale of operations, may hire out their transport on back
hauls to the NCPB or to other customers requiring transport services. On occasion, a 
smaller lorry-trader may simply consolidate smaller quantities of commodities and hire 
transport as need arises. While many lorry-traders own their lorries as the name 
suggest, some operate with pickups to enter areas normally inaccessible to larger vehicles. 

Lorry-traders, in their role as transport providers, generally fall within the group 
of transporters servicing the NCPB's depots. NCPB as one of the main clients of 
large lorry-traders, also uses their vehicles to transport maize and beans between depots 
in maize/beans surplus areas and depots in deficits areas. Lorry-traders appear to have 
better information regarding the transport needs of NCPB than other transporters. They 
are also quite knowledgeable of the general demand for transport services in their 
district as well as the market system. 

Local transporters or owner-operators, on the other hand, are quite a distinct 
group from lorry-traders. They normally offer their lorries for hire to anyone needing 
transport services. They provide service from production areas to NCPB depots, between 
NCPB depots and from NCPB depots to grain mills. Although providing transport 
service is their main line of business, local transporters have been known, on occasion, 
to buy, sell, and transport small quantities of maize or beans for their own account. 
Local transporters serve the same markets and travel the same roads as lorry-traders, but 
differ in that they usually do not own the commodities they transport. 

The results of field interviews with local transporters suggest that they often are 
not given the same opportunities for transport business with the NCPB as the larger 
lorry-traders -- some of whom seem to have developed mutually beneficial relationships 
with NCPB depot managers. For example, larger lorry-traders appear to be able to 
schedule their transport activities, particularly backhauls, around NCPB's grain shipments. 
Perhaps, this can be explained by the fact that larger lorry-traders tend to own newer 
vehicles and have several vehicles in their fleet. This produces a higher capacity than 
that which can be provided by local transporters. It also affords the NCPB an 
opportunity to transport larger volumes of maize and beans without having to secure the 
services of several transporters at a time. 

Transport Capacity and Utilization 

The three production and marketing environments represented by the sample 
districts offer varying degro-s of transport capacity and various transport utilization rates. 
The area consisting of Kisii, Kakamega, and Nyeri is served mainly by pick-ups and 
lorries between the local and the district market centers and between interdistrict and 
intra-district market centers. The high potential areas, exemplified by Uasin Gishu and 
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Nakuru, have well developed road systems and commodities are transported mainly by
lorries which deliver maize and beans to the NCPB depots, or direct to the large mills. 
Uasin Gishu and Nakuru appear to have an oversupply of lorries. This is evidenced 
by the number of idle lorries in the lorry parks. Interviews conducted in the field 
indicate that such lorries average about one trip per week between NCPB depots, 
although their deliveries to NCPB depots from production areas and other market centers 
are more frequent. 

At the other extreme, the situation in the low potential area of Kitui indicates 
significantly fewer business opportunities for local transport providlers. Although there 
are some commonalities with the high potential area, the supply of transport in the 
Kitui area is quite limited because there are fewer markets to serve and fewer NCPB 
depots to deliver than in the other two surplus areas. Kitui, as a deficit area, gets
much of its maize deliveries from the high potential, surplus areas of Nakuru and 
Uasin Gishu. This limits the demand for transport services within Kitui, particularly 
the need for lorry transport to transport maize or beans. 

Vehicle Fleet 

Field observations showed that the vehicle fleets owned by transport providers in 
the study area range from one to 10 lorries, with the mean fleet size from 27 
individual cases being just under two. These fleets have load capacities of between 
7 and 10 tons per vehicle, with the 7-ton lorries being the most common vehicle 
type. Although higher capacity vehicles of 15 tons were reported, they cannot be 
considered representative of the vehicle mix for transporting maize or bcans in the 
study area. Nakuru and Uasin Gishu, both surplus production areas, had larger
numbers of registered transport firms than the other study districts. 

Operating Costs 

The main operating cost components for vehicles engaged in transporting agricultural 
commodities consist of: 

e Consumption of petroleum products such as fuel, oil, and lubricants; 

e Wear and tear on tires; 

9 Consumption of spare parts; 

e Maintenance costs; 

* Drivers' wages and the costs of helpers; 

# Vehicle idling time; and 

* Vehicle depreciation. 

Transport Rate Charges 

These costs are driven by different road design standards and varying road surface 
conditions and altitudes, as well as by different vehicle prices, ages, loads and engine 
power. These operating cost factors combine to influence vehicle speeds and the wear 
and tear of the vehicle, particularly during the rainy season. Field interviews were 
conducted with transport providers to ascertain data on the cost of operating their 
vehicle fleets. Findings from these interviews are presented in Table 5.4. 
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The vehicle operating costs indicated above can also be grouped into two categories
consisting of fixed costs and variable costs. Fixed costs are those costs incurred as a 
result of owning the vehicle: they are licenses fees, taxes, insurance and depreciation.
Variable costs, or more precisely running costs, on the other hand, relate to those costs 
incurred as a result of putting the vehicle into service. Variable costs include: fuel,
oil and lubricant consumption, spare parts consumption, tire consumption, maintenance 
repair costs, crew costs, and idling costs. 

The fixed costs, based on Table 5.4, represent 65 percent of total operating cost
for 7-ton lorry or about Kshs 35.75 per km. The variable costs are 35 percent of
the vehicle operating costs or Kshs 19.59 per km. Assuming that a lorry spends 50 
percent of its running time on a gravel road and 50 percent on a paved road (both
in good condition), the operating cost should be approximately Kshs 18.76 per km. 
However, because of the road conditions prevailing in the study area, the running costs 
per kilometer for a lorry are estimated to be 53 percent (Kshs 6.81 per km) above
what they would be if the roads were in good condition. As Table F.4 indicates, the
variable operating costs for a typical transport vehicle, in this case a 7-ton lorry, are 
quite high on a per km basis. The difference in costs for operating a 7-ton lorry on 
a earth road and a gravel road is shown graphically in Figure 5.1. About Kshs 2.2 
per km can be saved if an earth road is upgraded to a gravel road. Therefore, the
main savings to transport providers and in turn producers and consumers, derive from 
improved roads. 

Although lorries operate mainly on the trunk and the. primary road system, they
often travel on Class C and D roads and sometimes on Class B gravel roads to reach
market centers. High traffic volumes and inadequate or lack of maintenance have 
caused significant road surface deterioration. Many Class C and D roads have 
deteriorated to such an extent that they bear little or no resemblance to their original
road geometrics. This is particularly evident during the rainy season when many of the 
Cba-s C and D roads are not motorable. Deteriorating road surfaces are a major cause 
of the high vehicle operating costs experienced by transporters in the study area. Such 
conditions limit the ability of the transporters to serve certain markets. The ability to 
achieve efficient operation of the vehicle is also impeded by the inability to achieve 
the speeds for which the roads were originally designed. 

It should not come as a surprise, given the poor conditions of the roads, that 
transport rates charged to producers in the study area are high. For example, transport
rates are usually double in the rainy season compared to what they would be in the 
dry season. Such high rates are set because of the difficulty of using the road system
during this time of year. As we have already indicated, deteriorating road conditions 
are driving up the cost of operating a transport vehicle. In the absence of any official 
controls on transport rates, vehicle operating costs are normally reflected in the rates 
charged to producers on the production end, and in the price of goods to consumers 
on the distribution end. The results of the field interviews indicated quite clearly that 
transporters set their rate3 in direct relationship to their ability to negotiate a particular
road or enter a particular production area. 

The demand for transport varies across the districts visited, although quite
surprisingly, the rate charges do not vary significantly. For example, the rate charged
for transporting a 90 kg bag of maize from one market center to the next in Nakuru
District is the same as in the low production area of Kitui, about Kshs 15 per bag
during the dry season and about Kshs 30 per Oag during the wet season. Moreover,
transporters who rely on contracts with the NCPB, or who transport to NCPB depots,
are paid Kshs 10 per bag up to 25 km plus an additional 14 cents per bag over 25 
km. 
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TABLE 5.4 

OPERATING COSTS PER KILOMETER FOR 
7-TON LORRY IN THE STUDY AREA 

Cost Center Average Cost/Kin' % Share' 
(Kshs) 

Variable Costs: 

Fuel Consumption 3.75 6.8% 

Oil/Lubricant Consumption 0.25 0.1% 

Tire Consumption 1.40 2.5% 

Spare Parts Consumption 4.67 8.4% 

Maintenance Costs 1.33 2.4% 

Crew Wages 1.17 2.1% 

Idling Costs 7.00 12.7% 

Fixed Costs: 
Vehicle Depreciation 33.00 59.6% 

Insurance,Taxes, Fees 2.78 5.0% 

Total/kn 55.35 100.0% 

The costs indicated in this column assume a full load of maize (100 bags, 
more than rated capacity, but typical of what is actually loaded on most lorries of 
this size). These are indicative costs only, and are not specific to a particular class 
of road, road geometrics or road surface condition. 

This column may not actually add to 100 percent due to rounding. 



FIGURE 5.1 VEHICLE RUNNING COSTS PER 
KILOMETER FOR A 7-TON LORRY (KShs.) 

Fuel Fuel 

Oil/Lubricants 2.0.99 Oil/Lubricants 1 

0.199 0.144 

Tires Tires 
C' 

" 
Spare Parts 1.112 Spare Parts0.80 

3.71 2.689 

Earth Road Gravel Road 
(Total = KShs 8.0/km) (Total= KShs 5.8/km) 

Source: MPW Estimates and Field Studies 

http:Parts0.80
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While the transport rates paid by NCPB are sensitive to quantity and distance, 
many transport providers complain that the rates are too low and have not kept pace
with increases on operating costs. However, NCPB's rate structure affects transporters 
and lorry-traders differently. For example, many lorry-traders have other business 
operations and often transport maize or beans for the NCPB on their backhauls. Such 
backhauls are intended to cover their operating costs on their return trip. 

On the other hand, local transporters, particularly owner-operators, whose main line 
of business is providing transport services generally, and who are reliant on NCPB 
haulage business, are affected more severely by the Board's rate structure. This is 
because of the limited demand for transport services in the study area. The NCPB 
happens to be the main customer for many local transporters, and they are likely to 
be negatively affected by a liberalized maize and beans pricing regime. During field 
interviews in Mwingi, for example, an owner-operator complained that he had been 
waiting five days to get an NCPB shipment. 

Transport providers are likely to be affected more by improved road conditions 
than by increased transport rates. This is because of the oversupply of transport
vehicles in the study area which tends to put downward pressure on transport rates. 
Additionally, because of the limited demand for transport services, any rate increase is 
not likely to equal the estimated Kshs 2.2 savings per km if the roads are improved. 

The Impact of Liberalized Prices on Transporters 

Under a regime of liberalized maize and bcans prices and relaxation of movement 
controls, transport providers are expected to become more competitive in rate setting and 
more efficient in their operations. Those transport providers who are dependent upon
NCPB inter-depot shipments as their primary business are expected to experience a 
significant decline in the demand for their services. This group consists mainly of local 
transporters or owner-operators. A lesser role for the NCPB in the purchase and 
distribution of maize and beans implies a reduction in demand for inter-depot transport, 
as well as for direct deliveries to the Board. 

Lorry-traders, on the other hand, are expected to be the main beneficiaries of the 
removal of movement controls and liberalized maize and beans prices. Under the 
present system, lorry-traders consolidate or have maize and beans consolidated on their 
behalf, make deliveries to the NCPB or informally to mills, using their own transport.
Because they purchase as well as sell maize and beans, they have knowledge about the 
market that other transports do not have. Lorry-traders are well positioned to take full 
advantage of the removal of permit controls. They simply know the players on both 
ends of the market and are not likely to relinquish their market share of transport
services, particularly in the light of the fact that they own their own transport vehicles. 
The larger ones do not consider providing transport services as a profit center but, 
rather, as a way to cover their cost on backhauls when they distribute other goods in 
the districts. Therefore, they are expected to continue and extend their present
operations if permit controls are removed. 

5.5 KMDP ROAD INFRASTRUCTURE PROJECTS 

5.5.1 Introduction and Program Background 

The Government of Kenya, operating through the MoPW, has undertaken an 
extensive program of improving and maintenance of the minor roads system. Such 
efforts, although they cover only the minor roads and the rural access roads (about 10 
percent of the road system) have been quite successful. However, because of a lack 
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of equipment, the maintenance and upgrading efforts of MoPW have not kept pace with 
the high traffic levels and overloading on Class C and longer Class D roads. The 
consequences have been increasing road surface deterioration which causes reduced 
motorization, especially during the rainy season. 

The long-run consequences of the present situation should be cause for even more 
concern. Kenya is a country with a well-developed road system relative to other 
countries of similar size and population. This road infrastructure has been built up 
over many years. However, should the present situation persist, Kenya risks losing
much of its Class C and Class D road infrastructure due to inadequate funding for
road maintenance and road improvement. This problem is further exacerbated by
overloading of heavy trucks and by increasing traffic volumes, both of which result in 
significant deterioration of the road system. 

Other consequences are general transport inefficiencies such as system bottlenecks that 
result in limited access between market centers, and between market centers and 
production areas. Such inefficiencies produce high transport costs for commodities 
between markets centers resulting in higher consumer prices. Transport inefficiencies 
between market centers and production areas also translate directly into high transport
rates for producer goods and lower income at the farm-gate. 

The deteriorating conditions of Kenya's road system as cited above represent an 
opportunity for USAID/Kenya to support the national road improvement efforts of the 
Government of Kenya. This can be accomplished with the development and funding
of a coordinated program of road system integration and improvement. 

5.5.2 Program Objectives 

KMDP investment in market to market roads is intended to accomplish the following
objectives: 

e 	 To ease the friction of movement of commodities and people between spatially
separated market centers through improved road surface conditions and better road 
access; 

* 	 To better rationalize and improve the efficiency of the transport sector through
long-range planning and by creating conditions that reduce the high cost of 
transporting commodities on the primary road and minor roads that link market 
centers to production areas; and 

s 	 To better integrate the primary roads that connect market centers to the trunk 
roads and to the rural roads that provide access from market centers to 
agricultural production areas. 

5.5.3 Project Description 

The KMDP road improvement component is designed to enable it to build on the 
local planning framework of MoPW and the District Development Committees. The 
program does not envision the creation of a new framework for road development in 
MoPW. However, it is expected that some modifications to the administrative,
operational and planning functions of MoPW at headquarters and at the district level will 
be necessary for cost-effective program implementation. Inter-district planning and 
collaboration between different District Development Committees will also be needed for 
successful program implementation. 
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Road projects to be "leveloped under the KMDF are based on four key factors.
First, the projects should seek to build upon the existing planning and road improvement
efforts of the District Development Committees and the District-level MoPW. Although
the proposed effort seeks to build on the district-based framework and is cons;stent with
the national policy of decentralization by GOK, it nevertheless raises several institutional
issues regarding project selection, planning and coordination. A companion study' is
intended to examine these issues in greater detail than can be done here. 

Second, the KMDP road projects should focus on integrating and improving Class
C and longer Class D roads to gravel standards. These two classes of roads play an
important part in connecting the entire road system. They are also important for the
integration of spatially separated markets to market centers and market centers to 
production areas. The current and anticipated progam efforts of MoPW to maintain
and upgrade these classes of roads continue to lag behind what is necessary to maintain
the original road design standards and sustain the capacity of the roads. This situazion 
exists because MoPW does not have the required resources to intervene in a timely and
effective manner. In light of this, the prospects for MoPW to fulfill its missionregarding the improvement of Class C and D is uncertain at best. The present
situation is likely to persist well into the future unless outside program support is made 
available to GOK. Present resources are simply inadequate for MoPW to take remedial 
action. 

Third, road projects under the KMDP should be directed towards the use of private
road contractors to undertake the road improvement work. Private contractors have the 
requisite road equipment, the contract performance record, and the necessary mobility to 
participate in the proposed projects. Moreover, because of previous road contracting
experience, they are uniquely positioned to assist MoPW in filling the current and 
persistent gaps in their efforts to improve the road system. 

Fourth, the scope of the road projects to be improved under the KMDP covers 
an area that extends from the eastern districts of Kitui, Nyeri, and Nakuru to the 
western districts of Kakamega, Kisii and Uasin Gishu. Although the KMDP roads are
intended initially to be implemented across the s.x districts in the study, they have 
national implications for improving the efficiency of the transport sector and for maize
marketing. The projects are designed to cover three types of market conditions across 
the sample districts. The geographical delimits of the KMDP projects are indicated 
below. 

5.5.4 Area Delimits of the Projects Under the KMDP 

Infrastructure projects proposed for improvement under tho KMDP are designed to
be targeted to three coverage areas that cut across the geographical delimitations of the 
district boundaries. Although the projects are to administered at the district level, it
should not be perceived of as a district-by-district road program, but rather as an
area-based agriculture marketing program whereby road system integration and
improvements are designed to improve market access. In, some cases the road 
improvement efforts aimed at integrating spatially separated markets may involve
connecting two market centers in two different districts. This will require inter-district 
collaboration involving the planning and coordination of the projects by the District
Development Committees of different districts. Other cases may require efforts to focus 
on specific market areas within a district where road impedance add significant cost to 
commodities and passenger transport. 

Infrastructure projects under the KMDP are intended to cover the high potential
maize surplus and high potential cash crop areas as well as the low potential maize 

2 The Institutional and Financial Analysis for the KMDP is being undertaken 
by a team of Kenyan consultants during July and August 1989. 
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deficit areas discussed earlier in this chapter. These areas represent three distinct 
market conditions and opportunities to improve efficiency of the transport sector. 
Improving road surface conditions in these areas under competitive market conditions 
should lead to lower transport costs and to more efficient forms of road haulage i.e, 
larger loads being carried. The project will focus on integrating and improving the 
road system in high agricultural production areas, particularly maize and beans areas, 
with local and regional market centers. This is because of the objective of improving
the efficiencies of market to market and market to prcluction area commodity flows. 
In light of this objective, the level of funding and project support for KMDP projects 
will necessarily limit its geographic coverage. 

5.5.5 District Planning and Project Selection 

Although improving roads under the KMDP is intended to function within the 
framework of district-based planning, current planning efforts of the districts may have 
to be strengthened and improved upon in order to achieve the marketing objectives of 
KMDP. This can be accomplished through additional project planning support for the 
MoPW. 

Additionally, the current project selection criteria of the MoPW are not adequate 
to identify those road projects that can a,.hieve the objectives of connecting spatially 
separated markets through road system izteb". ion under the KMDP. Much of what 
is done at present does not appear to be r.tIated to systematically reducing transport
friction between markets. Rather, the project selection procedures of the District 
Development Committees seem to be aimed at spreading limited road improvement 
resources among the various divisions within the districts. Existing criteria for project 
selection do not pay sufficient attention to the economic impacts of a project during
the initial screening process, and this does not augur well for a program that emphasizes
improving efficiencies in the transport sector. In fact, social or political criteria appear 
to drive the entire project selection process, and only marginal economic analyses are 
undertaken to screen projects for ftnding. 

It is expected that the comr~panion institutional analysis study will address the 
question of project selection criteria more fully than was possible under this study.
In this regard, more attention will have to be paid to the economic feasibility of a 
project because several road project: within a given market area(s) will require evaluation 
if the desired marketing outcome is to be achieved. Absent a clear procedure for 
project selection based on strong economic grounds, current methods simply spread the 
investments in road improvement too thin without foreknowledge of the project's 
economic impacts. This would be incompatible with the desirability to improve the 
overall efficiency of agricultural marketing under the KMDP and in particular the 
transport system. 

5.6 EVALUATICN OF THE KMDP ROAD PROJECTS 

This section presents the evaluation methodology and the resulting economic feasibility
analyses of implementing and improving roads under the KMDP. KMDP road projects 
are intended to integrate the system of Class C and D roads with district market 
centers and production areas, and involves upgrading existing market roads to gravel
standards. The economic analyses of the projects are based on the evaluation of three 
cases: Class C and D road projects from a high-potential maize-surplus area, a high
potential cash-crop area, and a grain deficit area. 
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5.6.1 Evaluation Methodology 

Because reductions in transport costs are the most direct benefits that accrue to 
users of an improved road under a regime of competitive markets, the study team
decided to use these benefits as the basis for the economic feasibility analyses. Vehicle
operating cost come for when an roadsavings about, example, earth is upgraded to
gravel standards or when a gravel road in poor condition is restored to its original
design standards. Because such an improvement results in changes in the surface
conditions of the road, the costs of operating vehicles over the road are lowered. The
resulting transport benefits were first annualized and then projected over the life of theimproved road. The discounted benefits were then compared to the discounted cost of
construction and the cost of both routine and periodic maintenance of the roadimprovement over the same time horizon. benefits were then as a ratioThe taken of
the costs. The net benefits (i.e, the discounted benefits minus the discounted costs) were
used to conduct the internal rate of return and net present value analyses. A
sensitivity analysis was also conducted to determine if the road investment was
economically feasible under alternative scenarios such as, for example, reducing theprojected benefits or increasing maintenance costs. The results of these analyses indicatewhether making the investment to improve the road is justified on economic grounds. 

The basic data requirements for conducting the economic appraisal of a road 
improvement project include following: 

* Traffic profile of existing traffic volumes and classifications by vehicle; 

* Diverted and generated traffic by volume and classification; 

o Vehicle operating costs by vehicle class for different road conditions; 

* Geometrics of the road (e.g, length, width, surface conditions, etc.); and 

• Construction and maintenance costs per kilometer. 

5.6.2 Analytical Procedures 

The procedure used in performing the analysis was to evaluate a base case scenariofirst for a Class D and C road in the two high potential areas and in the low
potential area. Under the base case scenario, the economic analysis was conducted on
the user savings only. The cost inputs for the base case analysis included theconstruction cost3 estimated at Kshs 260,000 $12,700 at the(U.S. exchange rate of Kshs20.5 to $1) per km, annual maintenance costs estimated at Kshs 10,900 per km for
routine maintenance, and Kshs 150,000 per km for periodic maintenance. All cost
inputs were shadow priced for the foreign exchange component and for the use of
unskilled labor to reflect economic costs rather than financial costs.' Vehicle operating
cost savings or user benefits were estimated on the basis of the savings achieved from 

3 The construction costs are assumed to include a foreign exchange componentthat equals 27 percent of total financial costs and an unskilled labor component that is
40 percent of total financial costs. Total construction costs were shadow priced at 83percent of the financial costs. The shadow prices include a rate of 130 percent of
financial costs for the foreign exchange component including taxes and subsidies, and 50 
percent of financial costs for the unskilled labor component. The maintenance costs were shadow priced at 60 percent of financial costs for routine maintenance and 80 
percent of financial costs for periodic maintenance. Unskilled labor was assumed to be
75 percent of the maintenance cost and the foreign exchange component was estimated 
at 10 percent of the financial cost for maintenance. The shadow prices are based on 
I.B.R.D. 1986. 
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using an earth road in poor condition as compared to the using an improved gravel
road. Because the Class C and longer Class D roads in the study are in such poor 
condition, user benefits were estimated for the difference between using an earth road 
and an improved gravel road. The results of the economic analyses are discussed below 
and are detailed in Appendix 5.1. 

5.6.3 Evaluation of Case Studies 

Three cases were used to cvaluate the economic feasibility of the proposed KMDP 
road project. Case I examined the economic feasibility of improving a Class C and 
a Class D road in Nakuru District. Case lI evaluated a Class C and a Class D road 
in Kisii and Kakamega Districts, Case III evaluated a Class C and a Class D road in 
Kitui. In each case, the project improvement involved improving a gravel road in poor 
condition to a higher standard. Both the routine and periodic maintenance were 
assumed to be carried out using labor-based methods, as in the Minor Roads Program. 

Case Study I 

The roads evaluated in Case I are D-320, which is in Nakuru District, and C
50, located in Uasin Gishu District. D-320 is 45.9 km in length and connects the 
towns of Mau Narok, Elementaita and Lanet. Road C-50 is 59 km in length and 
extends from the junction of road B-2 near Moi's Bridge to the junction of road E
323. The road surface conditions for both of these roads are very poor and in the 
rainy season the roads are virtually impassable. 

The results of the economic analysis are presented in Appendix F.I.I. Improving
road D-320 is economically justified on the basis of the IRR which is 24.82 percent. 

proposed project feasible. Even under the reduction 

The NPV on the 
positive return on 
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a 

The estimated project benefits were reduced by 25 percent to determine if the 
was in benefits scenario, the 

project still had a positive return. The IRR was 14.3 percent and the NPV was 
positive at Kshs 1,031,242 as presented in Appendix F.I.2. 

The economic evaluation of road C-50 reveals that if the road is improved to 
gravel standards, the investment would be economically feasible. The project's IRR is 
32.4 percent and the NPV discounted at 12 percent and 14 percent is respectively Kshs 
13,936,414 and Kshs 11,087,116. Details of the economic evaluation are presented in 
Appendix F.I.3. 

The sensitivity analysis conducted on the project's benefits indicated that the project
is still feasible even if benefits are reduced by 25 percent. Under this benefit 
reduction scenario, the IRR as shown in Appendix F.I.4 is 20.93 percent. The NPV 
remains positive when the benefits are discounted at 12 percent and 14 percent. 

Case Study II 

The road projects evaluated for Case II include D-206, which is located in Kisii 
District, and C-41 in Kakamega District. Road D-206 is 22.6 km in length and 
extends from Igare south to Igembe. Road C-41 is 27.9 km long and extends from 
the outskirts of Kakamega town north to the district boundary near Chebuyusi. 
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The results of the economic analysis of road D-206 indicate that the project isfeasible to undertake. As revealed in Appendix 5.1.5, the IRR for the project is 33.86
percent while the NPV is Kshs 5,541,211 when considering user benefits only. 

The sensitivity analysis performed on the project's benefits indicates that by reducingthe benefits to 75 percent of the estimated value, the project is still economicallyattractive. This is shown in Appendix F.l.6 where the IRR is 21.71 percent and the
NPV is Kshs 2,274,859. 

Case Study III 

The road evaluated in Case III was D-507 in Kitui District, which is 168 km inlength and extends from Kitui to Nuu. However, this evaluation considered only a 45km length of the road. The road section evaluated extends from Mwingi north to thedistrict boundary at Kiuga, and ia in very poor condition. 

The results of the economic analyses on the project benefits for a improving agravel road to higher standards are presented in Appendix 5.1.7. As Appendix 5.1.7indicates, the road improvement investment when considering the base case of road usersavings only, the project is oidy marginally feasible. The internal rate of return (IRR)for the project is 13.569 percent. The net present value of the benefits discounted at12 percent yields a present value of Kshs 719,196. The results of the benefit-costanalysis reveal a ratio of 1.04. Each of the economic tests indicates that improving theroad to gravel standards in the low potential maize-deficit area is justified on economicgrounds. However, the economic tests also clearly indicate that this is a marginalinvestment because a higher return could be achieved from an alternative road project. 
Because this project is only marginally feasible, it was not necessary to conduct asensitivity analysis on the benefits derived from making the investment. A sensitivityanalysis would only reveal that this road project should not be accorded a high

investment priority. 

The three case studies discussed above represent different opportunities to integrateClass C and longer Class D roads to market centers and production areas. The benefitsderiveJ from the making the investments to improve these classes of roads increasewith the length of the road. This is expected, because the only variable factors arethe road length and the traffic volumes. Traffic volumes tend to be higher for ClassC and longer Class D roads, because they are the link to the trunk road network.Other factors such as vehicle operating costs and the road conditions are the same foreach kilometer of road. Such results imply the need for focusing on longer roads. 

5.7 IMPLEMENTATION OF KMDP ROAD PROJECTS 

Because of potential pitfalls and institutional constraints that can limit theeffectiveness of the KMDP, the infrastructure component of the KMDP should beorganized and implemented along the lines indicated in the following sections. 

5.7.1 Organization and Administration 

At the ministerial level, the Ministry Public Works shouldof be the executingagency for the KMDP road projects. Within the districts, road project under KMDP are to be supervised by the District Improvement and Maintenance Engineer (DIME)under the Minor Roads Program of the ministry. It is anticipated that once road 
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projects in high-potential market areas are identified within the framework of the 
District Development Committees, the actual technical and economic analyses of the road 
projects will be conducted by the Planning Unit of MoPW. 

5.7.2 Project Output of the KMDP 

Under KMDP, it is proposed that between 1860 and 1890 km of Class C and
longer D roads will be upgraded to gravel standards over three years. The average cost 
of improving roads in the three coverage areas is estimated to be Kshs 260,000 per
km. About 620 to 630 km of roads are to be improved per year across the six 
districts. This estimate assumes that the work will be performed by private contractors. 
It is based on the capacity of local private contractors to upgrade between 100 to 150 
km of roads per year, per district. The actual output will also be based on the 
institutional capacity of MoPW to absorb the proposed projects and the level of technical 
assistance provided. 

The companion institutional study will explore the contractors' capacity to undertake 
this volume of work, and the institutional capacity of MoPW to administer the projects
under its present administrative and operational functions. 

5.7.3 Private Road Contracting 

Road projects under the KMDP will increase the level of participation of private
road contractors in road improvement work. Although MoPW contracts out some of its 
road work to private firms, particularly for Rural Access Roads, the volume of road 
contract work to private contractors can be significantly increased under this KMDP. 
However, the contract award process of MoPW will have to be modified in order to 
permit open competitive bidding. At present, MoPW awards road contracts on a sole
source basis. The KMDP envisions an award process whereby pre-qualification of road 
contractors precedes the actual submission of bids to MOPW. On the basis of this pre
qualification process, contractors will be permitted to submit bids using a standardized 
bidding format. 

5.7.4 Coordination and Supervision 

Improving roads under the KMDP will require a level of planning, coordirnation, 
and management supervision beyond the present capabilities of MoPW. The operational
planning, administrative, and supervisory capacity of MoPW appear to be overextended 
with the current MRP. In order to effectively implement the infrastructure component 
of the KMDP, outside technical and management assistance will be necessary. The 
proposed KMDP road component will require two full-time staff persons to assist MoPW 
in implementing the projects. Such a staff should consist of a Project Coordinator 
(Senior Transport Economist) and a Civil Engineer. The proposed Project Coordinator 
should have primary responsibility for overall project administration, coordination and 
supervision with the District Development Committees and MoPW. The Project
Coordinator should have the responsibility for coordinating the activities of the KMDP 
road activities with those of other donor agencies providing support for the Minor Roads 
Program. The Project Coordinator should participate in the contract award process and 
should review the invoices of private road contractors for approval before payment is 
granted. The Project Coordinator should review the economic and technical studies 
conducted by MoPW prior to final project selection in order to ensure that the KMDP 
guidelines are adequately taken into account. 

The proposed Civil Engineer should have a background in road infrastructure and 
should be responsible for day to day project coordination at the district level with the 
DIME, the District Agricultural Officer and the District Development Officer. The Civil 

P1 
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Engineer should also participate in the process to pre-qualify road contractors and in
the contract award process. This staff person should supervise and conduct inspections
of the road contractors' work and prepare field reports as required. 

5.7.5 Applied Research, Monitoring and Evaluation System 

The KMDP infrastructure component will have to rely on the collection and analysis
of data within the framework of the Applied Research, Monitoring, and Evaluation 
System (ARMES) to facilitate its long-range transport planning efforts. Under the
KMDP it is envisioned that the Planning Unit of MoPW will be the implementing 
agency for the collection and analysis of transport sector data under ARMES. Once
these data are collected they should be made available to the Ministry of Planning and
National Development, as the coordinating ministry for ARMES. Additionally, regular
sector reports should be prepared and submitted to the Ministry of Planning addressing
issues and opportunities for improving the efficiency of the transport sector. 

The collection and analysis of transport data should include the following: 

* Traffic volumes and vehicle classification data; 

o Origin and destination of vehicles and commodities; 

o Vehicle operating cost data; 

o Road maintenance and improvement cost data; and 

o Vehicle registration and fleet data. 

5.7.6 KMDP Project Funding 

The funding requirement necessary to support KMDP road projects are estimated 
to be US$ 20 to 25 million (Kshs 410 to 512.5 million). This estimate is based on 
an equivalent U.S.$ 12,700 (Kshs 260,000) per km times 1,860 kin. Such funding is 
to be disbursed over three years and is programmed to fund. the road improvement
contracts between private road contractors and MoPW; technical support and short-term
consultancies in the Planning Unit of MoPW; and the salaries and related support of the
Project Coordinator and the Civil Engineer, in addition to their administrative and 
operational support staff. The required funding also includes support for tha collection
and analysis of transport sector data under the Applied Research, Monitoring and 
Evaluation System (ARMES). 

5.8 POLICY AND INSTITUTIONAL ISSUES 

Successful implementation of the infrastructure component of the KMDP requires
coming to grips with several significant policy and institutional issues. In this section 
four major issues are explored in depth, while the institutional issues are highlighted
for subsequent analysis. The four issues are: (1) private road contracting; (2) road 
user charges; (3) road financing; and (4) regulatory policies. 

5.8.1 Private Road Contracting 

The MoPW under its Rural Access Road Program has contracted certain road 
upgrading work to private contractors, and this is likely to continue in the near term.
In fact, MoPW has programmed roads for private contractor to undertake in several of 
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the districts in the study area. MoPW anticipates that about 20 km of road per
district over the next fiscal year will be let to private contractors. 

At present, the MoPW awards road contracts to private contractors on a sole
source basis and without the benefit of open competitive bidding. Such contract awards 
are typically based on a fixed-priced contract whereby the contractor is paid according 
to the work completed. There are, however, a number of implications for policy and 
program development that arises from this type of award process. First, because there 
is no pre-qualification process for short-listing contractors, it is not aiways clear that 
the best road contractors are being considered for the work. 

Second, the fixed-price contracts tend not to reflect the financial costs of road 
contract work. The fixed-price contract is based on the estimated unit cost of certain 
road improvement activities such as hauling gravel, spreading materials, preparing the 
sub-base, etc. There is no reson to expect that MoPW is more capable of estimating
the financial cost of upgrading work than private contractors. Moreover, it is not clear 
in the absence of contractors' pre-qualifying that MoPW is aware of a contractor's 
overhead structure or for that matter, the contractor's fee structure. Additionally, no 
performance or surety bonds are required by MoPW. The contracting process requires
modification if the private contractors are to fully participate in the KMDP road 
improvement projects. What is required is a process which awards contracts on the 
basis of the contractor's ability to perform in terms of completing the work, as 
scheduled and withiin budgetary limits. 

Setting aside the institutional issues indicated above, private contractors are expected 
to participate if the volume of work is sustainable. Additionally, the profitability of 
such an effort and the possibility for a volume of work that is long term should also 
interest private contractors. 

5.8.2 Road User Charges 

A sustainable road system that will provide transport service efficiently requires 
a steady flow of funds for continual construction, rehabilitation and periodic maintenance, 
as well as recurring routine maintenance. Donor aid provides some funds, but except
for grants, Keny.n funds must be found to meet annual financial commitments. A 
sustainable road system is one that has caught up on the backlog of road rehabilitation 
and is conducting the proper maintenance to keep the roads providing service levels in 
line wih their original design standards. Kenya's road system is generally well laid out,
and current construction and rehabilitation work is primarily upgrading roads as traffic 
dictates, as well as improving roads that have fallen into disrepair because of lack of 
funds. Central Treasury funds have been used to meet Kenya's road commitments not 
covered by grants with the exception of toll road revenues imposed in 1984 which flow 
into the Public Roads Toll Fund administered by the MoPW. But past experience
indicates that not only are funds insufficient to reach the sustainable level, they
fluctuate over time as revenue rates and sources change and levels of collection vary.
Also, road funds are subject to limitation because of demands for Central Treasury
funds by other government ministries and parastatals. 

A dependable and predictable source of funds is a prime requirement for a 
sustainable road program. A 1987 World Bank study indicated that some 31 countries,
including Kenya, had legislation whici earmarked taxes for road improvement. Several 
Central American countries have turned to road user charges as a means of collecting
funds for road purposes. Usually, a series of different fees, taxes, tolls and charges
make up the road user charge system and proceeds from those charges are dedicated 
(earmarked) for use on highway construction and maintenance. There are various types
of user charges, but the common element is that they are paid by those using the 
roads and causing the construction and maintenance activities that require the revenues. 
The charges may be imposed on vehicles and parts, or on fuel, oil and tires required 
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to operate vehicles, or on specific use of specific highways in the form of tolls. In 
some instances, drivers license fees, if earmarked for road purposes, are considered a 
user charge. Licensing fees charged businesses operating transport firms are usually not 
considered road user charges, but rather the costs of being allowed to enter into the 
business. However, Kenya's regulatory fees are imposed on the vehicles operating for 
transport or other business, rather than on the business firm; thus they can be 
considered as road user taxes. 

The financing of a sustainable road system must not only be dependable and 
predictable, but it should reflect economically efficient pricing and be equitable among 
all parties. Finally, a road user charge system must be ab'd to target those users 
required to contribute to the system and allow for exclusion of those who may purchase 
commodities on which a road user tax is assessed but are not used on roads. Possibly 
no one user fee can meet all the conditions of dependability, predictability, efficiency
and equitability. However, when established as a package of user charges (a price
structure), the amount paid by specific users through several types of user charges may 
meet the efficiency and equitability standards and the totals paid by all users meet the 
dependability and predictability standards. 

Types of Road User Charges 

Fees on Vehicles and Parts. Charges may be imposed on the one-time purchase
of vehicles and parts which have a long-life, i.e., over a year. Import duties and 
excise taxes applied at time of sale are of this type. Since they apply to vehicles 
operating on the roads they fall into the road user category. However, they fail to 
meet some of the conditions of an appropriate user charge. They will tend to provide
fluctuating revenues as import quotas change or as the rate of duty or tax changes.
In addition, it is difficult to tie the charge made to specific highway use, since the 
charges apply for the life of the vehicle or part. As a price, they cannot relate to 
road cost responsibility of operators of the vehicle as well as other types of charges.
Of course, they can be large sources of funds, depending upon the rate of the duties 
and taxes. 

The annual fees imposed on motor vehicles overcome some of the limitations of 
one-time impositions represented by excise tax or import duties. Registration fees 
charged vehicles on an annual basis are a steady dependable source of revenues and 
generally can be predicted within acceptable ranges of error. Vehicle fleets are a 
function of population and economic growth, primarily, as well as road conditions and 
other factors directly influencing transportation. Annual fees lose some degree of 
efficiency, because they cannot take account of where vehicles are operated, the amount 
of road use in the year period, or the time of use. However, they can be 
differentiated by type of vehicle and thus overcome some of the inefficiencies of other 
types of user charges. From a fairness point of view, these types of fees can target
the highway user and generally can exclude imposing road user charges to those not 
causing road costs. In other words, the registration fees and one-time charges can 
apply to specific vehicles and parts that use the highways. 

Taxes on Recurring Expenditures for Motor Vehicle Operation. Operating motor 
vehicles requires recurring expenditures for fuel, oil and tires. In the case of fuel, 
especially, the tax falls in line with efficiency and equitability conditions of a sound 
financing scheme. Fuel consumption rates increase with larger vehicles, resulting in 
higher payments per kilometer of operation, which coincides with the higher cost 
responsibility of larger vehicles. Also, fuel consumption increases directly with 
increased travel on roads, which also coincides with the idea that the amount of traffic 
raises cost responsibility. Oil and tire taxes are not as precise but generally take on 
the same characteristics. 
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Because there is a large traffic base and traffic increases generally follow 
population and economic trends, the amount of annual revenues accruing from fuels taxes 
is dependable and predictable. As stated earlier, as a form of prices, they are 
equitable among highway users and lead to efficient use of the road resources. 

There is one condition in which the fuels tax, as well as oil ard tire taxes, is 
lacking. If these charges in treated as highway user fees, then only the fuel, oil and 
tires used in road operations should be assessed those fees. However, there is 
considerable use of fuel and oil by equipment and machinery not using the roads. 
For example, agricultural machinery using fuel but not operating on highways should 
not be charged highway user charges. An import duty or a consumption type excise 
tax on fuel cannot distinguish the ultimate use of the fuel purchased. Consequently, 
a system of excluding the purchase of fuels not used in equipment causing highway 
costs must be worked out. One possibility is to exempt the equipment using the fuel 
off the road from other types of taxes or dutios in which a distinction can be made. 

Highway Tolls. Tolls charged for road service can be specific to the vehicle, site 
and timing of traffic. Consequently, they exhibit efficiency and equitability traits that 
other user charges cannot. Differentiated toll rates can account for the different cost 
respons'bility of various sizes of vehicles. Since tolls apply to travel on specific roads 
they can be related to the revenue requirements for the specific road or class of road. 
Finally, tolls can be differentiated by time of travel (peak vs. non-peak, or congested 
vs. uncongested). Thus, if cost responsibility is carefully analyzed before establishing the 
toll schedule, tolls can meet the efficiency and equitability requisites quite closely.
Because tolls usually are placed on heavily traveled roads and applicable to a large
traffic base, they are a dependable source of" revenues; i.e., there will not be drastic 
swings in the annual amounts collected. In addition, tolls meet the target requirement, 
since vehicles can be identified and charged the appropriate price from the toll schedule, 
and only highway users will pass through the toll stations. 

The drawback to a toll system is the collection and administration costs, which 
make tolls feasible only when such costs can be spread over greater amounts of traffic. 
Consequently, they are economical only on heavily-traveled trunk highways. 

5.8.3 Road Financing 

The capital requirements of the KMDP road component are estimated at Kshs 
500 million over a three-year period. These amounts would be provided by 
USAID/Kenya grants channeled through MoPW's Development Budget and earmarked for 
KMDP road rehabilitation. 

A critical aspect for the KMDP road component will be developing a dependable 
source of funds to finance routine and periodic road maintenance. When the program
is completed, annual maintenance requirements will total approximately Kshs 76 million 
based on an annual maintenance cost of Kshs 38,720 per km (Kshs 10,900 for four 
years for routine maintenance plus Kshs 150,000 for periodic maintenance in the fifth 
year divided by five years), and a completed system of between 1,860 and 1,890 km. 

The nature of the maintenance funding problem is shown in the following 
calculations. If we assume that maintenance of the Class A and B roads and any
other bitumen surface roads will eventually be financed from the Public Roads Toll 
Fund, there remains about 26,200 km of gravel roads and 28,600 km of earth roads 
to be maintained. Most of the roads that will be rehabilitated under the KMDP are 
now classified as gravel roads. Therefore, a difference of 24,350 km of other gravel
roads will require annual maintenance funds. 
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It is also assumed that the annual maintenance costs of earth roads are 
substantially lower, first because not all earth roads are in condition to warrant 
maintenance. Such roads would require substantial rehabilitation before maintenance 
expenditures are incurred. Some earth roads will be upgraded to gravel standards 
through the Minor Roads Program. Assuming the maintenance cost per kilometer of 
gravel roads is Kshs 38,720 and the annual maintenance cost of earth roads averages
Kshs 5,000 per kin, the annual funding requirements to sustain the non-bitumenous roads 
system is as follows: 

Annual maintenance cost of the KMDP roads: 

1,860-1,980 km x Kshs 38,720/km Kshs 76 million 

Annual maintenance cost of other gravel roads: 

24,350 km x Kshs 38,720/km Kshs 942 million 

Annual maintenance cost of earth roads: 

28,600 km x Kshs 5,000/km Kshs 144 million 

Total annual maintenance requirement Kshs 1162 million 

The funds in MoPW's 1989/90 Recurrent Expenditure Budget come from LiCK 
sources and total Kshs 1300 million. However, of this. only Kshs 470 million is 
allocated for road maintenance. If the amount assigned to trunk roads is deducted, 
approximately Kshs 434 million will be available for non-bitumen roads. This falls far 
short of the Kshs 1162 million estimated maintenance funds needed for that part of 
Kenya's road system. Consequently, to sustain the KMDP roads as they are integrated 

effective charge 

with the Kenyan road system will require assurance that the Kshs 76 million are 
available annually and does not fall into the Kshs 720 million annual shortfall of 
maintenance funds. 

One method of adding dependability to maintenance funding is to dedicate or 
earmark specific revenues for that purpose. Our discussion gives the conditions for an 

user system and describes Kenya's current user charges. The specifics
for financing the maintenance requirements of the KMVP and whether some earmarking
of road user charges is feasible should be addressed by the subsequent institutional 
study. However, the need for a reliable source of funds if the KMDP roads are to 
sustain their serviclability over their 15-year life cannot be overemphasized. 

One further potential problem area must be addressed relative to maintenance 
financing. The maintenance costs assigned roads under the KMDP assume no continual 
overloading of vehicles Gperating over the road. Normal recurring maintenance activity
and periodic maintenance every fifth year should retain the roads' original design
standards and quality. Repeated vehicle overloading, however, will be damaging to 
gravel roads and could either permanently lower the capacities of such roads or shorten 
the interval between periodic maintenance. For example, using a three-year interval for 
periodic maintenance work increases the annual maintenance costs per km from Kshs 
38,720 to nearly Kshs 57,300. It is also likely, that repeated overloading, despite more 
frequent periodic maintenance, will shorten the useful life of the road from the assumed 
15-year period. The sustainability of the investments under the program will be 
enhanced if institutional devices are introduced to control the problem of vehicle 
overloading. The alternatives are far more costly for a country such as Kenya. Kenya
is rapidly falling into a situation whereby it is chronically plagued by the lack of 
sustainable roads once constructed or rehabilitated to appropriate design standards. 
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5.8.4 Regulatory Policy 

Kenya has a regulatory act which could, if strictly enforced, limit the supply of 
vehicles operating in the commercial transport business." Each vehicle coming under the 
law's definition of commercial business must have a license to operate on the road. 
The Transport Licensing Board may attach conditions to the issuance of a license. 
Among those conditions are a limitation to types cf goods that may be carried or not 
carried, the charges or maximum or minimum charges for freight transport and "such 
other conditions as may be prescribed in the public interest or with a view to 
preventing uneconomic competition." Theje provisions could be applied to impose rigid
controls over 
license or i

the 
mposition 

motor carriage of 
of substantial 

goods. However, 
conditions upon 

to 
ve

date, denial of 
hicle use has 

a vehicle 
not been 

implemented. The act does provide for licensing fees, as described under road user 
charges. 

Evidence in many countries indicates that the need for strict economic controls of 
the transport of goods by motor vehicle is generally not necessary and if practiced 
could lead to inefficiencies in the goods transport industry. Kenya's regulatory
provisions primarily serve as a device to collect revenues through the license fees. 
However, the fees are not large and may act more as a nuisance tax than for any
needed purpose. 

Laws of Kenya, The Transport Licensing Act. 
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APPENDIX 5.1.1
 
K1DP INFRASTRUCTURE DEVELOPMENT COPONENT: NAKURU DISTRICT
 

ECON0OMIC COST ANALYSIS 

Class D Road: 
Road Length: 45.9 km Units: KShs. 

COSTS : BENEFITS :DISCOUNT FACTOR AT .12 

Year Construction Maintenance Total User Total Discounted Discounted Discounted 
Costs Costs Costs : Savings Benefits Costs Benefits Net Benefits 

0 
1 
2 
3 
4 
5 
6 
7 
8 

4,316,000 
5,589,220 

0 
130,800 
300,186 
300,186 
300,186 

5,508,000 
300,186 
300,186 
300,186 

4,316,000 
5,720,020 
300,186 
300,186 
300,186 

5,508,000 
300,186 
300,186 
300,186 

0 
883,747 

3,534,989 
3,588,014 
3,641,834 
3,696,462 
3,751,908 
3,808,187 
3,865,310 

0 
883,747 

3,534,989 
3,588,014 
3,641,834 
3,696,462 
3,751,908 
3,808,187 
3,865,310 

3,854,188 
4,558,856 
213,732 
190,918 
170,205 

2,792,556 
135,684 
121,275 
108,367 

0 
7U4,347 

2,516,912 
2,281,977 
2,064,920 
1,874,106 
1,695,863 
1,538,508 
1,395,377 

(3,854,188) 
(3,854,509) 
2,303,180 
2,091,059 
1,894,714 
(918,450) 

1,560,179 
1,417,232 
1,287,010 

9 
10 
11 
12 
13 
14 
15 
16 

300,186 
5,508,000 
300,186 
300,186 
300,186 
300,186 

5,508,000 
300,186 

300,186 
5,508,000 
300,186 
300,186 
300,186 
300,186 

5,508,000 
300,186 

3,923,290 
3,982,139 
4,041,871 
4,102,499 
4,164,037 
4,226,497 
4,289,895 
4,354,243 

3,923,290 
3,982,139 
4,041,871 
4,102,499 
4,164,037 
4,226,497 
4,289,895 
4,354,243 

96,660 
1,580,796 

77,148 
68,743 
61,538 
54,934 

897,804 
43,827 

1,263,299 
1,142,874 
1,038,761 
939,472 
853,627 
773,449 
699,253 
635,719 

1,166,639 
(437,922) 
961,613 
870,730 
792,089 
718,515 
(198,551) 
591,892 

9,905,220 20,257,032 30,162,252 0 59,854,921 59,854,921 15,027,232 21,418,464 6,391,231 
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APPENDIX 5.1.2
 

KMDP INFRASTRUCTURE DEVELOPMENT COMPONENT: NAKURU DISTRICT
 

ECONOMIC COST ANALYSIS
 

(USER SAVINGS AT 75% OF TOTAL SAVINGS)
 

CLass 0 Road: 

Road Length: 45.9 km Units: KShs. 

COSTS BENEFITS :DISCOUNT FACTOR AT .12 

Year Construction Maintenance Total : User Total Discounted Discounted Discounted 

Costs Costs Costs : Savings Benefits Costs Benefits Net Benefits 

0 4,316,000 0 4,316,000 0 0 3,854,188 0 (3,854,188) 

1 
2 

5,589,220 130,800 
300,186 

5,720,020 
300,186 

662,810 
2,651,242 

662,810 
2,651,242 

4,558,856 
213,732 

528,260 
1,887,684 

(4,030,596) 
1,673,952 

3 300,186 300,186 2,691,010 2,691,010 190,918 1,711,483 1,520,564 

4 
5 
6 

300,186 
5,508,000 
300,186 

300,186 
5,508,000 

300,186 

2,731,376 
2,772,346 
2,813,931 

2,731,376 
2,772,346 
2,813,931 

170,205 
2,792,556 

135,684 

1,548,690 
1,405,580 
1,271,897 

1,378,484 
(1,386,976) 
1,136,213 

7 300,186 300,186 2,856,140 2,856,140 121,275 1,153,881 1,032,606 

8 
9 

300,186 
300,186 

300,186 
300,186 

2,898,982 
2,942,467 

2,898,982 
2,942,467 

108,367 
96,660 

1,046,533 
947,474 

93C,166 
850,815 

10 5,508,000 5,508,000 2,986,604 2,986,604 1,580,796 857,155 (723,641) 

11 300,186 300,186 3,031,403 3,031,403 77,148 779,071 701,923 

12 
13 

300,186 
300,186 

300,186 
300,186 

3,076,874 
3,123,027 

3,076,874 
3,123,027 

68,743 
61,538 

704,604 
640,221 

635,862 
578,682 

14 300,186 300,186 3,169,873 3,169,873 54,934 580,087 525,153 

15 5,508,000 5,508,000 3,217,421 3.217,421 897,804 524,40 (373,364) 

16 300,186 300,186 3,265,682 3,265,682 43,827 476,790 432,962 

9,905,220 20,25T,032 30,162,252 0 44,891,191 44,891,191 15,027,212 16,063,848 1,036,616 

IRR: 14.30% 
NPV: 12% 1,031,242 

214, 120,866 
B/C Ratio: 1.07 
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APPENDIX 5.1.3
 
KOP INFRASTRUCTURE DEVELOPMENT COMPONENT: UASIN GISHU DISTRICT
 

ECONOMIC COST ANALYSIS 
Crass C Road: 
Road Length: 59 km 

(WITH USER SAVINGS ONLY) 
Units: KShs. 

COSTS : BENEFITS :DISCOUNT FACTOR AT .12 

Year Construction Maintenance Total : User Tota Discounted Discounted Discounted 
Costs Costs Costs : Saings Benefits Costs Benefits Net Benefits 

0 
1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 

5,395,000 
7,337,200 

0 
163,500 
385,860 
385,860 
385,860 

7,080,000 
385,860 
385,860 
385,860 
385,860 

7,080,000 
385,860 
385,860 
385,860 
385,860 

7,080,000 
385,860 

5,395,000 
7,500,700 
385,860 
385,860 
385,860 

7,080,000 
385,860 
385,860 
385,860 
385,860 

7,080,000 
385,860 
385,860 
385,860 
385,860 

7,080,000 
385,860 

0 
1,728,151 
5,189,643 
5,314,194 
5,441,735 
5,572,337 
5,706,073 
5,843,019 
5,983.251 
6,126,849 
6,273,893 
6,424,467 
6,578,654 
6,736,542 
6,898,219 
7,063,776 
7,233,307 

0 
1,728,151 
5,189,643 
5,314,194 
5,441,735 
5,572,337 
5,706,073 
5,843,019 
5,983,251 
6,126,849 
6,273,893 
6,424,467 
6,578,654 
6,736,542 
6,898,219 
7,063,776 
7,233,307 

4,817,735 
5,978,058 

274,732 
245,407 
218,783 

3,589,560 
174,409 
155,887 
139,295 
124,247 

2,031,960 
99,166 
88,362 
79,101 
70,612 

1,154,040 
56,336 

0 
1,377,336 
3,695,026 
3,379,828 
3,085,464 
2,825,175 
2,579,145 
2,360,580 
2,159,954 
1,972,845 
1,800,607 
1,651,088 
1,506,512 
1,380,991 
1,262,374 
1,151,395 
1,056,063 

(4,817,735) 
(4,600,721) 
3,420,293 
3,134,421 
2,866,681 
(764,385) 

2,404,736 
2,204,692 
2,020,658 
1,848,598 
(231,353) 
1,551,922 
1,418,150 
1,301,890 
1,191,762 

(2,645) 
999,727 

12,732,200 26,033,820 38,766,020 0 94,114,109 94,114,109 19,297,691 33,244,382 13,946,692 

IRR: 32.40%
 
NPV: @12% 13,936,414
 

214% 11,087,116
 
8/C Ratio: 1.72
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APPENDIX 5.1.4
 

KNOP INFRASTRUCTURE DEVELOPMENT COMPONENT: UASIN GISHU DISTRICT
 
ECONOMIC COST ANALYSIS 

(WITH USER SAVINGS at 75% ONLY) 

Class C Road: 
Road Length: 59 km Units: KShs. 

COSTS : BENEFITS :DISCOUNT FACTGR AT .12 

Year Construction Maintenance Total : User Total Discounted Discounted Discounted 

Costs Costs Costs : Savings Benefits Costs Benefits Net Benefits 

0 5,395,000 0 5,395,000 0 0 4,817,735 0 (4,817,735) 

1 7,337,200 163,500 7,500,700 1,296,113 1,296,113 5,978,058 1,033,002 (4,945,056) 

2 385,860 385,860 3,892,232 3,392,232 274,732 2,771,269 2,496,537 

3 385,860 385,860 3,985,646 3,985,646 245,407 2,534,871 2,289,464 

4 385,860 385,860 4,081,301 4,081,301 218,783 2,314,098 2,095,315 

5 7,080,000 7,080,000 4,179,253 4,179,253 3,589,560 2,118,881 (1,470,679) 

6 385,860 385,860 4,279,555 4,279,555 174,409 1,934,359 1,759,950 

7 385,860 385,860 4,382,264 4,382,264 155,887 1,770,435 1,614,547 

8 385,860 385,860 4,487,438 4,487,438 139,295 1,619,965 1,480,670 

9 385,860 385,860 4,595,137 4,595,137 124,247 1,479,634 1,355,387 

10 7,080,000 7,080,000 4,705,420 4,705,420 2,031,960 1,350,456 (681,504) 

11 385,860 385,860 4,818,350 4,818,350 99,166 1,238,316 1,139,150 

12 385,860 385,860 4,933,991 4,933,991 88,362 1,129,884 1,041,522 

13 385,860 385,860 5,052,406 5,052,406 79,101 1,035,743 956,642 

14 385,860 385,860 5,173,664 5,173,664 70,612 946,781 876,168 

15 7,080,000 7,080,000 5,297,832 5,297,832 1,154,040 863,547 (290,493) 

16 385,860 385,860 5,424,980 5,424,980 56,336 792,047 735,712 

12,732,200 26,033,820 38,766,020 70,585,582 70,585,582 19,297,691 24,933,287 5,635,596 
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APPENDIX 5.1.5
 
KOMP INFRASTRUCTURE DEVELOPMENT COMPONENT PROGRAM: KISII DISTRICT
 

ECONOMIC COST ANALYSIS 
(WITH USER SAVINGS ONLY) 

Class D Road: 
Road Length: 22 km Units: KShs. 

COSTS : GENEFITS :DISCOUNT FACTOR AT .12 

Year Construction Maintenance Total User Total Discounted Discounted Discounted 
Costs Costs Costs : Savings Benefits Costs Benefits Net Benefits 

0 
1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 

4,747,600 0 
143,880 
143,880 
143,880 
143,880 

2,640,000 
143,880 
143,880 
-43,880 
143,880 

2,640,000 
143,880 
143,880 
143,880 
143,880 

2,640,000 
143,880 

4,747,600 
143,880 
143,880 
143,880 
143,880 

2,640,000 
143,880 
143,880 
143,880 
143,880 

2,640,000 
143,880 
143,880 
143,880 
143,Baa 

2,640,000 
143,880 

0 
1,937,5 -6 
1,966,629 
1,996,129 
2,026,071 
2,056,462 
2,087,309 
2,118,618 
2,150,398 
2,182,654 

2,215,394 
2,248,624 
2,282,354 
2,316,589 
2,351,338 
2,386,608 
2,422,407 

0 
1,937,566 
1,966,629 
1,996,129 
2,026,071 
2,056,462 
2,087,309 
2,118,618 
2,150,398 
2,182,654 

2,215,394 
2,248,624 
2,282,354 
2,316,589 
2,351,338 
2,386,608 
2,422,407 

4,239,6107 
114,672 
102,443 
91,-08 
81,580 

1,338,480 
65,034 
58,128 
51,941 
46,329 

757,630 
36,977 
32,949 
29,495 
26,330 

430,320 
21,006 

0 
1,544,240 
1,400,240 
1,269,538 
1,148,782 
1,042,626 
943,464 
855,922 
776,294 
702,815 

635,818 
57-7,896 
522,659 
474,901 
430,295 
389,017 
353,671 

(4,239,607) 
1,429,568 
1,297,798 
1,178,030 
1,067,202 
(295,854) 
878,430 
797,794 
724,353 
656,485 

(121,862) 
540,919 
489,711 
445,405 
403,965 
(41,303) 
332,665 

4,747,600 9,790,440 14,538,040 0 34,745,150 34,745,150 7,524,478 13,068,178 5,543,700 

IRR: 33.86% 
NPV: 12% 5,541,211 

@14% 4,486,686 
B/C Ratio: 1.74 
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APPENDIX 5.1.6
 

KJDP INFRASTRUCTURE DEVELOPMENT COMPONENT: KISII DISTRICT
 
ECONOMIC COST ANALYSIS
 

(WITH USER SAVINGS ONLY AT 75 %)
 

Class D Road: 

Road Length: 22 kan Units: KShs. 

COSTS BENEFITS :DISCOUNT FACTOR AT .12 

Year Construction Maintenance Total User Total Discounted Discounted Discounted 
Costs Costs Costs : Savings Benefits Costs Benefits Net Renefits 

0 4,747,600 0 4,747,600 0 0 4,239,607 0 (4,239,617) 

1 143,880 143,880 1,453,175 1,453,175 114,672 1,158,180 1,043,508 

2 143,880 143,880 1,474,972 1,474,972 102,443 1,050,180 947,738 

3 143,880 143,880 1,497,097 1,497,097 91,508 952,154 860,646 

4 143,880 143,880 1,519,553 1,519,553 81,560 861,587 780,007 

5 2,640,000 2,640,000 1,542,346 1,542,346 1,338,430 781,970 (556,510) 

6 
7 

143,880 
143,880 

143,880 
143,880 

1,565,482 
1,588,964 

1,565,482 
1,588,964 

65,034 
58,128 

707,598 
641,941 

642,564 
583,814 

8 
9 

143,880 
143,880 

143,880 
143,880 

1,612,798 
1,636,990 

1,612,798 
1,636,990 

51,941 
46,329 

582,220 
527,111 

530,280 
480,782 

10 2,640,000 2,640,000 1,661,545 1,661,545 757,680 476,863 (280,817) 

11 143,880 143,880 1,686,468 1,686,468 36,977 433,422 396,445 
12 143,880 143,880 1,711,765 1,711,765 32,949 391,994 359,046 

13 143,880 143,880 1,737,442 1,737,442 29,495 3.6,176 326,680 

14 
15 

143,880 
2,640,000 

143,880 
2,640,000 

1,763,503 
1,789,956 

1,763,503 
1,789,056 

26,330 
430,320 

322,721 
291,763 

296,391 
(138,557) 

16 143,880 143,880 1,816,805 1,816,805 21,006 265,254 244,247 

4,747,600 9,790,440 14,538,040 0 26,058,863 26,058,863 7,524,478 9,801,133 2,276,655 

IRR: 21.71% 
NPV: 212% 2,274,859 

214% 1,617,551 
B/C Ratio: 1.30 
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APPENDIX 5.1.7
 
KOP INFRASTRUCTURE DEVELOPMENT CCX4PONENT: KITUI DISTRICT
 

ECONOMIC COST ANALYSIS
 
(WITH USER SAVINGS ONLY)
 

CLass D road: 
Road Length: 45 km 

Units: KShs. 

CCSTS : BENEFITS :DISCOUNT FACTOR AT .12 

Year Construction Maintenance 
Costs Costs 

TotaL 

Costs 
: User 

Savings 
TotaL 

Benefits 
Discounted 

Costs 
Discounted 

Benefits 
Discounted 

Net Benefits 

0 
1 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 

4,316,000 
5,395,000 

0 
130,800 

294,300 
294,300 
294,300 

5,400,000 

294,300 
294,300 
294,300 
294,300 

5,400,000 

294,300 
294,300 
294,300 
294,300 

5,400,000 

294,300 

4,316,000 
5,525,800 

294,300 
294,300 
294,300 

5,400,000 

294,300 
294,300 
294,300 
294,300 

5,400,000 

294,300 
294,300 
294,300 
294,300 

5,400,000 

294,300 

0 
779,954 

2,342,205 
2,412,471 
2,484,845 
2,559,391 
2,636,172 
2,715,258 
2,796,715 
2,880,617 
2,967,035 
3,056,046 
3,147,728 
3,242,159 
3,339,424 
3,439,607 
3,542,795 

0 
779,954 

2,342,205 
2,412,471 
2,484,845 
2,559,391 
2,636,172 
2,715,258 
2,796,715 
2,880,617 
2,967,035 
3,056,046 
3,147,728 
3,242,159 
3,339,424 
3,439,607 
3,542,795 

3,854,188 
4,404,063 

209,542 
187,175 
166,868 

2,737,800 

133,024 
118,897 
106,242 
94,765 

1,549,800 

75,635 
67,395 
60,332 
53,857 

880,200 
42,968 

0 
621,624 

1,667,650 
1,534,332 
1,408,907 
1,297,611 

1,191,550 
1,096,964 
1,009,614 
927,559 
851,539 
785,404 
720,830 
664,643 
611,115 
560,656 
517,248 

(3,854,188) 
(3,782,439) 

1,458,108 
1,347,157 
1,242,039 

(1,440,189) 

1,058,526 

978,067 
903,372 
832,794 
(698,261) 
709,769 
653,435 
604,311 
557,258 
(319,544) 

474,280 

9,711,000 19,862,400 29,573,400 0 44,342,423 44,342,423 14,742,749 15,467,244 724,495 

IRR: 13.56% 
NPV: 212% 719,196 

a14% (182,283) 
B/C Ratio: 1.05 
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ANNEX 5.2
 

KENYA'S SCHEDULE OF ROAD USER CHARGES
 

6Kenya charges a variety of fees and taxes on road users . However, except for 
the proceeds from toll charges, none of the revenues accruing from user charges 
are earmarked for road expenditures. Instead, the funds are channelled to the 
Central Treasury and mixed with other governmental revenue before allocations are 
made to the various ministries and public agencies. 

Fees, Taxes and Licenses on Vehicles and Parts. Motor vehicles are subject to 
an import duty and a sales tax at time of sale. For passenger motor cars, the tariff 
rate is 50 percent of landed cost (CIF) of assembled cars and 25 percent of landed 
cost if unissembled. The duty rate applies to all sizes of passenger vehicles. The 
sales tax is imposed on the landed cost plus duty of the vehicles; the rate is 
graduated from 25 percent for the smallest cars to 270 percent for larger vehicles, 
such as 4-wheel drive wagons. Duties on lorries of all sizes are 35 percent of 
landed cost; however if imported from a Preferential Trade Area (PTA) the duty is 
only 10 percent. The sales tax on lorries is i7 percent. The duty on buses ranges 
from 45 percent to 120 percent, but PTA duties reduce the amount assessed to about 
one-third to one-half of the normal duty rate. Buses are also charged a sales tax 
ranging from 17 percent for small buses and increasing to 85 percent for larger 
buses. Road tractors for semi-trailers pay duty of 35 percent unless PTA rate of 10 
percent applies; sales tax on tractors is 10 percent. Trailers and semi-trailers 
assembled are assessed an 80 percent duty (PTA duty of 24 percent) and a sales tax 
of 17 percent. Vehicle parts are assessed duties mostly at the 35 percent rate but in 
some cases lower PTA rates apply, and are subject to 17 percent sales tax. 

In addition to the above one-time assessments, vehicles are charged a one-time 
fee when registering vehicles for the first time. The rate for motor vehicles ranges 
from Kshs 650 for vehicles less than 1,000 cc engine capacity, to Kshs 1,300 for 
vehicles of 2000-2500 cc, to Kshs 3,300 for vehicles exceeding 3000 cc. Trailers 
less than four wheels are charged Kshs 250, trailers with four wheels or more, Kshs 
800. All types of tractors are charged Kshs 250. 

Registration fees charged motor vehicles are assessed annually. For passenger 
vehicles, the annual fee ranges from Kshs 500 per year for the smallest (less than 
1000 cc engine capacity) to Kshs 2500 annually for vehicles with 2000-2250 cc, to 
Kshs 9000 for the largest vehicles (over 5000 cc). Buses and lorries are assessed on 
their tareweight and range from Kshs 550 for the smallest (less than 1000 kg 
tareweight) to Kshs 4,400 for the largest vehicles (over 5000 kg tareweight). Full 

6 Sources: Republic of Kenya, Import Licensing Schedules, June 1988. Kenya 

Gazette Supplement No. 28, The Provisional Collection of Taxers and Duties Act, 16th 
June, 1988. Laws of Kenya, The Transport Licensing Act, Chapter 404. Laws of 
Kenya, The Public Roads Toll Act, chapter 407. 
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trailer fees range from Kshs 350 for the smallest to Kshs 4,850 for the largest.Semi-trailers are assessed annual fees ranging from Kshs 250 to 3,850 annually.
Tractors are charged Kshs 500 annually. 

Finally, lorries and buses engaged in for-hire operations or transporting goodsin connection with trade or business carried by vehicle areon the owner charged an
annual license fee per vehicle of Kshs 100. 

In summary, these charges are set to provide substantial revenues. For onetime assessments such as import duties, sales tax, and first-time registration fees,theuser charge schedules tend to reflect equity and efficiency objectives. However, ifthese charges are considered as contributions to vehicle road cost responsibilities,there is a case of inequitable treatment. Vehicles imported from PTA countries paya significantly lower import duty than the same type vehicles imported from non-PTAcountries. Heavier vehicles which cause greater highway expenditures are chargedhigher amounts because the cost of heavier vehicles on which percentage rates applyincrease, and because the percentage rates increase for the larger vehicles. Thesetypes of charges are subject to change and import quotas may impact on the numbersof vehicles subject to these charges in any year; consequently, while they accountfor a substantial amount of revenue, they may vary from year to year. Vehicleregistration fees, both annual fees as well as the one-time fee when first registeredalso are graduated by size of vehicle. If the fee schedule remains the same, thissource of revenue is quite dependable and predictable, since vehicle fleets are notsubject to major year-to-year changes. The annual license fees assessed commercialtransport vehicles are basically the same regardless of size of vehicle. Also, theyare not large compared with other one-time and annual fees and thus a majornot 
provider of funds. 

Fuels, Oil and Tire Taxes. Motor vehicle fuels are subject to regular tariffduties or PTA duties, and sales tax. Regular gasoline is charged Kshs 0.726 per literduty (Kshs 0.198 per liter PTA) and sales tax of Kshs 3.714 per liter. Premiumgasoline duties are the same but the tax Kshs persales is 4.097 liter. Gas oil (dieselfuel) is charged Kshs 0.484 per liter normal duty, Kshs 0.132 per liter PTA, andsales tax of Kshs a2.087 per liter. It is difficult to judge whether these charges
reflect efficiency and equity conditions without 
 an analysis of the cost responsibilityof various types of vehicles and their fuel consumption rates. However, it appearsthat they are major contributors to the treasury. Also, since vehicular travel is notsubject to wide variations from one year to the next, they are a dependable andpredictable source funds.of However, the problems relating to target conditionsexist since any equipment using these fuels is charged the taxes whether theequipment is used on the road or not. Lubricating oil is also charged duty and salestax. Tires and tubes are assessed a duty of 70 percent (PTA rate of 45 percent) and 
a sales tax of 17 percent. 

Tolls. Since 1984 tolls have been collected from traffic on various trunk roads(Class A and B). Seven toll stations were included in the Public Roads Act.Since then, three additional toll stations have been installed and the MoPW 
Toll 

intendsto increase to 14 stations. The toll schedule is graduated. Motor cars are chargedKshs 5; light goods vehicles Kshs 10; motor buses Kshs 20; medium goods vehiclesKshs 50; and heavy goods vehicles, Kshs These do reflect100. fees not distance 
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traveled, since the same rare applies to any vehicle if it passes through the toll 
station regardless of distance traveled on the road. However, since the toll stations 
are on major trunk roads that connect major cities, there probably is little local 
traffic. Again, since the stations are on heavily-traveled roads, the toll revenues are 
a dependable and predictable source of revenues and at least do not violate any 
efficiency or equity objectives. At present, these are the only road user charges for 
which the revenues are dedicated to highway needs. All toll collections are paid into 
the Public Roads Toll Fund which is administered by the MoPW. All moneys paid out 
of the Fund are used for the repair or maintenance of roads as the Minister may 
direct. 

Drivers Licenses. The annual fee for a drivers license is Kshs 150, but if a 
triennial license is obtained the fee is Kshs 520. The license for driving larger 
vehicles costs an additional Kshs 150 per year. 

Summary. Kenya has in place a variety of licenses, fees, duties, taxes and tolls 
that can be considered road user charges. Individually, they differ in reflecting 
desirable user-charge characteristics--dependability, predictability, efficiency, 
equitability and target effectiveness. But, collectively, they appear to at least move 
in the direction of meeting these goals. To what degree Kenya wishes to fine tune 
the charges is a matter of policy and expediency. As long as those charges are not 
dedicated to meeting road costs but are treated as general revenue sources, there 
may not be any compelling reason for adjusting them, other than changing rates as 
circumstances dictate. However, if all or part of the revenues obtained from these 
various charges can be dedicated to road financial needs, then some adjustments may 
be desirable. 
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APPENDIX 2
 

SCOPE OF WORK
 
AND
 

GOK LETTER OF INTRODUCTION 



ECONOMIC AND SOCIAL SOUNDNESS ANALYSES FOR THE KENYA YARKET
 

DEVELOPMENT PROGRAM PAAD
 

STATIMNT OF WORK
 

I. 	 Background
 

During the next several months. USAID/Kenya will be
 

preparing the Program Assistance Approval Document (PAAD)
 

for the proposed Kenya Market Development Program
 

(KMDP). The principal objectives of this program are as
 

follows:
 

Goal: 	To assist the Government of Kenya in achieving its
 

goal of increased agricultural productivity through
 

the development of a more efficient and lower cost
 

market system for agricultural commodities.
 

Purpose: 	To develop a more efficient national market system
 

through improvements in the policy framework and to
 

reduce real costs of agricultural marketing through
 

investment in physical infrastructure.
 

These objectives are to be served by a program which
 

supports the evolutionary reform program diveloped by the
 
GOK with regard to market policies; the development of
 

rural market infrastructure; and the strengthening of
 

institutional capacity to guide public'policy and
 

investment decisions.
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Development of this program is proceeding on the basis of
 

several., informed assumptions regarding market and
 

Specifically.
economic conditions and behavior in Kenya. 


it is'believed that:
 

1. Some government policies, such as price and marketing
 

controls, are believed to distort market signals and
 

reduce the efficiency cf markets for agricultural
 

commodities;
 

2. As an enabling environment is created and
 

institutional and infrastructure improvements are
 

introduced, rural markets will become increasingly
 

competitive and efficient;
 

3. Private entrepreneurs will respond to improving
 

marketing opportunities by increasing investaent in
 

rural areas; and
 

4. Opportunities for public investment in infrastructure
 

in rural areas and market towns exist which will yield
 

positive social rates of return and will be
 

financially sustainable.
 

The results of the specific analyses carried-out within
 

illustrative
this Statement of Work will be used as 


examples in PAAD preparation. The results for maize and
 

bean markets will also be extrapolated utilizing the
 

USAID/ktnya Agricultural Information System and GOK data
 

banks to permit a break-even benefit/cost analysis for
 

benefits resulting from improvements
the prograa. i.e.. 
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in the maize and bean market systems against the
 

incremental cost of the program. Six market areas will
 

be short-listed and used for analysis under this study.
 

It should be noted that while the six areas selected for
 

study are consistently near the top of all selection
 

criteria utilized, the selection process has not yet been
 

finalized. Should selection be completed prior to the
 

commencement of the economic and social analyses, the
 

list of market areas to be examined may be modified. If.
 

however, the selection is not completed prior to the
 
analyses and should the final selection iiclude market
 
areas not in the scope, they will be incrementally
 

examined for inclusion after project implementation has
 

begun. The areas suggested for analysis in this scope
 

are sufficiently representative of varying ecological and
 
production zones that, should any of them not be finally
 
selected for inclusion in the program the results of the
 
analyses can and will be applied to market areas with
 

similar characteristics.
 

I. Obiectives
 

The objectives of the work to be completed under this
 

PIO/T are to scrutinize the foregoing assumptions and to
 

collect information and conduct analyses required for the
 

supporting economic and social soundness analyses of the
 

Kenya Market Development Program PAAD, and to prepare
 

draft economic and social soundness analyses for the
 

PAAD. This activity will be comprised of three separate,
 
but inter-related components:
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A. Analyses of the structure, conduct, and performance of
 

the maize and bean markets in six (6) specified
 

geographical market areas (tentatively identified as
 

Kitale, Kakamega. Kisii. Nakuru, Nyeri and Machakos).
 

Analyses of one or more selected other commodity
 

markets in each area (to be agreed upon by the
 

contractor and USAID) will also be undertaken so that
 

comparisons can be made with the markets for maize and
 

beans. The contractor will also analyze the
 

structure, conduct. and performance of the national
 

maize and bean markets (as well as markets of selected
 

other commodities) and examine the liakages between
 

the national market and the specified market areas;
 

B. Economic and social soundness analyses of public
 

infrastructure investment in the market areas
 

This will include analyses of
specified above. 


infrastructure resource allocation decisions and the
 

economic and financial viability of representative.
 

recent or pending, infrastructure in rural areas and
 

market towns, and their social impact; and
 

C. Economic and social soundness analyses of constraints
 

to an efficient market system which hinder private
 

sector investment and of the probable effect of their
 

removal.
 

III. Methodolocy
 

A. Igethodo-logy 

"Because there is considerable secondary source data in
 

Kenya on the rural market system, the first task will
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be to gather and review this information. The method
 

of inquiry to be followed for the collection of
 

complementary primary data will be one of rapid
 

appraisal which allows the efficient diagnosis of the
 

market systems under review. The study will be
 

structured to permit the analyses of the six specified
 

geographical areas as well as the Linkages with the
 

national market.
 

The contractor will use both the traditional "with"
 

0
and "without benefit/cost technique to arrive at the
 

values of the changes in the benefits and costs of the
 

KHDP. As noted, in the case of analysis of potential
 

infrastructure investment, a representative sample of
 

recent public infrastructure investments will be
 

chosen for analysis.
 

The contractor will first obtain the necessary
 

production and value data to conduct the "without
 

intervention analyses." In general, these analyses
 

will involve extrapolating the data over 10 to 20
 

years on the assumption that no interventions take
 

place. The contractor will utilize secondary source
 

data as well as primary data for these analyses. Data
 

will be gathered from GOK and USAID sources for each
 

of the six (6) specified market areas. In addition to
 

the six areas studied, the analyses will also include
 

a complementary national study which focuses upon the
 
market linkages among regions; The data collected are
 
expected to be verified and complemented by the use of
 

rapid appraisal techniques within the subject market
 



2-7 

-6

areas. The contractor is expected to study maize and
 

the principal (1-2) other agricultural outputs within
 

the defin3d market acea from the farmgate to the point
 

of either consumption within the market area or the
 

entrance into the national market system. Similariy.
 

the principal agricultural inputs will be followed
 

from the point of production (or import) to the farm
 

level end-user.
 

The contractor will then conduct the necessary "with
 

intervention analyses." These analyses will involve
 

reviewing market price and cost data in order to
 

the magnitude of market distortations.
assess 


identifying the key constraints to increased market
 

efficionnioe. assessing the extent to which these
 

constraints might be addressed by the KMDP, and
 

assessing the expected.effect of the proqram on
 

prices, production and consumption for the specified
 

As with the case of the "without
commodities. 


intervention analyses," much of the data has been
 

gathered and will be made available. The contractor
 

is expected to verify and complement this data through
 

rapid appraisal techniques.
 

For the social soundness analysis. the data collected
 

will be analyzed by the contractor to (1) describe
 

the distribution of population groups within the
 

market structure under study; (2) discuss the
 

feasibility of proposed program interventions taking
 

into account constraints and incentives to each
 

group; (3) identify distributional and
 

2
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socio-political issues: and (4) examine the likely
 

social impact of the program among different segments
 

of the population. e.g.. distribution by gender, age.
 

income level. The analyses will include an indication
 

of how probable program interventions will provide
 

beneficiaries with greater economic opportunities
 

and/or increased entrepreneurial skills.
 

IV. Scopes of Work
 

A. Analyses of the Structure, Conduct. and Performance of
 

Aariculturci Markets and their Social 1imensions.
 

Tasks to be Accomplished
 

1. Analyze the economic (spatial and temporal)
 

organization of markets for maize and beans, as
 

well as for one or more selected other commodities.
 

and the roles of producers, traders, consumers and
 

government entities (market structure analysis) for
 

each of the six'specified market areas and the
 

linking national market;
 

2. Analyze the economic behavior of market
 

participants (market conduct);
 

3. Examine the efficiency of the selected markets
 

(both by geographical area and by commodity) as
 

indicated by prices and market margins
 

(performance);
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4. Having examined the market structure, conduct, and
 

performance for each of the specified markets,
 

identify the constraints to the growth and
 

efficient performance of these markets (both by
 

geographical area and by commodity);
 

5. Conduct analyses of the existing market and
 

production systems for the commodities under
 

study, i.e.. the "without" analysis suggested
 

above. This will involve analysis of a) costs
 

attributed to the constraints identified in (4)
 

above of the current market systems (from producer
 

to consumer): and b) current production trends.
 

The analyses will be conducted in the six selected
 

representative market areas. The findings of
 

these analyses will be aggregated using existing
 

data to obtain a national estimate.
 

6. Conduct the Owith" benefit/cost analysis of the
 

program when interventions are assumed. This will
 

include an analysis of a) the reduction of
 

current market costs which can be expected from
 

the program interventions: b) the estimated
 

increases in production in response to changes in
 

producer prices which incerase as a result of
 

reduced marketing costs: and c) the direct and
 

indirect costs (including private sector and
 

on-farm costs) associated with the program.
 

7. In addition to the above, develop a break-even
 

benefit/cost analysis for the progr#m. This
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analysis will determine the necessary increase in
 

maize and bean production attributed to program
 

interventions which will assure that program
 

benefits are equal to or greater than program
 

costs.
 

8. Describe the distribution of population groups
 

within the market structure and the feasibility of
 

the proposed program in terms of constraints and
 

incentives to each group. Indicate how the
 

proposed program will impact on each group.
 

Suggest changes in the proposed program to
 

increase its feasibility and its impact on special
 

groups.
 

B. 	Economic and.Social Soundness Analyses of Public
 

Infrastructure Investments
 

Tasks to be Accomplished
 

1. Assess the priority infrastructure needs of
 

potential users that would contribute to increased
 

agriculture marketing efficiency. Determine what
 

measures are needed to help ensure that the
 

marketing infrastructure financed under this
 

program meets these needs. Inventory current
 

infrastructure availability and condition;
 

2. Analyze the economic viability related to market
 

efficiency of a representative sample of recent
 

public infrastructure investments (lpcated in the
 

market areas identified in the short-list for
 

inclusion in the program) and estimate from this
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analysis the potential economic impact of future
 

investments. Analyze the viability of future
 

investment assuming at least the following
 

different policy environments: the removal of
 

fixed prices, the removal of movement controls, and
 

a reduced public market-share. Investments to be
 

assessed (which potentially affect the efficiency
 

of the rural market system) will include;
 

- farm-to-market rural roads
 

- private/public transportation
 

- in market towns: roads and streets; power 

supplies, water and draiuage. physical markets. 

telephones. bulking sites, storage, and 

bus/truck parks. 

3. Assess past and present procedures fox the
 

selection of infrastructure investment, including
 

decisions made at both the national and local level
 

on the selection process. Define the process and
 

criteria for determining the economic and social
 

feasibility of potential infrastructure investments
 

under the KKDP.
 

4. Assess the financial implicatione for each type of
 

investment included in the representative sample.
 

including recurrent cost (and sources of revenue to
 

meet these costs) and austainability issues.
 

Analyze to what extent tmproved cost recovery
 

measures and/or higher user fees might negatively
 

affect the poor and women; and
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5. Analyze the potential distributive effects of
 

benefits among different segments of the
 

population. e.g.. distribution by gender, age,
 

income level, and across regions. Define, to the
 

extent possible, both direct and indirect
 

beneficiaries.
 

C. Economic and Social Analyses of the Private Sector
 

Tasks to be Accomplished
 

1. Assess the principal constraints to market
 

efficiency which hinder private sector investment
 

in the market areas under study. Critical
 

constraints might include policy/regulatory
 

factors, lack of/or poor infrastructure, lack of
 

adequate and reliable market information. etc.
 

2. Analyze the extent to which each of these
 

constraints differ by:
 

- type of enterprise
 

- size/scale of enterprise
 

- informal vs formal sector enterprise
 

-" gender of manager and owner of enterprise
 

3. Assess the economic impact of the romoval of the
 

identified consrraints (broken-out according to the
 

above categoriesi. Estimate the potential effect
 

on investment and related impact on income.
 

employment and agricultural productivity.
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analyze the cost for various modes of transportation
 

in oret.to provide the information needed to
 

deterzine whether monopoly profits are being earned
 

by the transporters and if the condition of the roads
 

are 	an inhibiting factor to more and cheaper
 

production. He/She will also determine if the
 

farmers have access to more than one trucker or
 

trucking firm and, if not, the cause of the lack of
 

competition and its cost consequences. This analysis
 

will be conducted at the farmgate. secondary market,
 

and 	primary market levels. He/She will be
 

respoasible. for carrying out benefit/cost analyses
 

o0 increased investment in transportation
 

infrastructure. including recurrent cost implications.
 

7. 	A specialist experienced in analyzing private
 

investmeat and rural town development.
 

The specialist will analyze both the formal and
 

informal private sectors, with an emphasis on
 

identifying the market system constraints which
 

hinder private sector investment and analyzing the
 

probable effect of their removal on private
 

investment and employment generation.
 

6159J
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4. Related to three above, analyze existing data on
 

informal sector enterprises to ascertain if there
 

are-statistically significant differences between
 

men and women in informal sector trade activities
 

with regard to barriers to entry and growth (this
 

analysis will draw on recent data on the subject
 

gathered in six districts throughout Kenya).
 

V. Products/Level of Effort
 

USAID will contract with the U.S. IQC firm listed in
 

Block 14A to carry out the scopes of work. Prior to the
 

arrival of the full expatriate contract team, the team
 

leader from the IQC firm will visit Kenya to select and
 

hire local experts to fill the six agricultural marketing
 

and institutional development positions specified in (3)
 

below. Based upon the rates which are negotiated for
 

these positions, the authorized AID/W agent will
 

negotiate an amendment to the original IQC work order to
 

include these personnel on the team. The activity will
 

result in a set of three reports (corresponding to the
 

three scopes of work identified in s-ctions IVA, IVB, and
 

IVC above) which will discuss the findings, conclusions
 

and recommendations of the studies.. From these reports
 

the consultants will prepare draft economic and social
 

soundness analyses for the PAAD.
 

The total estimated time to complete the work is 577
 

person-days to be distributed over a 16 week period. The
 

precise scheduling of the work will be agreed between
 

USAID and the contractor following execution nf the work
 

order.
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Six 	weeks after the contract team begins work in Kenya.
 

the contractor will submit draft reports in the three
 

plus drafts of the economic and social
subject areas. 


soundness analyses. After discussion with USAID and
 

receipt of written comments, the final reports and
 

economic and social soundness analyses will be prepared
 

and 	submitted to USAID.
 

To carry out the required analyses, the contractor(s)
 

will provide the following personnel:
 

A team leader who will be responsible for the
1. 


completion of the overall assignment, the drafting of
 

the economic and social soundness analyses of the
 

PAAD, and the national level studies. He/She should
 

have a Ph.D. in the social sciences. He/She should
 

also have considerable experience with rapid
 

appraisal techniques. African marketing systams,
 

benefit/cost analysis and break-even analysis.
 

2. 	Two agricultural marketing specialists with knowledge
 

of the marketing systems and practices in Kenya or
 

East Africa.
 

The 	marketing specialists will be responsible for
 

organizing and carrying-out the analyses of the
 

structure, conduct and performance of the rural
 

market system. They will analyze the economic and
 

spatial organizations of markets for important
 

agricultural goods and sirvices. economic behavior of
 

market participants. and the efficiency of the market
 

areas selected for analysis. They will carry out the
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economic analyses required in the first two scopes of
 

work above (identified in sections IVA and IVB).
 

including benefit/cost analyses. One will be
 

responsible for the analyses of Kakamega, Kitale and
 

Kisil; the other for the analyses Nyeri, Machakos and
 

Nakuru.
 

3. 	Six agricultural marketing and institutional
 
development support rtaff who will work with the two
 
agricultural specialists specified above as well as
 
with the social scientist/institutional development
 

specialist.
 

4. 	A social scientist/institutional development
 
specialist familiar with farming/marketing systems in
 

Kenya or East Africa.*
 

The specialist will provide input into the questions
 
to be asked by the economists, will conduct
 

interviews to determine what the farmers/market
 

participants perceive to be! their most important
 

problems, and will be responsible for conducting the
 

various social analyses necessary for the study.
 

5, 	Two agricultural marketing transport specialists with
 

experience in analyzing transportation systems in
 

rural and urban Kenya or East Africa.
 

In support of the work to be carried out by the
 

marketing specialists identified in 2 and 3 above,
 

the transport specialist will assess the expected
 

impact of road construction/improvement. He/She will
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PARTIAL LIST OF PERSONS INTERVIEWED 

Financial Institutions 

Agricultural Finance Corporation 

Mrs. V. Kodwol 
Mr. Ndungu 
Mr. E. Saina 
Mr. Wekesa 

Barclays Bank 

Mr. Gachiri 
Mr. R.D. Makwana 

Commercial Bank of Africa 

Mr. B. Campbell 

Cooperative Bank of Kenya 

Mr. F.L. Emukule 
Mr. Kabungo 
Mr. F. 0. Machyo 
Mr. E. Mureithi 
Mr. J. Oiyango 

Kenya Commercial Bank 

Mr. W.C.W. Kariuki 
Mr. Kibor 
Mr. R.K. Koech 
Mr. P.B. Kopiyo 
Mr. J.K. Milgo 
Mr. E.M. Muhindi 
Mr. Mukoko 

Branch Manger, Kakamega.
 
Branch Manager, Kisii.
 
Assistant General Manager for Western Kenya, Nakuru
 
Branch Manager, Kitui
 

Branch Manager (West), Nakuru
 
Branch Manager, Eldoret.
 

Managing Director, Nairobi.
 

Branch Manager, Kisii.
 
Regional Manager, Nakuru
 
Field Officer, Eldoret.
 
Managing Director, Nairobi.
 
Loans Officer, Kisii.
 

Branch Manager, Nyeri
 
Outgoing Branch Manager, Kakamega
 
Branch Manager, Eldoret.
 
Loans Officer, Kisii.
 
Incoming Branch Manager, Kakamega
 
Area Manager, Nyeri
 
Branch Manager, Mwingi
 

Standard and Chartered Bank 

Mr. Mugambe Branch Manager, Kitui 
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Private Sector Firms 

Milling Industry 

Mr. Ababaker General Manager, Kitui Mills, Mwingi 
Mr. Das General Manager, ABC Foods Corp., Nakuru 
Mr. Jethua Manager, Kenya Grain Mills, Nakuru 
Mr. J. Kibiru Asst. General Manager, Unga Maize Millers, Eldoret. 
Mr. Karanja Government Relations Executive, Unga Ltd, Nairobi. 
Mr. Ngaita Owner, Kamune Millers, Nakuru 
Mrs. 0. Ohawa Owner, Ndege Millers, Nakuru 
Mr. Rashid Manager, Kitui Products, Ltd., Kitui 
Mr. Kamal Shah Managing Director, United Millers Ltd., Kisurnu. 
Mr. H.K. Shah Managing Director, Swan Millers Ltd., Kisumu. 
Mr. Shah Ownei-, Simba Posho Mills, Nakuru 

Also, numerous small Dosho mill owners in Nakuru, Nyeri, Kitui, Kisii, 
Kakamega, and Uasin Gishu. 

Other Firms 

Mr. M. Ahmed Rapid Construction Ltd, Eldoret 
Mr. I. Ghani Rapid Construction Ltd, Eldoret 
Mr. Muya Managing Director, Safina Ltd, Nairobi. 
Mr. M. Mwithaga Mariko Construction Ltd, Nakuru 
Mr. L. Ombese Salesman, Agro-Input Store, Nyasiongo, Kisii. 
Mrs. Owour Manager/Owner, Agri-Vet Supplies Ltd. Eldoret. 
Mr. N. Wesonga Manager, Agrobusiness Co. Ltd, Mumias 

Cooperative Sector 

Kenya Grain Growers Cooperative Union 

Mr. R.C. Butaki General Manager, Nakuru 
Mr. J. Chumba Director of Public Relations, KGGCU, Nakuru 
Mr. T. Labatt Branch Manager, Eldoret. 
Mr. Ndeithi Branch Manager, Nyeri 
Mr. Ng'etich Cereals Marketing Manager, Nakuru 
Mr. 0. Rachar Branch Manager, Kisii. 
Mr. Wanga Assistant Branch Manager, Kakamega. 
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Other Cooperative Organizations 

Mr. Arunga Secretary/Manager, Lugari Farmers Cooperative Society, 
Lugari, Kakamega

Mr. H. Kirui Secretary, Kapasagoi Farmers Cooperative Society, Turbo, 
Uasin Gishu 

Mr. Korongo Manager, Kakamega District Cooperative Union 
Mr. Mwamu 
Mr. R. Omae 

Overseer, Kitui Cooperative Union 
Secretary/Manager, Matutu Farmers Cooperative Society, 

Mr. A. Ombonyo 
Suneka, Kisii 
Vice Chairman, Matutu Farmers Cooperative Society, 
Suneka, Kisii 

Parastatal Organizations 

National Cereals and Produce Board 

Mr. H. Chemgorem 
Mr. P.D. Gathu 

Area Manager, Eldoret 
Financial Manager, Embu 

Mr. Kagau 
Mr. D. Kirstein 
Mr. Kiget 

Depot Manager, Mwingi 
General Manager for Operations 
Assistant Depot Manager, Nakuru 

Mr. F. Murage Statistics Officer, Nairobi 
Major Koitaba 
Mr. H. Maritim 
Mr. J. Mumo 
Mr. F. Obulinji 

Managing Director, Nairobi 
Depot Manager, Nyeri 
Depot Manager, Kitui 
Field Officer, Kisii 

Mr. J. Okech 
Mr. Rotich 

Area Manager, Kisumu 
Area Manager, Nakuru 

Mr. F. Waweru 
Mr. Wanyonyi 

Depot Manager, Kisii 
Area Manager, Kakamega 

Pyrethrtim Board of Kenya 

Mr. R. Kitazi Assistant Marketing Manager, Nakuru 

Dr. J. M. Wangai Marketing Manager, Nakuru 

Kenya Industrial Estates, Ltd 

Mr. Mwawaka Regional Economist, Nakuru 
Mr. Ndolo Regional Manager, Nyeri
Mr. Otango Industrial Development Officer, Nyeri 



3-6 

Government of Kenya Officials 

Civil Administration 

Mr. J.A. Abdula 
Mr. J.O. Anguka 
Mr. J. Kimwingi 
Mr. J. M. Mutemi 
Mr. P. Mwita 
Mr. Ngariama 
Mr. Njiru 

Ministry of Agriculture 

Mr. Asol 
Mr. J.K.A. Cheluget 
Mr. J. Chepkwony 
Mr. N. Chepkwony 
Mr. Gathuru 
Mr. J. Karanja 
Mr. Kihumba 
Mrs. Kirui 
Mr. Lwangu 
Mr. Mathenge 
Mr. J. Mbori 
Mrs. J. Mogere 
Mrs. Muriuki 
Mr. Mwamki 
Mr. P.M. Mwiti 
Mr. Ndirangu 
Mr. J.K. Omokamba 
Mr. G. Orero 
Mr. D.N. Waithuki 
Mr. F.K. Wambugu 

Ministry of Commerce 

Mrs. Agola 
Mr. Holo 
Mr. J.G. Muraya 
Mr. Njoroge 
Mr. D. 0. Ogwel 

Mr. A. Owiro 
Mr. P.B. Yogoh 

District Officer I, Nakuru 
District Commissioner, Nakuru 
Acting District Commissioner, Uasin Gishu 
District Commissioner, Nyeri 
District Officer I, Kisii 
District Development Officer, Nyeri 
District Officer I, Nyeri 

District Crops Officer, Kisii 
District Agricultural Officer, Nakuru 
District Agricultural Officer, Eldoret 
District Crops Officer, Uasin Gishu 
District Crops Officer, Kitui 
Chief, Development Planning Division, Nairobi 
Divisional Extension Officer, Othaya 
District Crops Officer, Nakuru 
District Marketing Officer, Nyeri 
Divisional Extension Officer, Endarasha 
District Farm Management Officer, Kitui 
District Extension Officer, Kisii 
District Crops Officer, Nyeri 
District Marketing Officer, Nakuru 
District Agricultural Officer, Kakamega 
District Farm Management Officer, Nyeri 
District Agricultural Officer, Kitui 
Divisional Extension Officer, Turbo 
District Extension Coordinator, Uasin Gishu 
District Agricultural Officer, Kisii 

District Trade Development Officer, Nakuru 
District Trade Development Officer, Kitui 
District Trade Development Officer, Nyeri 
District Licensing Officer, Nakuru 
District Trade Development Officer, 
Uasin Gishu 
Assistant District Trade Development Officer, K.isii. 
District Trade Development Officer, Kakamega. 
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Ministry of Cooperative Development 

Mr. Chepkwony 
Mr. Gachanja 
Mr. Muhindi 
Mr. Ombuna 

Ministry of Finance 

Mr. Bulimu 
Mr. D. B. Kimutai 

Assistant Cooperative Development Officer, Uasin Gishu. 
District Cooperative Development Officer, Nyeri 
Assistant Cooperative Development Officer, Uasin Gishu. 
District Cooperative Development Officer, Kisii. 

Provincial Tax Assessor, Nakuru 
Director of Budgetary Supply, Nairobi 

Ministry of Planning and National Development 

Dr. Onyango 
Mr. J. Otieno 

Ministry of Public Works 

Eng. M. J. Abdi 
Mr. J. Ademba 
Mr. M. E. Agalo Ochieng 

Mr. J. A. N. Agundo 
Eng. S. M. Akute 

Eng B. N. Ariga 
Eng. Pieter Dijkstra 
Eng. Rudi Jelinek 

Mr. D. Jennings 
Mr. B. K. Kariuki 
Eng. J. N. Maina 
Mr. L. M. Mbogo 
Eng. J. 0. Ndeda 

Eng. Minri 

Mr. J. Murage 
Eng D. M. Mutuku 

Mr. G. M. Mwakulomba 
Mr. J. K. Mwaniki 
Mr. J. Onyango 
Eng. D. Stiedl 

Director, Small Scale Enterprise Unit
 
Chief Planning Officer
 

District Works Officer, Uasin Gishu 
MRP Clerk, Kakamega 
Officer in Charge, Traffic Census Unit 
Nairobi 
District Roads Officer, Kakamega 
Senior Superintendent Engineer Special 
Projects, Nairobi 
MRP Program Coordinator (MOPW), Ndirobi 
MRP Regibnal Coordinator, Nakuru 
MRP District Improvement and Maintenance 
Engineer, Nyeri 
Training Engineer, MRP School, Kisii 
District Works Officer, Kakamega 
District Works Officer, Kisii 
MRP District Inspector, Kitui 
Provincial Mechanical Engineer, 
Kakamega 
MRP District Improvement and Maintenance 
Engincer, Kisii 
Regional Coordinator, MRP/RARP, Nyeri
District Improvement and Maintenance 
Engineer (MOPW), Nakuri 
Provincial Works Officer, Kakamega 
District Roads Officer, Nyeri 
Maintenance Inspector, MRP, Kisii 
ILO Representative, Labor-Based 
Technology, Nairobi 
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Mr. G. Taylor 	 MRP Planning, Monitoring and Evaluation 
Engineer, Nairobi 

Eng. P. M. Wakori 	 Senior Superintending Engineer for Planning and 
Maintenance, Nairobi 

Local Government Authorities 

Mr. Kiratu Town Clerk, Nakuru 
Mr. Owendo Clerk to the County Council, Kakamega 
Mr. Wadongo Revenue Officer, Kakamega County Council 

Staff of Donor-Assisted Projects 

Mr. Gem Argwings-Kodhek Univ of Arizona/PAM Study 

Ms. Judith Beckwith 	 Project Manager, Rural Private Enterprise Project, Deloitte 
Haskens & Sells, Nairobi 

Mr. P. Bowbrick 	 Agro-Progress Cereals Pricing Study Team 
Mr. Evans 	 Extension Specialist, On-Farm Grain Storage Project, 

Kisumu 
Mrs. K. Kogo Deputy Director Projects, Kenya Rural Enterprises Program, 

Nairobi. 
Dr. Eric Monke Univ of Arizona/PAM Study 
Mr. Alex Nelson Stanford University/PAM Study 
Dr. Scott Pearson Stanford University/PAM Study 
Ms. T. San Martin Consultant, Austin Associates MAPS Study 
Mr. G. Schmidt Agro-Progress Cereals Pricing Study Team 
Mr. Mwenda Tharibi RPE Project, Deloitte Haskens & Sells, Nairobi 

International Aiencv Staff 

USAID/Kenya 

Ms. J. Gachagua 	 Agricultural Economist 
Mr. James Gingerich 	 Chief, Office of Agriculture 
Mr. C. North 	 IDI, Office of Agriculture 
Mr. Justus Omolo 	 Private Sector Officer 
Mr. D.A. Smith 	 Agricultural Economist 
Mr. S. W. Sinding 	 Director 
Mr. P. Weisel 	 Project Manager, Office of Agriculture 
Ms. Holly Wise 	 Private Sector Officer 
Mr. E. Zallman 	 Deputy Director 
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European Economic Commission 

Mr. P. Darmuzey Economic Advisor, Nairobi 

International Labor Organization 

Dr. Gichira Small Scale Enterprise Specialist, Nairobi 

Canadian High Commission 

Ms. Anne Lavender Nairobi 

World Bank Regional Mission to East Africa 

Mr. R. Anson Agricultural Economist 


