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PREFACE

This Working Paper is part of a larger research project on
Contract Farming in sub-Saharan Africa conducted by the Clark
University/Institute for Development Anthropology Cooperative
Agreement on Settlement and Resource Syastems Analysis (SARSA) for
the Africa Bureau of the US Agency for International Development
(AID).

For purposes of this study, contract farming is defined by
three {fundamental characteriastics: (1> a futures or forward
market in which a buyer or processor commita 1in advance to
purchase a crop acreage or volume; (1i) the linkage of product
and factor markets insofar as purchase reasts on sapecific grower

practices or production routines and input and/or service
provision by buyer-processors; and (1ii) the differential
allocation of production and marketing risk embodied in the
contract itself. Contract farming includes, therefore, the

large-scale nucleus-estate/outgrower schemes associated with, for
example, palm oil in West Africa and sugar production in Kenya;
the parastatal, export-oriented amallholder achemes associated
with tea, tobacco, and coffee in Central and East Africa; and a
multitude of private schemea producing fresh fruits and
vegetables for canning, drying, and direct export to
international markets.

Contract farming in a variety of institutional formsa has
been present in North America since the 1930s, but it has more
recently become of increasing importance in Third World states,
particularly throughout much of Airica. The objective of this
study 138 to assesa the form, organization, and impact of a
diversity of contracting arrangements in sub-Saharan Africa,
based on both secondary 1literature and field research in seven
countriea (Gambia, Nigeria, Ivory Coast, Ghana, Kenya, Malawi,
and Senegal). The case atudies have been carefully selected to
represent the primary commodities and diversity of institutional
forms of contract farming. A final report, based in part on the
representative case studies, will 1indicate the conditions under
which contract farming emerges; asaess the distribution of costs
and benefits to the principal actors, including growers; and
evaluate the role of contract farming with respect to donor and
hoat-government policies, technology transfer, and institutional
development.

Michael Watts and Peter Little
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INTRODUCTION
The Study of Contract Farming: A Note of Caution
Contract farming is an institutional form whereby

agricultural production is carried out according to an agreement
between farmers and a buyer which specifies certain production

and marketing arrangemente. For many years contract farming hase
played a prominent role in certiain agricultural sub-sectors an
North America and Western Europe. Production contracts are the

dominarnt form of farmer-buyer coordination in these regaons for
such commodities as poultry, seed crops, processing vegetables,
sugarbeets, and fluid-grade milk. In recent decades, contract
farming has become a more prominent feature of African
agriculture. Crop-specific contractual schemes have been
developed by both private firms and specializea government
agencies, sometimes with concessional fundaing provided by
international development agencies.

Contract farming in developing countries has been viewed
from two distinct perspectives. One perspective sees contract
farming as an institutional ainnovation developed to increase
agricultural productivity and sgpecialization and to imprave
coordinaticn between production and marketaing. Tt views the
development of specialized contractual schemes as a compensating
resgsponce to imperfections in factor and product markete and as an
attempt. to fill an organizational vacuum left by a poorly
functionaing public agricultural admainaistration. Theese
contractual arrangementse are seen as offering a eseries of
potential advantagee to both farmers and buyers, relative to
either dealing strictly in spot markets or developing integrated
production/marketing operations. Contract farming is viewed as a
potentially useful vehicle for improving small farmer
praductivity and increasing rural incomes.

Critics of coantract farming tend to view it as an
institutional innovation developed by powerful ecaonomic and
political groups to increase agricultural preductaivaty and
specialization, to appropriate the gains Irom these improvements,
and to pass on the relevant costs and risks to farmers or third
parties. This perspective sees contractual arrangements being
designed to create or strengthen market imperfections so that
private interests gain at the expense of social misallocations of
resources. This perspective posits a zero-sum process of the
following nature. The contracting firm benefits by gaining
greater control aover a crop than possible under spot market
conditions, yet without incurring most of the costs and risks of
actual investment in production. These buyers are placed in a
monopscnistic position, able not only to dictate prices, but also
to manipulate quality standards to make adjustments for ravw
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material and market imbalances. Farmers, on the other hand, are
seen as getting locked into a dependent relatioenship with the
buyer, made more vulnerable by their increased crop
specialization and use of material inputs. Farmerc may begin
losing their sutonomy as the contractor begins controlling many
agronomic decisions. Writers representing this position reject
the possibility of smsll-scale farmers benefiting from contract
farming.

Contract farming is a highly complex subject regquiring
analysis of a range of technical, economic, and sociopolitical
factore. The institution exhibitse wide variationse in structure,
participants, operating arrangements, and impacts. For this
reason caution is necessary in making general comments about the
past record of contract farming, let alone about its wider
potential and limitations as a vehicle for development of
agriculture and agro-pased industries. Making generalizations
from individual case studies may thus be hazardous. One’s
insights into a perticular form of organization and contracting
procedures and into a particular commodity sector of one country
may be quite powerful, but the strength of one’s arguments
dissipates as one moves across organizational, commodity,
country, and temporael space. This is frequently not acknowledged
by either the outspoken proponents or critics of contract
farming.

Contract Farming in Kenya

Within Africae, contract farming has been most extensively
developed in Kenya. Production contracts have been extended to
both small-scale and large-scale farmers. Contract farming plays
an important rale in the Kenyen iea, sugar, tobacco, oilseed,
horticulture, poultry, and beer-making industries. Raw materials
produced under con.ract are thus used in both export and
import-substitution industries.

Within Kenya, intereest in contract farming ae an ingtitution
of development has apprupriately focused on schemes incorporating
primarily small-scale farmers. Since colonial times, the
administration of agricultural gupport and marketing in Kenya has
had a large-farmer bias. Large-scale farmer= in Kenya have
typically had greater access to inputs, credit, extension and
research advice, market information, and alternative distribution
channels than has been the case for smallholders. Given
constraints in land availability, prevailing demographic
patterns, and the political risks associated with highly unequal
digtributions of wealth and income, agriculturel development in
Kenya must be oriented toward greater intensification of
production and improvements in the productivity and incomes of
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small-scale farmers. In certain circumstances, these goals may
be approached through the mechanism of contract farming.

Within Kenya, there are a number of crops for which

smallholder contracting has been fairly significant. These crops
include: tea, sugar, tobacco, sesame seed, sunflower seed, French
beans and other vegetables, and horticultural seed. The extent

of smallholder participation in contractual schemes is estimated
in the chart below:

Smallholder Contract Farming in Kenya

Crop(s) Firm(s) Farmers
Tea KTDA 150, 500(a)
Sugar MSC; others(b) 35, 0o (c)
Oilseeds 0CD(d): Ufuta(e) 34, 000(<)
Horticulture (g) Njoro Cannere; others(h) 21, 50204
Tobacco BAT 10, ana
Total 251, 000

(a) The number of licensed growers under KTDA in 1986 was
150, 414. Howvever, there is evidence that additional farmers are
grovwing tea without a licensec.

(b) Includes Associated Sugar Company, Muhoroni, and others.

(c) Thie is an estimate. During 1985-86 MSC and ASC contracted a
combined total of 29, Q9@ smallholders. We do not have data for
the other firms.

(d) 01l Crops Development Ltd.. Enost African Industries holds
45%, CDC holds 35%, and the IFC holds 20Y%. The project was
initiated in 1984 for sunflover and rape seed production under
contract.

(e) Ufute Ltd. is a subsidiary of Kenya National Mills Ltd and a
sister company of Elianto Kenya Ltd. The latter had an
unauccessful sunflover contracting project in the late 1970@e.
This project is oriented toward mesame seed production at the
coast.

(x) The QCD project intende to incorporate 2@, @0@ smallholders by
1988 while Ufuta’s target is 14, @00. We have no data on the
number of farmers actually under contract in 1986.
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tg) Includes fruits, vegetablee, and flowvers, although most
contracting is for vegetables for processing or export.

th) Includes seed companies such as Kenya Seed Company, Regina
Seed Company, and Hortitech and exporters such as Kenya
Horticulturael Exporters and Makindu Growers and Packers.

(i) A conservative estimate based an 15, 500 farmers for Njore
Cannerg, 3500 farmers for the various eeed caompanies, and 2500
farmers with contractual links to other firmsa.

If the ocilseed projects do reach their proposed scale in the
late 198@s and if the other schemes simply maintain their
participation rates, then up toe a quaerter million smallholder
farmers will be preducing under contract in the late 1980s. This
represent approximately 16.7% of the 1.5 million smallholder
families in Kenya. The proportion of contraected households is
probably somewhat less than this figure as some farmers may grow
more than one crop under contract. For example, several
contracted horticulturel farmers also grow tobacco or tea.

Numerous large-scale farmersg also operate under production
contract in Kenya. BAT Kenya Developmentes Ltd. has contractual
arrangements with a limited number of poultry growers. Several
hundred medium- to large-scale fruit and vegetable growvers
produce under contracts with processors and fresh produce
exporters. Kenya Brewveries Ltd. has a total of 17,5@@ ha of
malting barley being grovwn for it under contract with large
farmers. 011 Crops Development Ltd. intends to have 50@@
largeholders producing sunflover and rape seed on 6@, 000 acr&s3 by
l9sas.

Loocking acraoss the different egricultural sub-sectors, one
finds thaet the majority of existing contract farming schemes are
linked to a processing operation. HMany schemes aleo feature the
participation of a European company, either as owner/managers of
a scheme or through management and/or marketing contracts with
locally owned firms. Many schemes are joint venture investments
inveolving private management and Kenyan Goavernment equity
participation.

Literature Review
There is a sizeable literature on contract farming in Kenya.
(See page 11.) This literature provides insight into a range of

issues, including: the probler of incentives and controls for
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staff and farmers, the paerticipation of the contractor in the
production process, the transfer of technoleogy, the generation
and uses of income, the impact on labor and land markets, and the
potentially central role of the State. However, this literature
deals almost exclueively with three schemes: i.e., KTDA'’s
smallholder tea project, Mumias Sugar Company, and the BAT
tobacco project. The large schemes of KTDA and Mumias have
received by far the most atitention.

On the other hand, there hes been no in-depth research and
littie reference to smeller or less formal schemes, to schemes
that failed or were associated with unsuccessful companies, or to
schemes that did not have considerable government backing. There
has alsc been no reseerch on the considerable number of contract
farming schemes developed for horticultural or ocilseed crops.
Thus, while the volume and quality of research on contract
farming in Kenye is arguably the best in Africa (or even amongst
developing countries generally), this literature provades
extremely few generalizable propositions and little or no insight
into several potentially important dimensions of contract
farming.

The literature on the KTDA, Mumias, and BAT echemee doeg

feature a consensus on a few issues. First, there is evidence
from all three schemes that contract farming leads to an increase
in cash incomes. Contract smallholders are economically better

off than non-contrected smallholders in their area and the
difference can at least be partially attributed to participation
in the scheme.

Second, there is evidence that the income stream generated
from contract fai .ing ie unevenly diegtributed. Thie hes
contributed to increaseed sociceconamic differentiation in the
cortracted areas. The differential stream of benefits rclates
substantially to the prescheme landholdings of participents and
nonparticipants as vell as to the availability of alternative
sources of income and employment for households. As contractors
have set minimum landholding and production scale requirements,
the very poor have generally been excluded from such schemes
other than through wage labor opportunities on contracted farms.

Third, the literature strongly suggests that the impact of
contract farming will vary with organizational and production
structure as vell ae vith preexisting conditions and simultaneous
socioceconomic changes. For example, while active farmer
participation in the production processes for tea and tobacce has
led to real "learning effecte" which have "overspilled" into 1ood
production, this has not been the case for sugar wvhere the farmer
is more passive in the production process. While landholding
sizes and the economiee of scale in mechanical plowing and
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harvesting have resulted in land competition between sugar and
food crope, such competition has not generally been important in
the tea and tobacco arems due to previous landholding patterns
and the smaller scale of contracted crop plantings. Crop and
trade diversification has been common in tea areas, while the
sugar zone reeembles a monoculture economy.

Fourth, there is fairly wide consEensus that emallholder
farmers are not adequately represented or protected by
intermediary organaizations. In the case of tea, the grower
committees and the factory boards tend to be controlled by larger
and more prosperous farmers. In the caese of sugar, the Mumias
Outgrower Company has not been an effective intermediary. Local
MPs typically emerge as the "voice" of farmers.

Fifth, it is a common finding that in male-dominated
societies a contractual =cheme may adversely affect the position
of women. In both the sugar and tobacco schemes it has been
observed that men typically gain control over income while the
vomen are relegated to perform difficult and unpaid routine work,
such ac weeding.

While the literature on contract farming does provide
insight into several important issues, the literature features a
sample that is biased in the direction of large, stat=-supported,
formal, and successful schemes. As 8 result several dimensions
of contract farming eare given little or no attention.

For example, the exieting literature frequently leasves the
impression that contract farming arrangements are monolithic
structures, stable over time. In fact, contractual arrangements
may evolve gradually as managers, stafX, and farmers adjust their
behavior and formal structures to counter inefficiencies and
pu.sue nev opportunities. The exclusgive focus on highly formal
contract schemes has led to limited analysis of the possible
transitions that occur in production/marketing arrengements
between contractual end quasi-contractual links. The need for
formal contracting may be related pertly to the absence or
presence of trust between farmers and buyers. Many contract
farming schemes arc¢ not "greenfield investments" involving new
crops, new farmers, and new huyers. Caontract farming mey involve
farmers with prior experience with the crop, entering into a mare
invensive, multifaceted relationship with an existing or new
buyer.

Also, the existing contract-farming literature in Kenya
describes contract enforcement problems largely in relation to
quality control and to credit recovery by the firm. In each case
examined, the contracting farm has had a de facto monopoly over



the purchase of the crop. Alternative market ocutlets for farmers
either do not exist or are not remunerative.

Contract enforcement is a more general problem. It is
problemeztic where one or both contracting parties benefits from
acting opportunisticelly and where such behavior is difficult to
detect. Such opportunistiic behavior may relete to direction of
sales/purchases, quality manipulation, and quentity cheating. In
many cases of contract farming the "leekage" of raw material out
of the project and into alternative distiribution channels may be
a major problem. The relative merits of seles through
alternative outlets will vary, depending on seasonal marketi
changes, the physicael locatiaon of farmers vis-a-viz the
alternative outlets, and the cervices provided by competing
marketinco agents. The development by the contractor of measures
tc guard igeinst leakage may be a key dimension of a contract
scheme. Both farmers and buyers may breach contractual terms
related to the quality of the product.

Due to unforeseen circumetances (i.e., weather change), poor
production practices (i.e., careless harvesting), and/or deceit
(i.e., hiding subquality praduce on the bottom nf a carton), the
quality of a farwmer’s crop may be below standard. This may or
may not be detected by the firm. In some cases the firmn will
chose to ignore the quality problems. In other cases it will

make price deductions or reject the crop entirely. Farmers may
be able to zonnive with contractor staff to allaw subquality
praduce to go unnoticed. On the other hand, the cantractor may

be able to use quality control procedures to adjust quantity
imbalances. Particularly where quality is daifficult to measure
eand grading and sorting are performed by company staff, farmers
may be surprised by produce ingpection results. rarmers and
contractors (or their staffs) may attempt to cheat one another
wvith regard to the quantity of the contracted crop. Farmers may
obtain seed or other inputs outside of the contract and then sell
the extra crop with the contracted crop. Caompany staff may be
given incercives by farmers to averweigh their crop.
Alternatively, staff acting on their own or under company orders,
may underweigh farmer deliveries.

Further, the literature on contract farming in Kenya notes
that changes in product market conditions affect the
profitability of schemesz and the level of benefits accruing to
farmers, but there may be ceeee where such market changes may
undermine the viability of the contracting scheme itself.

Adverse market conditions may undermine the contractor’s
financial position, preventing it from raising producer prices in
line with production costs or redvcing the scope of its services.
Highly favorable market conditions may lead to the emergence of
competing contractors or marketing agents offering farmers terms
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that the original contractor is unable or unwilling to match.
Some market changes may undermine the comparative advantage of
the entire venture and lead to closure even wvhen the contract-
farming component was performing adequately.

Contract Farming in Kenyan Horticulture

These three dimensions of contract farming schemes--their
evolving organizational structure, thear vulnerability to
opportunistic behavior by one or both parties, and their critical
links to the downstream market--are all readily apparent ir
severael of the contractual schemes which have been attempted in
the horticultural sector of Kenya. Hortaculture has been one of
the most dynamic sectors in the Kenyan economy in recent years.
It has been driven by a growing export trade, together with rapid
rates of increase in damestic trade and consumption.
Horticultural exports, comprising fresh and processed fruit and
vegetables as vell as flowers, are novw the country’s third
largest source of foreign exchange after coffee and tea. The
sector features a wide range of organizationel structures and
mixtures of pravate and public investment. Large integrated
production/marketing operations have played an important role in
the development of the sector and these organizational forms
remain dominant for flowvers, pineapples, and strawberries.

However, for several haorticultural crops and commadities
there have been numerocus attempts at organizing small- and
medium-gcale production under contract. For different
horticultural crops there have been as many as twenty different
contiract farming schemes proposed or attempted over the past tvwo
decades. In the past decade alone, there have praobably been at
least ten different schemes developed to have farmers grow French
beans under contract for processing or fresh export. Many of
these schemes failed or had only short-term success. At present,
there are at least four schemes which feature small and
medium-scale farmers growing vegetable and flower se2ed under
contract. Since 1980 ithere have been at least three attempts at
having smallholders grow "Asian vegetables" under contract for
exporters through the intermediation of cooperatives. Since the
late 1970s there have been several attempts to organize
smallholder flower production under contract.

In each of the attempts at contract farming in horticulture
the reiationship between buyer and farmer= has gone well beyond a
strictly marketing agreement. In some cases the involvement of
buyers in the production process has been substantial. In most
of the cases farmers had experience growing the crop prior to the
development of the contracting scheme. However, inefficiencies
in product end input markets mede production contracts attractive
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te farmers. In many cases the buyer faced competition for the
crop and contracting wvas seen as a method of lewering
uncertainties about rrw material supplies. Still, leakage of
produce and poaching by competing firms have typically been
problematic. In contrast to the very large contract farming
schemes, several horticultural contractors have lacked
substantial steffs or sccess to seconded governmentel staff.
They have thus had to rely more substantially on locel stats or
agents or on existing cooperative cocieties. Most of these
schemes have involved no government funding and limited
government involvement.

We have chosen three horticulturel contracting schemes for
in~-depth case study anelysis. One case conce=rng the vegetable
dehydrating cowmpany, Pan African Vegetable Products Ltd. (PVP).
This is the first case of smallholders growing under contract
wvith an agricultural processing firm in Kenys. The project was
initiated in 1964 and, with numerous changes in ownership and
management, carried on until 1982. The smallholder contracting
scheme of PVP was largely successful, yet the project experienced
continuous financial losses as a result of processing and
marketing problems and the insufficiency of large-farmer supplies
of raw materials.

Gur second case deals with "Asian vegetable" production and
marketing and the contractuel scheme attempted by Kenya
Horticultural Exporters (KHE). KHE has been Kenya’s leading
exporter of fresh fruit and vegetables for nearly two decades and
has on several occasiong entered into productieon contracts with
small and medium-scale farmers. The company’s scheme for
contracting smallholder "Asian vegetable" producers was
successful for a few years, but the project was not sustainable
due to the larger competitive environment for "Asian vegetable"
production and marketing in Kenya. The scheme contributed to
substantial increanseg in smallholder production which the
contracting company wes only temporarily able to benefii from.

Our third case is the most formal horticultural contracting
scheme. It is that of Njoro Canners, a processor of French beans
vhich has production contracts with over 15, 0@® smallholder
farmers in western Kenya. The Njoro Canners project was
initiated in 1982 in the wake of numerous unsuccessful prior
attempts at contracling western Kenya farmerse to grow French

beane for processing. Seventy percent of the farmers
participating in this scheme are women, growing French beans on
only 1/20th of an acre. While experiencing numerous technical,

organizational, and politicel problems, this project has managed
to survive, produce a high-quaelity export product, and provide
additional sources of income and employment in an economically
deprived area.



A review nof the literature on the tea, tobacco, and sugar
schemes provides insight into the forms of contract farming and
its potential impact. The more "high profile" schemes exhibit
substantial variation in the nature of the production process anc
sales arrangements. For example, tobacco production is carried
out under a "supervision-intensive" regime and based solely on
outgrovers. BAT’s comprehensive extension service is responsible
for instructing farmers and monitoring their behavior throughout
the growing and curing processes. All necessary inputs are
pravided aon credit. However, the tobacco farmer is responsible
for carrying out all tasks. Hired labor is uncommon. Farmers
are paid cash on the day of delivery according to quentity and a
diverse grading =cale.

In contrast, sugar production is done both on estates and or
autgraver farms. Even with the outg~rawers, the company carries
out many production tasks either mechanically or through the use
af work gangs. The farmer’s main task is weeding and even thie
may be carried out by hired labaor. Farmere have no post-harvest
role and payment ie based strictly on volume.

Various researchere see three strate of farm households
emerqging in the contract farming areacs. The top stratum is that
of the "capitalist farmers" who have relatively high income,
devaived partly (or largely) from trade and esalariese. They rely
heavily on hired labor on thear farms. These farmers can use the
additional income from the contracted crop to invest in shops,
taxis or production inputs, The second stratum, the "middle
peasants, " derive income from contracted as well as other crops.
They use both family and hired labor. The income generated by
the cash crop is used for school fees, housing improvements, and
congumer goaods. The third stretum congists of very poor
households with small holdinge and relying solely on family
labor. Casual wage lahor may he their sole source of cash
incaome. They may heve to reduce their holdings to obtein
required cagh. These farmers can produce cash crops under
contract only at the expense of tood production, thus increasing
their vulnerability. As minimum landholdings and/or production
scales are set by the contractars, these poor farmers may he
excluded from the projects even if they wished to participate.
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THE FRENCH BEAN CONNECTION:
FRAGILE SUCCESS OF A SMALLHOLDER CONTRACT FARMING PRQJECT
IN WESTERN KENYA

Contract Farming in Africa----- Kenya Case Study #1
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Introduction

This report examines several features of a privately managed
production and marketing aperation that has linked up to 15, 0@
smallholder farmers of a relatively deprived and very densely
populated area of Kenya into an internaticnal market for a
specilalized high-quality agricultural proaduct. Njoro Canners,
Ltd., is a locally ovned firm acting through a marketing,
management, and technical assistance contract with the French
company Saupiquet and producing a top-grade canned French-bean
product. The study most closely examines the raw-material-
procurement dimension of the project. This is a contract-farming
scheme with smallholder farmers. We explain the rationele for
this contract-farming scheme and trace its historical background
and organizational features. We also examine various aspects of
the project’s performance and impact. The analysis aof the Njoro
Canners project is set within the context of the West European
market for French beans and the wider development of French bean
praduction and marl eting in Kenya.

The cuse of Njoro Canners is cne of fragile success. The
project followved upon severel relatively unsuccessful attempts in
Kenya to have farmers preduce French beans under contract for
pracessing. In the first year and a half of the project it
appeared that low farmer productivity and week capacity to
enforce contracsts would doom it. Several important technical and
institutional adjustments saved it, enabled it to expand, and put
the contract-farming element on a sounder econamic footing. At
thie juncture the project was shaken by internal and external
efforts (both legal and illegal) to redistribute project eara-

ings. Adjustmentse were made tou reduce further risks of this
nature and the project has continued to expand its sales,
employment, income generation, and farmer participestion. The

future of the project is uncertein, not only due to the fragility
of the company’s organizational structure or its potential
campeiition from other Kenyan firms, but slso possibly due to
technical developments in Europe that could virtually negate part
of Kenya’s comparative advantage in French-bean productioan.

The study is orgaenized as followe: We begin by maeking some
general comments about French beans, their European market, and
the averall pattern of French-bean praduction and marketing in
Kenya. Moving on to the Njoro Cacners case study, we first
examine the French market for cam:.ed green beans and provide same
background information on Saupiquet. Next we trace the origin of
the project by discussing Saupiquet’s prior experience with
French-bean contracting in Morocco, its trade ties to Kenya prior
to the Njoro Canners project, and its feasibility study for the
Kenya praject. The next section outlines the physicel and
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socloeconamic characterigtics of the site for the cantracting
gcheme. Thig ie follawed by a broader analysis setting out the
rationale for this type of organization for raw material produc-
tion. The project’s actual orgenizational and contractual
structure are then discuszsed. Next comes an averview of project
performance according to a range of indicators. This review of
basic organizational feetures and performance reveals that there
have bheen considerable variations over time. One then needs to
explein these perfarmance variations and see whether they were
linked to structural changes within the scheme. This we do in
the next section where we view the processes of project develap-
ment. We claose witn some final commentg about the future
prospecte for the project and some lessons that the project
sguggests.

French Beans

The French bean (Phaseclus vulgaeris) 18 one of the names given ta
the pods of the plant species Pheseolus. Other names commonly
given to these pods are green beans, snap beans, striang beans,
bobby beans, and haricot beans. There are many hundreds of
different varieties of Phaseolus vulgaries. These varieties may
have different characteristice with regard to their production
and their quality. Important differences may relate to the
following:

Production: Quality:
Color and application rate of Length of wod
seed
Size and shape of plant Width of pod
Color of leaves and flavers Curvature of pod
Length of time to maturity Texture of pod’s akin
Tolerancy to besan ruset and String development in pad

halo blight
Rate of seed develaopment Color of pad
Rate and pattern of yield

The French bean is thus potentially a highly heterogeneous
product. Varietrnl selection may be a complicated process.
Firet, it involves a malching of quelity characteristics wvwith
consumer preferences, or the requirements for processing or
effective distribution. French beans are consumed in various
formg, including fresh, canned, frozen, or dehydrated. Certain
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varieties have charac.eristice entirely unsuitable for some formsg
of consumption or processing. Even within categories for
cocngsumption, there are grading schedules ocutlining quality
specifications for individual pods as well as acceptable quality
tolerances (i.e., variances in quality).

VYarietal selection will also need to relate varietal
production characteristics with the ecological conditions,
agronomic practices, and even the sociceconomic features of the

area vhere the crop will be grown. For example, in recent years
varietal development in Western Europe has concentrated on
cultivars that are amenable to mechanical harvesting. Many of

the older French-bean varzeties have a yielding pattern consist-
ing of several dispersed flushes over a period of three to six
veeks. For these varieties mechanical harvesting is not economi-
cal. The harvesting machine acts as a comb, pulling the plant
completely from the ground. Using & mechanical harvester for tihe
multiple-flush varioties would result in very low yields.
Harvesting of these clder varieties must be daone by hand, and
labor requirements per acr> of heans are very high. European
producers, faced with rising labor costs, required single-flush
bean varieties that could be mechanically harvested.

Fortunately for countries with relatively low labor costs,
the single flush mechanically harvested French beans are typi-
cally larger in length and vidth than the pods of the "old"
varieties, and frequently have a rougher rkin surface. ¥hile
these characteristics may he suitable for some forms of process-
ing or meet the preferences of certain consumevrs, they may not he

suitable for other uses ar market segments. Certain consumers aor
institutional users of Fiench beans have retainec a preference
for emall and smoothly textured varieties. For this market

segment there exists premium demand for particular vaerieties and
certain quality characteristics. Probebly the most important
specification by these consumerzs relates to the width of the bean
pads. Certain groups offer premium prices for "extra-fine"
beans, i.e., those with a width of 6.5 mm or less. Other groups
may have preference for "fine" beans, i.e., those with a width
less than 9 mm but more than 6.5 mm. Beans of this =size cannot
be mechenically haerveasted.

French-Bean Production ari Marketing in Kenya

Over tne pamst two decades the French bean has become an
important crop in Kenya. While grown for both fresh sale and
processing, the main impeius for production has been an expanding
export market. Since the early 1960s, Kenya hes exported "fine"
and "extra-fine" French beans to Western Europe. While this
trade was initially targeted toward high-class caterers and
department stores, over the years the air-freighted Kenyan beans
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have become en item distributed by supermarket chains and
purchased by middle class consumers. Kenyan exports are concen-
trated in the October-May period when European production of
French beans is limited by adverse weather conditions. Market
prices for French beans during this period are substantially
higher than during the European summer when local supplies are
plentiful. Still, a certain level of demand for the Kenyan
product is retained during the summer months by caterers and "up-
market" greengrocers.

Kenyan French-bean exports have been aimed largely for sale
to France, Belgium, and the United Kingdom. Consumers in the
first two countries have a preference for "exira-fine" beans
while U.K. congsumers prefer "fine" beans. Congumers in the
Netherlande and West Germany prefer the larger bobby beans, which
can be widely and cheaply procured from Spain or Egypt. Kenya'’s
main competition for the "off-season® markete for "fine" and
"extra-fine" beans comes from several West Africen countries that
have long-stending trade ties with France.

The growth in Kenya’s exports of French beans can be seen in
the following figures:

Table 1l: Kenyan French-Bean Exports

Year Tons
1968 109
1972 642
1976 2324
1980 49635
1982 6306
1983 6447
1984 7094
1985 63558

Source: HCDA trade figures

French beans have also been grown in Kenya for processing.
For many years several firms have been canning them for sale in
both export and locel markets. Generally the high levels of
protection in the domestic food-processing industry together with
high production costs have made the canned products uncompetitive
in warld markets but highly profitable on the local market.
Canning companies have generally purchased beans from wholesalers
or directly from farmers in times of market surplus. In additian
to canning, French beans have been processed in Kenya through
dehydration. During the 1960s and 19708 a dehydration factory at
Neivasha processed French beans for export to Westzrn Europe.
This firm entered into loose production contracts with farmers.

18



Both the dehydration factory and each of the canning companies
have experienced considerable problems in obtaining sufficient
quantities of raw material. The prices and other terms that they
have offered French-bean growers have frequently been
uncompetitive with those offered by the fresh market. The Njoro
Canners project contrasts with these other processing operations.

Kenya’s comparative advantage in French-bean production
rests on tvwo main factors: ite ecology and 1ts relatively low

labor costs. Limited seasonal variations in temperature and day
length allow French-bean production to be extended throughout
most of the year in Kenya. French beans cannot survive frost and

thus can be grovwn only under controlled-temperature conditions in
most parts of Western Europe during the winter. They are grown
in areas of Kenya with altitudes ranging from 1000 to 2000
meters, which are only rerely subjected to frost conditions.
Various areas of Kenya have soils that are highly suitable for
French-bean production. Furthermore, the presence of trees or
bushes on many farms provides natural wind-breaks for the French-
bean plants.

Production of "fine" and particularly "extra-fine" French
beans is not economically viable in most parts of Western Europe,
given the high labor coets that wouid be incurred in harvesting.
Harvesting of an acre of French beans may require 15-20 people
over a period of three to six weeks. Once pods are formed they
grov at a rapid rate. To obtein "extra-fine" beans, picking must
be done every day. The result is that harvesting costs will make
up e high proportion of averall production costs for French
beans. Where labor costs are relatively low, one may still
obtain an economic return on a crop even when such labor time is
allocated. In Kenya the daily vwage for French-bean pickere
ranges from Ksh 1@ to 22, equivalent at the present rate of
exchange to $0.63-1.38 per day.

French beans are produced in Kenya by both small-scale
farmers under rain-fed conditions and lar(er commercial farmers
under lrrigation. In recent yeaers 4000-6¢2@® smallhalders have
been engaged in French-bean production for the fresh export

market slone. These farmers typically grow 1/2 to 1 acre of
French beans as part of a mixed-farming pattern inecluding meize,
dry beans, dairy cowvs, and other crops. Such smallholders are

besed in Athi River and in various sites in Central Province.
Larger =scale producers for the fresh export market may number
100-15@. These farmers may have up to 20 acres of beans under
production with harvesting being done on 4-5 acres at a single
time. These farmers typically grow French beans to supplement
incomes from salaried employment or to improve the cash flow
position of farmse oriented primarily to tea or coffee production.
Some larger farmers are specialist horticultural growers. Larger
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French-bean farmers are common at Lake Naivasha, Thika, and Athi
River.

A wide range of institutionel arrangements exists for
farmers in the marketing of their output, from essentially market
transactions, through quasi-contractual and contractual sales,
and on to vertically integraled operastions. A full examination
of these different marketing arrengements is not possible here.
We merely summarize the main features of three alternative
channels.

Several thousand smallholders in the Gatundu and Makuyu
areas of Central Frovince are engaged in French-bean production.
Some farmers have grovwn thie crop s2ince the early 1970s. More
than a8 dozen exporters are fairly regular bean buyers in the
area. Most of thegse firme recruit locel people to act as
intermedieries recruiting farmers and orgenizing collection and
farmer payments. Some intermediaries work with more than one
exporter. Exporters may send their trucks to the area three or
four times per week during the main export season. Prices are
set for the season vwith one price for "extra-fine" beans and
another price for "fine" beans. These "fixed" prices may be
subject to short-term adjustment as a result of changing market
conditions. Exportere provide no seedse or other inputs and are
not in a position to provide any technical advice. The
intermediaries distribute cartone ‘.o farmersg and arrange the days
for the farmers to deliver filled cartons to a store or stall.
For his efforts the intermediary will take a few shillings per
carton commission. Payments to farmers are made fortnightly.
Farmers may deal with several different intermediaries (and thus
exporters), shifting their sales in light of short-term higher
price offers bheing made by competing exporters.

Kenya’s largest exporter of fresh fruit and vegetables is =&
tirm called Kenya Horticultural Exporters (KHE). In recent years
the company has exported up to 2500 tons of beans annually. The
bulk of ite suppliee are obtained on contract from large and
small grovers. In 1986 KHE had 15@ farmers grawing beans under
contract. KHE provides seeds and chemicals on credit to be
deducted against the delivered crop. The company has tvo
experienced horticulturists who can advise farmers on production
problems, and it employs several people wvho assist farmers vwith
proper grading and packing. Farmers are paid a fixed price for
the full export season. Prices are changed only in exceptional
circumstances. During the peak export season KHE trucks may
collect produce five or six days a veek. Farmers are paid
vhenever they want. Some receive payment weekly, others
fortnightly or monthly.
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While KHE may directly contrect with only 15@ beaen farmers,
operating under its bean procurement "umbrella" are probably 500
or more farmers. Several of KHE’s farmers have thelr awn
subcontractors. One contract farmer in Mwea has developed a
procurement network of over 200 small-scele fermers in the area.
The subcontractors, most of whom are women and many of whom grow
the beans on plots provided by the National Irrigation Board,
typically have 1/4 to 1/2 acre under bheans. The KHE contract
farmer provides seed, fertilizers, and chemicals an cradit to
"loyal"™ subcontractors. He maintains the collection stations
vhere KHE trucks pick up supplies. The contract farmer takes a
margin of 5-1@ percent of KHE’s contract price.

The export company Homegrown presents another method of raw-
material procurement. Homegrown actually has two separate
systems. With twventy lerge-scale farmers he maintains seasonal
contracts. He pays premium prices over those offered by
caompetitors, but his quality standards are far more rigid. He
employs fifty graders vho are actually brought to the contracted
farmg during harvesting. These graderzs go through the fields
advising and monitoring the pickers. They check the quaelity and
weights of cartons before they leave the farm. The contract
farmers receive seeds and some chemicals on credit. Homegrown'’'s
manager, an engineer by training, hes designed small-scale dams
for ten of his farmers. Producer payments are made weekly.

Homegrown simultaneously operates a different system for raw
material procurement from smallholders. He maintains two
collection centers in Mwea. Small-scale farmers bring their crop
in bags, grade them, and sell them in bulk form to the company.
Depending upon the regularity of a farmer'’s =sales to the company,
she may be paid cash on the spot or else paid weekly. No inpute
or technical advice ere provided. Transporters take these beans
to a company pecking/cold-storage unit where the heans are
rechecked for quality and packed into cartons.

The production and marketing of French beans has had a
number of beneficial impacts. One immediate benefit is the
generation of foreign-exchange earnings. In the early 198@s= the
foreign-exchange earnings for fresh French-bean exports have been
the following:

Table 2: French-Bean Export Earnings

1981 Kah 59.8 million
1982 63.1
1983 7.9
1984 78. 0
1985 72.1
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Source: HCDA Export Data

These figures are actually "minimum" export values,
calculated by taking the Government’s minimum export prices and
multiplying them by the volume of =sales. Actual foreign- exchange
earnings are probably 12-15 percent above these minimum values.

A second major benefit has been the generation of cash
income opportunities for small-scale farmers. French beans are
an ideal smallholder crop given their labor intensivity, their
short production cycle (i.e., three months from planting until
completed harvest), and the small planted acreages needed to
obtain a good supplemental cash income. Based an exvorter
reports about their bean procurement systems, we estimate that 60
percent of the beans that are exported are produced by small-
scale farmers. If one assumes for 1987 that Kenya will export
7000 tons of French beans and one takes a rough average producer
price of 1@.4 shillings/kg and deducts 1 sh./kg for the
maiddlemen, then smallholder gross income for beans this year will
be Ksh 37.11 million.

French beans have alsc been a lucrative source of income for
many large-scale farmers and have helped coffee farmers to
overcome cash flow problems associated with delayed payments for
that crop. Even when using conservative estimates for yields and
producer prices, large grovere can obtain a gross income of Keh
19, 68@ per acre against production costs (not including
depreciation on equipment) of about Ksh 1@, 653. This net income
of Keh 900@ is for only a three month crop. At least three
separate crops per year can be grown.

A third major benefit of French-bean production has been its
generation of emplayment opportunities. Bean proaduction on small
farms is undertaken by family members, although a few local
people may be hired to asseisgst in picking. Bean production on
larger farms i=s carried out almost entirely by hired labor. The
picking and grading of beans i8 performed almost exclusively by
vomen. Saome women may reside permanently on the farms, while
others come from nearby villages and work on a seasconal basis. A
long-distance migrant flow has also been observed with women from
Western Province caming to pick beans in areas such as Athi River
and Naivasha.

French-bean production is considerably more labor intensive
than most crops growvn in Kenya. Compare the figures below:
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Table 3: Work Daye Needed Per Crop Per Ha

French beans 554 daye
Coffee 294
Cotton 235
Hybrid Maize 152

Source: Hormann and Thuo (1979)
Having examined some general characteristics of French beans
and the production and marketing of French beans in Kenya, we

move now to discuss the case of Njoro Canners.

Nijoro Canners

The Market

Njoro Canners produces and exports canned French beans of
the "extra-fine" quality. Its market orientation 1s exclusively
the French market. The market for canned green beans in France
is segmented into three qualjity levels--"extra fine," "trifine"
(or simply "fine"), and bobby bean. Annual French consumptaion of
canned extra-fine beans is 3@-35 million cans of A 2 1/2 size
(approximately 1 kila). (1) This level of demand has been stahle
over several years, and the French market for canned vegetables
generally is essentially saturated. Demand for the canned
product is seassonal with reductions during the summer months when
fresh green beans are available in abundance.

French production of canned French beana has declined since
the mid-1970s as seen below:

Table 4: Production of Canned French Beane in France (tons ‘@2Q@)

1975 35.2 1978 41.0 1981 31.7 1984 16.2
1975 34.1 1979 35.1 1982 36.0 l9as5 21.2
1977 33.9 1980 28.1 1983 22.1

Sources: Marketing In Europe (April 1981), (April 1986), (October
1986)

High labor costs have rendered French production of this
labor-intensive quality product uneconomical. Consumer demand is
being met by increasing levels of imports. Examine the following
figures for French imports of green beans (including French beans
and mange-tout):
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Table S5: French Imports of Green Beans (tons; Francs ’‘000)

Year Yolume Value
19806 9.6 39.7
1983 20.1 121. 4
1984 19.9 137.95
1985 25.2 193.1

Source: Marketing in Europe, Oct. 1986, p.52

French imports of canned green beans carry no tariffs for
EEC and ACP countries, but cerry a 20 percent custom for other
countries of origin. The product must be lebeled in the French
language and conform to specificaetions related to weight, size,
and quality.

Since the mid-197@s, Morocco has been the leading supplier
of canned green beans to France. In 1985 it provided 56 percent
of France’s imports, sending 13,998 tons. The second largest
share was taken by Belgium/Luxembourg, sending 4@¥6l1 tons and
accounting for 16 percent of imports. Kenya was the third most
important supplier, sending 3714 tons for a 15 percent share. It
should be noted that supplies of extra-fine beans are coming
almost exclusively from African countries--i.e., HMHorocco, Kenya,
and the Camercon.

The French vegetable-canning industry comprises 143
enterprises, but sales are concentrated in a few firms. Five
manufacturers account for 63 percent of the industry’s turnover
and three national brands account for over a third of canned
vegetable sales through the grocery tirade. These three brands
are Cassegrain (for Seupiquet), D’Aucy (for Compagnie Générale de
Conserve [(CGCl), and Bonduelle {(for Bonduelle). (2) These are
also the three largest firme end brands for the trade in canned
French beans. Saupiquet and CGC each supply approx.mately 8
million cans/year vhile Bonduelle supplies 3-4 million cans/year.
Many smaller firms supply the balance. (3)

While the manufacterers formerly distributed their products
to individual supermarket chains, in recent years a half dozen
central food-distribution firms have emerged that deliver a large
range of foodstuffs to supermarket chains. The major
manufacturers nov sell through these organizations. While
Saupiquet sells its products almost exclusively under its
Cassegrain brand, the other leading firms sell under both their
own brands and the labels of the retail chain. Heavy competittion
has sharply reduced margins, and price premiume for prominent
brands have been reduced. At the retail level canned fine mange-
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tout beans sell for approximately one-half the price of extra-
fine beans. (4)

Saupiquet

The company invelved in the Kenya project is Saupiquet. It
is a public company with shares traded in the Paris stock
exchange. There are & fewvw major shareholders, including
Compagnie Navigacion Mixte who hold 2@0-25 percent. The firm
dates from the late 19th century and has always been a canning
company. The present company is a result of a long series of
mergers which, beginning in 1955, have incorporsated twenty family
businesses. The group consists of a parent company, five French
subsidieries, two European subsidiaries, and two African
suhgidiaries. Unlike ite two leading competitors, it has not
operated its own farms in France. Also unlike its leading
competitore, it suppliee canned vegetebles only to the household
market, not to the institutional sector. (5)

Sixty percent of the firm’s turnover derives from fish
(mainly tuna) obtained from the Guinea Gulf and the Seychelles
with nearly a quarter of fish requirements coming from the firm’s

own boats. Ten percent of the firm’s turnover comes from ready-
made meals. For this it imports meat from Argentina, Austrailia,
and New Zealand. The remaining 3@ percent of turnover is derived

from sales of canned vegetables. It produces in France canned
bobby and French beans, carrots, sweet corn, celery, peas, and
mixed vegetables, while importing canned red pepper from Eastern
Europe, sveet corn from the U.S., Canada, and Israel, and French
beans from Morocco and Kenya. In France it ranke #1 in fish and
#2 in vegetebles and ready-made meals in terms of sales. It is
one of Europe’s five largest canners. Saupiquet had a 1985
turnover of French francs 1.63 billion and employed 3437

peaple. (6)

Saupiquet’s attraction to Kenya rests on the two aspects of
comparative advantage discussed earlier: ecoleogy end low labor
casts. Since the early 1970s Kenya had been supplying fresh
"extra-fine" beans to the Paris Rungis market und had begun to
develop a reputation for quality. The Kenyan product wvas
available all year long, in contrast to local French production
vhich was limited to the summer months. Local production
patterns forced canners to processe green beans during a short
period and to maintein costly stocks for the remainder of the
year.

The most important factor, howvever, wvas rising agricultural
labor costs in France rendering it uneconomical to harvest and
process "fine" and "extra-fine" French beans. Stil1l1l, the French
consumer wvwas willing to pay a premium price for supplies of the
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high quality product. Saupiquet needed to source thie product
from areas with relatively low labor coste. Most important ie
the identification of areas with low cost but productive
agricultural labor forces. The cost of harvesting the raw
material is the most important cost in the processing of French
beans. Even in iHenya where taxes, tariffs, and imperfect
competition render the costs cof fuel, cans, and equipment
considerably higher than in France, the beans themselves have
comprised the largest component of total prouduction costs
caoverin¢ an average of 37.7 percent of total costs over the 1983-
85 perio (7))

The Oriqins of the Kenyan Project

In the mid-1970@s, witnessing increased competition in the
French market snd continuously rising egricultural labor costes in
Europe, Saupiquet began to examine the possibility of sourcing
canned French beans from Africa. Initial efforts were made in
Morocco and Kenya. Both of these efforts would contribute to the
later development of the Njoro Canning project in the 1980s.

Saupiquet in Morocco(8)

Prior to Mereoccan independence, Saupiquet had operated fish

canning factories in that country. When these were nationalized
with minimal -—ompensetion, the firm adopted a policy of not
making further capitael investments there. However, Morocco had

become an important supplier of fresh "off-seascon" French beans
to the French market and one of Saupiquet’s leading competitors
vag obtaining canned beans from thet country. Contacts between
the Vice President of France and a top officiel in the Moroccan
Miniestry of Agriculture led to a fact-finding mission to explore
the scope for processing beans for Saupiquet.

An agreement wae reeched with a Moroccan businegeman vho
ovned a small processing factory (producing paprika for export tao
the United States) whereby the local businessman would provide
the finance and Saupiquet would provide technical assistar<e and
management, ensure the marketing of the canned product, and
guarantee a minimum profit level. Saupiquet sent Mr. Gilbert
Bintein, a manager of one of its European factory operations, to
manage the project. The local businessman invested one million
French france to build 3 new factory site (1.2 tons/hour
capacity) and provic =d 300, 20@ French francs towvard the initial
rawv materiel production operations. Praoduction began in 1976.

The praoject menager knew that they could not base raw
macerial praocurement on a large-scale estate. Due to the crop’s
labor-intensivity and the problem of supervising a large labor
force, he figured it unlikely that they could obtain an "extra-
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fine" or "fine" product from large-scale productioan. However, if
they could not obtain such a quality level there was no point
operating in Morocco. Low cost bobby bean supplies could be
obtained in Euraope. An experienced praduction specialist fram
Saupiquet recommended that the factory aobtein raw material by
procedures similar to those used in France: i.e., the campany
should provide production contracts to farmers to grow plots of
2-5 ha of beans. Another adviser, a man wvho had just completed
vork on a rice project in Madagascar, suggested that better
results could be obtained by focusing on smaller units of
production. The latter strategy wes eventuaelly adopted.

The production area chosen was a Spanish- and Arabic-
speaking area near Tangiers with sandy soils but with good
ground-water rescources. Locel farmers were growing ceresls and
vegetables for home consu: ption. Most did not know what a French
bean was, as the area wes about 250 km from any major bean
growving area. The company began with demonstration plots and
initially convinced 50 farmers to grow the crap. By 1980 nearly
4000 farmers were participating in the project.

Participating farmers had a minimum holding of 6 ha with
some farmers having 15-4@ ha French beans were generally grown on
1/4 to 1/2 ha plots although some farmers had up to 2 ha of beans
growing at any one time. Farmers grew French beans under
contract throughout the year. Initially the craop was collected
and brought te the factory for weighing and sorting. Farmers
vere suspicious about this quality control and weight reporting
system, so B system wvas developed to purchase the beans at a
village-level collection center using a company representative
wvith a scale. The company wanted to reduce the risk of loss due
to theft or improprieties surrounding cash payments, so it
instituted a system of praovicing farmers ticket receipts for
their deliveries for a lump-sum payment at the end of the crop.
Initially this practice was resisted, but as an "ambience of
trust” was built up, the farmers gave their support. Groups of
farmere elected leaders to act as intermediaries between them and
the company.

Saupiquet’s (i.e., Bintein’s) experience in Morocco aver the
1976-1980@ period had an important influence over the design and
functioning of the Njoro Canners project, especially in its early
development. The knowledge gained and the lessons learned would
have both positive and negative influences on the Kenya project.
This issue will be explored belaow.

Saupiquet Imports from Kenya

Since the early 197@0s French companies had been importing
Kenyan fresh French beens to supply the local catering and "up-
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market" consumer trade. Saupiquet was interested in finding
someone to expand Kenyan production and to proceese extra-fine
beans. A1 the time Kabazli Canners was the only firm actually
processing green beans to supply the small and highly protected
Kenyan market. Kabazi was jointly owned by a local businesesman
and Brooke Bond (K). Kabazi began supplying small quantities to
Saupiquet in 1976. Kabazi was not interested in getting involved
in supportirg French-bean production, but asgreed to increase
processing output if provided additional raw material. One
French impor+ter who was in contact with Saupiquet suggested that
the latter contaect his fresh French-beans supplier, a firm called
Corner Shop Ltd., to see whether that firm would he interested in
organizing rawv material supplies for Kabazi. Corner Shop’s
manager, Mr. Wachwa, was amenable to this arrangement. (9)

Between 1977 and 1981, Mr. Wadhwa, using technical or
financial suvpport from the Ministry of Agriculture and from
several foreign donor agenciles, initiated a number of Fre.ch-bean
production schemes in Western Kenya. Together with an American
partner he leased a 1@00 acre farm in Nanyuki to grow potatoes
and French beans each on 1@@ acres. The potato seeds that he was
girven by a government agency proved to be defective and that crop
vag lost. With the beens they were unaeble to organize sufficient
labor to do the weeding and harvesting of such a large planted
area. That effort was also written ofzx. (1Q@)

In areas such as Kitele, Eldoret, and Bungoma, Wadhwa
attempted to encourage large scele farmers to grow a few acres of
French beans. Rather than deal directly with the farmers, Wadhwa
provided inputs and crop payments through local cooperative
socleties that had beea handling other crops. By 1979 Corner
Shop had 1500-200@ farmers grovirg beans under this system. The
firm was not sufficiently able to supervise input distribution,
praoduction, and collection, given the scattered pattern of the
farms, and was dependent on the effective functioning of the
local cooperatives. Cooperative mismanagement and
entrepreneurial pursuits an the part of managers undermined the
system. Many participating farmers became disillusioned with
growing French beans for processing, given the heavy labor
demands and the low price offered them relative to what was being
offered by exporters of the fresh product. The seeds provided by
Wadhva were of the Monel variety, the same variety preferred on
the fresh market.

Wadhwa continued to search ior new areas. A staff member of
the Bungoma Horticultural Cooperative recommended that Wadhwa try
his hcome area, Vihiga Division of Kakamega District, because aof
its suitable ecological conditions and the absence of
satisfactory cash crop options in the area. In 1979 Wadnwa
started operating in Vihigasa. Corner Shop operated through the
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Manyatibu Cooperative Union, which had previously dealt with
locally produced dry beans, honey, tomatoes, and poultry, Corner
Shop would provide inputs to the Union on credit to be deducted
against the future crop. The Union in turn was to deal with
three primary societies. These societies would Jssue seed,
collect the crop at collection stations, and serve as bases for
local staff appointed by Corner Shop who would do chemical
spraying of fields and supervise grading at the collection
stations. Corner Shop appointed two field supervisors to go on
motor bikes to advise farmers. (11)

While the effort was based on good intentions and there was
initial enthusiasm about the project, the operation was neither
technically nor orgenizationally sound and eventually brought
finanacial loss and farmer disappointment. (12) Neither Corner
Shop nor the cooperative leaders knew what inputs and cultural
practices would be necessary to grow French beans successfully
under Vihiga conditions. Field research wase not undertsken
locally. Rather, technical advice waes based on field research
conducted at government research stations in Thika and Nakuru,
each under significantly different ecological conditions.
"Advice" provided by chemical company salesmen proved to be
misguided. Farmers were encouraged to grow continuously, even
though rainfall was insufficient over 4-6 months to get a
profitable crop.

The performeance, both of the cooperatives and of the
farmers, proved to be disappointing. Cooperative staff
frequently sold chemicals and fertilizers, and some farmer
receipts vent "missing." The cooperstive union delayed its
payments to project wvorkers and farmers, sometimes over three
monthe atter the time when Corner Shop paid the union. The
deductions taken by the cooperatives were excessive given the
level ot services provided. In 1980 Corner Shop paid sh.2.5@/kg
but farmers were paid only sh.l.75, the cocoperatives having taken
30 percent.

Farmer yields were very low, averaging 3@-40 kgs per kilo of
seed provided. This would be the equivalent of 600-800
kilos/acre, which is one-third to one-half the norm in Kenya for
French beens. Thirty percent of the value of the input loans vas
not recovered by Corner Shop. Lacking adequate advice and
gupervision, farmers preferred to keep pods on the plants for
additional time to get a heavier crop. The weight difference
betwveen en "extra-fine® and "fine" bean is approximately 40
percent. Farmers could thus considerably increase the weight of
their crop by picking every other day rather than every day. The
company had thuz to take and process fine as well as extra-fine
beans, selling the carned fine bean product on the local market.
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Operating at a loss, Corner Shop’s operatione in Vihiga drew to a
virtual halt in 198l.

Project Establishment

In Lhe fall of 1981 Gilbert Bintein came to Kenya to examine
the potential for expanding processed French-bean exports to
France. Bintein’s attention was focused on identifying a
suitable location for establishing & contract-farming scheme. He
looked for an area with 1) high population (and farm) density,

2) temperatures in the range of 20-25 degrees celsius,

3) relatively high and evenly spaced rainfall patterns, and

4) natural wind breaks. Visite were made to Kitale, Kieii,
Kericha, Njoro, Thika, the Coast, Eldoret, and Vihiga. He
examined existing French-bean praoduction for processing or
expor t, noting the insufficient colleboration between farmers and
buyere and inadequate use of fertilizers and chemicals. (13)

Bintein gave little consideration to the prospect of
establishing a large estate to grow French beans. Labor
recruitment and supervision problems ruled out this option. On
larger horticultural farms in Kenya nearly all harvestors of
French beans are migrant women, many of whom are single. The
sccial problems accompanying large-scale deployment of such a
labor force have proven ‘o be large. (14)

There was hope, however, that medium-scale farmers would
provide the factory part of their output. The prospect of
getting such farmers to grow exclusively for the factory wvas
rather grim as many such farmers were being sought after by
exporters of fresh French beans who offered 2 1/2 tco 3 times the
price that the factory would offer. Past effortse ky Wadhwa to
recruit medium-scale farmers to grow beans for rrocessing had
proven unsuccessful.

The only group of farmers for whom growing beans for
processing would appear highly attractive would be smallholders
with limited cash crcp optione and with sufficient family labor
to carry out the necessary husbandry-intensive techniques for
high quality French beans on & very small scale. This issue is
further discussed in the section below entitled "smallholder
participation. ®

Indeed, Bintein decided that the most appropriate area for
production would be Vihiga in Kakamega District, Western
Province. This area not only possessed the physical and
socioeconomic characteristics noted ebove, but it also lay =a
considerable distance from any important French-bean market, thus
reducing the risk of "leakage" of beans onto alternative markets.
Appraoval to operate in the area was sought from the District
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Permanant vommissioner, the District Agricultural Officer, and
the local government chiefs and subchiefs.

One of the few individuals to assist Bintein during his
fact-finding trip was Wadhwa, and this led Bintein to incorporate
Wadhwa into the rroject being developed. Wadhwvwa would he
responsible for financing a Vihiga-based production control unit
called Hortiequip Ltd. and would share in the profite of the
overall Kenyan aperation. Kabazi Canners showved little interest
in working further with Wadhwa or in expanding their capacity to
process French-beans. An alternative partner was identified. A
prominent Nakuru-based businessman (dealing in building
supplies), T. K. Patel, had acquired a small canning factory in
Njoro in 1978. It was operating periodically employing 20-40
people, canning peas and beans in tomato sauce for the local
market.

In December 1981 an agreement was signed between Saupiquet
and Patel whereby Patel would finance capital investment in an
expanded factory and cover the operating costs of the factory.
Saupiquet would pr=vide technicel assistance in remodeling the
factory, manage the factory and the raw material production
operation, market all factory output, and guarantee Patel =a
minimum return on his investment. (15)

Project Location

Kakamega District is divided into ten administrative
divisions. The French-bean project has opereted in three of
these~~-Vihiga, Hamisi, and Ikolomani. The District (and the
divisions where the project operates) is characterized by three
main features: 1) high agricultural potential, 2) high population
density, and 3) high rate of labor out-migration.

Kakamega District lies in a zone of high agricultural
potential. 0f ite total 3520 sq km, about 3250 sq km are arable.
Rainfall veries between 1250 and 2000 mm with a less than 10
percent probability of obtaining less than 75@ mm of raein in a
year. Rainfall is generally adequately distributed with no major
dry meason. Rainfall maxima come in April/May and August/
September. (16) The area’s geography und climate are thus highly
suitable for growing vegetables. (17) A Ministry of Agriculture
report warns, brovever, that the high rainfall pattern provides a
breeding ground for pests and diseases and that hail is a hazard
in the area. (18)

The population density of the District was 295 per 2q km in
1979 and estimated at 349 per =q km in 1983. The divisions with
the three highest population densities are those where the
project is based. In 1973 the population densities were 692 per
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sq km in Vihigas, 612 per sq km in Hemisi, and 402 per =sq km in
Ikolomani. (19) Martin (19853) notes that according to colonial
officials, the Vihige area already had a population density of
45@ per sq mile in 1919. One group of reseerchers claims that
the population density of Vihige is probably as high as any rursl
location in eestern and southern Africa. (20)

From the early part of the coloniel reriod this region has
served as a labor reserve. Martin argues that this pattern arose
from a combination of the following factors:

1) the colonial ban on African export crop production;

2) increassing land pressure;

3) neglect of agriculture by the colonial government during

the 1930s and 1940s; and

4) an anti-capitalist ethic engineered by Quaker

miesionaries based in the ares.

Referring in 1960 to the area where Vihiga lies, Elspeth
Huxley stated that "Maragoli has become a sort of dormitory area
for places as distant as Mombassa and its communities return for
a month or two every year siter harvesgt to drink millet beer and
produce a new crop of babies. "(21)

The high rate of out-migretion has created anomolies in the
local lebor market. In the 1984-84 Kakamega District Plan it was
estimated that out of a workforce of 482,484 in 1983, 276,293 or
57.2 percent were outmigrants. A lerge proportion of migrants
are male, leaving the majority of praductive labor in the
Digtrict to be provided by wamen, children, and older people.
While for Kenya generslly the sex ratio for the population 15-49
years of age is 105 females per 100 males, for Kakamega it was
134-109 in 1979 and 126-10@ in 1983.

Martin argues that "agriculture has ceased to be a
sufficient source of income and households have become more and
more dependent upon income from waae labor." While agriculture
has been poorly develaped it has "heen a cushion against the
vagariee of labor demands" and thus prevented the merginalization
of the population. (22) Martin presents survey results showing
that the proportion of household income in Meregoli deriving from
cff-farm activities rose from 77.5 percent in 1969 to 84.5
percent in 1977.

The survey results did show considerable differences among
sub-groups, with those households with more than 7 acres getting
91 percent of income from off-farm activities compared to 78
percent for those with less than 3 acres and 58 percent for those
with 3 to 7 acres. While larger lendholders tend to find off-
farm employment in teaching or the civil service or else operate
their own small business, ofifi-farm incaome for smeller farmers
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tends to come from employment in the Mumias Sugar scheme, the
Webuya Paper Mills, the Nandi Hills tea estates, or work in
Nairobi or Nakuru. (23)

Smallholder Participation

The number of farmers participating in the praject has
expanded significantly since its initiation, as seen in Table 6
belaw. The company has sought to control farmer participatian,
firstly through the specific sublocations where it establishes
collection centers, and secondly through endeavoring to achieve
maximum control over the distribution of production inpute. The
locating of collection centers is critical as the cost and
availability of motor transport limits farmers to delivery points
only within close proximity to their farms. Control of inputs
begins with the distribvtion of seed with exact seed allocations
made to individual collection centers based on the number of
farmers whom the center’s extension agent (i.e., the "control
clerk") has registered. When seeds are distributed the farmer
signs a contract with the company, her name and ID number is
recorded, and a "farmer card" is issued on which subsequent input
and crop transactions are recorded. The French-bean variety used
is Vernandon. This variety is not commonly used in Kenya and
thus there are few alternative sources of seed. Farme:'s need nnt
shovw a land title when obtaining a contract. (24)

Table 6: Farmer Participation

Year/Season Number of Farmers
1982 1l, 200-1500
1983 (first season) 3, 290
({second season) 3, 397
1984 (first season) 1@, 359
(Becond season) 12, 686
1985 (first season) 13, S26
{second season) 15, 765
1986 (first season) 12, @78
Kisii area 3, 466

Source: Hortiequip Ltd.

Approximately 7@ percent of the farmers participating in the
project are wamen. This is perhaps not surprising given the
incidence of male out-migration and the significant number of
farms that are managed by women. While in the early years of the
project many of the farmer contracts were signed by the husbands,
more recently women themselves have signed for the contract and
their ID number igs noted on the farmer card. (25) This change is
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significant since payment is made to the person vwhose ID number
is on the contract.

The widespread participation of women in a production system
involving extension and credit is significent and a departure
from past patterns in the Vihiga area. Staudt (1977) found that
there was a severe bias against women in Vihiga in the delivery
of government agricultural services. This bias held even when
controlling for economic standing, size of landholdang, and
demonstrated interest in adopting agricultural ainnovations. She
found that 98 percent of government agricultural field staff were
men and that communications between women farmers and male
extension staff who are not related by kinehip frequently aroused
suspicion, especielly when the husbands were absent. She found
that 49 percent of female-managed farms were never visited by
extension staff while 28 percent of jointly-managed farms were
not visited. Attendaence by wvomen at demonestration seesions and
treining courses was also considerably lower than for men. She
found that 99 percent of women on female-managed farms knew
nothing about the procedures for a loan application even though
an Agricultural Finance Corporation program had been active in
the area for three years prior to the time of her survey. Women
felt that since they lacked a regular salary and since they
themselves did not hold the land-title deed, agricultural credit
was not open to them. Staudt summarizes that "a large part of
the bureaucracy'’s clientele, who are women, are in effect
ignored. "(p. 2)

To establish a brief profile of the Vihiga-area farmer
participating in the project we have drawn from results of
surveys carried out by Moock (1971) and Staudt (1977), and we
carried out a survey of 21 participating farmers. The farmers
interviewed in our survey were drawn from five different
sublocations that vary in 1) their length of time in the project,
2) their level of farmer yields, 3) their location, and 4) their
proximity to mejor roads. Farmers selected for interview also
represent a cross sample based on relative yields for the 1in-
progress 1986 second season. Farmers were drawn from categories
of "high, " "medium, " and "low" performance for the eeason.

Both Moock and Staudt found median lendholdinge per
household to be 2.5 acres. Moock found that 39 percent of
households had 2 acres or less and 44 percent had betwveen 2 and 5
acres. The farmers in our survey had the following landholdings:
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Table 7: “andholdings in Vihiga Survey
Area Number of Farmers

l acre or less
Between 1 and 2 acres
Between 2 and 4 acres
More than 4 acres

NWD D

Multiple fragmented holdings have been common in thisg area.
In Moock’s survey 38 percent of farums consisted of more than one
piece. In our survey only 2 of 21 households had more than one
plot, but several farmers did report having sold plots in the
past five years. Most Vihiga farms have a considerable number of
people living on them. Moock found that 56 percent of farms had
7 or more people. This actually may be difficult to access as
one commonly finds holdings where parents and the families of
their sons are resident with the land being divided up amongst
the "households” but with children and family labor "migrating”
throughout the holding.

A common finding of investigators of the Vihiga scene is the
paradoxical condition that in an area with extreme population
density, there remains considersble uncleared arable land. Moock
estimated that 12 percent of Vihiga farmland was uncleared, 80
percent of which was arable. It is generally argued that labor,
not land availability is the prime determinant of cropping
acreage. (26)

Maize and local dry beans are the most important crops, with
subsistence requirements taken first and surpluses sold in local
markets. Hybrid maize has been widely adopted. Cash crop=s
generally consist of small plantings of coffee, teas, sunflowver,
cotton, cooking bananas, and vegetables. In our survey 8 of the
21 farmers also grev vegetables (cabbages, onions, kale) for
sale, folloved in incidence by coffee (7 farmers), bananag (5),
and tea (3),. Five of the farmers grev no other cash crops than
French beans. These farmers had an average holding of only 1.1
acres. Those with some coffee and/or tea tended to have slightly
larger holdings than the average, with coffee growvers having an
average of 2.86 acres and tea grovers 4 acres. Until the mid-
19608, farmers vith less than 7 acres of land were not permitted
to grov coffee. (27) Flucuating prices and delays in payment have
restricted smallholder interest in coffee with 1982 Kakamega
District production of the crop being less than two-thirds of its
level for 1S69.

Small acreages and the considerable extent of hilliness and
rockiness limit the scope for mechanizing farm practices. All

activities from land preparation through planting, weeding, and
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harvesting are done by hand. Small acreages, cash constraints,
and the availability of family labor (generaily women, children,
and older peaple) limit the incidence of hiring agricultural
lakbor. Moock found that orly 18 percent of households have paid
part-time labor mand only 8 percent have paid full-time labor. In
our survey 8 of the ° farmers hire workers part-time with work
focusing on the pick:. 3 of French beans, coffee, and tea. Mast
of the women interviewed said that their husebands were working on
tea estates in Nandi Hills or Kericho or that they were resident
in Nairobi. Casual empiricism suggests that many of the men
participating in the project are either not in the general labor
force (i.e., over 6@ years or less than 18) or are in the process
of meking 8 transition between obtaining incaome through seasonal
work elsevhere and settling on the farm and perhaps using some
gavings to establish & local business.

Past efforts to organize vegetable proaduction under contract
for processing proved uneuccessful in Vihiga. Kabazi Canners
attempted to obtain tomatoes from Vihiga smallholders in the mad-
6@s, but lacal market prices sometimes reached 35 times that
offered by Kabazi, and these opportunities outweighed the
consideration of a guaranteed market outlet. (28) A local factory
that extracts papain from papaya has been unable to organize
consistent supplies of raw materiele and hase relied primarily on
seasonal surpluses that then render the factory’s price
competitive with the local freseh market for papaya. (29)

Experience prior to and after the initiation of the project
suggests that only farmers with extremely small landholdings,
with availeble family labor, and with limited cash-crop and wage-
labor options would find the growing of French beans for
processing economicaelly interesting. The income earned would
barely cover the labor costs of a commerciel or smallholder
farmer using hired labor. Only where farmers do not value family
labor at the market rate does the production prove economically
interesting. Thie can be seen below vhere we calculate the
implicit labor cost for growing 1 kilo of French-bean seed duraing
a season and then compare this with average net earnings ftrom the
project. Estimations for labor input, length of work day, and
the cost of hired labor are drawn from farmer survey .,ezponses.
This estimation is rather crude, as considerable variations in
effort (particularly in harvesting) are observed.
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Table 8: Estimated Lebor Input and Implicit Labor Costs for
French Beans in Vihige

Activity Quantity Cost
(1@ sh per 7-hour
wvork day)
Land Clearing 1 day Ksh lo
Ridging l day 10
Cleaning/Planting 4 hours S.71
Weeding 12 hours
(3 by 4 hours) 17.14
Fertilizer Application 4 1/2 hours
(3 by 1 1/2) 6.43
Stick Support l day lo
Bean Picking 72 hours
(36 deys by 2 hours) 102. 86
Trangporting/Sorting 18 hours
(36 days by 3@ min.) 25.71
Total Keh 187.8S5

Thus, we find that the implicit labor cost for growing
French beans over a three month season is Ksh 187. 8S. It is
important to note, however, that a majority of farmers do not yet
perform the practice of setting up a stick support system for the

beans. When comparing net earnings with labor costs we shall
deduct the Ksh 1@ for this activity. Picking is by far the most
important item in the above costing. Two houre per day was the

most commonly reported level of effort, although picking time may
vary between 1 hour and 3 hours per day depending on the
development of the crop. The time spent carrying beanse to
collection stations, sorting the beans, and having them weighed
and receipted is again an average figure with actual timing
depending on distance travelled, the number of farmers at the
collection station, end even the degree of trust between a
particular farmer and the center’s quality inspector. The
inteneity of qualicy inspection varies from farmer to farmer.

Let us nowv compare this implicit cost of labor (or cost for
having hired labor work on the beans) with the average income for
farmers participating in the project. To obtain average income
we made the following calculation:

(Price x Average Yield Per Kilo of Seed) - Value of Inputs Loan
For 1985 and 1986 we use a rate of 1l@sh/day for the cost of
labor while for the three preceeding years we use 7.58sh/day. For

a7



labor costs we have deducted the cost of constructing stick
supports. Labor cost totals are thus Ksh 133.4 for years 1982-84
and Ksh 177.9 for 1985-86.

Table 9: Average Income Versusg Implicit Labor Costs
Year Average Income Implicit Labor Cost
1982 -@. 23 133.4
1l983(1lst season) 17.96 133. 4
(2nd season) 106. 17 133. 4
1984 (1lst season) 155.1 133.4
(2nd season) 235.7 133. 4
1l985(1st season) 137.3 177.9
(2nd season) 150. 5 177.9
l986(1lst season) 152.8 177.9

Of course, labor costs will varv with harvesting effort that
in turn will influence yields. Thus, implicit labor costs may be
lower than average for those getting ponr yields and higher for
those with superior yields. However, taking our crude estimation
for illustrative purposes we find that farmers obtained & cash
income exceeding the implicit cost of their lJlabor only in three
of the eight seasons or years in which the project haa operated.
This suggests the economic infeagibility of hiring labor solely
for work on the French beans for processing. When calculating
for the different seasons the yield required for a farmer to
cover riot only the value of the inputs loan but also her implicit
labor cost, we find a range of 71.3 to 88.2 kilos per kilo of
seed. On an acreage basis this would be 1426 to 1764 kilos. The
latter figures are not far below the average yields for French
beans in Kenya and generally higher if one deducts the output of
fine beans and takes only the output of extra-fine beans from a
plot of French beans. Thus, larger farmers who will generally
have higher labor costse than the 1@ sh./day rate in Vihiga and
will have labor supervision costs are unlikely to find growing
French beang for processing economically interesting.

Bagic Organizational Structure and Components

Here we discuss the basic structure of Hortiequip’s contract
fe =ming system. Its organizational structure considerably
ma.ches that which was developed at Saupiquet’s operation in
Morocco. In the early stages of the project many of the
company’s policies also matched those adopted in Morocco.

Certain cultural practices, the terms of company-farmer
contracts, and the technical package comprising seeds,
fertilizers, and chemicals were all transferred largely intact.
Even today the overall organizational structure remains virtually
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the same. However the operation of the system has undergone
coneiderable change since the project wasg initiated with the
company adjusting its package of incentives and its control
mechanismg for far-mers and for staff. These adjustments were
necessary as the company found that it was not adequately in
control of its organization and not generating the expected
farmer-productivity rcsults., The company alsu found that it was
unable to enforce the terms of its contracts and unable to
prevent costly "leakages" out of the system. While the
transaction costs inhereni in an organization incorporating large
numbers of smallholder farmers are neceesarily high, unexpected
transactior costs arose that necessitated a company response. In
this section we outline the basic components of Hortiequip’s
system. In the subsequent section, where we discuss the
performance of the project, we will identify institutional
changes made by the company.

a) Function---

The prime function of Hortiequip is to meet the raw material
requiremente of the Njoroc factory both in terms of quantity and
quality and to minimize the costs of raw material procurement.
Hortiequip is not expected to earn a profit on its own
operations. The estrateqy adopted by Hortiequip is to disperse
supply risks and spread project benefits by incorporating large
numbers of smallholder farmers.

b) Form of Transactions---

Hortiequip’s prime mode of transaction is contractual
relations based on a season or year. The company enters into a
contract with each farmer, staff member, and transporter
individually. Formal contracts are supposed not only to assign
righte and responsibilities, but to engender e perception of
continuity and common interest and effort. Rather than sgeen as
an alternative to trust, contracts are viewed by the company as
the framevorks in which to develop relationships based on trust.

c) Method of QOrganization---

The basic structure of the Hortiequip operation is that of a
pyramid with information, inputs, and harvested product flowing
through a hierarchical system, with quality-centrol points being
located at several levels in the hierarchy. The Btructure of the
pyramid is as follows:
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General Manager (1)

Field Manager (1)

S v p e r v 1 B8 0 r = (4)
c (a] n t r o 1 c 1 e r k e (60-80)
F a r m e r s (12,000-16, @00)

Farmere receive generasl information ebout the project in
barazas called by their locel Chief. All subsequent information
will be provided by a control clerk who acts as technical
adviser, inputs supplier, and general on-farm production overseer
for the farmer and company. Each control clerk recruite and is
regsponsible for approximately 200 farmers (plus or minus 50).
Each control clerk operates out of a specific collection center
to which all their farmers come for inputse and French-bean
deliveries. At each collection center there are individual staff
members responsible for a) sorting inepection, b) weighing beans,
and c¢) issuing ticketed receipts to farmers.

Control clerks are to instruct farmers how to prepare their
land for the planting of rench beans. Company specifications
are particular, i.e.:

170 sq meters of land well dug and properly cleaned with a
fence of 9 rows of maeize around ict. The plot should have
ridges 2@ cms. hich, 3@ cms. wide and 80 cms. apart. There
sghould be 1o rocks, trees or any other crop or plants in the

plot.

The control clerk is to inspect the farm before issuing seed
and having the farmer sign the contract. Farmers are told when
to plant. Control clerks are issued a top dressing fertilizer

(C.A.N.), and they must instruct farmere in its application.
Urea is supplied to the control clerks in three installments and

this must be distributed to farmers and its use explained. Four
chemical sprayings are undertaken during each crop by hired
wvorkers under the supervision aof the control clerks. When thne

beans are ready for harvesting the control clerk is responsible
for ensuring that hervesting is done every day and that pods of
the proper size and quality are picked. Thug, the control clerks
play a vital role in the Hortiequip system, not only filtering
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inputs and information down to the farmers, but also feeding
information upward in the hierarchy. The proper execution of the
control clerk’s job is thus vital to individual farmer
productivity and the averall performance of the project. (30)

Initially Hortiequip trained 60 local people to be control
clerks. Many of these were people recommended by chiefs and
subchiefs. Mogt had some secondary school education and had no
past record of crime. Most were 18-20 years of age. Trainees
vere taught the basic stages in the production of French beans,
warning signals for plant disease, and the standard operating
procedures of Hortiequip. In subsequent years new control clerks
generally have worked in some other capacaty for the company
(i.e., as chemical sprayers) for perhaps two seasons and have
been recommended by e local authority figure. These are the
methods of "screening" potential staff for responsible positions.
An important unresolved igesue within the project concerns who is
actually responsibie for the behavior of control clerke. Ise
Hortiequip responsible as the clerks are i1ts employees, or are
the local political officials who recommended them responsible?
Where a control clerk has committed a crime (J2.e., sold spraying
equipment belonging to the company) can the company fire the
individual and take them to the police or is the political
official’s consent required? A difficulty arises in that when a
local staff person commits some crime or fraudulent act and a
local political authority is considering taking disciplinary
action. typically strong local and family pressures are applied
to the official not to take action. This typc of case reduces
the overall deterrent value of company policies to minimize staff
abuses of the Hortifquip systemn.

The ratio of farmers to controcl clerks has increesed during
the course of the project, but appears now to be near the level
of 200 farmers per control clerk, which the company considers

optimal. Changes in thie ratio can be seen below:
Table 1@: rarmers per Cantrol Clerk
1982 56-83
1983 (first season) 110
(second seasaon) 92
1984 (first seasan) l48
(second sea:on) 249
1985 (firgt season) 214
(second season) l88
1986 (first season) 183 (193 at Kisii)
Source: Calculated from Hortiequip Records
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Supervisors are responsible for an area that will
incorporate 20-3@ collection centers. Besed on the numnber of
farmers each control clerk has, the supervisor will request the
necessary quantity of seed and other inputs, and thie is
delivered to the collection centers. Supervisors visit each of
their control clerks each day and issue daily reports to the
field manager aindicating problems, actions taken on prior
problems, and various indicators of farmer and staff performance.
The field manager assesses general patterns and p.~oblems 2ain
production and may target additional supervision or other
remedies to areas experiencing problems. The field manager
together with the general manager carefully monitor the quality
of the delivered heane and act on quality-related problems as
identified at collection statione, at the Hortiequip main center,
or at the factory. The general manager oversees the activities
of the Hortiequip farmer-accounts unit, the inpute-supply unit,
the local transgport arrangements for beans collection, and the
dispatch of beans fraom the Hortiequip to the factory. The
general manager is in steady cantact with the overall project
manager, Mr. Bintein.

Absence of Intermediaries

No intermediary organizations are involved between the
farmer and the company. Neither cooperatives nor traders come
between the farmers and the campany for input supply or product
marketing. The campany has sought to minimize the extent of
government involvement in the project, fearing that such
involvement would reduce the flexibility of decision-making and
the performance-based orientation of the company. The company
has required the support and sometimes the assistance of the
district agricultural ofificer and the local chiefs. Assistance
from chiefs has been needed in disciplining negligent farmers,
fraud-committing staff, and various opportuaists trying to
undermine thr project. While initially official extension
officers vere used to assist, inaccuracies in advice and requeste
for remuneration led the company to decide to utilize strictily
its own hired staff.

The a' sence of any intermediary organization between company
and farmers has several implications. Farmers have no institu-
tionalized channel to render their grievances other than through
their control clerk. Within the confines of the project, farmers
have no capacity to influence company decision-making; individual
farmers have no bargaining poaver. The information that they pass
on to control clerks is likely to have a high disipation rate
before reaching senior staff members. This is especially the
case i1f the information relates to the behavior of the control
clerk. (31) Control clerks are not supposed to represent the
farmers in the sense of presenting farmer positions and barcain-
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ing with the company over the issues. Control clerks acting in
such a way are in danger of being perceived by the company as
being "trouble-makers. "

Lack of institutionalized representation has led farmers to
make greater use of political channels to voice their compleinta.
At barazas called by local government authorities and KANU party
officials, farmers will discuss problems they have related to the
project. In this manner one event or one problem that a few
farmers have faced may become blown up into a lerger issue
between the politicians and the company.

The absence of a farmer representative body is also likely
ca reduce the company’s capacity to enforce its contracts with
farmers and staff. For the company to sanction negligent farmers
or negligent or fraudelent staff it generally must go through
political and then peolice channels. There is no institutional
mechanism to bring social pressure an the offending party from
within the project. While the company has been sble to instill
in participants some feeling of joint effort and cooperation,
this attitude has not been nurtured in the direction of mutual
self-government of the project.

Planting Seasons and Input Loans

Over the past four years the production of French beans has
taken place over two distinct seasons per year. With the short
rains in March comes the first planting for harvesting from May
to early July. The second planting is to accompany the long
rains in September for harvesting in October and November. Both
the cost of inputs and the producer price are set at the begin -
ning of the year and carry through for both seasons. An input
package accompanies each nne kilo of seed and is costed on such a
basis. ¥hile the company does maintain stocks of certain inputse
(largely due to uncertainty of their timely availability), the
company still must bear the risk of changes in the procurement
cost of fertilizers and chemicals throughout the year. Table 11
breaks down the inputs loan for 1985,

General Performance Indicators

In this section we present data depicting various dimensions
of project performance. The drte relate to such results as
company sales and earnings, employment, farmer yields and income,
praducer prices, and loan recovery. The prime causes of varia-
tions in performance by year or season are discussed in the
subsequent section where we examine changes in the project
chronologically.
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Table 11: Input Loan (1985)

Input tuantity Cost
Seed 1 kg Keh 51. 00
N.P.K. S kgs 27.65
D. A.P. 1.2 kgs 8.06
Furadan 330 gms 11.40
C.A.N. 1.2 kgs 4.99
UREA 2.4 kgs 13.80
Chemicals 4 sprays 36.15
Total for 1 kilo seed 153. 05

Rounded off to 153.0

Sales and Earnings

Une indicator of performance is the growth in company sales.

For Njoro Canners all salesg are exporte to Saupiqguet. In the
table below we give both the Kenyan Shilling value and the USS
equivalent of export sales. The dollar value is given so that

the effecte of the Kenyan Shilling devaluation since 1982 are not
‘idden.

Table 12: Company Sales

Year Sales Uss Equiv.
(Keh mille.) (Mills.)
1982 6.1 2. 56
1983 14.0 1.@5
1984 27.@ 1.87
1985 40.3 2.45

Source: Njora Canneres

From this table one can see the steady expansion in sales
recorded by the project, which provided added foreign-exchange
earnings far the country. On the other hand, on account of
capital investments of nearly Ksh 31.8 million over the 1982-85
period and subsequent deductions for depreciation, tl=2= company
has registered operating lossee in each year. Thus corporate tax
wvag not paid over the 1982-85 perioad. However, these "account-
ing" losses do not threaten the financial viability of Njoro
Canners. The company’s owner is guaranteed hy Saupiquet an
income equivalent to a certain percentage of f.o.b. sales
valume, This sum more than adequately coverse the company’s
"accounting" losses.

Employment

Another indicator of company performance concerns employ-
ment. The daeta available do not provide a breakdown between
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full- and part-time staff. Most of the field staff work between
6 and 8 months/year. The data do indicate coneiderable growth in
employment. The location of employment in Njero and Vihiga is of
major importance given the relative absence of esalaried emplay-
ment in both of the=e areas.

Table 13: Company Employment

Year Factory Staff Field Staff
1982 loe 5@
1983 250 l10@
1984 800 300
1985 850 350

Source: Njoro Canners
Farmer Praductivity

A third set of indicatorse of project performance concerns
trends in farmer productivity and the level of productivity cf
participating farmers relative to French-bean grovers elsewvhere
in Kenya. Data for average farmer yields are preesented in the
table below:

Table 14: Project Farmer Yields
Year/Seasan Yield Yield
(per kilo of seed) (on acre basisg)

1982 28.17 Kgs 563 Kgs
1983 (let seasaon) 42, 64 853

(2nd =season) 69. 37 1387
1984 (l1lst season) 83. 43 1669

{2nd season) 106. 46 2129
1985 (lat season) 77.4 1548

{2nd =season) 9l1. 6 1832
1986 (lst season) 79. 44 1589

Kis: 41 6l. Q- 1220
Source: Cealculated from Hortiequip records.

*Kisii yields are per farmer, not per kilo of =eed.

We should note here that the output of both small-scnale
(lese than 1 acre) and medium-scele (2 to 1@ acres) grevers of
French beans for fresh export has been largely within the range
of 1620 to 2160 kgs per acre in recent years. Thieg, however, is
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the yield of fine and extra-fine besns cambined. A harvest of
beans from one acre may consgist of 60 percent extra-fine beans
and 40 percent fine beans. If we ignore the considerable weight
difference between fine and extra fine (i.e., 1 fine bean = 1l.67
extra-fine besas) and simply take 6@ percent of this yield range
for extra-fine French beans by the leading exporter, we find an
increase over this period of neerly 78 percent, with actual
prices as follavs:

Table 16: Producer Prices faor Bean Exports

1982 Ksh 6.7/kg
1983 8.1
1984 8.9
1985 10. 4
1586 11. 9

Saurce: KHE Ltd. farmer vouchers

It is important to point out thet Vihiga farmers are well
beyond the range of fresh French-bean procurement systems, which
are generally within a 150 km redius of Nairobi’s international
alirport.

While we have already presented data showing the average
incemsz earned by participeting fermers, we have yet to provide an
indication of the total cash earningse o2f Vihiga farmere from the
project. This is shown in the table below:

Table 17: Cash Income to Farmers in Vihiga

Year Amaunt (Ksh)
1982 400, 000
1983 800, 200
1984 4, 700, 000
1985 5, 750, 000

Source: Njoro Canners

The table shows that it wvas really not until three years
into the project that a substential amount of additional income
wvas injected into the Vihiga economy. As we shoved earlier, this
is due to the low yields obtained in 1982 and 1983.

Inputs Loan Recavery
During both 1982 and 1983 8 high proportion of farmers had
output levels inadequate even to cover the input loan value.

While we do not have the exact data, it is very likely that mare
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than 5@ percent of participating farmers had an outstanding
inputs balance during the first two years of the praject. What
data we do have for these years looks at the total outstanding
inputs balance as a proportion of the value of inputs loaned for

different seasons. This can be seen in Table 18.
Table 18: Outstanding t.puts Balance Data
Year Outstanding Number Percent
Balance of Farmers of Farmers
Total Inputs with out- with out-
(percent) standing standing
balance balance
1982 25.4
1983 (lst) 32.9
(2nd) l18.1
1984 (1st) 11.7 2173 20.9
(2nd) 3.9 1041 8.2
1985 (1st) 6.0 2127 15.7
(2nd) 9.9 2787 17.7
1986 (1st) l@.6 2263 18.7
Kiegii 21.4

Source: Calculated from Hortiequip Data

The table shows that during 1982 and 1983 approximately one-
fourth of the value of inputs loaned was not recovered by the
company. Only for those farmers shown to have misused their
inputs (i.e., sold them) would the company have attempted to
enforce loan repayment. The actual number of these cases was
small. Results for 1984-86 show that vhile there was a consider-
able decline in the proportion of total loan value left outstand-
ing, performance has been somevhat unsteady.

More interesting is the sustained (or even rising) propor-
tion of farmers who do not produce encugh to earn any cash
income. This is seen in the last column. This represents a
measure of risk for participating farmers. While farmers new to
the project have a higher rate of failure in meeting the break-
even production point, other factors are also important. While
variations in yield generally will arise from such factors as
ecology, labor availability, farmer attention to the crop, and
the effectiveness of control clerks, the experience of a crop
failure or harvest of a very lowv yield are usually a result of
climatic factors. During several planting seasons hailstorms
have badly affected some production areas with the impact
depending on the stage in the crop cycle. Hail that hits before
actual picking begins may wipe oui the entire crop. Lack or
abundance of rainfall has also played an important contributing
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role in some crop failures. The company staggers plenting times
to expand the length of the processing season. This necesesarily
puts some farmers at greater risk as, rather than planting
exactly with the onset of rain, their planting time may be
scheduled too early or late to take advantage of the rains.

One farm visited clearly illustrated this weather-linked
rigk. The family has several members with their own plots of
French beans, although for 8 variety of reasons (e.g., illness,
absence of family member, etc.) their timing of planting dif-
fered. Those who planted when firet provided seed were obtaining
good results with yields well above 8@ kgs, but two family
members who delayed planting for 7-14 deys had virtually no
yield. The two unfortunate members planted their seeds in soil
dry from an absence of rain for over a week, and the plants were
more affected by & hail storm that hit the area just before
picking was to begin.

Impact of the Project

Certainly the most important impacts of the praject are its
injection of additionael cash income into the Vihiga economy and
ite creation of several hundred full-time jobs both in Vihiga and
at the factory. The project has also had secondary impacts in a
number of areas. It has generated some technical overspill from
the cultivation of French beans to the cultivation of maize,
local beans, and vegetahles. Participating farmers have in-
creased their avareness of the positive impact of fertilizer and
chemical use for crop yields, particulaerly for maize. They
learned this through direct application of urea (the company’s)
on maize as well as through their rotation of the French heans
with maize. More farmers are nov applying manure or compost to
their food crops.

Success in growing French beans in rows with ridges and with
proper spacing has led many farmers to experiment growing the
local dry beans as well as several vegetable crops with such
methaods. Results have generally been positive. An interesting
side effect noted by several farmers is that while they may have
had only limited contiact with the official extension service in
the past, their participation in the project haes taught them %how
to ask for advice" from extension wvorkers.

The project has had some social impacts as well. By
providing women with their own source of income, the project has
increased the influence of many women over the handling and
allocation of family finencial resources. Increased sums have
gone tovard children’s clothes and aschool fees. Several sgsuccezs-
ful primary school building drives have been based on earnings
from French-bean production. Some peaple argue that household
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conflicts over the use of income have been reduced because of the
vomen’s direct access to cash. Another impact of the project is
that it has kept a number of people in the area who might
othervise had gone off to find temporary work elsewhere. Several
chiefs report that the project has contributed to greater peace
in their areas as people are kept busier and have less time to
get into trouble.

The project’s impacts have been broader than changes within
its own confines. Njoro Canners has obtained permission from a
European seed breeder for a local firm to multiply Vernandon bean
seed in Kenya. This local firm has contracts with several dozen
small- and medium- scale farmers in the Lotokitok area to
multiply French-bean seed. In 1985 that firm had contracted for
nearly 500 acres of French-bean seed. Although the production
process for seed is not as labor intensive as that for fresh
beans, this scheme certainly generated at least temporary
employment for several thousand local people.

Income and employment spin-offs from the Njore Canners
operation also derive from the factory’s purchase of French beans
from both exporters and Lake Naivasha medium-scale growers. When
the European market for fresh beans is oversupplied or when air
cargo space limitations create an excess supply condition, both
exporters and larger farmers can sell beans to the factory at
prices that can off-set the labor and overhead costs for these
farmers and part of the procurement costs of exporters. This
reduces the heavy risk of producing or exporting durang the
European summer as the farmers or firms will generally have a
buyer of last resort. The maintenance of some level of "off-
season" production has generated additional employment during
this period.

Evolution of Performance and Institutional Arrangem>=nts

In this section wve retrace the development of the contract
farming scheme through a series of formative stages. This
enables us to provide explanations for some of the variations in
project performance over time and to discuss how the project’s
institutional arrangements have evolved.

Establishment

Hortiequip’s contract farming s=cheme began in 1982. Results
in that year would be nothing less than disastrous. Hartiequip
faced unexpected weather and crop disease problems, lacked
effective supervision over a staff and a group of farmers
familiar with neither French beans nor contract farming, and
struggled to implement a technical and organizational package
borroved from Saupiquet’s Moroccan project but not fully appro-
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priate in Vihiga. Borrowed from Morocco was a particular
fertilizer and chemical "package" to be provided with each kilo
of seed distributed. Also borrowed was the policy that fermers
would be loaned as many kilos of seed as they thought they could
manage. Plantings would take place at approximately fortnightly
intervals in order to obtain a crop continuously over the year.
For the first planting some farmers took as many as 15 kilos of
seed, enough for about three-quarters of an acre of production.

Early plantings, involving several hundred farmers, were hit
by a leaf rust disease that spread rapidly in some of the growing
areas. Hortiequip was late in gauging the extent of the rust
disease outbreak. The official agricultural establishment could
not provide advice on how to control the spread of the disease.
Dutch agronomists working on a legume reegearch project at Thika
helped diagnose the problem but adviged Hortiequip to have
farmere uproot the entire first two French-bean plantings. The
company feared that this would cause farmers to lose interest in
the project as a1t would leave them with no aincome at all from
their cultivating efforts. The crop was left in and a minimal
yield was recorded. (32)

Throughout much of 1982 Hortiequip was focusing on organiz-
ing itse physical facilities, ite syetem of record-keeping and
contractse, and its arrangements with local and other transporters
to collect and then deliver beane to the factory. Production
supervision and information feed-back were not yet sufficiently
developed to enabhle the caompany to know the causes and extent of
the disease problem. The activities of control clerks and
chemical sgprayers were not closely monitored. Area supervisors
were acting on their own initiative and were not yet followang
any standard operating procedures for problem evaluation and
reporting. Staff were being paid standard salariese without any
built-in incentive system based on measurable performance.

The outbhreak aof disease and the occurrence of certain pests
suggested to the company that either the chemical spraying staff
vere nat performing their job or that the chemicale (or their
particular strengths) were not appropriate for growing conditions

in Vihigsa. UQuestions also began to bhe raised about the appropri-
ateness of the fertilizer regime that was based on the Moroccan
experience. It was becoming clear that the company would need toa

initiate its own locasl-level research program in order to
establieh the soundness of its inputs package and to distinguish
a technical problem from o problem of human negligence.

Not only wees there an outhreek in disease, hut it was slowly
becaming apparent that farmers did not understand the heavy labor
demands af grawing French beans and that Saupiquet’s experience
with farmers in Morocco led it to misjudge the appropriate scale
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of production in Vihiga. Hortiequip was providing farmere with
quantities of seed far in excese of what they could possibly
manage. Some farmers began selling excess seed to others. As
Hortiequip identified this problem it began to limit the quantity
of seed to be loaned *o each farmer for each planting. The first
limit set was 6 kilos. Thie was later rzduced ta 3 kilos.

Farmers wvere provided with an input package of seeds,
fertilizers, and chemical spraying. At the then prevailang
inputs cost and producer price “he farmers needed to produce
28.24 kgs of beans per kileo of seed simply in order to cover
their loan. They wvwould receive cash for yields over and abave
this level. What transpired vas that many farmers did not
deliver enough to cover the first input loan. Stall they
expected some payment, either as an advance for the second
planting or to caver their labor input. Many farmers did not
really understand the nature of the contract. The contract was
explained to farmers at bara=zes and then by the control clerk in
their area, hut uncertainty remaained. The contract was wratten
only in Engliish and some farmers flatly refused to sign it. They
feared that the paper they were signing would lead to the loss of
their land. This had happened ta meveral local farmers who had
obtained loans from the Agricultural Finance Corporation but were
unable to repay.

Farmers who had taken more seed than they could manage
themselves had hired laborers to harvest the crop. These farmers
thus had a cash deficit from their early bean crop. In order to
prevent farmer disillusionment the company adopted a policy to
have half the value of the farmer’s delivered crop go toward
recovery of the loan vhile the other half would be paid to the
farmer in cash. Many farmers had their crop badly affected by
the rust disease and then later in 1982 by a fungqus arising fraom
rapid bacteria growth during heavy rains. The level of cejected
beans at the collection centers was thue high. In order to
provide some incomes to farmers Hortiequip sometimes accepted
non-processable beans and hen provaided these free to Kisumu area
institutions (i.e., schools and hospitaels). Actual enforcement
of the contract’s quality-related provisions was impaossible for
the caompany if it wanted to remain in operation. Debt collection
would have been difficult and would certainly have led to farmer
withdrawal.

For the yerr of 1982 (which included at least nine plant-
ings) overall performance wvas poor. The average yield per kilo
of seed supplied was only 28.17 kgs of beans, slightly below the
figure needed merely to recaover the input loan. Had the ccmpany
not adopted the policy of paying the farmer for half of her
deliveries, the average net incame per kilo of seed would have
been a credit note of Ksh Q. 23. During the year Hortiequip
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provided inputse coeted at Ksh 1,226,700 and at the end of the
year the outstending inputs balance was Ksh 311,195, amounting to
25.4 percent. During the year 12.3 tons of seed had been
distributed with the company estimating that virtually no yield
was obtained from 8 tons fram this total. (33)

Reconstruction

1983 was a year of adjustments for Hortiequip. Several
major policies were altered. Incentaives and controls for staff
vere changed. Farmers with low productivity were either dropped
by Hortiequip or exited on their own accord. One important
decision that was : ade was that the project would operate only
during two distinct seasons accampanying the short and long
rains. Rainfall between these two seasons was not reliable
enough to expect income-generating yields for farmere, while
attempts at encouraging small-scale irrigation activitiee were
still in their infancy. To provide some diepersion of raw
material supplies to the factory, each season would consast of
two plantings staggered according to sub-area.

A second policy change related to an attempt to gain
increased control over the distribution and application of
inputs. Farmers would be restricted to a maximum of two kilos of
seed per season, and most farmers would be given only aone kilo of
seed. During the first season of 1983 the average quant.ty of
seed taken by farmers was 1.351 kilos. For the second season this
dropped to 1.@9 kilos. Control clerks would be provided only the
quantity of seed needed for the farmers, which they had regis-
tered before the start of the season. Rather than provide
farmers the total allocation of urea at one time, it was decided
to subdivide the provision into three smaller lots so as to
increase the proportion of urea actuaslly going to the French
beans rather than to the farmers’ maize or vegetables crops.
Staged urea distribution would also prevent the practice of
applying urea all at one time rather than spaced aver various
points in the bean growth cycle.

Uncertainty over the actual perfaormance of chemical spraying
led the firm to adopt a practice whereby both the control clerk
and the farmer had to sign the farmer’s card at the time of each
of the four chemical sprayings. An inciient arose where the
caompany was accused of using dangerous chemicals after a sprayer
had apparently socld some insecticide that was subsequently
sprayed on cows. The cows died.

Getting the technicael package right was also a focus in
l198a3. Trials with different seed varieties and different
chemical and fertilizer applications were developed on farmer and
demonstration plots. Assistance was sought from the Dutch
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advisors at the National Horticultural Reesearch station ae well
as technical advisors from Saupiquet. it was not until the end
of the year that the company had become confident in ite inputs
package. (34)

Efforts were also mede to improve quality monitoring
throughout the system and to more firmly base staff salaries on
performance. Delivered beans were to be examined for quality
throughout the chain to the factory on the basis of collection
center code number. In this way qualaity problems could be
countered by location-specific remediee. Remuneretion of control
clerks was changed from a basic guarenteed salary to a system
with a basic salary together with flexible (and rather signifi-
cant) bonusese and deductions according to individual behavior and
farmer performance.

For the first season of 1983 15 new sub-areas were added,
and three low-performance areas from 1982 were dropped. The
number of participating farmers more than doubled over the 1982
levels. Farmer performance during the season was generally poor.
In fact 18 of the 3@ centers had average yields belaow the 37.2
kilos needed merely to cover the loan. The overall seasonal
average yield was 42.64 kilos, bringing an average net income of
a paltry Ksh 17.96. At the end of the season the outstanding
input loan balance was 32.9 percent of the total loan value.
Unexpectedly, new entranis into the project performed better than
those who had participated during 1982. Each of the four highest
yielding staticns were new for 1983.

There is some evidence that the staggered planting system
adversely affected certain areas. Collection centers were
divided into two regions with each region planting at slightly
different times. Region "A" recorded an average yield of 61 kgs
vhile region "B" recorded an average yield of only 25.4 kgs.
Since new and old collection stations were included in both
regione and since there is no clear geographical or ecological
divide between the two regaons, one can only conclude that
rainfall patterns were such that the scheduled planting time for
region "B" was either too early or too late.

Between planting seasons of 1983 a considerable "shaking
out" occurred in the participants in the project. Six collection
centers vere dropped and thirteen new centers added. Several of
the dropped centers had actually performed rather well in terms
of factor yields. Probleme of an "attitudinal" nature wvere
encountered either in the form of control clerk drunkenness or
fraud, or disagreements between the company and local authori-
ties. Examining the 18 collection centers that had average
yields below the figure necessary to cover the loan, one finds a
drastic reductien in farmer participation during the second
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seascn. Three of these centers were dropped completely while in
some centers there were as little as 1/1@ the participants in the
second as in the first season. Farmer participation in these 18
sub-areas dropped from 1514 farmers to 51@ farmers durang 19835.
From this information, one might estimate thet 1/3 of the
project’s participants exited during 1983. The vast majority of
these farmers were those who received no income during the firstu
season and may have held an outstanding loan balance.

Performance during the second season of 1983 improved
considerably and provided the first sign that the organizational
£t ructure of Hortiequip could generate results with smallholder
farmers. Average yields per kilo of seed were 69.37 kilos, and
four of 37 collection centers had total averagee exceeding 100
kgs per kilo of seed. The magnitude of outstanding loans showved
a major decline and reprecented 18.1 percent of the total value
aof loans.

Expansion and "Migration"

Having built confidence both in the functioning of its
organization and the technical package it was offering farmers,
Hortiequip moved over the 1984-1986 period to expand the size of
the project considerably, to diversify its operating areas and to
raise averall productivity. It obtained at least quelified
success in each of these objectives. Through adaitional invest-
ment, the processing capacity of Njoro Canners was expanded.
Greater effort wes thus put into expanding the period of raw-
material supply and maximizing the actual quantity of raw
material that would be processed and canned.

During the first season of 1984, 33 new collection centers
vere added and the level of farmer perticipation was tripled to
over 10, 000. By the end of 1985 a further 5@ percent rise in the
number of farmers had taken place to reach a level of nearly
l6, a2a. In addition to new collection centers in Vihigas and
Hamiegi Divisions, operations begen in Ikolomani Davision of
Kakamega District. An eifort was made in late 1985 to expand the
project to the Behati area in Rift Valley Province, but this
proved unsuccessful and was subsequently dropped. In 1986 the
project initiated an operation in the Kisii area, contracting
over 3000 farmers there; however, a consclidation of the Vihiga
operations of Hortiequip reduced farmer participation numbers
there and left total participasting farmers at slightly below the
1985 maximum.

The first season of 1984 featured a tremendous productivity
improvement over the prior season. Average farmer yields were
83.43 kilos and 21 aof 7@ collection centers registered average
yieldse in excess of 1@@ kge per kilo of seed. The outstanding
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input balance fell to 11.69 percent of the totel loen value. The
vast majority of participating farmers earned a reasonable
income. Officials from several locations requested that the
company establish a collection center in their area.

Despite the improved performance, the company was bhecaoming
worried by a pattern of deviations between the wveight of beans as
recorded and receipted at the collection centers and the veight
of the beans as recorded at the Hortaiequip central offace. As
the company is responsible for paying farme:s accordaing to the
receipted weights, this leakage would be a cost horne directly hy
the company. The scale of the problem would take on greater
magnitude duraing the second season.

The second season of 1984 brought the appearance of the
highest level ot productivity yet recorded for the project.
Between seasons the company had dropped centers that were
performing poorly for either ecological or "attitudinal" reasone.
The number of farmers linked to control clerks waith superior
performance was increacsed. During the second season average
yields at several centers exceeded 150 kgs. kearly halt the
control clerks had groups of farmers without a single shailling of
outstanding inputs balance. Over Ksh 3 million was paid out to
farmers during this seasnn.

While farmer croductivity had undoubtedly improved signifi-
cantly during the season, this result was perhaps overshadaowed by
the tremendous discrepancy found between farmer-receaipted yield
and actual deliveraies of beans. The receipts farmers were
obtaining from collection center staff were showing a higher
number of kilos than the farmer was actually brainging to the
center. Sometimes the total discrepancy between the weight as
recorded at the centers and as checked at the Hortiequip base
office would be S percent while at other times it might be as
high as 1@ percent. For 1984 as a whole rore than 120 tons of
produce was overrecorded by collection c:nter staff. This
equalled 5.4 percent of total deliveries und cost the company Ksh
420, 2@ or over 1 percent of its total operating costs for that
year. (36) This large payment for beans never delivered led
Hortiequip agein to operate at a loss despite ¢ ibstantial farmer
productivity gains.

Naturally this issue is highly sensitive, and participants
are not prepared to discuss it, but it is necessary to speculate
on the factors that led many farmers and staff to collude in an
effort to extract additional income from the company. One fairly
weak hypothesis is linked to the 1984 drought which affected
several major agricultural areas in Kenya. The suggestion is
that numerous farmers in the project had family members who
experienced a decline in their migrant wage earnings, end this
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created an increased demeand for cash-crop income within Vihiga.
"Beating" the Hortiequip system appeared to be the easiest
method.

A more plausible hypothesis relatee the fraud to the
changing of local attitudes toward the project. The considerable
expansion and improved performance of the project in 1984 was
providing participants and other local people with the perception
that the company wvas earning substantial profits. Several local
individuals including people in "high places" were voicing the
opinion that the company was "exploiting" participating farmere,
paying them an inadequnte price for their beans. Ae some of
Hortiequip’s senior management staff were Asians, Hortiequip was
increasingly being described as a typical "middleman" operation
profiting "on the backs" of farmers. Most people did not
understand that Hortiequip staff are merely employees of Njoro
Canners.

An attitude of suspicion was adopted by an increasing
number of farmers. Farmers complained that Hortiequip was taking
their rejected beans and then sellang them at high prices in
Kisumu. As a result, the company had to stop i1ts practice of
distributing beans free to local institutions. Saome favrmere and
staff must have decided that they could effectively redistribute
company earnings through their own initiative. This form of
income redisgtribution may not have appeared too deviouese as, after
all, the company was being approached by many officials to donate
sums of money to social and political causes (or provade jobe to
certain people), and why shouldn’t those actually generating the
vealth be better remunerated. Rather than acting on behmelf of
Hc:tiequip, some staff formed a quasi-alliance with farmers in
order to extrmct additional income.

The weight overrecording was the most graphic although
certainly not the sole method by which farmers sought to beat
Hortiequip’s system. Farmer attempts to add rocks or weeds to
their bags of beans to increase weight were certainly not rare.
A less devious and more common p:‘actice has been for farmers to
retain a certain proportion of bean po