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A B S T R A C T

The main o b j e c t i v e  of g o v e r n m e n t  i n t e r v e n t i o n  in the 

maize in du st ry  is to e n s u r e  self s u f f i c i e n c y  in mai ze  

pr oduc tion. However, i n d i c a t o r s  of the g o v e r n m e n t ’s 

in ab i l i t y  to meet this o b j e c t i v e  have been o b s e r v e d  in the 

past. The m e m o r i e s  of national m a iz e c r is es  of 1961, 1971, 

1979 and 1984 are still fresh in K e n y a n s ’ minds. Moreover, 

Kenya is c u r r e n t l y  (1992) faci ng a short fal l in d o m e s t i c  

mai ze  su pp ly  fo rc in g it to import the c o m m o d i t y  whi c h is 

the d o m i n a n t  st ap le  food of its people. The s e s e t b a c k s  have 

made the g o v e r n m e n t  to em ba rk  on a l i b e r a l i z a t i o n  p r o g r a m m e  

of this vital industry. L i b e r a l i z a t i o n  of the mai z e 

indust ry in vol ves  r e d u c t i o n  in g o v e r n m e n t  control of ma iz e 

market in g, t h e r eb y i n c r e a s i n g  the a c t i v i t i e s  of p r iv at e 

mai ze  traders.

This stu d y a n a l y z e d  the e f f i c i e n c y  of p r i v a t e  maiz e 

trade in Nandi Dis trict. Nandi D i s t r i c t  has a high 

potential for mai z e p r o d u c t i o n  and r e m a r k a b l e  a c t i v i t i e s  

of p r i v at e m a iz e traders. A P o l i c y  A n a l y s i s  Ma tr ix  (PAM) 

fr am ew or k was used in the study. The d e v i a t i o n  from 

e f f i c i e n c y  is given by the d i f f e r e n c e  b e t w e e n  the pr of it s 

p r e v a i l i n g  in the c o n t r o l l e d  mai ze ma rk et  and the pr of its  

that would e m er ge  on l i b e r a l i z a t i o n  of the market.

This stu dy found that in the pe ri od  b e t w e e n  J u ly  1990 

and Ma rch  1991, the p r e v a i l i n g  pr o f i t s  in pr i v a t e  mai ze  

trade rang ed b e t w e e n  Ksh. 2 . 70  and Ksh. 77. 8 5 per bag^of 

maize. If the mai z e m a rk et  was l i b e r a l i z e d  the pr iv at e 

trad ers woul d have made pr of it s of b e t w e e n  Ksh 2 3 2 . 0 0  and

1 1 Bag 90 k g .



in theKsh. 2 8 4 . 1 0  per bag. This e x ce ss  pr ofi t wou ld  

longrun be pa sse d to m a i z e  fa rm er s in form of highe r 

p r od uc er  prices. Thus, g o v e r n e m e n t  p o l i c y  r e d u ce d re tu rns  

to p a r t i c i p a n t s  in p r i v a t e  ma iz e trade by b e t w e e n  264 and 

2203  percent.

The study c o n c l u d e d  that p r i v a t e  tr ad ers  can ha nd le  

ma iz e m a r k e t i n g  ef fi c i e n t l y .  The role of the g o v e r n m e n t  in 

maiz e trade sh ou ld  be p r o v i s i o n  of i n f r a s t r u c t u r e  like 

roads and s t o r a g e  facili tie s, w h ic h w o ul d e n h a n c e  technical 

e f f i c i e n c y  and r e du ce  losses in p r i v a t e  m a iz e trade. The 

g o v e r n m e n t  sh oul d offer cr edi t f a c i l i t i e s  to p r i v a t e  mai ze  

tr aders in order to a s s i s t  them to cover pur ch asi ng,  

m a r k e t i n g  and s t o r a g e  costs. If the g o v e r n m e n t  is to set 

ma iz e prices, then the c e i l i n g  c o n s u m e r  pri ce shoul d 

re flect or a p p r o a c h  the cif pri ce  in pe r i o d s  when 

i m p o r t a t i o n  is nec es s ar y.  The floor p r o d u c e r  pri ce  shoul d 

re flect the price likely to a c h i e v e  the food s e c u r i t y  

o b j e c t i v e  bein g pu r s u e d  by the gov e rn me nt . If NCPB is to 

en ga ge  in mai z e trade, then it sh ou ld be a l l o w e d  to c o m p e t e  

with other traders.



CHAPTER 1

1. INTRODUCTION AND B A C K G R O UND INFORMATION

This c h a p t e r  o u t l i n e s  the im po rt an t role of 

a g r i c u l t u r e  in the K e n y a n  e c o n o m y  and the p r o b l e m s  that the 

sect or has faced in the last three d e c a d e s  sin ce 1960s. The 

general a g r i c u l t u r a l  policy, its o b j e c t i v e s  and m e a s u r e s  

bei ng  p e r s u e d  to a c h i e v e  the o b j e c t i v e s  are di sc uss ed . The 

im p o r t a n c e  of m a iz e in the K e n y a n  society, the g o v e r n m e n t  

p o li cy  towa rds  m a iz e p r o d u c t i o n  and m a r k e t i n g  and the major 

c h an ge s that has o c c u r r e d  in m a iz e in d u s t r y  are given in 

this chapter. A d e t a i l e d  d e s c r i p t i o n  of m a i z e  m a r k e t i n g  

sy st em  in K e ny a is a l so  given in this chapter. F i n a l l y  a 

s t a t e m e n t  of the p r o b l e m  is given and the h y p o t h e s e s  to be 

tested are outlined.

1. 1 General A g r i c u ltural Policy in K e n ya

The A g r i c u l t u r a l  S e ct or  o c c u p i e s  a central place in 

the K e n y a n  economy. A g r i c u l t u r e  a c c o u n t s  for about 30 

pe rce nt  of Gro ss D o m e s t i c  P r o d u c t  (GDP) and about 70 

percent of m e r c h a n d i s e  ex p o r t s  are a g r i c u l t u r a l .  Mo re  than 

80 pe rc en t of the labour force is e n g a g e d  in a g r i c u l t u r e  

and o n e - t h i r d  or more of m a n u f a c t u r i n g  se ct or ou tp ut  is 

based on a g r i c u l t u r a l  pr o d u c t s  (Pearson, 1990). T a bl e 1.1 

shows the p e r c e n t a g e  c o n t r i b u t i o n  of a g r i c u l t u r a l  secto r to 

GDP as re p o r t e d  in the 5 - y e a r  Na ti on al D e v e l o p m e n t  Plans

-1  -

since 1970.
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T a b 10 1.1 :Contribution of A g r i c u l t u r a l Sector to GDP
as Reported in the__ Five-year Development
P 1ans since 1970.

D E V E L O P M E N T  PL AN P E R C E N T A G E  SH AR E
OF GDP

1970 - 1974 34 .0

1974 - 1978 34 .0

1979 - 1983 31.6

1984 - 1988 29. 4

1989 - 1993 28. 3

(PR OJECTED)

Source: F i v e - Y e a r  National D e v e l o p m e n t  Pla n s (1970-

1993)

From  T a bl e 1.1, there is e v i d e n c e  that the

c o n t r i b u t i o n  of a g r i c u l t u r a l  secto r to GDP has been on the 

decline. The rise in the share of in d u s t r y  is a m o v e m e n t

in the right d i r e c t i o n  in view of g o v e r n m e n t ’s c o m m i t m e n t  

to m a ki ng  industrial se cto r a leading secto r (K e n y a ,1989). 

However, a g r i c u l t u r e  c o n t i n u e s  to play a major role in the 

economy, r e l a t i v e  to ind ustrial sector, who s e share has 

been 17.6 p e rc en t and p r o j e c t e d  at 18.3 pe rc en t by 1993.

A g r i c u l t u r a l  secto r has not been w i t h o u t  problems, 

p a r t i c u l a r l y  in recent years. G r o w t h  rates of a g r i c u l t u r a l  

ou tpu t have slowe d marke dly , from n e a r l y  five p e r c en t per
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year in the i960s and 1970s to less than three p e r c en t in 

1980s. This rate has been s u b s t a n t i a l l y  less than the rate 

Q f p o p u l a t i o n  gr owt h and so food p r o d u c t i o n  per c a pi ta  

d e c l in ed  by f i f t ee n p e r c en t in the 1980s (P ea rs on et_ a 1 , 

1990). As a result, food s e c u r i t y  and per c a p i t a  income 

growth have b e c o m e  dual c o n c e r n s  in the p l a n n i n g  and 

i m p l e m e n t a t i o n  of a g r i c u l t u r a l  policy.

The cu r r e n t  d e v e l o p m e n t  plan (1 98 9- 199 3)  gives two 

c o m p o n e n t s  of the in c e n t i v e  s t r u c t u r e  that wo ul d be pu rs ue d 

duri ng the plan period, to meet the food s e c u r i t y  and high 

income grow th ob je ct iv es . The s e are:

i) pr i c i n g  i n c e n t i v e s  whi c h will be used as the key 

to s t i m u l a t i n g  a g r i c u l t u r a l  pr od uct io n. P r ic es  will be set 

at levels that give co r r e c t  s i gn al s to the farm er s and 

prov ide s u f f i c i e n t  ren u me ra ti on .

ii) m a r k e t i n g  i n c e n t i v e s  are e x p e c t e d  to c o m p l e m e n t  

the pric ing  system. Sin c e 1980, it has b e c o m e  clear that 

too much official in vo l v e m e n t  in m a r k e t i n g  and pr i c i n g  may 

induce p r ic in g and o p e r at io na l inef fi cie nc y.

1 •2 M aize Marketing Policy in Kenya

The i m p o r t a n c e  of m a iz e in our e c o n o m y  ca nno t be o v e r ­

em phas ized. M a iz e is one of the most im po rt an t crops in 

Kenya in terms of c r o p p e d  area and hum an c o ns um pt io n.  

A v a i l a b l e  e s t i m a t e s  in d i c a t e s  that per capit a c o n s u m p t i o n
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was ab out  80 kg per year in 1970, rose m o d e r a t e l y  to abo ut  

94kg in 1980 ( A c k e l l o - O g u t u  and Odh iambo, 1986), and 

c u r r e n t l y  ab ou t 120 kg per year (Kenya, 1989). The total 

de ma nd for m a iz e is e x p e c t e d  to rise from 32 m i l l i o n  bags 

(1992) to 49 m i l l i o n  bags by the year 2 0 0 0  (Kenya, 1986). 

To meet this p r o j e c t e d  demand, m a iz e p r o d u c t i o n  must grow 

at a rate of 4.7 pe r c e n t  per year and this gr ow th  rate 

would have to be hi gh er  if the c o u n t r y  is to meet the 

s t r a t e g i c  r e s e r v e  of 10 m i l l i o n  bags. B e s i d e s  bei n g a major 

st ap le food in Kenya, m a iz e is a maj or  income ea rn er to 

farmers. M a iz e and bea ns a c c o u n t e d  for abo u t 23 p e r c en t of 

the 5.2 m i l l i o n  h e c t a r e s  de v o t e d  to fa rm in g in 19 83 /84  

crop se as on  (Kenya, 1986). M a i z e  a c c o u n t e d  for 13.3 

pe rc ent  of total value of farm p r o d u c e  at f a r m g a t e  prices.

The i m p o r t a n c e  of this crop in K e ny a has made it 

n e c e s s a r y  for the g o v e r n m e n t  to i n t e r v e n e  in its p r o d u c t i o n  

and ma rk et ing . The two main o b j e c t i v e s  in m a iz e ind u st ry  

are to pr o m o t e  e f f i c i e n c y  in ma iz e p r o d u c t i o n  so as to meet 

the i n c r e a s i n g  d e m a n d  for m a iz e and m a i z e  products, and to 

improve farm incomes of m a iz e f a r m e r s . T h e  p o l i c y  m e a s u r e s  

being p u r s u e d  to a c h i e v e  these a b o v e  o b j e c t i v e s  have 

chan ge d overtime. Pri or to i n i t i a t i o n  of l i b e r a l i z a t i o n  

p r o g ra mm e under Cereal S e ct or  R e f o r m  P r og ra mm e,  (CSRP) in 

1987, the g o v e r n m e n t  gave m a r k e t i n g  and pric e in ce n t i v e s  by 

en su ri ng  that p r o d u c e r s  and c o n s u m e r s  have a c c e s s  to
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c e reals and pr o d u c e  m a rk et  at price s w h i c h  woui^ s^rve as 

a n inc en t iv e to p r o d u c e r s  and whi ch  wou l d be reaSOn^ble to 

consumers. V a r i o u s  types of a d m i n i s t r a t i v e  con t ro ] ̂  were 

put in place to a c h i e v e  these o b j e c t i v e s  (N CP B. I q q q ^

These c o n t r o l s  in cl ud ed  the following:

i) e s t a b l i s h m e n t  of a n a t i o n w i d e  network q ̂ N CPB 

d e po ts  and s a t e l l i t e  b u yi ng  c e n t r e s  to en^ fe the 

f a r m e r s ’ a c c e s s  to m a iz e market.

ii) fixi ng of NCPB e x - d e p o t  pr ic es  to e n su re  

r e a s o n a b l e  pr ic es  to consume rs.

iii) e s t a b l i s h m e n t  of c o n t r o l s  on m a iz e movern£nt to 

e n s u r e  that NCPB has a c c e s s  to p u r c h a s e s  whic  ̂ t 

co uld  itself move to major d e f i c i t  consumptj0n ^reas.

iv) r e s t r i c t i o n  of pr iv at e se ct or  a c t i vi ty   ̂0 p r e v e n t

e x p l o i t a t i o n  of p r o d u c e r s  and co ns um er s 

furt her  mea ns to c o n t r o l l i n g  c e r e a l s  flow.

and as a

L i b e r a l i z a t i o n  Involves r e d u ce d government

i n t e r v e n t i o n  and in c r e a s e d  p r i v a t e  se ct or ac t i v ^ y  in 

pr im ar y m a r k e t i n g  of maize, in c r e a s e d  miller aCc^ s s  to 

pr ivate sect or so u r c e s  of maize, and reduce ̂ n  in

r e s t r i c t i o n s  of m a iz e move men ts . R e d u c t i o n  of government 

i n t e r v e n t i o n  in p r i m a r y  m a r k e t i n g  of m a i z e  involves osu re  

o f  bu yi ng  centres. T a bl e 1.2 shows the number 0f ^ u y i n g  

cent res  o p e r a t e d  by NCPB du ri ng  the perio d 1 9 8 5 / 8 6  to
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19 89/90 (N C P B , 1990). The table shows that NCPB has re du ced  

its ne t w o r k  of b u yi ng  c e n t r e s  from 681 to 228 (or by 66 

percent) over a pe rio d of three years. The b u y i n g  c e nt re s 

are be ing  re p l a c e d  with L i c e n s e d  B u y i n g  A g en ts  (LBAs) and 

Co -o pe r a t i v e s .  T a b l e  1.3 shows the n u mb er  of c o o p e r a t i v e s  

and LBA *s o p e r a t i n g  in key are a s of m a i z e  m a r k e t i n g  in the 

period b e t w e e n  1 9 8 5 /8 6 and 1989/90. The table shows that 

the nu mbe r of L B A ’s have in cr ea se d from 134 to 1814 and the 

number of C o o p e r a t i v e s  have i n c r ea se d from 13 to 115 in a 

period of three years. This i n c r ea se  in nu mb er of L B A ’s and 

c o o p e r a t i v e s  i n d i ca te s the g o v e r n m e n t ’s wi th d r a w a l  from 

pr imary m a r k e t i n g  of m a iz e sinc e 1985/86.

The first a t t e m p t  to in cr ea se  m i ll er  a c c e s s  to p r i v a t e  

sources of m a iz e was made in 1985, when the m i l l e r s  were 

al lo wed  to have u n l i m i t e d  p u r c h a s e s  di re ct  from p r o d u c e r s  

as r e c o m m e n d e d  by G r a i n  M a r k e t i n g  S t u d y  (GMS) done in 1983 

by Booker A g r i c u l t u r e  In te rna ti ona l et a 1 (Cooper and 

Ly brand As so ci at es , 1987). The M i l l i n g  se ct or a d a p t e d  

rapidly to this new s i t u a t i o n  and were able to meet their 

r e q u i r e m e n t s  th ro ug h n e t w o r k s  of agents. b y - p a s s i n g  the 

NCPB. The mi l l e r s  p r e f e r r e d  to p u r c h a s e  d i r e c t l y  from
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TabI e 1.2 Number of Buying Centres Operated by N C P B 
in Kenya (1985/86-1989/90)

PROVINCE 19 85 /8 6 1 9 8 8 /8 9 19 89 /9 0

North Rift 260 1 18 60

Central Rift 241 178 105

Western 116 15 46

E a s t / C e n t r a 1 34 7 17

Coas t 30 7 0

Nyanza 0 0 0

TOTAL 681 325 228

SOURCE: NCPB, 1990

the ma rke t for two re as on s a c c o r d i n g  to C o o p e r s  and 

Lybrand As so ci at es , 1987: first their m a r k e t i n g  cos ts  were 

less than that in cu rr ed  by the NCPB, and secondly, they had 

more di re ct control over the q u a l i t y  of their purchases.

In 1987, the 1985 liberal m e a s u r e s  a f f e c t i n g  mi l l e r s  

were re s c i n d e d  a b r u p t l y  and mi 1 lers were once more r e q u ir ed  

to purchase a l 1 their m a iz e from NCPB. This a b r u p t  m e a s u r e  

came about b e c a u s e  of the f o l l o w i n g  as p o i n t e d  out by 

Coopers and L y b r a n d  re po rt  of 1987.
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Tab 1 © 1 .3 : Number of Cooperatives and L i cenced Buy ing
Agents ( L B A s ) Operat i ng i n Key Grain Markets in
Kenya (1985/86 -1989/90)

AREA 19 85/ 86
LBAs C O - O P s

19 88 /8 9
LBAs C O - O P s LBAs

1 9 8 9 /9 0
C O - O P s

Bus i a 0 0 0 3 7 0

Bungoma 134 4 152 10 149 8

Kakamega 0 9 3 10 5 15

Nakuru 0 0 0 5 105 25

North
Rift 0 0 0 0 105 60

Loi toktok 0 0 0 0 2 O

Coast 0 0 0 0 50 5

Nyanza 0 0 269 0 515 0

East/ 
Centra 1 0 0 810 0 876 0

Total 134 13 1234 28 1814 115

Source: NCPB, 1990.

(i) Th er e were n u m e r o u s  a l l e g a t i o n s  that M i l l e r s ’ a g en ts  

u n d e r m i n e d  the p r o d u c e r  price of m a i z e  f o l l o w i n g  the good 

ha rvest in 19 8 6 / 8 7  cr op season.

(ii) NCPB found itself in a s i t u a t i o n  wh er e st oc ks r e m a in ed  

very high from the c o m b i n e d  e f fe ct  of c a r r i e d  over st oc ks of 

e m e r g e n c y  ye 1 low m a i z e  in 1984/85, large crop in 19 85 /86  

crop season, and a b n o r m a l l y  low sales in 1986.
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In 1989, the c o n t r o l s  to mi ll er  p u r c h a s e s  we re  a g a i n  r e l a xe d 

3nd quot a s y st em  was i n t r o d u c e d  whi ch a l l o w e d  the m i l l e r s  to take 

up to 20 p e rc en t of their total p u r c h a s e s  from the pr iv at e se cto r 

(NCPB, 1990)). T a b l e  1.4 shows d i s t r i b u t i o n  of mill p u r c h a s e s  

from the pr i v a t e  secto r and NCPB for the pe ri od  J u ly  1989 to June 

1990 The table shows that d u ri ng  this pe ri od  the g o v e r n m e n t  was 

successful in i m p l e m e n t i n g  the q u ot a system. The m i l l e r s  

purchased 77 per cent of their total p u r c h a s e s  from NCPB and 23 

per cent from pr i v a t e  sector, w h ic h is very clo se  to the 

stipul at ed quota.

Table 1.4 Distribution of Mill Purchases of Maize from the 
Private Sector and NCPB in Kenya for the Period July 
1989 _to_ _Ju ne 1990

Total purchases Total purchases Total Mill
of maize 
from NCPB

of maize 
from Private 
sector

Purchases 
of maize

dumber of
Bags 3,240,063 967,811 4,207,875

3ercentage of
fotal Purchases 77 23 100

Source : NCPB, 1990

Two types of re for ms have been i n t r o d u c e d  whi c h have led to 

3 re l a x a t i o n  of c o n t r o l s  on ma iz e mo ve men ts . Firstly, the legal 

maximum nu mb er of bags that can be m o ve d w i t h o u t  a pe rm it was 

increased from two to ten in 1987, to 44 bags in 1991 and to 88 

3ags in 1992. Se co nd  1 y, the m o v e m e n t  p e r m it s re q u i r e d  in order

One bag of mai z e w e i g h s  90 Kg.
2
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fD transport, more than the legal m a x i m u m  nu mb er  of bags, are 

being gran ted  more freely.

1.3 Maize Market i ng Systems in Kenya

Th er e are two mai z e m a r k e t i n g  s y s t e m s  in Kenya, w h ic h 

operate side by side. The s y s t em s are o f t e n  c o m p l e m e n t a r y  but 

so me ti me s they are co mp e t i t i v e .  The two m a iz e m a r k e t i n g  sy s t e m s

are:

i ) "F or ma 1" or 

c o n s i s t s  of 

Bu yi ng  Ag ent s

official maiz e m a r k e t i n g  s y st em  w h i c h  

NCPB depots, b u y i n g  centres. L i c e n s e d  

(L B A s ), C o o p e r a t i v e s  and con su mer s.

ii) " In for mal " m a iz e m a r k e t i n g  s y st em  c o n s i s t i n g  of 

o p e n - a i r  rural and ur ban  m a r k e t s , p r i v a t e  traders and 

c o n s u m e r s .

The legal f r a m e w o r k  g o v e r n i n g  the official m a iz e m a r k e t i n g  s y st em  

is c o n t a i n e d  in the A g r i c u l t u r a l  Pr o d u c e  M a r k e t i n g  Act (cap. 320. 

1967), wh ich  p e r m it s the M i n i s t e r  for Ag r i c u l t u r e ,  when it 

deemed n e c e s s a r y  in the interest of produce rs,  to e s t a b l i s h  

ma rk et in g bo ar ds  for d i f f e r e n t  kinds of a g r i c u l t u r a l  p r o d uc e or 

for a g r i c u l t u r a l  pr o d u c e  for d i f f e r e n t  areas. NC PB  was e m p o w e r e d  

by the G o v e r n m e n t  to ha ndl e all the m a r k e t e d  su r p l u s  and t.o 

import or export m a iz e d e p e n d i n g  on the 1 1 of its stoc k and

the p r o j e c t e d  seasonal supply.
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NCPB p u r c h a s e s  ma iz e d i r e c t l y  from fa rm ers  or i n d i r e c t l y  

through LB A s . P r i m a r v  M a r k e t i n g  C e n t r e s  (PMC) and C o o p e r a t i v e s .  

kjqPB sells part of its annual p u r c h a s e  to large mills for 

production of si ft ed  flour, to w h o l e s a l e r s  or d i r e c t l y  to 

consumers in u r ba n and d e f i c i t  rural areas. P r i c e s  in the formal 

marketing s y st em  are fixed at eve r y s t ag e in the m a r k e t i n g  chain. 

The ga zet te d offici al pr ic es  for m a iz e as it mov e s th r o u g h  the 

formal m a r k e t i n g  s y st em  a p p l y  w i t h i n  one J u l y - J u n e  cr op  year. 

T ^ p p r ices are ne ith er d i f f e r e n t i a t e d  s e a s o n a l l y  nor s p a t i a l l y  

and are based on cost of pro duc tio n, local market c o n d i t i o n s  and 

world mark et prices. The official p r o d u c e r  pr ic es are set be lo w 

import pa ri ty  price s but a b o v e  the export p a r i t y  prices. The 

official pr i c i n g  sy st em  in K e ny a has the f o l l o w i n g  w e a k n e s s e s  

which have been  i d e n t i f i e d  by other a u t h o r s  a m o n g  them Heyer 

(1976). Kaku ba (1986) and A c k e 1!o - O g u t u  and O d h i a m b o  (1986):

(i) the s y s t e m  does not of fer  any i n c e n t i v e s  to ei th er

farm ers  or t r ad er s t o hold st ock s to be sold later in

the vear. Thus, the far mers se 1 1 m a iz e a t very low

pr ic es du ri ng  the h a r v e s t i n g season, while c o n s u m e r s

in de ficit a r e a s  buy m a iz e at very high price s in 

pe ri od s of shortage.

( i i ) t h e  s y s t e m  d i s t o r t s  t h e  p a t t e r n  of m a i z e  p r o d u c t i o n  in 

Ke ny a so that the c o u n t r y  p r o d u c e s  mai z e less 

e f f i c i e n t l y  than she might have if s p e c i a l i z a t i o n  in 

ar ea s of c o m p a r a t i v e  a d v a n t a g e  was e n co ur ag ed . This is 

e s p e c i a l l y  so when the d i f f e r e n c e  b e t w e e n  p r o d uc er  and
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c o n s u m e r  pr ic es  is too high, b e c a u s e  p r o d u c t i o n  

d e c i s i o n s  in a r e a s  of mai z e de f i c i t  are g o v e r n e d  by the 

high c o n s u m e r  prices, whi le  the p r o d u c t i o n  d e c i s i o n s  in 

m a i z e  su r p l u s  a r e a s  are g o v e r n e d  by the low pr o d u c e r  

pr i c e s .

(iii) si nce  the p r o d u c e r  price is set a b o v e  e x po rt  p a ri ty  

pr ice  and b e l o w  import p a r i t y  price, the c o u n t r y  can 

only  ex po rt  or import ma iz e at a loss.

(iv) In some years, c o n s u m e r  price is o f f i c i a l l y  set so low 

that the NCPB has been u n a b l e  to cover its m a r k e t i n g  

costs, and this has made  the boa r d to face se r i o u s  

financial c o n s tr ai nt s.

The informal m a iz e m a r k e t i n g  s y s t e m  c o n s i s t s  of open air 

rural and ur ba n markets, ea ch  with a c a t c h m e n t  area of s c a t t e r e d  

producers, tr ad er s and c o n s u m e r s  who a s s e m b l e  r e g u l a r l y  on 

specified days of the week, to ca rr y out m a i z e  trade. The 

informal m a iz e m a r k e t i n g  is l e gi ti ma te  if r e s t r i c t e d  w i th in  the 

district b o u n da ri es . S o m e t i m e s  illegal tra de  tends to th riv e 

father freely a c r o s s  d i s t r i c t s  e s p e c i a l l y  whe r e NCPB is u n a b l e  to 

:ope with s h o r t a g e s  ( A c k e l l o - O g u t u  and Odh iambo, 1986).

Informal m a iz e m a r k e t i n g  plays a maj o r role in small holder 

Jze production. Ackel io -Og utu  and O d h i a m b o  re p o r t e d  that 6 0 - 7 0  

re ce nt  of m a r k e t e d  m a iz e from s m a l l h o l d e r s  and 16 percent from
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jjpge scale farms are ha n d l e d  by the informal sector. Thus, 

fficial channel h a nd le s on ly  3 0 - 4 0  perc en t of m a r k e t e d  mai ze 

rom s m a l l h o l d e r  farms. The World Bank (1982) a t t r i b u t e d  this 

Dw p r o p o r t i o n  of mai ze ha n d l e d  by NCPB to its f a i l u r e  to reach 

Te s m a 1 I scale farmers. The Bank r e p o r t e d  that 3 0 - 5 0  p e r c en t of 

n a ll ho ld er s have no a c c e s s  to NCPB. V a r i o u s  groups of traders. 

to have been i d e n t i f i e d  by a n a l y s t s  a m o n g  them Sc hm id t (1979) 

Td Booker A g r i c u l t u r e  Inte rna tio nal  e_t_ aJ_ (1983). are in vo lv ed  

t the informal ma iz e trade. The s e tr ade rs are:

i) S e d e n t a r y  M a rk et  tr ad ers  : T h e s e  are m o s t l y

women, oft e n single, landless and d e p e n d e n t  largely or 

w h o l l y  on their tr ad ing  for a livelihood. S e d e n t a r y  

tr ad er s u s u a l l y  re ma in  in large m a r k e t s  that are o p en ed  

daily. Their so u r c e s  of ma iz e are local farme rs  or 

traders, it ine ran t trad ers  and "p i c k - u p "  traders.

i i ) I ti n e r a n t tr ad er s : The s e are most. 1 v wom e n who

buy ma ize from fa rm ers in m a iz e s u rp lu s ar ea s t h ro ug h

their own a g e n t s  or from t r a d er s in local m a r k e t s

in ma iz e s u rp lu s areas. Th ey  c a r r y  the ma iz e in small 

a m o u n t s  and sell it in m a r k e t s  in d e f i c i t  a r ea s to 

re gular b u ye rs  o r to s e d e n t a r y  traders. Itinerant

tr ad in g inv olv es larger o v e r h e a d  costs than s e d e n t a r y  

trading. The o v e r h e a d  costs i n v o lv ed  are:

a) p a s s e n g e r  fares.



b) va r i o u s  kinds of i n d u ce me nt  to

g o v e r n m e n t  officia ls .

c) food and a c c o m m o d a t i o n  wh il e a w ay  from 

h o m e .

i i i ) Informal trading companies : T h e s e  c o m p a n i e s  c o n s is t

of gr ou ps of m a iz e tr ade rs who c o n d u c t  their b u s i n e s s  

as a kind of par t ne rs hi p,  with ea ch  individual trad in g 

on his or her own behalf, has his or her own sto ck  and 

m a n a g e s  his or her own finances. But they c o o p e r a t e  in 

such m a t t e r s  as joint st o r a g e  facili tie s,  transport, 

p u r c h a s i n g  and sales. T h e s e  informal tr ad in g

c o m p a n i e s  trade in r e l a t i v e l y  highe r vo lu me s than 

it in er an t tr ad er s and they are ab le  to save on 

p a s s e n g e r  fares, food and a c c o m m o d a t i o n  whi le  on a 

bu yi ng  trip.

iv) ”P i c k - u p ” traders : This term was co in ed  by

S c h m i d t  1979 to d i s t i n g u i s h  this grou p of trad er s from 

L a rg e traders, the later whom he nam e d "L or ry  ”

traders. The s e tr ade rs use a small g o o d ’s v e h i c l e  to 

c o n v e y  up to abo u t a tonne of maize. Such tr ad ers  

are p r e d o m i n a n t l y  but not e x c l u s i v e l y  men, and u s u a l l y  

have a v a r i e t y  of local b u s i n e s s  i n t e re st s such as 

hotels, r e st au ra nt s,  ga rag es and shops. ”P i c k - u p ” 

trad in g is a risky b u s i n e s s  for it in vo lv es  m o v i n g  more

- 1 A -
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m a iz e a c r o s s  the di s t r i c t  borders, than that legally 

allowed. Th ey eva d e po li ce  by va r i o u s  kinds of

i n d u c e m e n t s  and t r a v e l l i n g  at night on rural roads that 

are little used. The s e trad er s are thus, d i f f i c u l t  to 

come  a c r o s s  in the field and even m o re  d i f f i c u l t  to 

ex t r a c t  i n f o r m a t i o n  from, w h er e they are av ai lab le .

Pick-up' traders sell m a i z e  to s e d e n t a r y  tr ad ers  or 

c o n s u m e r s  in m a r k e t s  located in d e f i c i t  areas, and 

si nce  they trade in r e l a t i v e l y  larger v o lu me s than 

it in er an t traders, they are ab l e  to s u p p l y  s c h o ol s and 

other i n s t i t u t i o n s  d i r e c t l y  and mo re c h e a p l y  than NCPB.

"L orr y"  traders: Th es e tr ade rs  o p e r a t e  with he av ie r

v e h i c l e s  over longer d i s t a n c e s  than " p i c k - u p "  traders. 

They  are least c o n c e r n e d  with p r i m a r y  m a r k e t s  for 

s m a l l h o l d e r  p r o d u c e d  maize, but are c o n c e r n e d  with 

informal o u t l e t s  for c o m m e r c i a l l y  traded m a iz e p r o d u c e d  

in large scale farms. "Lor ry " tr ad er s sell mai z e to 

m i l l e r s  or s m u g g l e  m a iz e a c r o s s  the national borders. 

The size of the lorries and the bulk of their loads 

o b i i g e s  them to keep to the ma in  roads and hence 

p o li ce  r o a d b l o c k s  canno t be avoided. Th er e is

e v i d e n c e  that ma ny  "Lor ry " trad er s are men of 

c o n s i d e r a b l e  national i n f l ue nc e and so the po li ce  are 

r e l u c t a n t  to impede them.
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(vi) P o sh o m i l l e r s  : T h ey  own small pos h o m i ll s

in rural ar ea s and they o f te n a c c e p t ma ize in

paym en t for the s e r v i c e s they offer. The m a iz e

col 1 ected i s s u b s e q u e n t l y  traded i n the

inf o r m a 1 s e c t o r .

)L i ce ns ed B u y i n g A g en ts ( L B A s ): Th er e i s

e v i d e n c e that the LBAs o f NCPB s e 1 1 a high

p r o p o r t i o n  of maiz e bought, th r o u g h  informal

trade. Bo ok er  A g r i c u l t u r e  Int er na t io na l e_t a_l_ (1983) 

r e p o rt ed  that only 57 pe rc en t of the a p p o i n t e d  a g en ts  

d e l i v e r e d  m a i z e  to the depot in T h ik a in 19 82 /8 3 

crop  season. Sin ce NCPB a p p o i n t s  a g e n t s  in

c o n s u l t a t i o n  with d i s t r i c t  o f f i c i a l s  and

po li ti ci an s,  it is d i f f i c u l t  for NCPB to di s m i s s  a LBA 

on p u r e l y  technical grounds, such as fa il in g to d e l i ve r 

any maize.

Maiz e pric es in the informal m a r k e t i n g  s y st em  f l u c t u a t e s  

f r e e l y  in r e s p o n s e  to p r e v a i l i n g  d e ma nd  and s u p p l y  con d it io ns . A 

n u m b e r  of a n a l y s t s  have re p o r t e d  that the informal m a rk et  prices, 

b e f o r e  l i b e r a l i z a t i o n  (1985/86), were higher than those o f f e r e d  

by NCPB (Heyer, 1976; Schmidt, 1978; Bo ok er  A g r i c u l t u r e  

I n t e r n a t i o n a l  and G i t h o n g o  As so ci at es , 1983; and A c k e l l o - O g u t u  

and Odhiambo, 1986). However, the F o r w a r d  P l a n n i n g  Unit of NCPB 

1990) re po rt ed that sin ce 19 85 /86  the m a r k e t  pr ic es of ma iz e
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have tend ed to move into a band b e t w e e n  the offici al p r o d u c e r  and 

co ns um er  prices. S o , w i t h  1ibera 1 iz at io n NCPB has been ab le  to 

defend a floor p r o d u c e r  pric e and a c e i l i n g  c o n s u m e r  price, and 

hence the two m a iz e m a r k e t i n g  sy s t e m s  have b e c o m e  rather 

c o mp le me nt ar y.  The formal secto r e n s u r e  c o m p e t i t i v e n e s s  in the 

informal sect or in case of a bu mp er harvest.

1.4 Problem Statement

Ma rk et  l i b e r a l i z a t i o n  involv es the removal of a d m i n i s t r a t i v e  

co nt rol s from the m a r k e t i n g  s y s t e m  and i n c r e a s e d  r e l i a n c e  on 

market forces and p r i v a t e  sector. The cu r r e n t  D e v e l o p m e n t  Plan 

(Kenya, 1989) with the theme of " P a r t i c i p a t i o n  For P r o g r e s s ” , 

outlines the g o v e r n m e n t ’s plan to limit the f u n c t i o n s  of NCPB to 

ma in t e n a n c e  of s t r a t e g i c  re se rv e leaving 75 pe r c e n t  of grain 

mark et in g to pr i v a t e  traders, m i l l e r s  and c o o p e r a t i v e  societies. 

Analysis done in the field of m a iz e m a r k e t i n g  by a m o n g  o t he rs  

Schmidt (1978), Bo ok er  A g r i c u l t u r e  Int er na t io na l et a_l (1983) and 

Coopers and L y b r a n d  A s s o c i a t e s  (1987), form the b l u e p r i n t  to 

liberali za tio n in Kenya.

However, these emp ir i ca l st ud ie s have faile d to car ry  out a 

thorough a n a l y s i s  of e f f i c i e n c y  of p r i v a t e  grain trade in Kenya, 

heir r e c o m m e n d a t i o n  on l i b e r a l i z a t i o n  is thus not c o n c l u s i v e  and 

t is based on the ore tic al e x p e c t a t i o n s  and not practice. The 

studies have also failed to r e c o g n i z e  that the maj or  role of NCPB 

s to defend a ’’floor" pri c e for p r o d u c e r s  and a " c e i l i n g ” price
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for c o n s u m e r s .The re f or e,  e c o n o m i c  e f f i c i e n c y  is not a good 

measure of a s s e s s i n g  the p e r f o r m a n c e  of the NCPB, but rather the 

market e f f e c t i v e n e s s  is the best m e a s u r e  of a s s e s s i n g  the B o a r d ’s 

performance. M a rk et  e f f e c t i v e n e s s  is a m e a s u r e  of how mu ch  an 

institution has been ab le to a c h i e v e  its s t i p u l a t e d  ob je cti ve . 

This study aims at e s t i m a t i n g  the p r i v a t e  p r o f i t a b i l i t y  and 

efficiency of pr i v a t e  grain m a r k e t i n g  in Nandi District.

1.5 O b j e c t ives of the s tudy:

The broad o b j e c t i v e  of the stu dy  is to car r y out an e c o n o m i c  

analys is of ma iz e m a r k e t i n g  in Nandi Distri ct.  The stu d y involv es 

a d e s c r i p t i v e  a n a l y s i s  of formal and informal m a iz e m a r k e t i n g  

systems in the district.

The s p e c i f i c  o b j e c t i v e s  of the s t ud y are:

i) to id e n t i f y  the main m a r k e t i n g  c h a n n e l s  in both 

formal and informal m a r k e t i n g  sy s t e m s  in Nandi 

District.

ii) to e s t i m a t e  the p r i v a t e  p r o f i t a b i l i t y ,  of each 

m a r k e t i n g  channel w i t h i n  the informal m a iz e m a r k e t i n g  

system.

iii) to e s t i m a t e  the p e r c e n t a g e  d i v e r g e n c e s  from e c o n o m i c  

e f f i c i e n c y  of ea ch  m a r k e t i n g  channel in the informal 

m a r k e t i n g  system.

* * ® Hypothespc nf_the study

the f o l l ow in g h y p o t h e s e s  are tested:

with the cu r r e n t  g o v e r n m e n t  i n t e r v e n t i o n  the informal
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m a i z e  m a r k e t i n g  s y s t e m  in Nandi Distr ict , is p r o f i t a b l e  

en ou gh  to ha nd le  a larger ma rk et shar e of m a i z e  m a r k e t i n g  in 

the district.

ii) the cu rr en t g o v e r n m e n t  i n t e r v e n t i o n  in m a iz e m a r k e t i n g  

has c a us ed  a s i g n i f i c a n t  d i v e r g e n c e  from e f f i c i e n t  r e s o u r c e  

use in the informal m a iz e m a r k e t i n g  in Nandi district.
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CHAPTER 2

2. AREA OF STU DY AND EXISTING M A R K E T I NG CHANNELS

Nandi d i s t r i c t  in Kenya was c h o s e n  as the area of 

study. The d i s t r i c t  was c h o s e n  b e c a u s e  its informal mai z e 

marketing has be en  a well e s t a b l i s h e d  trade, p a r t i c u l a r l y  in the 

period af ter  the ons et of l i b e r a l i z a t i o n  (i.e. 1986/87). NCPB

(1990) r e po rt ed  that the bo ar ds  annual p u r c h a s e s  in the d i s t r i c t  

have been f a l l in g sin c e 1985/ 86 and gr ea te r p r i v a t e  secto r 

activity has emerged. This r e m a r k a b l e  e m e r g e n c e  of pr i v a t e  grain 

trade in Nandi d i s t r i c t  has been a t t r i b u t e d  to two ma in  reasons.

Firstly, the di s t r i c t  is d o m i n a t e d  by s m a l l h o l d e r  farmers. 

Jaetzold and S c h m i d t  (1983) re p o r t e d  that a v e r a g e  a g r i c u l t u r a l  

land a v a i l a b l e  per p e r s o n  is only 0. 65  hectares. The di s t r i c t  

f a r m  size are r e p o r t e d  to range from 5.4 h e c t a r e s  in Upper- 

Midland (UM 1) zone to 11.5 h e c t ar es  in Lower H i g h l a n d  1 (LH 1) 

zone. Th ese  A g r i c u l t u r a l  Zones for the d i s t r i c t  are sho wn  in 

Figure 2.1. As r e p o r t e d  in C h a p t e r  1 , of this study, the 

smallholder ma iz e fa rm in g c o m p r i s e s  the farm er s who are likely to 

look for a l t e r n a t i v e s  o u t l e t s  in the informal markets.

Secondly, the d i s t r i c t  b o r d er s major ma iz e de f i c i t  ar ea s and 

1 * is served by good roads that o f fe rs  ea si er a c c e s s  to these 

deficit areas. Nandi d i s t r i c t  b o r d e r s  V i h i g a  and K a k a m e g a

d i s t r i c t  wh ere  the p o p u l a t i o n  d e n s i t y  is high and the 

a gricultural land is scarce. A c c o r d i n g  to the 1979 ce ns us  

P o p u l a t i o n  d e n s i t i e s  of 692 and 612 pe r s o n s  per s q u a r e  k i l o m e t r e
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CHAPTER 2

2. AREA OF S T UDY AND EXISTING M A R KET ING CHANNELS

Nandi d i s t r i c t  in K e ny a was c h o s e n  as the area of 

study. The d i s t r i c t  was c h o s e n  b e c a u s e  its informal ma iz e 

m a r k e t i n g  has been a well e s t a b l i s h e d  trade, p a r t i c u l a r l y  in the 

period afte r the onset of l i b e r a l i z a t i o n  (i.e. 1986/87). NCPB

(1990) re p o r t e d  that the b o ar ds  annual p u r c h a s e s  in the d i s t r i c t  

have been f a l l in g sin ce 1985 /86  and g r ea te r p r i v a t e  sector 

a c t i v i t y  has emerged. This r e m a r k a b l e  e m e r g e n c e  of pr i v a t e  grain 

trade in Nandi d i s t r i c t  has been a t t r i b u t e d  to two ma in  reasons.

Firstly, the d i s t ri ct  is d o m i n a t e d  by s m a l l h o l d e r  farmers. 

Ja et zo ld and S c h m i d t  (1983) r e p o r t e d  that a v e r a g e  a g r i c u l t u r a l  

land a v a i l a b l e  per p e r s o n  is only 0. 65  hectares. The d i st ri ct  

farm size are r e p o r t e d  to range from 5.4 h e c t a r e s  in Upper 

Midland (UM 1) zone to 11.5 he c t a r e s  in Low er  H i g h l a n d  1 (LH 1) 

zone. Th ese  A g r i c u l t u r a l  Zones for the d i s t r i c t  are shown in 

Figure 2.1. As re p o r t e d  in C h a p t e r  1 , of this study, the 

sma llholder m a iz e fa rm in g c o m p r i s e s  the fa rm ers  who are likely to 

look for a l t e r n a t i v e s  o u t l e t s  in the informal markets.

Secondly, the d i s t r i c t  bo r d e r s  maj or m a iz e de f i c i t  are as  and 

is served by good roads that o f fe rs  ea si er  a c c e s s  to these 

deficit areas. Nandi d i s t r i c t  b o r d e r s  V i h i g a  and K a k a m e g a  

istrict wh ere  the p o p u l a t i o n  d e n s i t y  is high and the 

gricultural land is scarce. A c c o r d i n g  to the 1979 ce ns us  

°Pulation d e n s i t i e s  of 692 and 612 p e r s o n s  per s q ua re  k i l o m e t r e



were r e co rd ed  in V i h i g a  and Hamisi of V i h i g a  d i v i s i o n s  of V i hi ga

respectively. J a e t z o l d  and S c h m i d t  (1983) r e p o r t e d  that the 

a v a i l a b J e a g r i c u l t u r a l  land in these two d i v i s i o n s  is less than 

0 . 2 6  he c t a r e s  per person. Nandi d i s t r i c t  has a c c e s s  to large 

maize d e fi ci t u r ba n m a r k e t s  in Kisumu, Ka ka meg a,  k'isii and 

Nairobi.

2.1 Maize Farming in N a ndi District .

Nandi D i s t r i c t  is a maj or m a iz e gr o w i n g  re gi on  in Kenya; 

about 90 pe rc en t of the annual cr op  area in the d i s t r i c t  is 

planted with mai z e and m a i z e  i n t e r p l a n t e d  with bea ns (J ae tz ol d 

and Schmidt, 1983). J a e t z o l d  and S c h m i d t  r e p o r t e d  that ab ou t 60% 

of the crop  h a r v e s t e d  in LH 1 zone is marke ted , s u g g e s t i n g  that 

the region is a major e x p o r t e r  of m a iz e grain. In UM 1 zone the 

maize h a r v e s t e d  is p r o b a b l y  c o n s u m e d  w i t h i n  that region. The 

district has one of the h i g h es t m a i z e  yie ld  in the c o u n t r y  with 

an av er ag e of 37 b a g s / h a  of p u r e s t a n d  maize, and 44 b a g s / h a  whe re  

maize is i n t e r p l a n t e d  wi th beans. This is hi gh er than the 

National a v e r a g e  m a iz e y i el d wh ic h is abo u t 2 5 b a g s / h a  (Ja et z ol d 

and Schmidt, 1983).

Due to d i v e r s i t y  of A g r o - E c o l o g i c a l  Zon es  (AEZ) in the 

district, the main f a r m in g a c t i v i t i e s  in Nandi d i s t r i c t  di ff er  

f r o m  one re gio n to another. In Lowe r H i g h l a n d  1-3 (LH 1-3) and 

u P P e r  Mi dl an d 4 (UM4) whi c h co ve rs  par ts of Mosop, K i l i b w o n i  and

Im indiret divisi ons , land p r e p a r a t i o n s  st art s from J a n u a r y  and 

ends in Ma rch  with the peak pe ri od in M i d - F e b r u a r y .  P l a n t i n g  is
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done in M i d - F e b r u a r y  to April with the peak p e r i o d  in Mi d- Mar ch . 

H a r v e s t i n g  is done in O c t o b e r  to M i d - J a n u a r y  (M D A , Kapsa bet , 

1990). T a bl es  (i), (iii) and (iv) in the A p p e n d i x  A shows the 

d i s t r i b u t i o n  of m a i z e  p u r c h a s e s  in Mo sor io t, L e s s o s  and K i p k a r r e n  

NCPB d e po ts  wh ic h are s i t u a t e d  in this A E Z . The table s show that 

the de po ts have peak p u r c h a s e s  in F e b r u a r y  and March.

In UM 1 to LM 1 zone s wh ic h c o v e r s  par ts  of Aldai, K a p s a b e t  

and T i n d i r e t  di vi si on s,  land p r e p a r a t i o n s  is done from N o v e m b e r  

to February. P l a n t i n g  is done from F e b r u a r y  to March, and 

ha rv e s t i n g  st ar ts in A u g u s t  r e a c h i n g  the peak p e ri od  in October. 

Table (ii) in A p p e n d i x  A shows the d i s t r i b u t i o n  of m a iz e 

purc has es  by M e t e it ei  d e po t located in this AEZ. The table shows 

the depot has peak p u r c h a s e s  in N o v e m b e r  to January. This 

di ve rs it y in f a r m in g a c t i v i t i e s  a l l o w s  the r e g i on s to e x c h a n g e  

maize grain and a l l o w s  the d i s t r i c t  to e n jo y s e l f - s u f f i c i e n c y  in 

maize produc ti on.

2. 2 Maize M a r k e t i ng in N a ndi D i s t rict

Th ere  are two m a i z e  m a r k e t i n g  s y s t e m s  in Nandi di s t r i c t ;  

the formal or offici al m a r k e t i n g  s y s t e m  and the informal or 

private m a r k e t i n g  system. The formal m a r k e t i n g  s y s t e m  c o m p r i s e s  

NCPB depots and its P r i m a r y  M a r k e t i n g  C e n t r e s  (PMC). T h er e are 

four NCPB d e po ts  in the di st ri ct ; Mo sor io t, Lessos, K i p k a r e n  and 

Meteitei depots. M o s o r i o t  depot, s i t u a t e d  alo n g E 1 d o r e t - K a p s a b e t

Road, is the largest in terms of v o 1 ume o f ma i z e handled. T a bl e

 ̂ shows the v o 1 ume of mai z e hand 1 ed by each depot as a

Percentage 'of total p u r c h a s e s  by NCPB i n the yea rs  1980/81 to
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1 9 89 /9 0 in the distri ct.  The table show s that sinc e 1 9 8 7 /8 8 

M o s o r i o t  depo t has been h a n d l i n g  mo re  than 50 pe r c e n t  of mai ze  

p u r c h a s e s  by the boa rd in Nandi distri ct.  T h j s cou ld  be e x p l a i n e d  

by the r e d u c t i o n  of PMC in the d i s t r i c t  s i n c ^  1988.

The N C P B ’s d e po ts  p u r c h a s e  m a iz e t h r ou ̂  j-, LB A s , c o o p e r a t i v e s  

or d i r e c t l y  from farmers. F i g u r e  2.2 shows a schematic d i a g r a m  of 

the main  formal m a iz e m a r k e t i n g  c h a n n e l s  in {-he distr ict . Of the 

2 3 4 , 9 0 7  bags of m a iz e p u r c h a s e d  by NCPB from February to D e c e m b e r  

1990, 177,441 bags (75.6%) was d e l i v e r e d  e r e c t l y  by farmers. 

15321 bags (6.5%) by LBAs, 13685 bags (5.8%> \>y c o o p e r a t i v e s  and 

2 8 46 0 bags (12.1%) by PMC (NCPB Kapsa bet , l§gO>. This shows that 

dire ct d e l i v e r i e s  by fa rm er s play a maj o r rc^je in official ma iz e 

m a r k e t i n g  in the dis trict. In the c r op  seascin that b e ga n in July 

1990, none of the c o o p e r a t i v e s  in the di s trict was able to 

pu rc ha se  maize. The r e as on  given by of fi ci al  s in the M i n i s t r y  of 

A g r i c u l t u r e  was that the fa rm er s had \ cst c o n f i d e n c e  in 

c o o p e r a t i v e s  due to the m i s m a n a g e m e n t  by the Q fficials.

F o l l o w i n g  r e c o m m e n d a t i o n s  by the G r a i n  Marketing stu dy of 

1983 by Bo ok er  A g r i c u l t u r e  In te rna tio nal  e_[ the G o v e r n m e n t  

has re du ce d the nu mbe r of PMC in the d i s t r i a ^ s i n e e  1988. Tab l e 

2.2 shows nu mb er of PMC, total p u r c h a s e s  and percentage p u r c h a s e s  

of PMC in the pe rio d b e t w e e n  1980/81 and 19 89 /{jO- The table shows 

that d u r i n g  this p e r i o d  the annual p u r c h a s e  0 f m a iz e by PMC in 

Nandi d i s t r i c t  was r e du ce d from 6 6  per cent to 8.5 per cent of 

the total p u r c h a s e s  by NCPB.
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Table 2.1 : Vo 1 urns of Maize Handled by eachi_Pe,£_Q_t
as a Percentage_____ o f  T_ot_aJ____P ur c h a se, s___ fey
NCPB in Nandi District (198 0 / 8 1 -_1989/_90 1

Year M o s o r i o t Me te  i te i K i pk are n L e ss o P e r c e n t a g e  
h a n d l e d  by 
d e po ts

1980/81 11.81 3.67 6 .74 12. 17 3 4 .3 9

1981/82 23. 84 3.06 4.80 0 . 0 1 31.71

1982/83 40. 31 3. 62 3. 27 - 4 7 . 2 0

1983/84 3 7 .0 0 3. 41 2.61 - 4 3 .0 2

1984/85 3. 26 0.26 2.91 - 6 .43

1985/86 7. 87 2 . 2 2 2 . 6 6 2.65 15.40

1986/87 17.12 1.54 1.47 2 . 2 0 22. 33

1987/88 5 5 . 8 8 0 . 26 3. 60 3.81 63. 55

1988/89 63. 18 0. 73 2. 72 2. 90 6 9 . 5 3

1989/90 59 .36 4.54 2 0 . 7 3 6.89 9 1 .5 2

Source : A d a p t e d  from table (v ) in the A p p e n d i x  A
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FARM L E VE L

L O C A L  M A R K E T

NCPB D E PO T

C O N S U M P T I O N  LEV E L C O N S U M E R S

’( I n s t i tu ti on s,  M i l l e r s  and 
In di vi du als )

T!

!

I

N o t e :

LBA = L i n c e n c e d  B u y i n g  Ag en ts  
PMC = P r i m a r y  M a r k e t i n g  C e n t r e s  
C O -O P = C o o p e r a t i v e s

F i g u r e  2.2: Formal Maize Marketing System in Nandi District
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Ta bl e 2.2: The N u m b e rs and Total P u r c hasesC in Bags)__ by PMC
in Nandi District (1980/81 - 1989/90).

Year No. of PMC Total P u r c h a s e  

PMC

% of Total 

P u r c h a s e s  by 

NCPB

1980/81 49 2 7 9 , 5 1 6 65.61

1981/82 51 3 7 6 , 8 3 2 6 8 . 2 9

1982/83 81 2 7 6 , 6 5 5 52. 80

1983/84 85 2 2 1 , 3 8 4 5 7 .0 2

1984/85 92 3 4 6 , 0 1 0 9 3 . 5 7

1985/86 1 0 2 5 3 4 , 9 9 7 8 4 . 6 0

1986/87 105 5 2 3 , 8 5 0 7 7 . 6 7

1987/88 28 10 8, 149 36 .4 5

1988/89 34 107 ,718 30. 46

1989/90 7 2 3 , 6 6 3 8. 50

PMC = P e r m a n e n t  M a r k e t i n g  C e n t r e s  

Source : NCPB, K a p s a b e t , 1990.

The sale of m a i z e  to the m a r k e t i n g  Bo ar d is on ly s i g n i f i c a n t  

in AEZs LH1 and UM4 whe r e the farms are larger and the p o p u l a t i o n  

low e r  than the rest of the district. T a bl e 2.3 shows the disposal 

°f maize grain in the va r i o u s  AEZs in the dis trict. The table 

s h o w s  that wh il e 58 per cent of m a iz e grown in LH 1 and UM 4 is 

a r k e t e d  t h ro ug h NCPB none of ma iz e grown in UM 1-3 and LM 1-2

marketed thro ugh  NCPB upto 76 pe rc en t of m a i z e  grown in UM 1-3 

and
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Ta bl e 2.3 Pisposa 1____ of Maize Produced____in V a r i o u s_____Agr_o-
Eco logical_____ Z ones_____ In Nandi_____ D i str ict_____ as __a
Percentage o f Total Production in the A E Z s .

Ma rk et  LH 1 and UM 4 UM 1-3 and LM 1-2

M a r k e t i n g  Board 58 0

Local Ma rk et 6 24

Home C o n s u m p t i o n 36 76

Tota 1 1 0 0 1 0 0

LH = Lower H i g h l a n d s  Zone

UM = Upper Mid land Zone

LM = Lower M i d l a n d Zone

Source : J e a t z o l d  and Schmidt, 1983.

LM 1-2 is re t a i n e d  for c o n s u m p t i o n  and 24 pe rc en t is m a r k e t e d  

through informal trade.

Informal ma iz e trade in Nandi D i s t r i c t  c o m p r i s e s  three main 

market channel levels (Farm, Local Market, terminal market). The 

degree of vertical i n t e g r a t i o n  in thes e m a r k e t  channel levels is 

S1gnificant but the d e g r e e  of hor iz o nt al  i n t e g r a t i o n  is 

n e gligible. Vertic al i n t e g r a t i o n  o c cu rs  in a s i t u a t i o n  wh er e 

activities in two or more ma rk et  channel levels are under one 

management or are c a r r i e d  out by the same trader e.g. p r o d u c t i o n  

sale in the rural markets. Ho r i z o n t a l  i n t e g r a t i o n  o c cu rs  in 

situation where a c t i v i t i e s  w i th in  the same ma rk et channel level
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are br o u g h t  under one m a n a g e m e n t  e.g. c o - o p e r a t i v e  s o c i e t i e s  for 

fa rmers or traders. H o r i z o n t a l  i n t e g r a t i o n  in p r i v a t e  m a iz e trade 

is n e g l i g i b l e  ex ce pt  in a few cases w h er e tr ad er s form informal 

trading compan ies .

The informal m a i z e  m a r k e t i n g  s y s t e m  in Nandi di s t r i c t  

consists of the f o l l o w i n g  m a rk et  channel levels:

i) Farm: This is the site whe r e m a i z e  is p r o d u c e d

and sold to e i th er  tr ad er s at the f a r m g a t e  or at 

the 1 oca 1 m a r k e t .

ii) Local markets : T h e s e  are o p e n - a i r  rural

markets, each with a c a t c h m e n t  a r ea  of s c a t t e r e d

pr odu cer s, rural tr ad ers  and c o n s u m e r s  who

a s s e m b l e  on u n s p e c i f i e d  days of the week to car r y

out m a i z e  trade. Local m a r k e t s  are located in

small rural towns or s h o p p i n g  c e n t r e s  w i t h i n  the 

p r o d u c i n g  areas. Local m a r k e t s  c o ul d be we 1 1

e s t a b l i s h e d  m a r k e t s  under the m a n a g e m e n t  of the 

Local Go ve r n m e n t ,  or cou l d be just a site a l o n g  

rural a c c e s s  road w h er e ma iz e trade takes place.

iii) Terminal Markets : T h e s e  are large m a r k e t s  in

d e f i c i t  a r ea s in rural or u r ba n centres. The ma in  

terminal m a r k e t s  in Nandi d i s t r i c t  are located 

al on g K i s u m u - K a p s a b e t  Road, and in Kisumu,

Kaka meg a, K a p s a b e t  and Nandi Hill s u r ba n centres. 

The tr ad er s and c o n s u m e r s  a s s e m b l e  r e g u l a r l y  on 

s p e c i f i e d  days of the week to car ry  out ma iz e
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FARM L E VE L

LOCAL M A R K E T

TE RM IN AL M A R K E T

F A R M E R

Figure 2.3: Informal Maize Marketing System in Nandi District

trade. Ma rk et  days in a terminal m a r k e t  are 

u s u a ll y two days in a week.

There are four main types of tr ad er s e n g a g e d  in m a iz e .trade 

in the informal secto r in Nandi Dis trict. T h es e are s e d e n t a r y  

market traders, i t i n er an t traders, " p i c k - u p "  tr ad er s and LBAs. 

Figure 2 . 3  shows the linkages b e t w e e n  the four types of tr ad ers  

nvoived in the informal m a i z e  trade. The role pl ay ed  by each 

group js as o u t.lined in c h a p t e r  1 of this study.
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CHAPTER 3

3. LITERATURE R E V I E W

3
A d v o c a t e s  of p u bl ic  m a r k e t i n g  a r g u e  that the "free m a r k e t "  

s i t u a t i o n  is u n t e n a b l e  in East and S o u t h e r n  A f r i c a n  ( ESA > 

co u n t r i e s  (Rogers and Van Der Geest, 1988). This is b e c a u s e  of 

the f o l l o w i n g  factors:

i) The special n a t u r e  of a g r i c u l t u r e  - its r e l i a n c e  on

v o l a t i l e  a g r o c l i m a t i c  c o n d i t i o n s  - may f r e q u e n t l y  

render large s e c t i o n s  of the c o m m u n i t y  at risk.

ii) The s k ew ed  d i s t r i b u t i o n  of resourc es,  o f te n c a us ed

or a g g r a v a t e d  by coloni al p o l i c i e s  that d i s c r i m i n a t e d  

a g a i n s t  i n d i g e n o u s  po pu l a t i o n s ,  m e an s that Lar ge  

s e c t i o n s  of the p o p u l a t i o n  ca nn ot  a d e q u a t e l y  f u n c t i o n  

in a free market.

T h es e two c o n d i t i o n s  and the f r a g m e n t a t i o n  of 

agricultural p r o d u c t i o n  re su lt  in m o n o p o l y  s i t u a t i o n s  d e v e l o p i n g  

a n d  market i n f o r m a t i o n  b e in g ne i t h e r  a v a i l a b l e  nor free. The 

downwards v a r i a b i l i t y  of pr ic es  in a free ma rk et  s i t u a t i o n  may 

a l s o  be a d i s i n c e n t i v e  to a g r i c u l t u r a l  pr odu ct ion .

The ma r k e t i n g  board, w h ic h wou ld be ab le  to s t a b i l i z e  price s 

overtime, would act as a spur to p r o d u c t i o n  and p r o v i d e  food as 

Wel 1 as income to the u r ba n poor. H o w e v e r  past em pir ic al st ud ie s

3
, Public m a r k e t i n g  of a g r i c u l t u r a l  p r o d u c e  is a case whe r e

e marketing of the p r o d u c e  is c a r r i e d  out by the go v e r n m e n t  
r ° u gh the g o v e r n m e n t ’s m a r k e t i n g  board.
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have o b s e r v e d  the e c o n o m i c  i n e f f i c i e n c i e s  c a us ed  by m a r k e t i n g  

b o ar ds  h o ld in g m o n o p o l y  p o we rs  of grain m a r k e t i n g  in Africa. 

T h es e a n a l y s t s  r e c o m m e n d  e x p l i c i t l y  or i m p l i c i t l y  v a r i ou s forms 

of m a rk et  l i b e r a l i z a t i o n  v a r y in g from gradual a n d / o r  partial 

de control to a total ’’free m a r k e t ” situati on.

Ab bo tt  (1974) o b s e r v e d  the i n e f f i c i e n c i e s  of m a r k e t i n g  

bo ar ds in West A f r i c a  p a r t i c u l a r l y  in Nigeria. He cit ed

m i s m a n a g e m e n t ,  lack of w o r k i n g  capital and too low m a r k e t i n g  

m a rg in s as the key fa ct or s that limit the e f f i c i e n c y  of 

m a r k e t i n g  boards. A b b o t t  a r g u e d  for partial dec on t ro l of grain 

ma rk et s and s u g g e s t e d  a r e d u c t i o n  in the scal e of o p e r a t i o n  to 

be tw ee n 10 and 23 p e r c en t of the m a r k e t a b l e  pr od uc ti on . He 

su gg es te d that free m a r k e t  sh oul d be e n c o u r a g e d  to h a nd le  the

rema ini ng  po r t i o n  of the m a r k e t a b l e  output. However, Ab bo tt

failed to ca rr y out an a n a l y s i s  of m a rk et  e f f e c i e n c y  of p r i v a t e  

grain trade wh ic h will ha nd le the largest sha r e of grain

Marketing. This study p r o v i d e s  an a s s e s s m e n t  of the e f f e c i e n c y  of 

private grain trade, that A b bo tt  failed to provide.

S c h m i d t  (1978) like A b bo tt  a r g u e s  that the m o n o p o l y  

powers of NC PB do not resul t in g o v e r n m e n t ’s o b j e c t i v e s  bei ng  

realised and the food s e c u r i t y  needs of the d i s a d v a n t a g e d  rural 

poor were not bein g met. He s u g g e s t e d  that, "the r e l a x a t i o n  of 

roaize and beans m a r k e t i n g  c o n t r o l s  is the first step and a p r e ­

condition for im pr ov in g m a r k e t i n g  e f f e c t i v e n e s s ” . However, 

Schmidt does not e n v i s a g e  a total a b o l i t i o n  of the board, only 

L h a t  its role sh oul d be r e d u ce d to that of m a i n t a i n i n g  a bu ffe r
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s lOck (and a s t r a t e g i c  res erv e) and i n t e r v e n i n g  to m a i n t a i n

f]<por and c e i l i n g  prices. The board, he re co mm en ds , sh ou ld  be 

s t fipped of its m o n o p o l y  p u r c h a s i n g  role and its c o n t r o l s  on the 

m0 \/ement of grains. T h o u g h  S c h m i d t  a r g u e d  for partial 

jjbera 1 iz at io n of the grain ma rk et s,  he did not in cl ude  an 

aSsessment of the e f f i c i e n c y  of p r i v a t e  ma iz e trade. This stu dy 

D ffers a th o r o u g h  a s s e s s m e n t  of the e f f i c i e n c y  of p r i v a t e  mai z e 

in Nandi district.

Book er A g r i c u l t u r e  I n t e r n a t i o n a l  et a_l_ (1983) in their

s tLidy, o b s e r v e d  the m o n o p o l y  p o s i t i o n  of NCPB in K e n y a  and cal led 

f  0r the p r o m o t i o n  of the p r i v a t e  s e c t o r  in grain m a r k e t i n g  . They

afgued this would re du ce  the " c os ts  a n d  r i s k s ” of m a i z e  m a r k e t i n g

.n rural areas r e s u l t i n g  in lower pr ic es , p a r t i c u l a r l y  in area s 

p fone to local or seasonal cha ng es.  T h e a u t h o r s  used a n a l yt ic al  

framework of c o m p e t i t i v e  e q u i l i b r i u m  theory, the pure free marke t

situation be in g the r e f e r e n c e  p o i n t from wh ic h the impact of

market i n t e r v e n t i o n by ex te rn al  a g e n c i e s i s me asu re d. The

analysts a r g u e d  that the g o v e r n m e n t by su ppo r tin S a r e l a t i v e l y

inefficient m a r k e t i n g  a u t h o r i t y  will cau s e a r e d u c t i o n  in 

quantity m a r k e t e d  as we 1 1 as a r e d u c t i o n  in c o n s u m e r  and pr o d u c e r  

surplus. C o n s u m e r  s u r p lu s is d e f i n e d  as the m a x i m u m  a m o u n t  the 

consumer wo uld  pay for a p a r t i c u l a r  good or s e r v i c e  less the 

amount the c o n s u m e r  a c t u a l l y  pays f o r  it. P r o d u c e r  s u r p l u s  is 

denned as the a m o u n t  the p r o d u c e r  e a r n s  for a p a r t i c u l a r  good or 

less the m i n i m u m  the p r o d u c e r  wou ld  get for that good or 

Bo ok er  A g r i c u l t u r e  I n t e r n a t i o n a l  et_ aj_ c o n c l u d e d  that

sefv i ce 

sefv i c e .
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1 i b e r a l i z a t i o n of such a ma rke t wou Id b e ne fi t both the c o n s u m e r s

and p r o d u c e r s since the informa 1 se ct or  w o u 1 d s u p p l y  the part o f

the r e d u c t i o n r e s u 1 t i ng from i n t e r v e n t  i on and re s t o r e the

c o n s u m e r  and p r o d uc er  su r p l u s  to their level at e q u i l i b r i u m .  The 

loss in e f f e c i e n c y  r e s u l t i n g  from g o v e r n m e n t  s u p p or t of 

in ef f i c i e n t  m a r k e t i n g  a u t h o r i t y  is m e a s u r e d  in form of re du ced  

c o ns um er  and p r o d u c e r  surplus. In effect. B o o k e r  A g r i c u l t u r e  

In ternational et al are e x p l i c i t l y  m a i n t a i n i n g  that

l i b e r a l i z a t i o n  of the grai n m a r k e t  wou l d im pr ov e e f fi ci en cy . 

Their a r g u m e n t s  however, do not in cl ude  an a s s e s s m e n t  of pr i v a t e  

trading c o m p e t i t i v e n e s s  and e f f i ci en cy . This s t u d y  gives an 

a s s e s s m e n t  of c o m p e t i t i v e n e s s  and e f f i c i e n c y  of p r i v a t e  tr ad ing  

, of ma iz e and thus o f f e r s  the "c ou nt er  factual a n a l y s i s "  lacking 

in the study done by B o o k e r  A g r i c u l t u r e  In te rn at io na l ejt a 1 .

C o o p e r s  and L y b r a n d  A s s o c i a t e s  (1987) did not take any 

do gm at ic p o s i t i o n  on the m o n o p o l y  p o s i t i o n  of NCPB in Kenya. I hey 

argued that gr ea ter  p r i v a t e  secto r p a r t i c i p a t i o n  in grain tr ad in g 

may lead to lower real cost of m a r k e t i n g  the q u a n t i t y  of grain 

usually d e m a n d e d  by the co ns um ers . In view of this, they

re co mmended a limited d e g r e e  of l i b e r a l i z a t i o n  ph as ed  over a 

Period of time. In p a r t i c u l a r  they r e c o m m e n d e d  N C P B ’s wi th dra wa l 

from p r i m a r y  m a r k e t i n g  a c t i v i t i e s  by re d u c i n g  the nu mb er of 

Primary m a r k e t i n g  centres. C o o p e r s  and L y b r a n d  A s s o c i a t e s  did not 

Perform the "C o u n t e r  factual A n a l y s i s "  in their study. Th ey 

defended their lack of " c o u nt er  factual a n a l y s i s "  by m a i n t a i n i n g  

^het apart from 1977/78, when grain m a r k e t i n g  was li be r a l i z e d  to
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a high degree, there had not been much e x p e r i e n c e  o f s i g n i f i c a n t  

pr iv at e sect or p a r t i c i p a t i o n  in grain m a r k et in g.  T h e y  a r g u e d  it 

would be d i f f i c u l t  to make u n e q u i v o c a l  s t a t e m e n t 5 about the 

cond uc t and p e r f o r m a n c e  of NCPB c o m p a r e d  to p r i v a t e  agents. The 

cu rrent st ud y co mes  in the wake of l i b e r a l i z a t i o n  und er  Cereal 

Sector R e f o r m  P r o g r a m m e  (CSRP) in i t i a t e d  in 1987. C S R P  has s h o w n  

that there has b e en  an a c t i v e  p r i v a t e  se ct or  p a r t i c i p a t i o n  in 

grain m a r k e t s  e s p e c i a l l y  in s u rp lu s d i s t r i c t s  b o r d e r i n g  d e f i c i t  

districts, si nce  the ons et of the l i b e r a l i z a t i o n  p r o g r a m m e  (NCPB, 

1990).

Ka kub a (1986) c a r r i e d  out a fin ancial a n a i y s ^s °^ NCPB s 

marketing of grain. K a k u b a  used cu r r e n t  ratio, n e t wor t h and t h e  

operating p r o f i t s  to show the financial p o s i t i o n  the b o a r d .

The cu rr en t ra tio of a firm m e a s u r e s  the L i q u i d i t y  p o s i t i o n  of 

the firm and it is given by the ratio of cu rr en t ^ s s e t s  of a fi rm 

to its cu rr en t liabilities. The N e t w o r t h  of a f i rm * s given b y  

the d i f f e r e n c e  b e t w e e n  v a lu es  of all a s s e t s  and its l i a b i l i t i e s .  

The profit of a m a r k e t i n g  firm is a m e a s u r e  ° t the f i r m  

co mp et it iv en es s and it is giv en by the total r e?venue from i i s 

sales less the f i r m ’s total m a r k e t i n g  costs. K a k u b a  found t h a t  

between 1975 /76  and 1 9 8 3 /8 4 the c u r r e n t  rat io  o f  NCPB was l e s s  

than one and its n e t w o r t h  was n e g a t i v e  s h o w i n g  t h a t  the c u r r e n t  

liabilities of the boa rd e x c e e d e d  its c u rr en t ^ ^ s e t s .  D u r i n g  the 

Pe M o d  cove red  by K a k u b a ’s study, NCPB made a n n u a  1 losses r a n g i n g  

fr°ni Ksh. 42.4 M i l l i o n  and 6 2 .8  Million. While? K a k u b a ’s M e t h o d  

°uld ea si ly be u n d e r s t o o d  by the p o l i c y  m a k e r s ,  the a n a l y s i s  of
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pr iv at e sector, usi n g this m e t h o d  is d i f f i c u l t  due to lack' of 

a c c o u n t i n g  r e co rd s in the p r i v a t e  sector. K a k u b a  did not, in his 

analysis, show the y a r d s t i c k  that he used to m e a s u r e  the 

e f f i c i e n c y  of m a r k e t i n g  t h r o u g h  NCPB.

Em pir ic al  st u d i e s  on e f f i c i e n c y  of m a r k e t i n g  boards, have 

been done in oth er co un tr ie s.  B u c c o l a  and S u k u m e  (1986) in a 

study of G r a i n  M a r k e t i n g  B o ar d (G M B ) of Z i m b a b w e  c o n c l u d e d  that 

the boa rd  was i n e f f i c i e n t  in terms of pr of it m a r g i n s  and f o r e ig n 

e x c h an ge  earnings. T h es e a n a l y s t s  s t at ed  that the s t o c k h o l d i n g  

po li ci es of GMB r e p r e s e n t e d  ’’u n u s u a l l y  large financial r i s k s ’’. 

They went on to s p e c u l a t e  that m a r k e t  1 ibera 1 izat io n was a 

ne ce ss ar y r e q u i r e m e n t  for r e d u c i n g  m a r k e t  i n e f f i c i e n c i e s  in grain 

marketing. T h es e authors, however, in r e c o m m e n d i n g  an ab ru pt  

change in the ma rke t s t r u c t u r e  did a d mi t that a d d i t i o n a l  a n a l y s i s  

would have to be made on grain m a r k e t i n g  costs that wou l d be 

incurred by new p r i v a t e  a g e n t s  in Zimba bwe . Bu c c o l a  and Sukume, 

like other a n a l y s t s  did not p r o v i d e  an a n a l y s i s  of the new 

situation that would d e v e l o p  as a re su lt of li be ra li za ti on .

Few em pir i ca l s t ud ie s have m e n t i o n e d  the c o m p l e m e n t a r y  role 

played by NCPB  in p r i v a t e  tr ad ing  or how pr i v a t e  secto r 

complements the m a r k e t i n g  Board. Ka r i u n g i  (1976) in his s t ud y of 

informal ma iz e m a r k e t i n g  in k'itui d i s t r i c t  of Kenya, a r g u e d  that 

the rural tr aders by s h i p p i n g  large a m o u n t s  of m a i z e  to d e f i c i t  

areas d e p r es s the c o n s u m e r  prices, hence, pl a y i n g  a c o m p l e m e n t a r y  

r°le to the Board. Bo ok er  A g r i c u l t u r e  Int er na t io na l et_ aj_ (1983) 

argues that p r i v at e se cto r has a role to play in a s i t u a t i o n
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here the bo ard  is u n a b l e  to s a t i s f y  the local demand. The 

hoard c o m p l e m e n t s  the p r i v a t e  se ct or by e n s u r i n g  that pr o d u c e r  

r ices re ma in  high d u r i n g  ye ar s of high p r o d u c t i o n  and e n s u r i n g  

low co n s u m e r  pr ic es  in ye ar s of p r o d u c t i o n  s h o r tf al ls . Thus, the 

Board acts as bu yer  and se lle r of last resort.

P e r h a p s  the best a s s e s s m e n t  of the e x te nt  to whi c h NCPB 

activities have s u c c e s s f u l l y  pl ac ed  a f 1 m 0r and c e i l i n g  pri ce  on 

the market price, is the one done by F o r w a r d  P l a n n i n g  Unit of 

NCPB (NCPB 1990). The ana ly s ts , s t u d i e d  the price tr en ds  in mai z e 

market by c o n s t r u c t i n g  a m o n t h l y  d e f l a t o r  bas ed  on Nair ob i Low 

income Cost of L i v i n g  index, so as to s e p a r a t e  out the ef f e c t s  on 

maize prices of general i n f l a t i o n  in the K e n y a n  e c o n o m y . T h e  real 

average ma rk et pri ce se ri es  were s u p e r i m p o s e d  with the of fic ia l 

producer price and NCPB s e l l i n g  pri ce  on the graph. The a n a l y s t s  

found that, since the i m p l e m e n t a t i o n  of the l i b e r a l i z a t i o n  

programme in 1987, NCPB has been suc c es sf ul  in m o v i n g  the marke t 

price into the band b e t w e e n  ga z e t t e d  p r o d u c e r  and c o n s u m e r  price 

of maize.
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CHAPTER 4

4.M E THODOLOGY

4 l Theoretical Concepts of Marketing E f f i c i e n cy

The a n a l y s i s  of the m a iz e m a r k e t i n g  s y s t e m  in Ken y a 

follows the belie f from the past s t u d i e s  that the cu rr en t 

formal m a iz e m a r k e t i n g  s y s t e m  is in ef fic ien t. A firm is 

said to have a t t a i n e d  e c o n o m i c  e f f i c i e n c y  in p r o d u c t i o n  if 

it is able to p r o d u c e  goods and s e r v i c e s  at the lowest cost 

possible i.e. the firm is ab le  to a l l o c a t e  each of its 

resources to whe r e it is pr o d u c e s  the h i g h es t value of 

output per unit cost of the resource. Farrel (1957) 

illustrated e c o n o m i c  e f f i c i e n c y  of a firm us in g e f f i c i e n t  

unit isoquant of a two-input, s i n g l e  o u tp ut  ca se as shown 

in figure 4.1

*1 /cl = q u a n t i t y  of facto r X j , per unit of output, q 

X2 /q = q u a n t i t y  of facto r X per unit output, q 

figure 4.1 : The efficient unit isoquant
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The cu rve  S S * i n fi gur e 4.1 is the e f f i c i e n t  unit isoquant 

and r e p r e s e n t s  the s m a l l e s t  q u a n t i t y  of factor Xjthat- can 

be used to p r o d u c e  one unit of o u tp ut  (q) as the a m o u n t  of 

factor X 2 is varied. All po in ts on this c u rv e and the ones 

more  d i s t a n t  from the o r i g i n  are feasible, but all po int s 

b e t w e e n  the c u rv e and the o r i g i n  are not feasible. C o n s i d e r  

a firm p r o d u c i n g  at poi nt P. A line d r a w n  from o r i g i n  to P 

i n t e r s e c t s  the e f f i c i e n t  unit iso qu ant  at point Q. The 

length QP is a m e a s u r e  of the e x ce ss  use of the two fact or s 

r e l a t i v e  to what is t e c h n i c a l l y  feasible, r e p r e s e n t e d  by 

length OQ. The ratio of OQ to OP is a m e a s u r e  of technical 

effici en cy.

Sl op e A A * i n fi gur e 4.1 r e p r e s e n t s  the r e l a t i v e  pr ic es 

of fact ors  X.a nd X j and it is t a n g en t to e f f i c i e n t  unit 

isoquant at Q ,5 Point 0 lies on the e f f i c i e n t  unit isoquant 

but the r e s o u r c e s  r e q u i r e d  at this point are m o re  c o s t l y  

than those r e q u i r e d  at poin t q ! This is true b e c a u s e  any 

point fart her  from the o r i g i n  than line A A 1 r e p r e s e n t s  a 

higher total cost than all po in ts  on or n e ar er  the o r i g i n  

than A A 1. The length RQ is a m e a s u r e  of the pri c e 

i n e f f i c i e n c y  a s s o c i a t e d  with the s e l e c t i o n  of the 

t e c h ni ca ll y e f f i c i e n t  but more c o s t l y  Q as c o m p a r e d  with 

the m i n i m u m  cost at point Q ! The rat io  of length OR to 

length OQ is a m e a s u r e  of price e f f i c i e n c y .  A firm is 

e c o n o m i c a l l y  e f f i c i e n t  in p r o d u c t i o n  of goods and se r v i c e s

i f it a t t a i n s both technical e f f i c i e n c y and price
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ef fi ci en cy . E c o n o m i c  e f f i c i e n c y  is e q u i v a l e n t  to the 

prod uc t of tec hnical e f f i c i e n c y  and pri ce  e f f i c i e n c y  

c a l c u l a t e d  from fi gu re  4.1

(i.e. O Q /O P x O R /O Q = OR/OP). The ratio of lengths OR to 

the length OP give n in figur e 4.1 is the m e a s u r e  of 

e c o n o m i c  ef fi cie ncy .

A m a r k e t i n g  firm is said to be m a r k e t  e f f i c i e n t  if it 

a t t a in s e c o n o m i c  e f f i c i e n c y  in p r o d u c t i o n  of ma rk et  

services. and the o u tp ut  pr ic es that e m e r g e  from that 

m a r k e t i n g  s y st em  are ab le  to a l l o c a t e  r e s o u r c e s  e f f i c i e n t l y  

(price ef fi c i e n c y ) .  P r ic e e f f i c i e n c y  is a c h i e v e d  if the 

m a r k e t i n g  sy st em  is ab le  to g e n e r a t e  c o m p e t i t i v e  output 

prices that would act as s i gn al s to guide the p r o d u c e r s  in 

a l l o c a t i n g  r e s o u r c e s  to their best a l t e r n a t i v e  use. Output 

prices are c o m p e t i t i v e  if the m a r k e t i n g  m a r g i n s  g e n e r a t e d  

reflect transfer, s t o r a g e  and p r o c e s s i n g  cos ts  in cu rr ed  

between the m a r k e t i n g  levels. M a r k e t i n g  M a r g i n s  is the 

di ff er en ce  b e t w e e n  pr ic es  at two m a r k e t  levels (e.g. Pri ce  

at fa rm ga te and price at w h o l e s a l e  market).

M a r k e t i n g  i n e f f i c i e n c y  is c a us ed  by m a r k e t  fa il ure  and 

government po l i c i e s  that s u p p or t i n e f f i c i e n t  obj e ct iv es . 

Market fa il ur e o c c u r s  in a s i t u a t i o n  whe r e the m a r k e t i n g  

system fails to g e n e r a t e  pr ice s that woul d a l l o c a t e  

s o c i e t y ’s r e s o u r c e s  to their best a l t e r n a t i v e  use. A m a rk et  

 ̂a i 1 s if a s i ng le  or few bu yer s and se l l e r s  are ab le  to 

■Influence the m a rk et  pr ic es  (i.e. Mo no pso ny , O l i g op so ny ,
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m o n o p o l y  and o l i g o p o l y  r e s p e c t i v e l y ) .  This me an s that the 

factor pr ic es  that will e m e r g e  will not guide a firm to 

pr od uc e goods and s e r v i c e s  at the lowest cost p o s s i b l e  as 

d i s c u s s e d  pr ev io us ly . The factor pr ic es  that will e m e r g e  

will be higher or lower than the e f f i c i e n t  p r ic es  . The 

ma r k e t i n g  m a r g i n s  that will e m er ge  in such a s i t u a t i o n  will 

not re fl ec t the transfer, s t o r a g e  and p r o c e s s i n g  costs 

i n c u r r e d .

A m a rk et  may a l so  fail due to ex t^fma 1 i t i es or 

external ec on om ies . E x t e r n a l i t i e s  are cos t s or b e n e f i t s  of 

a t r a n s a c t i o n  that are in cc ur ed or r e c e i v e d  by p r o d u c e r s  

and c o n s u m e r s  but they are not r e f l e c t e d  in the price 

system. The e x t e r n a l i t i e s  are not taken into ac c o u n t  in 

decision m a k i n g  sin ce they are not part of the market 

prices. Th er efo re,  the pr ic es  that guide p r o d u c e r s  of goods 

and se rv ic es  to a c h i e v e  e c o n o m i c  e f f i c i e n c y  do not reflect 

the true va lu es  of fact ors  and outputs. The e x t e r n a l i t i e s  

involved in transfer, s t o r a g e  and p r o c e s s i n g  of goods and 

services are not r e f l e c t e d  in the m a r k e t i n g  margins.

G o v e r n m e n t ’s p o l i c y  like income d i s t r i b u t i o n  and price 

stab il iza ti on  cau se factor and input pr ic es to d e v i a t e  from 

the e f f i c i e n t  prices. The g o v e r n m e n t  in its a t t e mp t to 

s u p p o r t  p r o d u c e r s  may set p r o d u c e r  pr ice s at levels highe r 

Bpan the c o m p e t i t i v e  prices. The g o v e r n m e n t  in its a t t e m p t  

Protect the p r o d u c e r s  may set c o n s u m e r  pr ic es lower than

the e ff icient prices. Th er efo re,  the p r i c e s  g e n e r a t e d  by a



-41-

control led m a rk et  will not guide p r o d u c e r s  to a l l o c a t e  

their r e s o u r c e s  to their best a l t e r n a t i v e  use. The 

m a r k e t i n g  m a r g i n s  will not al so  refl ec t transfer, s t o r a g e  

and p r o c e s s i n g  cost i n c u rr ed  in the m a r k e t i n g  systems.

4.2 Methods of Measuring Marketing Efficiency.

V a r i o u s  m e t h o d s  can be used to m e a s u r e  m a r k e t i n g  

e f f i c i e n c y  of m a r k e t i n g  system. One of these m e t h o d s  

m e a s u r e s  the ex ten t to w h ic h a m a r k e t i n g  s y st em  m e et s the 

el e m e n t s  of a p e r f e c t l y  c o m p e t i t i v e  market. The e l e m e n t s  of 

a p e r f e c t l y  c o m p e t i t i v e  m a r k e t  are u n d i f f e r e n t i a t e d

product, m a ny  b u y e r s  and sellers. a c c e s s  to market

information, and lack of b a r r i e r s  to e n tr y and exit into an 

industry. The main w e a k n e s s  in this m e t h o d  is that ma rk et  

may be c o m p e t i t i v e  w i t h o u t  m e e t i n g  all the e l e m e n t s  of a 

p e r f ec tl y c o m p e t i t i v e  market. T h es e e l e m e n t s  are thus 

su ff ic ien t but not n e c e s s a r y  for a m a rk et  to a c h i e v e  

c o m p e t it iv en es s . The m e t h o d  is al s o  u n a b l e  to c a p t u r e  the 

effect of g o v e r n m e n t  p o l i c y  to the m a r k e t i n g  system. 

Go ve rn me nt  p o l i c y  is a major el e m e n t  in m a r k e t i n g  in 

de ve lop in g coun tri es.

M e a s u r i n g  the d e g r e e  to wh ic h the m a rk et  is c o n t r o l l e d  

by the few of the largest firms in the i n d u s t r y  is also 

measure of m a rk et  e f f i ci en cy . A m a r k e t  who s e largest share 

*s held by a s i ng le  or a few firms is likely to be 

lnefficient. Aga i n the m e t h o d  is w e a k e n e d  by its i n a b i l i t y  

ca pt ur e the e f f e c t s  of g o v e r n m e n t  p o l i c y  in the
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L 0 n t r o ll ed  m a r k e t  will not guide p r o d u c e r s  to a l l o c a t e  

their r e s o u r c e s  to their best a l t e r n a t i v e  use. The 

marketing m a r g i n s  will not al so  reflect transfer, s t o r a g e  

and processing cost i n c u rr ed  in the m a r k e t i n g  systems.

4 2 Methods of M e a s u r i n g  M a r k e t i n g  Ef fi c i e n c y .

Va ri ou s m e t h o d s  can be used to m e a s u r e  m a r k e t i n g  

effici en cy of m a r k e t i n g  system. One of these m e t h o d s  

measures the ex te nt  to w h i c h  a m a r k e t i n g  s y s t e m  m e et s the 

elements of a p e r f e c t l y  c o m p e t i t i v e  market. The e l e m e n t s  of 

a pe rf ec tl y c o m p e t i t i v e  m a r k e t  are u n d i f f e r e n t i a t e d

product, ma ny  b u y e r s  and sellers, a c c e s s  to market

information, and lack of b a r r i e r s  to e n tr y and exit into an 

industry. The main w e a k n e s s  in this m e t h o d  is that ma rke t 

may be c o m p e t i t i v e  w i t h o u t  m e e t i n g  all the e l e m e n t s  of a 

perfectly c o m p e t i t i v e  market. T h e s e  e l e m e n t s  are thus

sufficient but not n e c e s s a r y  for a m a rk et  to a c h i e v e

competitiveness. The m e t h o d  is al s o  u n a b l e  to c a p t u r e  the 

effect of g o v e r n m e n t  p o l i c y  to the m a r k e t i n g  system. 

Government p o li cy  is a maj or el e m e n t  in m a r k e t i n g  in

developing co untries.

Me a s u r i n g  the d e g r e e  to whi c h the m a rk et  is c o n t r o l l e d  

y the few of the largest firms in the i n d u s t r y  is also 

^•asure of m a rk et  e f f i ci en cy . A m a rk et  who s e largest share 

held by a s i ng le  or a few firms is likely to be 

■ e f f i c i e n t .  Ag ai n the m e t h o d  is w e a k e n e d  by its i n a b i l i t y  

capture the e f f e c t s  of g o v e r n m e n t  p o li cy  in the
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control led m a r k e t  w i 1 1 not guide p r o d u c e r s  to a l l o c a t e  

their r e s o u r c e s  to their best a l t e r n a t i v e  use. The 

m a r k e t i n g  m a r g i n s  will not al so  refl ec t transfer, s t o r a g e  

and p r o c e s s i n g  cost i n c u rr ed  in the m a r k e t i n g  systems.

4.2 Methods of Measuring Marketing Efficiency.

V a r i o u s  m e t h o d s  can be used to m e a s u r e  m a r k e t i n g  

e f f i c i e n c y  of m a r k e t i n g  system. One of these m e t h o d s  

m e a s u r e s  the ex te nt  to w h i c h  a m a r k e t i n g  s y s t e m  m e et s the 

e l e m e n t s  of a p e r f e c t l y  c o m p e t i t i v e  market. The e l e m e n t s  of 

a p e r f e c t l y  c o m p e t i t i v e  m a rk et  are u n d i f f e r e n t i a t e d

product, ma ny b u y e r s  and sellers, a c c e s s  to market

information, and lack of b a r r i e r s  to e n t r y  and exit into an 

industry. The main w e a k n e s s  in this m e t h o d  is that ma rk et  

may be c o m p e t i t i v e  w i t h o u t  m e e t i n g  all the e l e m e n t s  of a 

p e r f e c t l y  c o m p e t i t i v e  market. T h e s e  e l e m e n t s  are thus 

s u f f ic ie nt  but not n e c e s s a r y  for a m a rk et  to a c h i e v e  

c o m p e t i t i v e n e s s .  The m e t h o d  is al s o  u n a b l e  to c a p t u r e  the 

effect of g o v e r n m e n t  p o l i c y  to the m a r k e t i n g  system. 

G o v e r n m e n t  p o li cy  is a major e l e m e n t  in m a r k e t i n g  in 

d e ve lo pi ng  co unt rie s.

M e a s u r i n g  the d e g r e e  to whi c h the m a rk et  is c o n t r o l l e d  

by the few of the largest firms in the i n d u s t r y  is also 

measure of m a rk et  ef fi c i e n c y .  A m a r k e t  wh os e largest share 

* s held by a s i ng le  or a few firms is likely to be 

^ e f f i c i e n t .  A g ai n the m e t h o d  is w e a k e n e d  by its i n a b i l i t y  

c a pt ur e the e f f e c t s  of g o v e r n m e n t  p o l i c y  in the
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m a r k e t i n g  system.

E f f i c i e n t  m a r k e t i n g  sy st em s are c h a r a c t e r i z e d  by a 

high d e g r e e  of price i n t e g r a t i o n  - i.e. there is closely 

c o r r e l a t e d  m o v e m e n t s  of se rie s of pr ice s c o n n e c t e d  over 

space, form -and time. A r b i t r a g e  e n s u r e s  that p r i c e s  jn 

m a r k e t s  s e p a r a t e d  over space, form and time are integrated. 

High c o r r e l a t i o n  c o e f f i c i e n t s  b e t w e e n  pr ice s in market 

levels s e p a r a t e d  over space, form and time m e an s that thp 

pr ic es are c o n n e c t e d  by transfer, p r o c e s s i n g  and storage 

co st s re sp ec ti ve ly . This m e th od  of m e a s u r i n g  marketing 

e f f i c i e n c y  is not a b le  to e s t i m a t e  the d i s t o r t i o n s  to 

prices, ca us ed  by g o v e r n e m e n t  policy.

F i n a l l y  m a r k e t i n g  e f f i c i e n c y  can be m e a s u r e d  by 

a n a l y s i n g  the extent to wh ic h m a r k e t i n g  m a r g i n s  refl ec t thp 

m a r k e t i n g  costs. This m e t h o d s  in vol ve s e s t i m a t i n g  c o st s and 

returns of a c t i v i t i e s  in vo lv ed in mar ke t in g.  The p r o f i t  in 

each m a r k e t i n g  a c t i v i t y  just c o ve rs  r e t u rn s to capital 

(i nc lu di ng  w o r k i n g  capital, e q u i p m e n t  and b u i l d i n g s )  and 

the risk premiums. A risk p r e m iu m is the pa ym en t required 

by an in vestor to c o m p e n s a t e  for the risk i n v o lv ed  in 

e m p l oy in g the i n v e st or s capital to the c u rr en t activ ity .

A n a l y s i s  of m a r k e t i n g  margin, as a m e th od  of measuring 

market ef fi cie ncy , is m o d i f i e d  in a fr am e w o r k  ca ll ed  Policy 

Analysis Matr ix (PAM). The d i v e r g e n c e  from efficient 

res°urce use r e s u l t i n g  from go v e r n m e n t  p o l i c y  and market 

failure can be id e n t i f i e d  using this m o d i f i e d  v e r s i o n  of
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m a r k e t i n g  m a r g i n  a n a l y s i s  or PAM. PAM f r a m e w o r k  was 

d e v e l o p e d  in 1981 by P e a r s o n  et_ a_l_ to a n a l y s e  the e f f e c t s  

of price p o l i c i e s  in rice sy s t e m s  in West Africa. T 

d e s c r i p t i o n  of PAM giv en in the next s e c t i o n  dra ws  heavi 

from Mo nks  and P e a r s o n  (1989).

4.3 Policy Analysis Matrix (PAM)

PAM f r a m e w o r k  for a c o m m o d i t y  s y s t e m  is sh ow n in 

T a bl e 4.1. A cr op  or li ve st oc k s y s t e m  in a farm c o m p r i s e s  

a c t i v i t i e s  that are i n v o lv ed  from p r o d u c t i o n  to the final 

use of the product. T h e s e  a c t i v i t i e s  can be g r o u pe d as 

pr od uc tio n,  f a r m - t o - p r o c e s s o r ,  p r o c e s s i n g  and m a r k e t i n g

ac ti vi ti es . A c o m m o d i t y  s y st em  for a p a r t i c u l a r  cr op or 

li ves to ck pr o d u c t  may not incl ud e all the four groups of 

a c ti vi ti es . An a g g r e g a t i o n  of all c o m m o d i t y  s y s t e m s  in a 

farm c o n s t i t u t e  a farm system.

Table 4.1 : The Framework for Policy A n a lysis Matrix
( P A M )

Cos t s

T r a d a b l e  D o m e s t i c
R e v e n u e s  Inputs fa ct or s Pr o f i t s

Pr i v a t e  Pr ic es A B C D
S o c i a 1 Pr i ces E F G H
E f f e c t s  of D i v e r g e n c e s I J K L

Source: M o nk e and Pearson, 1989.

From ta ble 4.1 it is seen that the PAM c o n s i s t s  of 

three rows w h ic h i d e n t i f y  " p r i v a t e "  prices, "s oc ia l"  

prices and e f f e c t s  of di ve r g e n c e s .  T h e r e  are four c o l u m n s  

in the PAM. The s e c o l u m n s  are for revenues, cost of 

tr ada bl e inputs, cost of d o m e s t i c  fa ct or s and profits.
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4.3.1 The Private P r ices Row

The e n t r i e s  in the first row are va lu ed  at " P r i v a t e "  

prices. The term " P r i v a t e "  pr ic es  re fe rs  to the o b s e r v e d  

pr ice s of ou t p u t s  p r o d u c e d  and inputs used in the c o m m o d i t y  

system. The P r i v a t e  or o b s e r v e d  p r ic es  i n c o r p o r a t e  the 

u n d e r l y i n g  e c o n o m i c  cos t s and v a l u a t i o n s  plus the ef f e c t s  

of all d i s t o r t i n g  p o l i c i e s  and m a r k e t  failures. The pr i v a t e  

re ve nu e sh own  in e n tr y A, is a p r o d u c t  of p r i v a t e  pr ic es 

and o b s e r v e d  q u a n t i t i e s  of ou tp ut  sold by produce rs,  

m e r c h a n t s  or p r o c e s s o r s  in the c o m m o d i t y  system. P r i v a t e  

re ve nue  is a m e a s u r e  of the o b s e r v e d  r e tu rn s to the 

p a r t i c i p a n t s  of the a c t i v i t i e s  in the c o m m o d i t y  system. The 

pr iv at e costs of t r a d a b l e  inputs sho w n in e n t r y  B,is a 

product of pr i v a t e  p r ic es  and q u a n t i t i e s  of t r a d a b l e  inputs 

em pl oy ed  in the c o m m o d i t y  system. T r a d a b l e  inputs are 

inputs that are trade d in the wo rl d market, w h ic h includ es 

fuel, f e r t i l i z e r s  and mac h in er y.  The p r i v a t e  cost of 

d o m e s t i c  fa cto rs sh ow n in e n tr y C, is a pr od uc t of pr i v a t e  

prices and q u a n t i t i e s  of d o m e s t i c  fa ct or s e m p l o y e d  in the 

c o m m o d i t y  system. D o m e s t i c  fact ors  are the inputs that are 

not traded in the wo rl d m a r k e t  and thus their va lu es  are 

de te r m i n e d  in the d o m e s t i c  markets. The d o m e s t i c  fact or s 

includes land, labour and capital.

The pr i v a t e  p r of it  sho wn  in e n t r y  D, is given by 

Private r e v e nu e (A) less pr i v a t e  cos t s of t r a d a b l e  inputs
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and d o m e s t i c  fa ct or s (B+C). The cost of capital, de f i n e d  

as the pr eta x r e tu rn  that ow ne rs  of capital r e q u i r e  to

m a i n t a i n  their i n v e s t m e n t s  in the systems, is i n c l u d e d  in 

the d o m e s t i c  costs, C and so, p r i v a t e  profits, D ar e excess 

or s u p e rn or ma l profits. S u p e r n o r m a l  or e x c e s s  p r o f i t s  are 

de fi ne d as pr o f i t s  that are a b ov e the level of p r of it  that 

is s u f f i c i e n t  to induc e e x i s t i n g  firms to r e ma in  in the 

indust ry w i t h o u t  i n du ci ng  new firms to enter the industry. 

Thus, if D is positive, then the o p e r a t o r s  are earning 

su pe rn orm al  re tu rn s and mo re  e n t r e p r e n e u r s  will e n te r the 

industry, until all the ex ce ss  pr o f i t s  d i m i n i s h  to zero. 

Therefore, the p r i v a t e  p r o f i t a b i l i t y  e n tr y is a m e a s u r e  0 f 

the i n d u s t r y ’s c o m p e t i t i v e n e s s .  If D is negati ve,  th en the 

industry is m a k i n g  a loss and firms are ex p e c t e d  to e x i t  

from the in d u s t r y  and thus c o n t r a c t i n g  the system. This 

conc ept is used to m e a s u r e  the c o m p e t i t i v e n e s s  of the 

private grain trade and al so pr ed ic t the fu tu re behaviour 

of the p a r t i c i p a n t s  in the informal trade. If the e x c e s s  

profits are very high, then p r i v a t e  tr ad in g in m a i z e  is 

expect ed to e x pa nd  and hen ce able to h a nd le  m a iz e marketing 

in the re l e v a n t  region. If p r i v a t e  p r o f i t a b i l i t y  is too 

low or even ne gative, then the p r i v a t e  tr ad in g in grain is 

ex pected to c o n t r a c t  and may be u n a b l e  to handle grain 

ma rk et in g in the region.
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4. 3. 2

The e n t r i e s  in the se co nd  row of PAM are va lu ed  at 

" s o c i a l ” prices. " S o c i a l "  price s of p r o d u c t s  and factors 

are the e f f i c i e n t  p r ic es  that wo ul d a l l o c a t e  r e s o u r c e s  

opti mal ly . The e f f i c i e n t  pr ic es  of t r a d a b l e  o u t p u t s  and 

inputs are e s t i m a t e d  from the wo rl d m a r k e t  p r ic es  - cif 

import pr ice s and f.o.b. e x po rt  pr ic es  for i m p o r t a b l e s  and 

e x p o r t a b l e s  r e s p ec ti ve ly . This is in line with the T h e o r y  

of In ter na t io na l T r a d e  whi c h s t at es  that, ” se l l i n g  at 

d o m e s t i c  pr ice s that are equal to w o rl d pr ic es a l lo ws  the 

e c o n o m y  to e x h a us t po ten tia l gains from trade and r e a l iz e 

m a x i m u m  nation al i n c o m e ” . The world m a r k e t  is a l so  kno w n to 

have d i s t o r t i o n s  e s p e c i a l l y  in a case w h er e the c o u n t r y  

b e in g c o n s i d e r e d  is large e n o u g h  to a f f e c t  wor ld  prices. 

However, K e n y a  bein g a small c o u n t r y  that wou ld  not affect 

the wor ld  pr ice s of co mm o d i t i e s ,  the e c o n o m i c  q u e s t i o n  to 

ask is wh e t h e r  it wou l d be wo rt h i m p o r t i n g  or e x p o r t i n g  to 

the given wo rld  market, ev en  if the wo rl d m a r k e t  pr ic es  are 

al so  distor te d.

Si nc e the c o m p o n e n t s  of the social p r i c e s  row are 

valu ed in e f f i c i e n t  terms, then social profit, H is a 

m e a s u r e  of the pr o f i t s  that would resul t if the r e s o u r c e s  

are e m p l o y e d  opti mal ly,  in a b s e n c e  of d i s t o r t i n g  g o ve rn me nt  

po li ci es  and m a r k e t  failures.
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4.3.3 The Divergences Row

The third row of PAM gives m e a s u r e s  of re l a t i v e  

e f f i c i e n c y  or m e a s u r e s  of d i s t o r t i o n s  in the pr o d u c t  and 

factor markets. It is given by the pr i v a t e  pr ic es  en tr y 

less the social pr ic es  e n t r y  and so, it is a m e a s u r e  of how 

much  the revenues, costs, and pr o f i t s  d e v i a t e s  from those 

in the pe rf ec t c o m p e t i t i v e  model give n in social v a l u a t i o n  

row. In the a b s e n c e  of ma rk et  failures, the d i v e r g e n c e s  

b e t w e e n  p r i v at e and social c o m p o n e n t s  of the Ma tr ix  are 

c a us ed  by d i s t o r t i n g  policies. The r ef or e,  the e n t r y  on 

ef f e c t s  of d i v e r g e n c e s  is a m e a s u r e  of t r a d e - o f f s  b e t w e e n  

e f f i c i e n c y  and n o n - e f f i c i e n c y  o b j e c t i v e s  of g o v e r n m e n t  

in te rvention.

This c o n c e p t  of e f f e c t s  of d i v e r g e n c e s  is used in this 

st ud y to give a m e a s u r e  of r e l a t i v e  e f f i c i e n c y  of pr iv at e 

grain ma rk eti ng.  If entry, I on e f f e c t s  of d i v e r g e n c e s  on 

revenues, is positive, then g o v e r n m e n t  i n t e r v e n t i o n  and 

market fa i l u r e s  are c a u s i n g  the p a r t i c i p a n t s  in grain trade 

to re ce iv e more re ve nu e than they wou ld  get in a perfe ct 

market situ ati on.  This is an i n d i c a t i o n  that the g o v e r n m e n t  

po li ci es are s u b s i d i z i n g  the system. The o p p o s i t e  is true 

if the e n t r y  I is negative, i n d i c a t i n g  that the 

p a r t i c i p a n t s  are bei ng taxed by the govern men t.

If en t r i e s  J and K, on tr a d a b l e  and d o m e s t i c  factor 

costs are positive, then the tr ad ers  are i n c u rr in g 

more co sts  than would be the case in a b s e n c e  of g o v e r n m e n t



-48-

policy, and m a rk et  failures. In a b s e n c e  of ma rk et

failures, then the ext r a costs in cu rr ed by' the tr ad er s are 

re c e i v e d  by the g o v e r n m e n t  in form of tax. If e n t r i e s  J 

and K are negative, then the tr ad er s are i n c u r r i n g  less 

co st s than they wou l d in pe rfe ct  m a r k e t  s i t u a t i o n  (i.e. in 

a b s e n c e  of d i s t o r t i n g  p o l i c i e s  and m a r k e t  failure s).  In 

a b s e n c e  of m a rk et  failures, the re d u c e d  costs are due to a 

s u b s i d y  given to trad ers  by g o v e r n m e n t  p o l i c y  on f a c t or s of 

pr o d u c t  i o n .

The e f f e c t s  of d i v e r g e n c e  on pr of it is a m e a s u r e  of 

the overall e f fe ct  of pr od uc t and factor pol icies, and 

m a rk et  failures, on r e l a t i v e  e f f i c i e n c y  of the m a r k e t i n g  

system. A n e g a t i v e  e n t r y  L, is an i n d i c a t i o n  of the overall 

loss in pr o f i t s  r e s u l t i n g  from g o v e r n m e n t  i n t e r v e n t i o n  and 

ma rk et f a i l ur es  in the m a r k e t i n g  system. A p o s i t i v e  en tr y 

L, show s that the g o v e r n m e n t  i n t e r v e n t i o n  and ma rk et  

fa il ur es  o f fe r s u b s i d i e s  to the p a r t i c i p a n t s  of the 

m a r k e t i n g  system. If each of the e n t r i e s  in the last row of 

PAM is zero or a p p r o a c h e s  zero, then the s y st em  is 

p e r f e c t l y  c o m p e t i t i v e  or it is a p p r o a c h i n g  a p e r f e c t  market 

situation. The p e r c e n t a g e  d e v i a t i o n  from this b e n c h m a r k  (or 

zero level) is used as a m e a s u r e  of r e l a t i v e  e f f i c i e n c y  of 

the m a r k e t i n g  system.

4•4 Sampling Procedures and Data Collection

Work at the field sites for the p r e p a r a t i o n  of PAM is 

focused on the c o l l e c t i o n  of data on pr ic es and q u a n t i t i e s
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of maiz e sold in the rural markets, as we 1 1 as q u a n t i t i e s  

and pr ice s of inputs employed. P r i v a t e  r e v e n u e s  (A^, 

p r i v a t e  costs of t r a d a b l e  inputs (B) and p r i v a t e  costs of 

d o m e s t i c  fa ct ors  (C ) were then c a l c ul at ed . An u n d e r s t a n d i n g  

of the c r o p p i n g  c a l e n d a r  in the d i s t r i c t  is vital for the 

v e r i f i c a t i o n  of data on m o n t h l y  pr ic es  and q u a n t i t i e s  of 

m a i z e  in the market. The c r o p p i n g  c a l e n d a r s  were 

e s t a b l i s h e d  usi ng i n f o r m a t i o n  o b t a i n e d  at the D i s t r i c t  

C r op s O f f i c e  (DCO), wi th  v e r i f i c a t i o n  from the farmers.

4.4.1 S a m p ling Procedures.

Data col lection was c a r r i e d  out at farm, local ma rk et 

and terminal ma rk et  levels. A t h r e e - s t a g e  c l u s t e r  s a m p l i n g  

f o ll ow ed  by ra ndo m s a m p l i n g  was used in s e l e c t i n g  farm er s 

for the farm level survey. The s a m p l i n g  p r o c e d u r e  at the 

farm level was as follows:

(i) T h re e d i v i s i o n s  were r a n d o m l y  s e l e c t e d  from the six 

a d m i n i s t r a t i v e  d i v i s i o n s  in Nandi district.

(ii) Two locati ons  were r a n d o m l y  s e l e c t e d  from each 

d i v i s i o n  selected. Ea ch  d i v i s i o n  c o n s i s t s  of three to 

four 1 oca t i o n s .

(iii) A si ng le  v i l l a g e  was r a n d o m l y  s e l e c t e d  from each 

locati on selected. Each lo cat io n c o n s i s t s  of five to 

ten villages.

A vi l l a g e  is under the j u r i s d i c t i o n  of a v i ll ag e 

elder. The vi l l a g e  eld er of the s e l e c t e d  v i l l a g e  p r o v i d e d  a 

list of h o u s e h o l d s  in his village. One fif th  of the farmers
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in each v i l l a g e  was r a n d o m l y  s e l e c t e d  for farm level 

survey. T a b l e  (vii) in A p p e n d i x  A sho ws  the nu mb er  of 

h o u s e h o l d s  s e l e c t e d  from each village. A total of 91 

fa rm er s were intervie wed .

Data on m o n t h l y  p r ic es  of m a iz e in the local m a r k e t s  

w i th in  the d i s t r i c t  was a v a i l a b l e  in the M i n i s t r y  of 

A g r i c u l t u r e  in the di str ict . T h re e d i v i s i o n a l  h e a d q u a r t e r s  

out of six were s e l e c t e d  at ra nd om  and the s e c o n d a r y  data 

from their m o n t h l y  re c o r d s  was used. T a b l e s  (viii), (ix) 

and (x) in A p p e n d i x  A show the m o n t h l y  pr ic es of m a iz e in 

s e l e c t e d  local m a r k e t s  in the di vi sio ns .

A s i ng le  stag e c l u s t e r  s a m p l i n g  was used in s e l e c t i n g  

the terminal m a r k e t s  that were sur veyed. Nine terminal 

m a r k e t s  out of the t w e n t y - t w o  terminal m a r k e t s  s e r v i n g  the 

d i s t r i c t  were  r a n d o m l y  selected. Ea ch terminal ma rk et  

c o n s i s t e d  of three to six m a iz e tr ad ers  who were all 

inte rv iew ed . Ta bl e (Vi) in A p p e n d i x  A shows the nu mb er  of 

tr ad er s i n t e r v i e w e d  in each s e l e c t e d  market. A total of 

th ir ty  nine tr ad er s were inte rvi ew ed.

4.4.2 Collection of data on Prices and Quantities of 

Inputs and Outputs.

Q u e s t i o n n a i r e s  were used in c o l l e c t i n g  i n f o r m a t i o n  

from fa rm er s and traders. A p p e n d i x  B shows the 

q u e s t i o n n a i r e s  used at the farm and terminal m a r k e t  su r v e y s
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res pec t i ve 1 y . The m a in  i n f o r m a t i o n  so ug ht at the farm level 

was :

Ci) fa r m g a t e  pr ice s of maize.

(ii) the m a in  m a r k e t  o u t l e t  used by the farmer i.e. 

w h e t h e r  farmer sold the m a i z e  in the formal or 

inf o r m a 1 ma r ke t .

(iii) the pr ice  of m a i z e  in the local m a rk et  if the farmer 

sold the m a iz e at the local market. This was done to 

v e r i f y  the s e c o n d a r y  da ta  c o l l e c t e d  from the M i n i s t r y  

of Ag ri c u l t u r e .

(iv) the level of farm wages.

The ma i n  i n f o r m a t i o n  so ugh t at the terminal market 

level was :

(i) m o n t h l y  p r ic es  of m a i z e  from J u ly  1990 to M a r c h  1991.

(ii) m o n t h l y  p u r c h a s e s  and sales d u r i n g  the a b o v e  period.

(iii) t r a n s p o r t  and h a n d l i n g  costs.

(iv) s t o r a g e  cos t s if any.

(v) m a rk et  c h a r g e s  for u s in g the f a c i l i t i e s  in the m a rk et  

place.

(v) other m i s c e l l a n e o u s  c h a r g e s  s p e c i f i e d  by the trader.

H a n d l i n g  of m a i z e  at the farm i n v o lv es  as se m b l i n g ,  

pa ck in g and t r a n s p o r t i n g  it to local m a r k e t  for sale to 

itin era nt  p i c k - u p  t r ad er s or L B A ’s. The a v e r a g e  of the 

h a nd li ng  costs given by the tr ade rs  in the terminal m a rk et

was used as the h a n d l i n g  cost of m a i z e  in the informal
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m a i z e  trade. M a iz e in the informal secto r is t r a n s p o r t e d  

m a i n l y  in p i c k - u p s  and lorries. The average cost of 

t r a n sp or t was o b t a i n e d  from ma i n  tra n sp or te rs  in the 

district.

Local m a r k e t  c h a r g e s  are the cos ts  incurred by the 

trad er as p a y m e n t  for usi n g the m a r k e t  facilities. The 

m a r k e t  c h a r g e s  v a ri ed  with the size of market and the 

di strict. C h a r g e s  are u s u a l l y  hi gh er in large mun ic i pa l 

m a r k e t s  in Kisumu, Nandi Hil l s and Kapsabet than other 

small m a r k e t s  in rural areas. M a r k e t  c h a r g e s  are highe r in 

Nandi d i s t r i c t  than in K a k a m e g a  and K i s u m u  district. The 

m e an  m a r k e t  c h a r g e s  o b t a i n e d  from nine terminal m a r k e t s  

s u r v e y e d  was used as the m a r k e t  c h a r g e s  in this study.

The p r i v a t e  price of gun ny  bags was obtained from bag 

d e a l e r s  in E l d o r e t  and K a p s a b e t  towns. The average useful 

life of a bag was e s t i m a t e d  as four months. Therefore, the 

trader buys only one third of the total number of bags 

r e q u i r e d  in a year.

The a v e r a g e  p r o d u c e r  pri c e of m a i z e  collected over 91 

fa rme rs  in the d i s t r i c t  was used as the producer price of 

m a iz e in this study. The most c o m m o n  unit of sale in the 

terminal m a r k e t  is a " g o r o g o r o "  (two-kg kimb o tin). The tin 

c a r r i e s  a p p r o x i m a t e l y  2 . 1 0  kg of maize; 90kg-bag of maiz e 

c o n t a i n s  42.5 "g or ogo ro" . The c o n s u m e r  price of mai ze  

d u r i n g  the h a r v e s t i n g  s e a s o n  was e s t i m a t e d  from the maize 

pric es in J u ly  to N o v e m b e r  1990 c o l l e c t e d  from the 39
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tr ad er s in the s e l e c t e d  terminal markets. The consumer 

pr ic es  in D e c e m b e r  1990 to M a r c h  1991 were used to 

e s t i m a t e  the me an  c o n s u m e r  p r ic es  of m a iz e a f te r the 

h a r v e s t i n g  season.

W o r k i n g  capital cost is the cost of capital required 

to p u r c h a s e  goods and s e r v i c e s  e m p l o y e d  in m a iz e trade from 

the time ma iz e is b o u g h t  to the time it is sold. ( i . e. 

p r o d u c t i o n  cycle). Th er ef or e,  w o r k i n g  capital in the 

informal m a iz e trade is the capital re q u i r e d  to purchase

and ma rk et  m a iz e in a given period. The cost of working

capital was e s t i m a t e d  from in te re st  rate c h a r g e d  on short 

term loan as gi ven by the Cent ral  Bank of Kenya. The

in te re st  rate was 17 pe r c e n t  d u r i n g  the pe rio d c o v e r e d  by

the st ud y (July 1990 to M a r c h  1991).

The s t ud y found that there are other cost s in c u r r e d  by 

the trader but are d i f f i c u l t  to o b t a i n  for they are not 

well d e f i n e d  or are kept secret. T h es e costs incl ud e costs 

of meals, a c c o m m o d a t i o n s ,  p a s s e n g e r  t r a n s p o r t  and various 

forms of i n d u c e m e n t  to law e n f o r c e m e n t  o f f i c e r s  like the 

p o li ce  and local a d m i n i s t r a t o r s .  T h e s e  cos ts  were estimated 

to be one p e r c e n t  of the total cos ts  of mar k et in g.

4.5 Classification of Inputs and Outputs

Afte r c o m p i l a t i o n  of an i n v e n t o r y  of inputs and 

o u t p u t s  for each a c t i v i t y  of the s e l e c t e d  chann els , the 

items were c a t e g o r i z e d  into six c a t e g o r i e s :

i) F i xe d Inputs- T h e s e  are inputs that have a useful life
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of m a ny  y e ar s and o n ly  a p o r t i o n  of fixed input costs

is a t t r i b u t e d  to a p a r t i c u l a r  y e a r ’s pro du c ti on .

ii) Direct Labour:- This c o v e r s  all labour d i r e c t l y  

e m p l o y e d  in the ac tiv ity , w h i c h  in cl ud es  both hired

and fa mi ly  labour resources.

iii) Intermediate Inputs: T h e s e  are inputs that are

c h a r a c t e r i s e d  by a useful life of less than one year

and the level of their e m p l o y m e n t  v a ri es  with the level of 

pr od uc tio n. I n t e r m e d i a t e  inputs in this stu dy  are 

m a i n l y  gu nny  bags.

fiv) C o m m o d i t y - I n - P r o c e s s : This c a t e g o r y  co ver s the

c o m m o d i t y  of in te re st  in the c o m m o d i t y  sy st em bei n g 

studied. In this study, m a i z e  is the c o m m o d i t y  of

in te re st and the cost of m a i z e  a p p e a r s  in several 

b u d g e t s  of the system. S i n c e  p r o f i t a b i l i t y  is

c a l c u l a t e d  for ea ch channel, i n c l u s i o n  of the cost of 

m a i z e  in each b u dg et  is ne ces s ar y.  In the m a r k e t i n g  

of ma iz e at the local market, for e x a m p l e  the p u r c h a s e  

pr ice  of m a i z e  at the fa r m g a t e  and the sa le s p r ic e at 

the local m a rk et  are obs erved, to help in c a l c u l a t i o n  

of the channel p r of it  in a p a r t i c u l a r  channel.

Cv) Non-Tradable Inputs: T h e s e  are inputs in wh ic h no

p a r t i c u l a r  cost c a t e g o r y  d i s c u s s e d  a b o v e  ap pe ar  to 

do minate. The c a t e g o r y  i n c l ud es  handling, local market 

and t r a n s p o r t  charges. D e c o m p o s i t i o n  C o e f f i c i e n t s  for 

these inputs are o b t a i n e d  by p r e p a r i n g  bud gets for the
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p r o d u c t i o n o f these i npu t s or from technical

c o e f f i c i e n t s of i n p u t - o u t p u t  table s . The d e c o m p o s  i t i on

coe f f i c i e n t s show the p r o p o r t i o n o f i n te rm ed ia te ,

d i re ct  labour and fixed input cos t s in the non-

tr a d a b l e  input.

( v i ) Output: This c a t e g o r y  in cl ud es  all the o u t p u t s  of the

s y s t e m  wi th  the p r i m a r y  o u t p u t  b e in g listed first in 

the c a t e g o r y  list, fo l l o w e d  by othe r s e c o n d a r y  

outputs. In this s t ud y the p r i m a r y  p r o d u c t  is mai z e 

grains. Oth er s e c o n d a r y  o u t p u t s  in m a i z e  c o m m o d i t y  

s y s t e m  are ma iz e flour and m a i z e  stovers. Due to time 

and r e s o u r c e  c o n s t r a i n t s  in this study, o n ly  the 

p r i m a r y  p r o d uc t was c o n s id er ed .

4.6 Social Pricing of Inputs a n d O u t p u t s .

D i s a g g r e g a t i o n  of inputs and o u t p u t s  into t r a d a b l e  

c o m m o d i t i e s  and d o m e s t i c  fa ct or s p r e c e d e s  the social 

p r i c i n g  of c o m m o d i t i e s .  In this s t ud y fixed input costs 

were  e n t i r e l y  c l a s s i f i e d  as capital cost. The d i r e c t  labour 

cost s were a l l o c a t e d  e n t i r e l y  in labour cost c a t e g o r y  and 

i n t e r m e d i a t e  input cos t s a l l o c a t e d  e n t i r e l y  in t r a d a b l e  

input cost ca teg ory . The n o n - t r a d a b l e  co st s were 

d i s a g g r e g a t e d  u s in g i n p u t - o u t p u t  ta bl es  of K e n y a  (1976) to 

give the p r o p o r t i o n s  of t r a d a b l e  inputs and d o m e s t i c  factor 

costs.

The social p r ic es  of t r a d a b l e  c o m m o d i t i e s  are

e s t i m a t e d from their import p a r i t y  prices for the
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i m p o r t a b l e  and from ex por t p a r i t y  pric e for e x p o rt ab le s.  

Import p a r i t y  pri ce of a c o m m o d i t y  is the e s t i m a t e d  price 

of a c o m m o d i t y  at the w h o l e s a l e  m a r k e t  d e r i v e d  by a d j u s t i n g  

cif price by the r e l e v a n t  ch a r g e s  b e t w e e n  the port of ent r y 

and the w h o l e s a l e  market. F o l l o w i n g  P e a r s o n  (1990), if 

is the import p a r i t y  pri c e of com m od it y,  m, then,

P„ = <P c„ x ER ) + IC

w h er e P is cif pri ce of m at M o m b a s a  in c o n v e r t i b l e  

c u r r e n c y  such as US do l l a r s

ER is the real or e f f i c i e n t  e x c h a n g e  rate

IC are the internal m a r k e t i n g  cos t s in local c u r r e n c y

(K e n y a  Shi 1 1i n g s )

The p r i v a t e  m a r k e t i n g  cost s of m a i z e  from M o m b a s a  to 

w h o l e s a l e  m a r k e t  in K a p s a b e t  was e s t i m a t e d  from the 19 91 /9 2 

p r o j e c t i o n s  of m a r k e t i n g  costs from the M i n i s t r y  of F i n a n c e  

(1990) T a bl e 4.2 shows the e s t i m a t i o n  of social pric e of 

w h it e m a iz e from its 14 -ye ar a v e r a g e  cif pri ce  (19 73 -19 86)  

D u r i n g  this pe ri od  K e n y a  was a c t i v e l y  in vo lv ed in wor ld 

m a iz e trade as an im po rt er and o c c a s i o n a l l y  an exporter. 

This was the only r e l i a b l e  data from the M i n i s t r y  of 

F i n a n c e  but so u r c e s  from this M i n i s t r y  c o n f i r m s  that cif 

pr ic es of m a iz e has not c h a n g e d  s i g n i f i c a n t l y  sin ce  1973 as 

show n in table (xii) in A p p e n d i x  A. A 14-y ea r a v e r a g e  was 

used to show the lo ng- run  trend in m a i z e  pr ic es so that the 

ye ar s w h e n  K e n y a  was a l so  an e x p o r t e r  of m a iz e cou ld  be 

i n cl ud ed  in the study. The use of an a v e r a g e  that dat es
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back to 14 yea r s r e d u c e s  the e f f e c t s  of s h o r t - t e r m  price 

f l a c t u a t i o n s  o b s e r v e d  in m a r k e t i n g  of a g r i c u l t u r e  products.

The social pri ce of m a iz e is e s t i m a t e d  from its import 

p a r i t y  price by a d j u s t i n g  for q u a l i t y  d i f f e r e n c e s *  fo re ig n 

e x c h a n g e  d i s t o r t i o n s  and internal m a r k e t i n g  cost

d i s t or ti on s.  The o f f i c i a l s  from the Central Ba n k  of Kenya 

e s t i m a t e  a 15 to 20 pe rc en t d i f f e r e n c e  of of fi ci al e x c h a n g e  

rate from the parallel m a r k e t  e x c h a n g e  rate. A s e n s i t i v i t y  

a n a l y s i s  was c a r r i e d  for a p o s s i b l e  o v e r v a l u a t i o n  of 15 and 

20 percent. The social cost s of internal m a r k e t i n g  are 

e s t i m a t e d  from their import or e x po rt  p a r i t y  p r i c e  in case 

of tr ad ab le  inputs, or t r ea te d as d o m e s t i c  f a c t o r s  and
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T a b l e  4.2 Estimation of _ Socia 1 Price of White
commercial maize from _i t s 14 -year
A v e rage i_mp ort Pa r i ty , Price (1973 -1986)

P- co s t Tax S-C os  t
ITEM (Ks hs/Bag) or (K s h s / b a g ) (Ks h s / b

US d o l l a r / b a g

1 . Cif Y e l l o w  m a iz e at
M o m b a s a ( U S  d o l l a r s / B a g ) 13. 39 - 13. 39
Official E x c h a n g e  rate
(Ks hs . /U s dollar) 2 5 . 3 0 - 2 5 . 3 0
cif Y e l l o w  m a i z e (K s h / b a g )338.71 - 338.71

2. In su ran ce 3. 15 -0. '06 3.21
3. S t e v e d o r i n g 22. 70 0. 39 22. 31
4. M i see 1 1a n e o u s 3.41 -0.06 3. 47
5. SGS I n s pe c t i on 1.71 -0.03 1.74
6. Port hand ling bulk 5.81 0. 09 5. 10
7. W h a r f a g e
8. S t e v e d o r i n g  Bonu s and

D i s p a t c h 5. 18 5. 18 -

9. B a g g i n g  at q u a y s i d e 13. 66 -0. 25 13. 91
10. Bag 2 1 . 0 0 14. 10 6 . 90
1 1. Road T r a n s p o r t  from Port

to M o m b a s a  w a r e h o u s e 8. 80 0. 10 8.65
12. O f f l o a d i n g  at w a r e h o u s e 2. 30 0. 04 2.26
13. S t o r a g e  at M o m b a s a

w a r e h o u s e 1.84 -0. 03 1.87
14. Load ing onto rail 2 . 30 0. 04 2.26
15. Rail t r a n s p o r t  from

M o m b a s a  to E l d o r e t 5 3 . 0 0 0. 90 5 2 . 1 0
16. U n l o a d i n g  at El d o r e t 2. 30 0.04 2.26
17. Road t r a n s p o r t  to NCPB

De po t M o s o r i o t 16.50 0.28 16.22
18. O f f l o a d i n g  at NC PB  depot

Mo sor iot 2. 30 0. 04 2.26
19. In to- N CP B depot M o s o r i o t

import P a r i t y  P r ic e of
Y e l l o w  ma iz e 5 0 9 . 1 9 21.48 487.71

20. Q u a l i t y  a d j u s t m e n t  in •
price of y e l l o w  mai z e( %) 10. 00 - 10. 00

21 . Into -N CPB  M o s o r i o t  depot
import P a r i t y  pri ce for
wh it e co mm er ci al  m a iz e 560.11 21.48 5 3 6 . 4 8

22. L o a d i n g  onto L o rr y 2. 30 0.04 2.26
23. Road tr a n s p o r t  to Local

market 16.50 0.28 16.22
24. O f f - l o a d i n g  at local m a r k e t 2 . 3 0 0. 04 2. 26
25. Import P a r i t y  Pri ce at

the 1 oca 1 m a rk et 539.01 23. 26 5 1 5 . 7 4
Source: A u t h o r ’s E s t i m a t e s
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n o n - t r a d a b l e  inputs and their social v a lu es  e s t i m a t e .

G u n n y  bags are c l a s s i f i e d  as t r a d a b l e  inputs apd their 

social co sts  were e s t i m a t e d  from their import p a r i t y  

prices. The a v e r a g e  cif p r ic es  of gun ny  bags in the pe rio d 

1986 to 1988, when K e n y a  imp o rt ed  gun ny  bags, was used as 

the social price of a gunny bag. Si nc e m a i z e  was considered 

to be b a g g e d  at the port of Momb asa, m a r k e t i n g  Costs of 

gun ny  bags were c o n s i d e r e d  n e g l i g i b l e ;  social price of 

gunn y bags was taken to be equal to cif price of bags at 

the port of Mombasa. T a b l e  (xi) in A p p e n d i x  A shcvs val ue  

and q u a n t i t i e s  of gu nn y bags i m po rt ed  in K e n y a  ip pe ri od  

1986-1988.

The p r i n c i p l e  labour m a r k e t  that was of interest in 

this st udy  is the u n s k i l l e d  a g r i c u l t u r a l  labour. 

R e s e a r c h e r s  d i s a g r e e  on the c o m p e t i t i v e n e s s  of this market. 

C o l l i e r  and Lai (1986) e m p h a s i s e d  the p r e s e n c e  of natural 

i m p e r f e c t i o n s  but a s u r v e y  by M u k u m b u  ejt_ a_l_ (199^) found 

that a g r i c u l t u r a l  labour m a r k e t s  were h i g h l y  competitive. 

The m i n i m u m  wage rate is h a r d l y  o b s e r v e d  in the sti^y area 

and c o u p l e d  with the fact that Nandi d i s t r i c t  is served by 

an in f r a s t r a c t u r a 1 n e t w o r k  that is well a b o v e  the a v e r a g e  

K e n y a n  distri ct,  and the fact that it b o r d e r s K a k a m e g a  

d i s t r i c t  wh er e labour force is plenty, this study 

c o n s i d e r e d  a g r i c u l t u r a l  labour in the district to be 

c o m p e t i t i v e .  Hence, the pr i v a t e  m a r k e t  labou r COst was 

taken to be equal to the social cost of labour.
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From  i n f o r m a 1 i n t e r v i e w s  c o n d u c t s d  with ^^*"^gers of 

the B a r c l a y s  Bank of Kenya L i m i t e d  ( B B k ) n̂̂ j Ken y a 

C o m m e r c i a l  Bank (KCB), and the past s t u d i e s  done î  Ke ny a 

on m o ne y markets, there is e v i d e n c e  that the official 

in te res t rates in K e ny a are less than the CQnip0 titiv e 

intere st rates. The M a n a g e r s  of the two Ban k s (gBK and

KCB) s u g g e s t e d  that the nominal in te re st rates would 

in cr ea se  to we 1 1 a b o v e  30 p e r c en t if the capital m a r k e t s  

were  li beralized. P a u l s o n  (1984) calculated the

c o m p e t i t i v e  nominal rate of loans to be 30 percent jn 1 9 3 3 , 

ev en  thou gh the of fi ci al c e i l i n g  rate wa^ ^  p e r c e n t . 

M u k u m b u  et a 1 (1990) e s t i m a t e d  a nominal intei>es  ̂ pate

c l o s e r  to 35 percent, or ab ou t 25 p e rc en t in rea| terms. 

B a se d on these a r g u me nt s,  this stu dy  estimated the 

c o m p e t i t i v e  nominal in te re st  rate to be 37 P e rc»n t. The 

repo rt by the Central Bank (1991) e s t i m a t e d  an inflation 

rate of 12 p e r c en t and so the real rates of intjpe g t was 

e s t i m a t e d  to be 25 percent. This intere st rate was ys e d as 

the social cost of b o r r o w e d  capital.

The c o m m o d i t i e s  that n e i t h e r  fall in tradable 

c o m m o d i t y  c a t e g o r y  nor in d o m e s t i c  factor cat(,o r y are 

c l a s s i f i e d  as n o n - t r a d a b l e  co mm o d i t i e s .  The soci5] p r jces 

of n o n - t r a d a b l e  c o m m o d i t i e s  were e s t i m a t e d  first

d i s a g g r e g a t i n g  the c o m m o d i t i e s  into their trad^ies and 

d o m e s t i c  factor c o m p on en ts . The c o m p o n e n t s  were jj j u e d at 

social pric es and then su mme d to g e n e r a t e  the socjj] value
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of the n o n - t r a d a b l e  com mo d it y.  F i g u r e  4.1 shows a s c h e m a t i c  

d i a g r a m  of the p r o c e s s  of d i s a g g r e g a t i n g  n o n - t r a d a b l e  

inputs. The n o n - t r a d a b l e  input was d i s a g g r e g a t e d  to a point 

w h er e the n o n - t r a d a b l e  c o m p o n e n t  d i m i n i s h e s  or is 

ne gl ig ib le .

T h e r e  are two a p p r o a c h e s  that can be used to e s t i m a t e  

d e c o m p o s i t i o n  c o e f f i c i e n t s  of a n o n - t r a d a b l e  com mo dit y. 

D e c o m p o s i t i o n  c o e f f i c i e n t s  are c o n s t a n t s  that give the 

p r o p o r t i o n s  of capital, La bo ur  and t r a d a b l e  inputs in a 

n o n - t r a d a b l e  input. The two a p p r o a c h e s  are:

(i) i d e n t i f i c a t i o n  of all the d i re ct  and in di re ct inputs 

used to p r o d u c e  the n o n - t r a d a b l e  input, from the 

annual b u d g e t s  and re p o r t s  of the i n s t i t u t i o n  that 

p r o d u c e s  the n o n - t r a d a b l e  inputs. The inputs are 

d i s a g g r e g a t e d  into d o m e s t i c  factor and t r a d a b l e  inputs 

and their social p r ic es  est im ate d.

(ii) us in g partial m u l t i p l i e r s  from the nation al input- 

output. Ma tr ix  fl-O matrix). T e c h ni ca l c o e f f i c i e n t s  or 

partial m u l t i p l i e r s  in 1-0 m a t r i x  gives c o n t r i b u t i o n s  

from ot her i n d u s t r i e s  and d o m e s t i c  factors, • as 

p r o p o r t i o n s  of gross ou tpu t from the i n d u s t r y  under 

c o n s i d e r a t i o n .  T h e s e  share s are m e a s u r e d  at p r i v at e 

m a r k e t  prices, and each c a t e g o r y  of p r i v a t e  cos ts  is
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N O N - T R A D A B L ET R A D A B L E  1

CAP ITAL
u'.l L.
j LABOUR

T R A D A B L E 'I,

Figure 4.^: Process of Disaggregating Non-tradable Inputs

into their Tradable and Domestic Factor 

Components

m u l t i p l i e d  by the ratio of social to p r i v a t e  pr ice s to 

o b t a i n  the social cost of the n o n - t r a d a b l e  input.

The partial m u l t i p l i e r s  from the nation al In p u t / o u t p u t  

(1-0) tabl es of Ken y a (1976), were used as d e c o m p o s i t i o n  

c o e f f i c i e n t s  in this study. Th ey  p r o v i d e d  the e s t i m a t e s  of 

the cost shares for i m p o rt ed  inputs, in di re ct  taxes , 

su bs idi es , depreciation, profits, labour incomes, interest 

paid and other inputs from other d o m e s t i c  sectors. The 

only a v a i l a b l e  National 1-0 ma tr ix  in K e n y a  is that of

c o e f f i c i e n t s  assuming that they have not c h a n g e d  overtime. *

1976 m a t r i x  gives a p p r o x i m a t e  technical
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The partial m u l t i p l i e r s  for in di re ct  taxes and 

subsid ies , d e p r e c i a t i o n ,  c o r p o r a t e  p r o f i t  and interest paid 

were  su mme d to give the p r i v a t e  sha r e of capital. The 

c o r p o r a t e  pr o f i t s  of a firm is that part of a f i r m ’s income 

that is used for p a y m e n t  of c o r p o r a t e  tax, p a y m e n t  of 

d i v i d e n d s  to the s h a r e h o l d e r s  or r e t a i n e d  in the firm as 

u n d i s t r i b u t e d  c o r p o r a t e  profits, to he lp  f i n a nc e e x p a n s i o n  

or to be used as w o r k i n g  capital. C o r p o r a t e  tax is that

p o r t i o n  of c o r p o r a t e prof its that i s paid to t he

government. Indirect b u s i n e s s  tax i s the tax paid

i n d i r e c t l y  by the c o n s u m e r s  in form of sales and e x ci se  

taxes. Interest is the p a y m e n t  made for the use of b o r r o w e d  

capital. D e p r e c i a t i o n  is the d e c l i n e  in val u e of the f i r m ’s 

stock of capital b e c a u s e  of wear and tear or o b s o l e s c e n c e  

r e s u l t i n g  from the p r o d u c t i o n  p r o c e s s . T h e  partial 

m u l t i p l i e r  for wages and s a l a r i e s  was taken to be the 

p r i v a t e  s h ar es  for L a b o u r  , and partial m u l t i p l i e r  for 

im po rt ed  inputs i n c l u d i n g  d u ti es  as the p r i v a t e  cost share 

of t r a d a b l e  inputs. The partial m u l t i p l i e r s  for other 

inputs from ot her  d o m e s t i c  s e c t or s was s h ar ed  e q u a l l y  among' 

labour cost sh are  and capital cost share.

The social cost sha re of capital is o b t a i n e d  by 

s u b t r a c t i n g  in di re ct b u s i n e s s  taxes and su bs idi es , d i v i d i n g  

c o r p o r a t e  pr of it  by 1.375 to re fl ect  c o r p o r a t e  tax rate of 

37.5  percent, and m u l t i p l y i n g  in ter es t paid by 1.47, w h ic h 

is the ra tio  of social to p r iv at e cost of b o r r o w e d  capital.
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The pr i v a t e  cost sha re of labour was taken to be equal to 

social cost shar e of labour. The social cost s h a r e  of 

im ports was o b t a i n e d  by s e p a r a t i n g  the im po rt ed  input costs 

into cif costs and import duties. The Ta ri ff data in the 

annual trade repor t (1988) was used to estimate* the 

p e r c e n t a g e  import duty of the i m p o rt ed  inputs from other 

d o m e s t i c  sectors. The social cost sh ar es  o b t a i n e d  a r e  used 

as d e c o m p o s i t i o n  c o e f f i c i e n t s  for n o n - t r a d a b l e  inputs.

The social cost of i n s u ra nc e m i s c e l l a n e o u s ,  b a g g i n g  

and st o r a g e  costs were o b t a i n e d  from the d e c o m p o s i t i o n  

c o e f f i c i e n t s  for m i s c e l l a n e o u s  s e r v i c e s  sho w n in t a b l e  4.6. 

The social cost s of w h a r f a g e  was e s t i m a t e d  from 

d e c o m p o s i t i o n  c o e f f i c i e n t s  for b u i l d i n g  and r e p a i r  of 

t r a n s p o r t  e q u i p m e n t  sho w n in table 4.4. The social c e s t u * 

t r a n s p o r t  was e s t i m a t e d  from the d e c o m p o s i t i o n  c o e f f i c i e n t s  

of t r a n s p o r t  and s e r v i c e s  a l l i e d  to tr a n s p o r t  s h e w n  in 

table 4.3. The social cost of local m a r k e t  c h a r g e s  was 

e s t i m a t e d  from the d e c o m p o s i t i o n  c o e f f i c i e n t s  for other 

g o v e r n m e n t  s e r v i c e s  show n on table 4.5.
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Table 4.3 Decompos i t i on__________C oef f i c i ent s__________f o r
Transport and Services Allied to . Transport

Soc i a 1-Ana lysis

P r iv at e A n a l y s i s T I L K T a x / S u b s  idy

T I 0 . 07 6 0 . 0 6 6 - 0.010

L 0. 488 - 0. 48 8 0. OOO

K 0. 436 - 0 . 4 2 9 0. 007

Total 1.000 0 . 0 6 6 0.4 88 0 . 4 2 9 0. 017

S o u r c e : A u t h o r ’s E s t i m a t e s

Table 4 .4: Decomposition coefficients for
Bui 1d i ne and Repair of Transport
Equ i pments

Social A n a l y s i s

Pr iv at e An a l y s i s T I L K Ta x/subs i dy

TI 0. 244 0 . 2 1 3 - 0.031

L 0. 349 - 0. 349 0. OOO

K 0. 407 - 0. 308 0. 099

Total 1 . 000 0 . 2 1 3 0. 349  0 . 3 0 8 0. 130

Source: A u t h o r ’s E s t i m a t e s
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Ta bl e 4.5: Decomposition c o e fficients____ fox______ other
Government S e r v ices

Social A n a l y s i s

P r i v a te A n a l y s i s  TI L K T a x / s u b s i d y

TI 0 . 0 5 0  0 . 0 5 0  - - 0 . 0 0 0

L 0 . 7 9 4  - 0 . 79 4 - 0 . 0 0 0

K 0. 156 - - 0. 154 0 . 0 0 2

Total 1.000 0 . 0 5 0  0 . 7 9 4  0 . 1 5 4  0 . 0 0 2

Source: A u t h o r ’s E s t i m a t e s

Table 4.6: D e c o m p o s ition c o e f ficients for
M i see 1 1 a n e o u s   Services______ _ Exc 1 ud i ng
G o v ernment S e r v i c es

Social A n a l y s i s

P rivate A n a l y s i s  TI L K T a x / s u b s i d y

TI 0 . 0 5 8  0 . 0 5 8  - - 0 . 0 0 0

L 0 . 6 5 7  - 0 . 6 5 7  - 0 . 0 0 0

K 0 . 2 8 3  - - 0.301 - 0 .0 18

Total 1.000 0 . 0 5 8  0 . 6 5 7  0.301 - 0 .0 18

Source: A u t h o r ’s E s t i m a t e s
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4.7 Preparation of Social Budgets a n d PAM

Ana lysis

The social pr ic es  e s t i m a t e d  as d i s c u s s e d  in the 

pr e v i o u s  s e c t i o n  were used in p r e p a r a t i o n  of a social 

budget. The social and pr i v a t e  B u d g e t s  were used to 

p r e p a r e  the PA M a n a l y s i s  f r a m e w o r k  d i s c u s s e d  in the se co nd  

s e c t i o n  of this chapter. The p r i v a t e  r e v e n u e  from mai z e 

was fed into e n t r y  A, p r i v a t e  cost of t r a d a b l e  inputs in 

e n t r y  B , and pr i v a t e  c o st s of d o m e s t i c  f a c t or s in e n tr y C 

shown in table 4.1. This was done for a l 1 the c h a n n e l s  and 

the p r i v a t e  p r o f i t a b i l i t y  (D) for ea ch  channel was 

c a l c u l a t e d  and used as a m e a s u r e  of c o m p e t i t i v e n e s s  of each 

m a r k e t i n g  channel. The social revenue, t r a d a b l e  inputs and 

d o m e s t i c  f a c t or s c o st s were e n t e r e d  in E, F, and G 

r e s p ec ti ve ly . The e f f e c t s  of d i v e r g e n c e s  were c a l c u l a t e d  by 

s u b t r a c t i n g  e n t r i e s  in the se co nd  row from e n t r i e s  in the 

first row. The p e r c e n t a g e  d i v e r g e n c e s  from e f f i c i e n t  

r e s o u r c e s  use for each m a r k e t  channel was c a l c u l a t e d  by 

d i v i d i n g  e n t r i e s  of the third row by their c o u n t e r p a r t s  in 

the se con d row and m u l t i p l y i n g  by hundred.



-68-

CHAPTER 5

5 E M P IRICAL RESULTS AND D I S C U S S IONS

This ch a p t e r  gives the r e s u lt s of the f i e l d w o r k  whi ch 

involv ed i d e n t i f y i n g  the r e p r e s e n t a t i v e  m a r k e t  channels, 

c o l l e c t i o n  of data on inputs and o u t p u t s  in each activ ity , 

p r e p a r a t i o n  of b u d g e t s  and f i n a ll y c a l c u l a t i n g  the b a s e l i n e  

re su lt s for PAM.

5.1 M a r k e ting channels Identified

Four r e p r e s e n t a t i v e  m a r k e t i n g  c h a n n e l s  were selected. 

T h e s e  were:

i) Farmgate -> Local market -> Terminal market -> Consumer

This m a r k e t i n g  channel en t a i l s  a s s e m b l i n g  of m a iz e in 

local ma rk et for sale to the ” p i c k - u p ” trader or it in era nt  

trader. The a s s e m b l i n g  of ma iz e is c a r r i e d  out by the 

t r a d e r s ’ a g e n t s  or the fa rm er s the ms e lv es . The m a iz e is 

sold to the t r a d er s who t r a n s p o r t  it to terminal m a r k e t s  

w h er e they sell it d i r e c t l y  to c o ns um er s,  or i n d i r e c t l y  

th ro ug h s e d e n t a r y  traders.

(ii) F a r m g a t e  -> L B A ’s -> Ter min al -> C o n s u m e r
M a r k e t

The se co nd m a r k e t i n g  channel is the same as the first 

one but a s s e m b l i n g  is done by L i c e n s e d  B u y i n g  Ag en ts  

(LBAs), who buy m a i z e  from the farm er s at the official 

b u y i n g  price. LBAs tr an s p o r t  m a i z e  to terminal m a r k e t s
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wh er e they sell it to s e d e n t a r y  traders, who e v e n t u a l l y  

sell it to cons ume rs.

iii) Farmgate -> Terminal Market -> Consumer

The m a r k e t i n g  chan nel  i n v o lv es  a s s e m b l i n g  ma iz e 

d i r e c t l y  in the terminal market s. The m a r k e t i n g  

channel is d o m i n a t e d  by i t i n er an t t r a d e r s  d u ri ng  the 

ma iz e h a r v e s t i n g  p e r i o d  in the a r ea s s u r r o u n d i n g  the 

terminal market s. T h e s e  i t i n e r a n t  t r ad er s turn 

s e d e n t a r y  a f te r the h a r v e s t i n g  p e ri od  in the area 

s u r r o u n d i n g  the terminal m a r k e t  is over. This is 

be ca us e the cost of t r a n s p o r t i n g  small q u a n t i t i e s  of 

m a iz e from s u r p lu s a r e a s  far from terminal m a r k e t s  is 

very high. F r om  i n t e r v i e w s  done wi th  matatu^

ope rators, the cost of t r a n s p o r t i n g  m a iz e ra ng ed 

be tw ee n K s h s . 3 5  to K s h s . 6 5  per bag.

iv) Farmgate -> Local Market -> Consumer

The m a r k e t i n g  channel in vo lv es  b u y i n g  m a iz e from 

farm ers by the i t i n e r a n t  traders, who sell it to 

c o n s um er s in the local market. C o n s u m e r s  in the local 

m a r k e t  in clu de local t e a c h e r s  and oth er g o v e r n m e n t  

o f f i ci al s in the lo ca li ty (i.e. the n o n - f a r m i n g  

c o m m u n i t y  in the m a i z e  p r o d u c i n g  areas).

4 A matatu in this stu d y is tak en  as a small p a s s a n g e r  
ve hi cl e with a s i t t i n g  c a p a c i t y  of not m o re  than 25 p a s s a g e r s
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5 . 2  P r  i.c©_„Da .ta q n _ J  n p u  t a j n . d . . . .  O u t p u t  s

T a bl e 5.1 shows the p r i v a t e  pr ic es  of inputs and 

o u t p u t s  and their e s t i m a t e d  social prices. The social 

pric es of inputs and o u t p u t s  are e s t i m a t e d  as d i s c u s s e d  in 

ch ap ter  4. The p r i v a t e  and social inputs and o u tp ut  costs 

are used to p r e p a r e  p r i v a t e  and social b u d g e t s  for each 

channel. The q u a n t i t i e s  of inputs and o u t p u t s  were

c o n v e r t e d  to one year bas is for ease of c o m p a r i n g  the 

resu lt s of the ma rk et  cha nnels. M a iz e p u r c h a s e d  in the 

local m a r k e t s  by each trade r takes a b ou t one week to be 

sold. W o r k i n g  capital in the p r i v at e trade is th e r e f o r e  the 

capital r e q u i r e d  to p u r c h a s e  and sell a o n e - w e e k

c o n s i g n  intent of maize:
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Table 5.1: Mean Costs of in p u t s and Outputs

1n p u t s / o u t p u t  Un i t P r i v a t e  Social
Cost Cost

I n t e r m e d i a t e  Inputs
(a ) G u n n y  Bags K s h s / B a g 2 1 . 0 0 6 . 90
( b ) W o r k i n g  capital P e r c e n t a g e ! ? . 00 2 5 . 0 0
Co mm odi  t y - in -p r o c e s s
a ) Ma iz e P u r c h a s e d  

at the F a r m g a t e K s h s / B a g 2 6 8 . 0 0 2 6 8 . 0 0
(b) Ma iz e in the

L o c a 1 Ma rk et K s h s / B a  g 2 7 7 . 0 0 5 1 5 . 7 4
( c ) M a iz e in the 

Ma rk et  d u ri ng  
h a r v e s t i n g K s h s / B a g 291. 10 5 3 6 . 4 8

( d ) Ma iz e in the 
Te rm in al  Marke t 
after h a r v e s t i n g  
s e as on K s h s / B a g 3 3 5 . 2 0 5 3 6 . 4 8

Non - T r a d a b l e  Cos t s
( a ) T ransport K s h s / B a g 16.50 16.22
(b) Local Ma rk et  

c h a r ge s K s h s / B a g 9 . 3 0 9. 28
( c ) M i s c e 1 laneous P e r c e n t a g e 1.00 1.00
( d ) H a n d l i n g  costs K s h s / B a g 6. 6 3 6.51

S o u r c e  A u t h o r ’s e s t i m a t e s
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5.3 PAM R e s u l t s  for M a r k e t  Channel 1:

Farm-gate -> Local - 
market

> Terminal 
market

-> C o n s u m e r

T a b l e s  5.2 t o 5.5 (a ) and (b > s how the PAM result-.-- f o r

mark et channel 1 . T a bl e 5.2 shows the p r i v a t e  budget- f o r

this ch a n n e 1 . The i n p u t cos ts are di s a gg re  gated to their

tradable? inputs and d o m e s t i c  factor c o st s as sho w n in fab!-- 

5 . 3 . T a bl e 5 . 4  shows the d i s a g g r e g a t e d  social budget, f ? 

m a r k e t  channel 2. U n l i k e  in the p r i v a t e  b u d g e t  the input, 

cost s have be en c l a s s i f i e d  into their t r a d a b l e  inputs and 

d o m e s t i c  factor cos ts c o mp on en ts .

Table 5.2 :Pr i va t e-Budget f or Market Channe l, I

Farmgate ->Local -> Terminal-) Consumer 
Market Market

1nput/Qutput Quantity Private-Price Cost/Return
(Bags/year)(Kshs/Bag) (K s f i s /

Qu t pu t 325.51 335.20 109110.97
Input Costs 
Empty Bags 109.00 21.00 2278.58
Hand line costs 325.51 6.63 2156.52
Transpcr t 325.51 16.50 5370.95
Market charges - - 966.06
Cost of maize 325.51 268.03 8724.68
Working capital 1015.14 0. 17 308.57
Mi see 1)aneous - - 983.26
Total costs - - 99309.63
Private profit - - 9801.34

Source Author’s Estimate
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Ta b 11? r . ? Disagregation of input costs (Ksh/Year) to their Tradable 
and Domestic Factor costs for market channel 1.

Farmgate-> Local -> Terminal -> Consumer
market market

! npu t Tradable Capital Labour Commod i ty Tot a
Cost Input in process

Emptv Bags 2278.58 - - - 2278.58
(752.101 - . - - (752.10'

Hand line 163.90 940.24 1052.38 - 2156.52
(142.33) (925.15) (1052.38) - (2119.86'

Transport 408.19 2341.73 2621.02 5370.95
(354.43) (2304.14) (2621.02) (5279.64)

Ha rket 
Cha rges 48. 30 150.71 767.05 966.06

(48.30> (148.77) (767.05) (964.13)
Cost of 
ma i ze _ - 87245.68 87245.68

- (87245.68 > (87245.68)
U o r k i n g 
capita1 _ 308.57 - - 308.57

- (453.79) - - (453.79)
Miscellaneous 57.03 278.26 646.00 - 983.26

(57.03) (295.96) (646.00) (998.991

Total 2956.00 4019.51 5086.45 87245.68 99309.63
(1354.19)(4127.81 ) (5086.45) (87245.68) (97814.13)

The figure in brackets are the social costs.
Source: Author ’s estimates •

Table 5.4: Social Budget for market channel 1:
Farmgate -> Local -> Terminal -> Consumer

market market

Output/Input

Output i? Ksh. 536.43/bag 
Tradable Inputs 
Capita!
Labour
Commod ity-in- 
Pr ocess 
Total Costs 
Soci a 1 Profit

Social cost/Revenue 
(Ksh/year > 
174630.68 

1354.19 
4127.81 
5086.45

87245.68 
97814.13 
76816.55

Source: Author’s estimates
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(The Cost and Returns are given in Ksh/Bag)
Farmgate -> Local -> Terminal -> Consumer 

Market Market

Table 5.5(a) P A M  A n a l y s i s  for M a r k e t  C h a n n el 1: S h o r t - r u n  S i t u a t i o n

TR T! K L CP II

Private Price 335.20 9.09 12.35 15.63 268.03 30.10
Social Price 536.48 4.13 12.68 15.68 268.03 236.01
Divergencies -201.28 4.96 -0.33 0.00 0.00 -205.91
* changes* 60.04 -54.57 2.67 0.00 0.00 684.10

Table 5.5(b■ PAM Analysts.for Market Channel 1; Long-run Situation

(The Cost and Returns are given in Ksh/Bag)

Farmgate -> Local -> Terminal -> Consumer 

Market Market

TR T! K L CP II

Private Price 335.20 9.09 12.35 15.63: 268.03 30.10
Social Price 536.48 4.13 12.68 15.68 443.84 30.10
Divergencies -201.28 4.96 -0.33 0.00 -175.81 0.00
X changes* 60.04 -54.57 2.67 0.00 -65.59 0.00

TR = Total Revenue 

T! - Tradable Input 

K - Capita!

L : Labour

Cp - Conraodity-ln-Process 

11 : Profit

* X change = Social Price - Private Price x 100 

Private Price

Source: Derived from tables 5.2, 5.3, and 5.4.

T a bl e 5.5 (a ) shows the e x p e c t e d  e f f e c t s  of

l i b e r a l i z a t i o n  in the s h o r t - r u n  situ at ion . The short, run 

peri od is the per iod wh en s u p p l y  of m a iz e is r e l a t i v e 1v

in e l a s t i c  i.e. the short pe rio d when m a i z e  fa rm ers  cannot 

increase their m a i z e  supply. From table 5.5 fa) it is seen 

that the t r ad er s made a profi t of Ks h . 30.11 per basr d u r i n g
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the period c o v e r e d  by the study. This is normal profi t and 

c o ve rs  the r e t u rn s to e n t r e p r e n e u r s h i p  and risk premium, 

wh ic h were n o t i n c o r p o r a t e d  i n d omes t i c factor cost. 0 ri 

libe ra liz at io n, the short term effect w o ul d be an i n cr ea se  

in c o n s u m e r  pr ic es  of m a i z e  from Ksh. 3 3 5 . 2 0  to Ksh. 536. -48 

f or by 60 perc ent ), as sho wn in table 5.5 (a).

T r a d e  l i b e r a l i z a t i o n  wou ld red u c e t r a dab 1 e i n p u t cos t

f rom Kssh. 9. 09 t id K s h . 4 . 13 per ba g (nr by 54.6 per cent 'i .

T h i s red uet i o n w o uI d ma i n 1l y r e s u 1 t f r om reduct ion o f price s

of g li n n v b a gs from Ksh • 21 . 00 t o Ksh . 6 . 9 0  as sho w n i n

tab 1 e 5.1. The c a p i t a 1 c o s t w o u 1 d increa s e s from Ksh 12. 35

to Ksh. 12.63 per bag; for by 2.7 percent'*. The price of the 

c o m m o d i t y  - i n - p r o c e s s  w h ic h is the p r o d u c e r  pric e woul d n o t 

c h a n g e  in the sh or t-r un.  The overall e f fe ct  on p r of it s 

wo ul d be an in c r e a s e  from Ksh. 30.11 to Ksh. 23 6. 01  per bag 

C by 684.1 percent). Abo ut 98 pe rc ent  of this i n c r ea se  in 

p refits w o u 1 d b e c a u s e d  by r e m ova 1 o f trade re st ri ct ion 

that increa ;es c o n s u m e r  p r i c e s  o f m a i z e  by Ksh. 2.01.28 pei 

bag.

!f the r e t u rn s to e n t r e p r e n e u r s h i p  and risk p r e m i u m  do 

no c h an ge  on l i b e r a li za ti on , then the tr ad ers  would be 

m a ki ng  an e x c e s s  p r of it of Ksh. 175.81 per bag. This e x ce ss

profit wou! d at tr ac t rnore trade rs  i nto pr i va + e ma i ze trade.

The tr a de w o u 1 d be more c o m p e t i t i v e  and far me r s w o u 1 d

in cr ea se s the p r o d u c e r  price of maize. T a b l e 5 . 5 ( b ) s h o w r

the !on s - r u n sit u at io n.  The 1 on'g run peri od i s the per i o d
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1 ong en ou gh  for new t r a d er s to enter the i n d u s t r y  but not 

long e n ou gh  for fa rm er s to in cr ea se out p u f . From table 5.5 

( b ) , it is seen that the p r od uc er  pr ic e of m a i z e  would 

increa se from Ksh. 2 6 8 . 0 3  to Ksh. 4 4 3 . 8 4  per bag for by 

65.59). This w o ul d m e an  that the trade rs  w o ul d c o n t i n u e  to 

enter the i n d u s t r y  until all the e x c e s s  p r o f i t s  ha ve 

d i m i n i s h e d  or pa ss ed  to farmers.

In the very  lon g-r un fi.e. the p e r i o d  long e n o u g h  for 

fa rm er s to i n c r ea se  their output). the fa rm ers  would 

in cr ea se s u p p l y  by i n c r e a s i n g  use of m o d e r n  inputs on maiz e 

and by i n c r e a s i n g  mai z e acreage. The c o n s u m e r  pric e would 

b e r o duc e d and the c o n s u m e r s  wou l d en joy the b e n e f i t s  o f  

li be ra liz at ion . Sone a n a l y s t s  may a r g u e  that with inc re a se d 

ou tp ut  and r e d u c e d  co ns u m p t i o n ,  l i b e r a l i z a t i o n  may lead t o 

export surpluses. This wou ld in the long run ma ke  Kenya to 

find itself at expor t p a ri ty  pr ic e w h ic h wou l d give no 

incrent ive to farmers. The c o n s u m p t i o n  of m a i z e  wou l d not 

be reduced s i g n i f i c a n t 1y by l i b e r a l i z a t i o n  b e c a u s e  mai z e is 

a ba si c food and it is r e l a t i v e l y  price ine lastic. It is 

r i gh t t ha t once domest. ic supp 1 v otj t s t ri ps  dom es  t i c 

co ns um pti on , the c o u n t r y  wou ld e x p e r i e n c e  ex po rt  pa ri ty  

price. The c o u n t r y  wou ld have a l r e a d y  a c h i e v e d  its 

o b j e c t i v e  of s e l f - s u f f i c i e n c y .  The p o l i c y  m e a s u r e s  would 

then change to t h o s e of m a i n t a i n i n g  s e l f - s u f f i c i e n c y  

t h ro ug h s u p p o r t i n g  c o n s u m e r s  i . e . m a i n t a i n i n g  a producer 

price that wo uld  e n s u r e  s e 1f-suff iciency.
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Tab 1 e 5.6 shows the re su lt s of s e n s i t i v i t y  ana 1 ysi ? 

c a r r i e d  out to show the e f f e c t s  of 15 and 20 perc en t o v e r ­

v a l u a t i o n  of d o m e s t i c  cu rre ncy . O v e r - v a l u a t i o n  of d o m e s t i c

cur r e n o y increa ses the social pr i ces of t r a d a b l e  inputs and

o u t p uts. From t a b Ie 5 .6 i t is seen that a p o s s i b l e  o v e r ■

va 1ua t i on of 15 a nd 20 p e rc en t would c h a n g e  t r a d a b l e  inputs

cost Ji s t o r t i o n s from 118 perc ent to 90 and 82 percent

re sp ec t ive 1 y . But t he o v e r a 11 ef feels cif p o s s i b l e  over-

v a l u a t i o n  is i n s i g n i f i c a n t  as i n d i c a t e d  by the ch a n g e s  in 

profits. The d i v e r g e n c e s  for social profit c h a n g e  from 

pe rc ent  to 89 and 90 perc ent  for 15 and 20 perce nt o v e r ­

v a l u a t i o n  r e s p ec ti ve ly .

5.'* PAM A n a l y s i s  R e s u l t s  f or_ Mar kejt._Channe 1 2

F a r m g a t e  -> LBAs -> Termin al -> C o n s u m e r
m a r k e t

T a b l e s  5.7 to 5. 10 shows the emp ir i ca l re su lt s f o • 

ma rk et channel 2. T a b l e  5.7 sho w s the a n nu  a 1 pr i va f e

b u d g e t for the c h a n n »? ! . T a b l e  5.8 s h o w : 1 hi e •'! i s a g g r e g a t o d

input cos t s and tab! e 5.9 sho ws the annuo! •> o c i a 1 bud g 1 

f o i" rn a r 1; e t channel 2 . T a b ! e s 5 . 1 0 ( a ) a n d • ■ • • •* how f h e P A M

ana ! v s is r e s u l t s  for the channel. Fr o m t •* b ! e 5 . ^ it is s e o n 

t h a t t r a d e r s in this c han n e 1 made a p r i v a t e p r o f i t  o f K s h . 

25300. *5 per year for Ksh. 7 7 .7 3 per b a g ;. if the returns 

t o e n t r e p r e n e u r s h i p  a n d risk p r e in i urn r e m . • i n s a t K s h . 30. 1 0

per bag, then the LB As made e x c e s s  profi t of Ksh. 4 7 .6 3
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c!ur ing the p e ri od  c o v e r e d  by the study. In theory, th> 

excess profit is e x p e c t e d  to induc e more tr ad er s into the 

ghannel r e s u l t i n g  to e x p a n s i o n  of the channel. In p r a c t i c e  

this may not h a p p e n  for the channel is r e s t r i c t e d  to LBAs 

7ho are a p p o i n t e d  bv NCPB. The LBAs are r e q u i r e d  to buy 

iaice on be hal f of N C P B  and it is illegal to sell it in the 

u r a ! m a r k e t s .

'able 5.6 E f f e c t s  of 15 and 20 p e r c e n t  p o s s i b l e  o v e r ­
v a l u a t i o n  of d o m e s t i c  c u r r e n cy for m a rk et  channel 1

F a r m g a t e  - Local ■) Termin al C o n s u m e r
M a r k e t  M a r k e t  i

TF. T! K CP t T

Ivate Price 109110.97 2956.00 4019.51 5086.45 87245.68 9801.34

dal Price 191094.26 1557.32 4127.81 5086.45 87245.68 76816.55

(198271.66) 0626.03) (4127.81) (5068.45) (87245.68) (100136.69)

>ergencies -81983.29 1398.68 -108.30 0.00 0.00 -83275.66

(-89160.87) (1330.97) (-108.30) (0.00) (0.00) (-90385.35)

liveruencies* -42.90 89.81 -2.62 0.00 0.00 -87.47

(-42.96) (81.90) (-2.62 (0.00) (0.00̂ (-90.22'

T h e f i g u r e  i n p a r  e n t h e s i s a r e for 2 0 p e r c e n t

v a 1 u a t i o l i

TF; = T o t a l  R e v e n  u e

T I = T r a d a b l e  I n p u t  c o s  t

L

■ lh i * a i 

- L a  b o u  i c o s  t

01- Coi nm od  i t v - I n - P r o c e s s

! I = P r o f i t

.Ton r t j t_- : A u t h o r s  e s t i in a t e s .

i p i  v o r g  e n c i c* s - P r i v a te F r i e r  ; S oc i *.J f' r L
Social P r i c e

v. x 100
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T a b l e  5.7: P r i v a t e  B u d g e t  for M a r k e t  Channel 2
F a r m g a t e -> L B A ’s -> Ter mi nal  M a rk et -> Consurn

1 n p u t / D ii t p u t Ouanti ty Private Price C ost/Return
(Bags/Year ) (Kshs/Bag) (V shs/v e

Outpu t 3 2 0 . 5 I n> o c; D 109110.9 7
1 nput cost 
Emply Bags 109.00 2 1 . 0 0 2278.58
Handling cost 325.51 6.63 2156.52
T ransport 325.51 1 6.5 0 ' >. 9 r
Market, charges - 966. 06
Cost of Maize 325.51 2 2 1 . 0 0 71938.15
Working capital 1590.53 0.17 270. 0
Miscellaneous Cost - - 3 2 9 . AO
Total cost - - 83810.60
Private Profit - - 25300.31

Sour c e : A u t h o r s  E s t i m a t e s

Ta b 1 r . Q D i s a g g r e g a t i o n  of input cos ts  ( K s h / y e a r ) t o  their 
T r a d a b l e  and D o m e s t i c  F a ct or  C o s t s  _for M a rk et  
C h a n n e  1__2_.
F a r m g a t e - >  LBAs -> Termin al -> C o n s u m e r

m a r k e t
Input Tradable Capital Labour Commodity Total
Cost npu t i n process

Empty Bags 2278.58 - - 2278.58
(752.10) - - - (752.101

Han dling 163.90 940.24 1052.38 -•'> J C p , c ->

(142.331 (925.15) (1052.38) (2119.86'
Transport A08.19 2341.73 2621.02 5370.95

Market
(35A.431 (2304.14) (2621.02) (5279.64l

Char ges 48. 30 150.71 767.05 966.06

Cost of
(48.301 (14R.77) (767.05i (964.13i

Ma i ze - - - 71938.15 87245.68

Wor ki ng
- - (71938.15) (87245.681

capital - 270.40 - 27C.40
- (397.65) - - (397.66i

Miscellaneous A3. 13 234.34 545. 19 cj q q o ̂

(48. 13) (249.77) (545.191 (943.09i

Total 2947. 10 3937.92 4985.64 71938.15 83810.81
(1345. 291 (4025.48) (4985.64 ( 7 1 Q 3 6 1 rC ( 8 5’ 2 9 4 . c- 6 '

The figure in brackets are the social costs. 
Source: Author’s estimates.
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5 .9: S o c i a l  B u d g e t  for M a r k e t  C h a n n e l  2:

Farmgate -> LBAs -> Terminal -> Consumer
Market

Output. > I nput
Output ® Ksh. 536.48/bag 
Tradable Inputs
Capital
Labour

Soc i a 1 cos < ^Revenue 
174630.68 

1354.19 
4025.48 
4985.64

Commodi tv-i n- 

Process 
Total Costs 
Social Profit

Source: Author’s estimates

71938.lr 
82294.56 
op336.12

Table 5.10 (a) PAM Analysis for Market Channel 2: Short- run_S.it u a t i o n 
(Cost and Returns given in Ksh/Bag)

Farmgate -> LBAs -) Terminal -> Consumer
Market

TR Tl K L CP 11

Private Price 335.20 9.05 12.10 15.32 221.00 77.73

Soc i a 1 Price 536.48 4.13 12.36 15.32 221.00 283.67

Divergencies -201.28 4.92 -0.26 0.00 0.00 -205.94

* changes* 60.05 -54.36 2.15 0.00 0.00 264.94

Table 5.10 (b PAM Analysis..for Market Channel 2 Long-.run Situation

(Cost and 

Faragate ■

TR

Returns given in Ksh/Bag)

-> LBAs -> Terminal -> Consuaer 

Market

Tl K L CP II

Private Price 335.20 9.05 12.10 15.32 221.00 77.73

Social Price 536.48 4.13 12.36 15.32 474.57 30.10

Divergencies -201.28 4.92 -0.26 0.00 -253.57 47.63

% changes 60.05 -54.36 2.15 0.00 114.74 61.28

T R = Total R e v e n u e  
TI = T r a d e b 1e Input 
K ~ C a p i t a 1 
L r Labour
C p = C o m m o d i t y - I n - P r o c e s s  
II - Profit

* % c h a n g e  = S o c i o  I i ice - P r i v a t e  _Pi ice x , 100
P r i v a t e  P r i c e

S o u r c e : D e r i v e d  from tables 5.8, and 5.9,
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Tables 5.10(a) shows that without government

i .. . . Ci ■a r n 0  d b v
interventions, the total revenue and profits 

traders would increase by about 60 and 3 L’ ' ]'ei

respectively in the short run . The tradable n r-1 '-1 *1

woulcl be reduced by about 5 4 percent. It 4 he n c rmj ' r '

. . , , . , c; would bo
ido not change on l i bera l l zat l on. the trader"

i ng an excess pr o t i t of Ksh. 25
. , „ , t would br.

(b) shows that in the long-run the excess prof i

ii • hp producer
passed on to the farmers. This would raise i

price from Ksh. 221.00 to Ksh. 474.57 (or by U  J> Percent

However. this channel may not exist after 1 i b 1 3 1 5 ~ -

The LBAs buy maize at official producer

.BAs .

la4 ion of the proniice r

. , i c e n g a g e I >' Id no 1 onge  ̂ - -■

cl t h e r e f o r & not a pp o i n ♦

o f 1 5 a n d 20 pc r con 4.

i c curr '.Mioy From f h i

on r o v e nue changes f ' j r,1

percent f q r- 15 and 2 o

e 1 v . Di rgeneios o -n

9 percent to o 9 0 a n d 5

i . • P D 0 C ̂ I V; ̂  1 ’ /
percent for 15 and 20 percent over-valuati >n r" i"" ‘

'he divergences on profit changes from 7 p e r c ^ nt‘ c 

' S p e i ce nt for 15 and 20 p ̂  fc e n 4

• e a p e j t i v e 1 y . T h e refore, t h e r o s. u Its o

/er - va ! ua + i

s e n s i t i v i f ..
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a n a l y s i s  shows that a l t h o u g h  o v e r - v a l u a t i o n  of domestic, 

c u r r e n c y  has the ef fe ct  of i n c r e a s i n g  social revenue, it 

in cr ea se s the cos t s of tr a d a b l e  input s resulting to s m a ) ] 

c h a n g e s  in social profits.

T a bl e 5.11 E ff ect s of 15 and 20 P e r c e n t  P o s_s_Lb 1 e Over,- 
v a l u a t i on of D o m e s t i c  C u r r e n c y  f o r M_ar_k.g_t 

C h a n n el 2
F a r m g a t e  -> Local -> Ter m in al  C o n s u m e r

M a r k e t  M a r k e t

TR T! K L CP IT

Private Price 109110.97 2956.00 3937.92 4985.64 71938.15 25302.16
Social Price 191094.26 1547.08 4025.48 4985.64 71938.15 108597.91

(198271.66) (1614.35) (4025.48)(4985.64)(71938.15) (115708.04)
Divergencies -81983.29 1400.02 -87.56 0.00 0.00 -83295.75

(-89160.87) (1332.75) (-87.56) (0.00) (0.00) (-90405.88)
% Divergencies * -42.90 90.49 -2.18 0.00 0.00 -76.70

(44.96) (82.56) (-2.18) (0.00) (0.00) (-78.13)

The figure in b r a c k e t s  are for 20 pe r c e n t  o v e r - v a l u a t i o n  
TR = Total R e v e n u e  
TI = T r a d a b l e  Input cost 
K = Capital 
L = L a bo ur  cost 
Cp = C o m m o d i t y - I n - P r o c e s s  
TI = P r of it

* % D i v e r g e n c i e s  = P r i v a t e  P r i c e  - S ocial_P r i ce_x__1_00
Soc i a 1 P r i ce

Source: A u t h o r s  est ima te s.

5.5 PA M A n a l y s i s  Results for Market Channel 3 

Farmgate -> Terminal Market -> Consumer

The PAM a n a l y s i s  r e s u l t s  for ma rk et  c h a n n e l s  3 are s h o w n  

tables 5.12 to 5.15. Fr om  table 5. 12  it is seen that the 

tr ad er s made a normal pr ofi t of Ksh. 8 7 1 . 7 9  per y e a r  (or 

K s h . 2 . 6 8  per b a g ) . T h i s  channel e x i s t s  d u r i n g  the h a r v e s t i n g  

pe ri od  in ar ea s s u r r o u n d i n g  the markets.

The main p a r t i c i p a n t s  are the f a r m e r s  and i t i n e r a n t
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trad ers  who turn s e d e n t a r y  aft e r the h a r v e s t i n g  period. 

This  is an im p o r t a n t  channel b e c a u s e  the f a rm er s get a 

c h a n c e  to b e n e fi t d i r e c t l y  from m a i z e  trade. A l t h o u g h  the 

channel e x is ts  when the c o n s u m e r  price s are at the lowest 

table 5 . 12  shows that the tr ad ers  or farm er s were ab le  to 

ma ke  an annual p r of it  of Ksh 8 7 1 . 7 9

T a b l e  5.12: Private Budget fo r m a rket c hannel 3
Farmgate -> L B A ’s -> Terminal Market -> Consumer

I n p u t / O u t p u t  Q u a n t i t y  P r i v a t e  Price C o s t / R e t u r n
(Ba gs / Ye ar ) (Kshs/Bag) ( K s h s / y e a r )

O u tp ut 32 5. 51 2 9 1 . 0 8 9 4 7 5 1 . 0 1
Input cost 
E m p t y  Bags 1 0 9. 00 21. 00 2 2 7 8 . 5 8
Hand ling cost 325.5 1 6.63 2 1 5 6 . 5 2
M a r k e t  c h a r ge s - - 9 6 6 . 0 6
Cost  of Ma ize 32 5.5 1 26 8. 03 8 7 2 4 5 . 6 8
W o r k i n g  capital 17 8 1 . 6 7 0.17 3 0 2 . 8 8
M i s c e l l a n e o u s  Cost - - 9 2 9 . 5 0
Total cos t - - 9 3 8 7 9 . 2 2
P r i v a t e  P r of it - - 8 7 1 . 7 9

So urce: A u t h o r ’s E s t i m a t e s
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Table 5.13 P is sagre gat ion of Input Costs— <_Kg. h /Yea n) _t_o 
their Tradab l e, and Pomestic_JFa ctor Costs, for 
Market Channel 3 .

Farmgate-> Terminal -> Consumer
market

Input
Cost

Tradable Capital 
I nput

Labour Commod i ty- 
i n-process

Empty Bags 2278.58 - - -
(752.10) - -

Hand ling 163.90 940.24 1052.38 -

(142.33) (925.15) (1052.38) -

Transport 408.19 2341.73 2621.02 -

(354.43) (2304.14) (2621.02) _
Market 48.30 150.71 767.05 —

Charges (48.30) (148.77) (767.05) —

Cost of 
ma i ze _ 87245.68

- - - (87245.68)
Working
capital - 302.88 -

- (445.42) -
Miscellaneous 53.91 263.05 610.68 -

(53.91) (279.78) (610.68) -

Total

2278.58 
(752.10) 
2156.52 
(2119.86) 
5370.95 
(5279.64) 

966.06 
(964.13)

87245.68
(87245.68'

302.88
(445.42)
929.50
(944.37)

Total 2544.69 1656.88 2430.11 87245.68
(996.64)(1779.12) (2430.11) (87245.68)

93879.22 
(92471.55)

The figure in brackets are the social costs. 

Source: Author’s estimates.

Table 5.14: Social Budget for market channel, 3j.
Farmgate -> Terminal -> Consumer 

Market

Output/Input
Output @ Ksh. 536.48/bag 
Tradable Inputs 
Capital 
Labour
Commod i ty-in- 
Process 
Total Costs 
Socia 1 Prof i t

Social cost/Revenue 
174630.68 

996.64 
1799.12 
2450.11

87245.68 
92471.55 
82159.13

Source: Author’s estimates
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Table 5.15(a) PAM Analysis for Market Channe_L3_L Shortjirujl^,tu^tio.n 
(Costs and Return given in Ksh/bag)

Farmgate -> Terminal -> Consumer 
Market

TR T1 K L CP IT

Private Price 291.08 7.82 5.09 7.47 268.03 • 2.68

Social Price 536.48 3.06 5.52 7.47 268.03 252.40

Divergencies -245.40 4.76 -0.43 0.00 0.00 -249.72

X changes* 84.31 -■ 60.87 8.45 0.00 0.00 9317.91

TR = T o t a l R e v e n u e
T I = T r a d a b l e I n p u t
K = C a p i t a l
L = L a b o u r
C p = Commod i  t y -  I n - P r o c e s s
I I = P r o f i t
S o u r c e :  D e r i v e d  f r o m  t a b l e s  5 . 1 2  t o  5 . 1

Table 5.15(b) PAH Analysis for Harket Channel 3 ; Long-run ..Situation

(Costs and Return given in Ksh/bag) 
Farsgate -> Teriinal -> Consuner 

Harket

ITTR T1 K L CP

Private Price! 291.08 7.82 5.09 7.47 268.03 2.68

Social Price 536.48 3.06 5.52 7.47 517.73 2.68

Divergencies -245.40 4.76 -0.43 0.00 -249.72 0.00

X changes* 84.31 -60.87 8.45 0.00 93.17 0.00

* % c h a n g e s  = Social P r ic e - P r i v a t e  Pr ic e
Pr i va te Pr i ce

T a b l e s  5.15 (a) sho ws that with l i b e r a li za ti on , the 

total r e v e nu e wou l d in c r e a s e  by about 34 perc en t in the 

short run. P r o f i t s  woul d in cr ea se  by 9 3 1 7 .9 1 p e r c en t and 

tr ad er s wo ul d enj o y a b ou t 61 p e r c en t r e d u c t i o n  in t r a d a b l e  

input costs. If the normal pr ofi t does not c h a n g e  on 

l i b e r a l i z a t i o n  (i.e. re m a i n s  at Ksh 2.68) the tr ad er s wou ld
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be ma ki ng  e x c e s s  p r o f i t s  at Ksh. 2 4 9 . 7 2  per bag of maize. 

This e x ce ss  pr of it  wou l d a t t r a c t  more traders into mai z e 

trade. T a bl e 5.15 (b) shows that in the long-run the ex ce ss  

prof it wo uld be pa ss ed  on to fa rm ers  in form of higher 

pr o d u c e r  prices. This w o ul d raise p r o d u c e r  prices from Ksh.

2 6 8 . 0 3  to Ksh. 5 1 7 . 7 3  per bag (or by 9 3 . 1 7  percent).

S e n s i t i v i t y  a n a l y s i s  was c a r r i e d  out to show the 

e f f e ct s of 15 and 20 pe rce nt  o v e r - v a l u a t i o n  of d o m e s t i c  

currency. T a b l e  5.16 shows the r e s u lt s of the s e n s i t i v i t y  

an alysis. From table 5.16 it is seen that 15 and 20 pe rc ent  

o v e r - v a l u a t i o n  would c a us e the total r e ve nu e to in cre as e 

from 46 pe r c e n t  to abo ut 50 and 52 p e r c e n t  respectively. 

T a bl e 5.16 shows that 15 and 20 pe r c e n t  possible o v e r ­

v a l u a t i o n  of d o m e s t i c  c u r r e n c y  has ne gl ig ib le  ef fec t on 

p e r e n t a g e  d i v e r g e n c i e s  on profit; d i v e r g e n c e  on profit 

re m a i n e d  a r o u n d  99 p e r c e n t  .
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T a bl e 5.16 E f f e c t s of 15 and 20 P e r c e n t__ P o ssible O v e r ­
v a l u a t ion of D o m e stic Currency for Mark e t  Channel 3 . 
Farmgate -> Terminal -> Consumer 

Market
TR T! K L CP IT

Private Price 94751.01 2544.69 1656.88 2430.11 87245.68 871.79
Social Price 191094.26 149.50 1799.12 2430.11 87245.68 99469.85

(198271.66 (199.33)(1799.12) (2430.11)(87245.68) (106597.42)
Divergencies -96343.25 2395.36 -142.24 0.00 0.00 -98598.06

l(-103520.65)(2345.36)(-142.24 (0.00) (0.00)( -105725.63)
* Divergencies* -50.42 120.16 -7.91 0.00 0.00 -99.12

(52.22) (117.62) (-7.91) (0.00) (0.00) (-99.18)

The fi gur e in b r a c k e t s  are for 20 p e r c e n t  o v e r ­
v a l u a t i o n

TR = Total R e v e n u e
TI = T r a d a b l e  Input cost
K = Capital
L = La bo ur  cost
Cp = C o m m o d i t y - I n - P r o c e s s
TI = Pr ofi t

* % D i v e r g e n c i e s  = P r i v a t e_P rice - S o c i a l P r ice x 100
Social Price.

So urce: A u t h o r ’s est ima tes .
5.6 PAM Analysis Results for Market Channel 4 

Farmgate -> Local -> Consumer 
Market

T a b l e  5. 1 7  shows that the an nu al  pr iv ate  profi t in 

m a r k e t  channel 4 was Ksh 32 73. 61  (or K s h .10.0 6 / b a g ). Sin ce 

the Local m a r k e t s  are near the farms, a large nu mb er  of 

farm er s are able to sell ma iz e directly to con su mer s. 

Th er ef ore , the fa rm er s get h i g h e r  returns from their 

pr o d u c e  by e n g a g i n g  in m a i z e  trade.

T a b l e  5.20( a) shows th at without g o v e rn me nt

i n t e r v e n t i o n  in m a iz e mar k et in g,  t r a d e r s  in m a rk et  channel 

4 woul d in cr ea se  their r e v e nu e and profits by 73 and 2203 

pe rc en t r e s p e c t i v e l y  in the short run. Like in other market- 

c h a n n e l s  d i s c u s s e d  pr ev iou sl y, the gains from

l i b e r a l i z a t i o n  w o ul d in the l o n g - r u n  benefit the farmers.
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The pr o d u c e r  price wo ul d in the lon g- run  i n c r ea se  by about 

83 pe rc en t to Ksh 4 8 9 . 6 3  per bag. The fa r m e r s  would 

s u b s e q u e n t l y  in cr ea se  their outpu t by i n c r e a s i n g  the use of 

inputs and i n c r e a s i n g  m a i z e  acreage.

T a bl e 5.17: Private Budget for m a r k et channel 4
Farmgate -> Local market -> Consumer

In pu t / O u t p u t  Q u a n t i t y  P r i v a t e  P r i c e  C o s t / R e t u r n
(B a g s / Y e a r ) (K s h s / B a g ) (K s h s / Y e a r )

Ou tp ut 325.51 2 9 8 . 4 6 97 1 5 3 . 6 1
G u n n y  bags 10 9. 00 2 1 .0 0 2 2 7 8 . 5 8
H a n d 1 i n g Co st s 325.5 1 6. 6 3 2 1 5 6 . 5 2
Market ch a r g e s - - 9 9 6 . 0 6
Cost of ma iz e 325.5 1 2 6 8 . 0 3 8 7 2 4 6 . 4 5
Wo r k i n g capital 17 6 1 . 6 8 0. 1 7 3 0 2 . 8 9
M i s c e l l a n e o u s  Cost 9 2 9 . 5 0
Total costs - 9 3 8 8 0 . 0 0
P r i v a t e Pr of it 32 73 .61

S o ur ce  : A u t h o r ’s E s t i m a t e s
Table 5.18 Disazrezation of Input Costs to their Tradable a n d
Domestic Factor Costs Components for Market Channel 4.

Farmgate -> Local -> Consumer
market

Input Tradab1e Capital Labour Commod i ty Total
Cost I nput in process

Empty Bags 2278.58 - - - 2278.58
(752.10) - - - (752.10)

Hand ling 163.90 940.24 1052.38 - 2156.52
(142.33) (925.15) (1052.38) - (2119.86)

Market
Charges 48.30 150.71 767.05 966.06

(48.30) (148.77) (767.05) (964.13)
Cost of
ma i ze - - - 87246.45 87246.45

- - - (87246.45) (87246.45)
Working
capital - 302.88 - - 302.88

- (445.42) - - (445.42)
Miscellaneous 53.91 263.05 6 1 0 . 6 8 - 929.50

(53.91)(279.78) (610.68) - (944.37)

Tota 1 2544.69 1656.88 2430.11 87246.45 93880.00
(996.64)(1779.12) (2430.11) (87246.45) (92471.55)

The figure in brackets are the social costs. 
Source: Author’s estimates.
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Table 5.19: Socia 1 Budget for market channel 4:

Farmgate -> Local -> Consumer 
Market

Output/Input
Output @ Ksh. 515.74/bag 
Tradable Inputs 
Capital 
Labour
Commod i ty-in- 
Process 
Total Costs 
Social Profit

Social cost/Revenue 
167878.53 

996.64 
1799.12 
2430.11

87246.45 
92471.55 
75406.98

Source: Author’s estimates

Table 5.20(a) PAM Analysis for Market Channel 4 : Short-run Situation 
(Cost and Returns given in Ksh/Bag)

Farmgate -> Local -> Consumer 
Market

TR T! K L CP II

Private Price 298.46 7.82 5.09 7.46 268.03 10.06
Social Price 515.74 3.06 5.52 7.46 268.03 231.66
Divergencies -217.28 4.76 ■ 0.43 0.00 0.00 -221.60
% changes* 72.28 -60.87 8.44 0.00 0.00 2202.78

Table 5.20(b) PAM Analysis for Market Channel 4 : Long-run Situation
(Cost and Returns given in Ksh/Bag)
Faragate - > Local -> Consumer

Market

TR T! K L CP If

Private Price 298.46 7.82 5.09 7.46 268.03 10.06
Social Price 515.74 3.06 5.52 7.46 489.63 10.06
Divergencies -217.28 4.76 -0.43 0.00 -221.60 0.00
* changes* 72.80 -60.87 8.44 0.00 82.68 0.00

T R = Total R e v e n u e  
TI = T r a d a b l e  Ijt put 
K - Capital 
L = La bo ur
Cp = C o m m o d i t y - I n - P r o c e s s  
II = Prof it

* % c h an ge  = S ocial P r ic e - P r i v a t e  P rice x 100
P r i v a t e  Pri ce

Source: D e r i v e d  from tables 5 . 17  to 5.19.
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T a b l e  5.21 shows the p o s s i b l e  e f f e c t s  of 15 ancj 2 0  

pe rce nt  o v e r - v a l u a t i o n  of d o m e s t i c  curre ncy . From tables 

5 . 2 0  and 5.21, it is seen that the e f f e c t s  of IS a n ,-j 2 0  

pe rcent o v e r - v a l u a t i o n  c h a n g e s  p e r c e n t a g e  d i s t o r t i on on 

total re v e n u e  from 42 pe r c e n t  to 47 and 49 pP r n P n f 

r e s p ec ti ve ly . P e r c e n t a g e  d i s t o r t i o n  on tr a d a b l e  inputs cost 

c h a n g e s  from 155 pe r c e n t  to 120 and 118 percent 

r e s p ec ti ve ly . D i v e r g e n c e s  on pr ofi t r e m a i n e d  around 96 

percent. This in d i c a t e d  that o v e r - v a l u a t i o n  of domestic 

c u r r e n c y  inc re a se s s i g n i f i c a n t l y  the p e r c e n t a g e  di ver ger)ne 

in tr a d a b l e  inputs cos t s and revenue, but the overall 

e f f e c t s  on social pr ofi t is ne gl ig ibl e.

T a bl e 5.21 E f f e cts of 15 a n d __20_ p e rcent p o s s i b ly over
valuation of domestic currency for market channoj 4 
Farmgate -> Local -> Consumer 

Market
TR TI K L CP 11

Private Price 97153.61 2544.69 1656.88 2430.11 87245.68 3273.61
Social Price 184437.89 149.50 1799.12 2430.11 87245.45 92813.71

(189951.49) (199.33) (1799.12) (2430.11) (87245.68) (98277.48)
Divergencies -92979.88 2395.36 -142.24 0.00 0.00 -89540.10

(-92797.88)(2345.36) (-142.24 (0.00) (0.00 (-95003.87)
D̂ivergencies* -47.32 120.16 -7.91 0.00 0.00 -97.47

(48.85) (117.62) (-7.91) (0.00) (0.00 (-96.67)

The f i g u r e i n b r a c ke t s are for 20 pe rc en t
v a l u a t i o n

ov er -

TR = Total R e v e n u e
TI = T r a d a b l e  Input cost
K = Capital
L = L a bo ur  cost
Cp = C o m m o d i t y - I n - P r o c e s s
II = Pr of it

* % D i v a g e n c i e s  = P r i v a t e  Pri c e - Social Pri c e x 100
Soc i a 1 Pri ce

Source: A u t h o r ’s es ti ma te s.
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CHAPTER 6

SUMMARY. C O N C L U SIONS AND P O L ICY IMPLICATIONS 

6 i_ 1_Sum m a ry a nd Conclusions:

This st udy  was a i me d at s h ow in g the fo ll owi ng :

(i) Even  with the c u r r e n t  p u n i t i v e  gov er nme nt p o l i c i e s  

to wa rd s m a iz e industry, the informal maize m a r k e t i n g  

is p r o f i t a b l e  e n o u g h  to ha nd le a larger share of mai z e 

m a r k e t i n g  in Nandi district.

(ii) The c u r r en t g o v e r n m e n t  i n t e r v e n t i o n  jn m a i z e  

in d u s t r y  has c a u s e d  s i g n i f i c a n t  d i v e r g o nce from 

e f f i c i e n t  r e s o u r c e  use in the informal maize m a r k e t  i ne 

in Nandi district.

The st udy  i d e n t i f i e d  four m a rk et  c h a n n e l s  within the

informal ma iz e trade in Nandi di strict. T h e s e  channels are-

(i) F a r m g a t e  -> Local -> Te rm in al -> Consumer
ma rk et  ma rk et

( ii ) F a r m g a t e  -> LBAs -> Termin al -> Consumer
ma rk et

(iii) F a r m g a t e  -> Te rmi nal  -> C o n s u m e r
m a r k e t

(iv) F a r m g a t e  -> Local -> C o n s u m e r
m a rk et

6.1.1 P r i va te Prof its in informa 1_Maize M a r ke t i n g

The st ud y found that all the four ma in  channels in the 

p r i v a t e  m a iz e trade had p o s i t i v e  p r i v a t e  profits. Table 6 1 

sh ows the e s t i m a t e d  p r i v a t e  pr o f i t s  of the four market
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channels.

T a bl e 6.1: Estimated Private P r o f i ts for the Four Main

M a r keting C h a n n e ls in P r ivate M a ize Trade in N a n d i

District.

M a r k e t i n g  Channel

( I ) F G - > L M - > T M - > C
(II) F G - > L B A - > T M - > C
(III) F G -> T M - >C
(IV) F G - >L M- >C

P r i v a t e  P r of it

( K s h / B a g )
30. 11 
7 7 . 7 3  

2 . 6 8  
10.06

FG = Farm Gate. TM = Te rmi na l Market.
LM = Local M a rk et  C = Cons um ers .
LEA = L i c e n c e d  B u y i n g  Agent

T a b l e  6.1 shows that m a r k e t  channel (I) is the se co nd most 

p r i v a t e l y  p r o f i t a b l e  channel. The channel is al so the 

longest and the most i m p o rt an t in the d i s t r i c t  for it is 

th rou gh  this channel that a large c o n s i g n m e n t  of mai z e 

mo ve s to m a iz e d e f i c i t  rural and u r ba n markets. The profit 

in this channel is an i n d i c a t i o n  that the channel is 

c a p a b l e  of further e x p a n s i o n  and can r e p l a c e  NCPB in m a iz e 

d i s t r i b u t i o n  in the country.

The se con d m a rk et  channel wh ic h i n v o lv es  the LBAs was 

found to be p a r t i a l l y  official b e c a u s e  the LBAs are 

a p p o i n t e d  by NCPB. The LBAs buy m a iz e at the p r e v a i l i n g  

of ficial pr o d u c e r  pri ce but i l l e g a l l y  sell it in the 

informal m a r k e t s  at p r e v a i l i n g  m a r k e t  pr ic es  m a ki ng  

e x o r b i t a n t  profits. If the channel p e r s i s t s  after 

L i b e r a l i z a t i o n ,  it will at t r a c t  m a ny  tr ad er s and will

e x p a n d .
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Ma rke t channel (III) is the least p r o f i t a b l e  channel. 

This channel p r e v a i l s  d u r i n g  the h a r v e s t i n g  pe ri od  in area s 

s u r r o u n d i n g  the terminal markets, when c o n s u m e r  pr ic es  are 

at the lowest. Most t r a d er s in this channel are the farme rs 

t h e m s e l v e s  and the c o n s u m e r  pr ice s fe t c h e d  in this channel 

can a c t u a l l y  be c o n s i d e r e d  as the p r od uc er  pr ic es  of maize.

Ma rk et channel (IV) is the channel t h r o ug h w h ic h non- 

fa rm in g c o n s u m e r s  in m a iz e su rp lu s area buy their maize. 

Ma iz e fa rm er s are al so ab l e  to sell m a i z e  to n o n - m a i z e  

fa rm er s w i t h i n  the region. T a b l e  6.1 shows that the marke t 

channel has p o s i t i v e  p r o f it s and it is c a p a b l e  of 

ex pa nd ing . Like  in m a r k e t  channel (III), most tr ad er s in 

this channel are the fa rm er s t h e m se lv es  and so the co n s u m e r  

pr ic es can be c o n s i d e r e d  as the pr odu ce r pr ic es  of maize.

From the re su lt s sho w n in T a b l e  6.1, the stu d y 

c o n c l u d e d  that the informal m a iz e m a r k e t i n g  is p r o f i t a b l e  

e n ou gh  to h a n d l e  m a i z e  m a r k e t i n g  in Nandi dis trict. The 

first h y p o t h e s i s  that p r i v a t e  m a i z e  is p r o f i t a b l e  e n o u g h  to 

ha nd le m a iz e m a r k e t i n g  in Nandi di str ic t was not re j e c t e d  .

6 . 1 .2 _i Effects of D i v e r g e n c e s.

This st ud y found that the c u r r e n t  g o v e r n m e n t  

i n t e r v e n t i o n  in m a iz e i n du st ry  has c a u s e d  s i g n i f i c a n t  

d i v e r g e n c e s  from e f f i c i e n t  re sou rc es use in the informal 

m a iz e ma rk et ing . T a b l e  6.2 show s p e r c e n t a g e  c h a n g e s  in 

total revenue, t r a d a b l e  input costs, capital costs and 

pr o d u c e r  pr ice s ( c o m m o d i t y - i n - p r o c e s s )  that wo ul d result in
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Mark et channel (III) is the least p r o f i t a b l e  channel. 

This channel p r e v a i l s  d u r i n g  the h a r v e s t i n g  pe ri od  in are a s 

s u r r o u n d i n g  the terminal markets, when c o n s u m e r  p r ic es  are 

at the lowest. Most tr a d e r s  in this channel are the fa rm ers  

t h e m s e l v e s  and the c o n s u m e r  pr ic es f e t c h e d  in this channel 

can a c t u a l l y  be c o n s i d e r e d  as the p r o d u c e r  pr ic es  of maize.

Ma rke t channel (IV) is the channel th r o u g h  whi c h n o n ­
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M a iz e fa rm er s are al s o  a b l e  to s e l 1 m a i z e  to n o n - m a i z e  

farm er s w i t h i n  the region. T a bl e 6.1 sho ws  that the ma rke t 

channel has p o s i t i v e  pr o f i t s  and it is c a p a b l e  of 

ex pa nd ing . Like in m a rk et  channel (III), most tr ad er s in 

this channel are the f a r m er s t h e m s e l v e s  and so the co n s u m e r  

pric es can be c o n s i d e r e d  as the p r o d u c e r  pr ic es  of maize.

From the re sul ts sho wn in T a b l e  6.1, the s t ud y 

c o n c l u d e d  that the informal m a iz e m a r k e t i n g  is p r o f i t a b l e  

e n o u g h  to h a n d 1e m a i z e  m a r k e t i n g  in Nandi distr ict . The 

first h y p o t h e s i s  that p r i v a t e  m a iz e is p r o f i t a b l e  e n o u g h  to 

ha nd le  m a iz e m a r k e t i n g  in Nandi d i s t r i c t  was not r e j e c t e d  . 

6 . 1 .2 _ .i_ Ef f e c t s o f_ D i ver g e n c e s .

This stu d y found that the c u r r e n t  g o v e r n m e n t  

i n t e r v e n t i o n  in m a i z e  i n d u s t r y  has c a u s e d  s i g n i f i c a n t  

d i v e r g e n c e s  from e f f i c i e n t  r e s o u r c e s  use in the informal 

m a iz e ma rke t in g.  T a b l e  6.2 shows p e r c e n t a g e  c h a n g e s  in 

total revenue, t r a d a b l e  input costs, capital costs and

pr o d u c e r  pr ic es  ( c o m m o d i t y - i n - p r o c e s s )  that wou l d result in
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the long run on l i b e r a l i z a t i o n  of m a i z e  market.

T a bl e 6.2 Percentage Changes in Total__R e v e n u e____ <LTJRJ-.

T r a dable Input Costs (TI). C a p i t a l C osts (K) a n d

C o m m o d ity - i n - P rocess (CP) in the Fou r 1 n formal

M a r k e ting c h a n n e l s in Nandi d i s t r ict.

C h a n n e 1 P e r c e n t a g e s  C h a n g e s

TR T I K CP

( I) F G - > L M - > T M > C 60 -55 3 66

(II) F G - > L B A - > T M > C 60 -54 O 114

(III ) F G - > T M - > C 84 -61 2 93

(IV) F G - > T M - > C 73 -61 8 83

FG - Farm Gate TM = Tern i n a 1 Market
LM = Local Market C = C o n s u m e r
LB A = L i n c e n c e d  B u y i n g  Agent

From ta ble 6.2, it is seen that the t r a d er s w o u 1 d

increa se their r e v e n u e s by b e t w e e n 60 and 84 pe rc en t if the

g o v e r n m e n t  i n t e r v e n t i o n s  are removed. The largest p o 1 icy

d i s t o r t i o n  is found in p r o d u c e r  pric e w h er e tr ad er s pay 

b e t w e e n  66 and 114 p e r c en t loss to the m a i z e  farmers. 

However, the s u b s i d y  gi ve n by the g o v e r n m e n t  to the trad er s 

in form of re du ced  capital cost is r e l a t i v e l y  

ins ig n if ic an t.  This s u b s i d y  ranges from 2 pe rc en t in market 

channel (ii)and (iii) to 8 p e rc en t in m a r k e t  channel ( i V ) . 

The ef fe ct  of p o li cy  on as r e f l e c t e d  in p r o d u c e r  price 

increase, ra nge s from 66 to 114 percent. This in di ca te s
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that if the g o v e r n m e n t  i n t e r v e n t i o n  is re m o v e d  m a i z e  

fa rm er s w o ul d be ne fi t in the long run. The fa rm er s will 

e v e n t u a l l y  in c r e a s e  m a i z e  o u tp ut  and c o n s u m e r  p r ic es  will 

be de pr ess ed .

From the re su lt s sho wn in table 6.2, this st ud y 

c o n c l u d e d  that g o v e r n m e n t  i n t e r v e n t i o n  in m a i z e  m a r k e t i n g  

has c a us ed  s i g n i f i c a n t  d i v e r g e n c e s  from e f f i c i e n t  r e s o u r c e  

use. The s e co nd  h y p o t h e s i s  tested in this study, that the 

g o v e r n m e n t  p o l i c y  in m a i z e  m a r k e t i n g  has c a u s e d  s i g n i f i c a n t  

d i v e r g e n c e  from e f f e ci en cy , was t h e r e f o r e  not rejected.

6 . 2 ?_Po 1 icy JjLP. 1 ication

Th is  s t u d y  urge s the go ve r n m e n t  to ef fe ct  major 

l i b e r a l i z a t i o n  m e a s u r e s  in mai z e m a r k e t i n g  if it is to 

a c h i e v e  it dual o b j e c t i v e s  of s e l f - s u f f i c i e n c y  and high 

farm incomes. The t r ad er s are a b le  to pass the e f f e c t s  of 

g o v e r n m e n t  i n t e r v e n t i o n  to the f a r m er s t h r o u g h  low fa r m g a t e  

prices. L o s s e s  in p r o d u c e r  incomes of b e t w e e n  66 and 114 

pe r c e n t  was o b s e r v e d  in this study. The e s t i m a t e d  social 

price of m a i z e  at the w h o l e s a l e  ma rk et  was Ksh. 5 3 6 . 4 6  

wh il e the o b s e r v e d  m a r k e t  price was Ksh. 3 3 5 . 2 0  in the 

terminal markets.

The g r e a t e s t  loss in e f f i c i e n c y  in the informal maiz e 

trade can be trace d in gove rnm en t p o l i c y  on t r a d ab le  

c o m m o d i t i e s .  The g o v e r n m e n t  p o l i c y  has c a u s e d  a loss 

ra ng in g from 60 to 84 percent in tr ad er s r e v e n u e  and an
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in cr ea se  in tr a d a b l e  input cost of b e t w e e n  55 and 61 

percent. To reduc e this loss of t r a d er s income the 

g o v e r n m e n t  sh oul d set the c o n s u m e r  p r ic es  of m a iz e in line 

with  the import p a r i t y  price of maize. In the short term 

pe ri od  the trad ers  wou l d re ce iv e the b e n e f i t s  of the a c t i o n  

t h r o ug h in cr ea se d r e v e n u e s  of more than 60 percent. The 

e x ce ss  p r o f it s wou ld in cr ea se  and induce more trade rs  into 

p r iv at e ma iz e trade and its c o m p e t i t i v e n e s s  wou l d increase. 

In the lo ng-run the e x c e s s  pr o f i t s  are p a ss ed  on to the 

farm ers  in form of high fa r m g a t e  pr ice s and the farmer 

wou ld  in cr ea se  their output. This s t ud y e s t i m a t e d  an 

in cr ea se r a ng in g from 66 to 114 p e r c en t in p r o d u c e r  price 

in the long run. The p e r i o d  taken for the e f f e c t s  of this 

p o li cy  a c t i o n  to be felt would d e p e n d  on how fast the 

trad ers  adapt to the new s i t u a t i o n  and how fast a 

c o m p e t i t i v e  p r i v at e m a i z e  trade wou l d be formed.

The g o v e r n m e n t  s h ou ld  relax its p r o t e c t i o n  on tradab le 

input i n d u st ri es  e s p e c i a l l y  gun ny  bags industry. This 

a c t i o n  would re duc e inputs costs c o n s i d e r a b l y  some an al ys ts  

may a r g u e  that re du ce d p r o t e c t i o n  of d o m e s t i c  industr ies  

may redu ce em pl oym ent . The e x p a n s i o n  of p r i v a t e  m a i z e  trade 

wo ul d increa se farm incomes and o u t p u t s  and e v e n t u a l l y  the 

m a iz e i n d u st ry  wou ld a b s o r b  the e x ce ss  labour.

The g o v e r n m e n t  s h ou ld  re mo ve c o n t r o l s  on mai ze  

m o v e m e n t  and a l l o w  a c o m p e t i t i v e  p r i v a t e  trade to form. The 

p r i v a t e  ma iz e trade wo ul d be ab le to d i s t r i b u t e  maize in
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the c o u n t r y  and the g o v e r n m e n t  sh ou ld  focus its a t t e n t i o n  

to p r o v i s i o n  of the es se nt ia l i n f r a s t r u c t u r e  like roads, 

credit, s t o r a g e  and m a r k e t i n g  fa ci lit ie s. The p r o v i s i o n  of 

these f a c i l i t i e s  wo ul d a l l o w  a c o m p e t i t i v e  tr an sp or t 

i n du st ry  to form and re du ce  losses in cu rr ed in mai ze  

ma rk et ing .

The g o v e r n m e n t  s h o u l d  w i t h d r a w  from p r i m a r y  m a r k e t i n g  

of maize. The role of the boa rd  s h ou ld  be limited to 

m a i n t e n a n c e  of a b u f f e r - s t o c k  and s t r a t e g i c  reserves. The 

fa il ur e of the bo ar d to pr ot ec t the c o n s u m e r s  d u r i n g  

p e r i od s of low s u p p l y  can be a t t r i b u t e d  to the 

i n a p p r o p r i a t e  c o n s u m e r  pr ic es  set by M i n i s t r y  of Finance. 

The c o n s u m e r  pr ice s set are far b e lo w the e f f i c i e n t  pr ic es  

(i.e. import p a r i t y  prices). If the NC PE is to e n g a g e  in 

mai ze  ma rk et ing , then it sh ou ld  be a l l o w e d  to c o m p e t e  with 

other pr i v a t e  traders. This woul d e n s u r e  m a i z e  m a r k e t i n g

e f f i c i e n c y  in the country.
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APPENDIX A : TABLES OF VARIOUS SURVEY R E S U L T S

Ta bl e (i) 1990 Maize Purchases (in bags) by
M osoriot Depot in Nandi District

MO NT H F A R M E R S A G E N T S C O -O P T O T A L

F E B R U A R Y 4 8 , 9 3 3 3 , 27 0 4,111 5 6 ,3 14
M A RC H 5 9 , 7 2 4 2, 285 4,84 8 6 6 , 8 5 7
APR I L 5,7 8 4 150 192 6 , 12 6
MAY 792 - 265 1 , 057
JUNE - - - -

JULY - - -
A U G U S T - - - -
S E P T E M B E R - - -

O C T O B E R - - - -

N O V E M B E R 171 230 - 374
D E C E M B E R 3 , 03 8 2, 034 • 5 , 072

T O T A L 11 8,4 42 7, 942 9, 416 13 5, 80 0

Source: NCPB, Kap sabet, 1990.

T a b l e  ( i i ) 1990 M a iz e P u r c h a s e s  (in i Bags) by Me t e i t e
Dep o t in Nandi D i s t r i c t

MO NT H F A R M E R S A G EN TS C O - O P T O T A L

F E B R U A R Y 1,917 - - 1 , 917
MA RC H 930 - - 930
APR 1 L 46 - - 46
MAY 6 - - 6
JU NE - - - -

JULY - - - -

A U G U S T 34 - - 34
S E P T E M B E R 10 - - 10
O C T O B E R 634 - - 648
N O V E M B E R 3, 630 - - 3 , 6 3 0
D E C E M B E R 713 - 713

T O TA L 7, 934 - - 7, 934

Source: NCPB, Ka psa bet , 1990.
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T a bl e ( i i i ) 1990 Maize Purchases (in B a g s ) by K i p k a r r en
Depot in Nandi District.

MONTH FARMERS AGENTS CO-OP TOTAL

FEBRUARY 13,955 2, 293 475 16,723
MARCH 19,056 4,301 597 23,954
APRIL 3,949 625 - 4,574
MAY 510 160 - 670
JUNE - - - -
JULY - - - -
AUGUST - - - -
SEPTEMBER - - - -
OCTOBER - - - -
NOVEMBER - - - -
DECEMBER - - - -

TOTAL 37,470 7, 379 1,072 45,921

Source: NCPB, Ka psa bet , 1990.

Ta bl e (i v ) 1990 Maize Purchases (in Bags) by L e s s os
Depot in Nandi D i s tr i c t .

M O NT H F A R M E R S A G E N T S C O - O P T O TA L

F E B R U A R Y 7, 727 - 1 , 183 8 , 9 1 0
MARCH 4,7 9 3 - 1,644 6 , 4 3 7
AP RI L 685 - 370 1,055
MAY 353 - - 353
JU NE
JULY

13 — 13

A U G U S T - - - -
S E P T E M B E R - - - -
O C T O B E R - - - -
N O V E M B E R - - - -
D E C E M B E R 24 - - 24

TO TA L 13,595 - 3, 197 16,792

S O U R C E  : NCPB, Ka psa bet , 1990.
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Table (v) Total Maize Purchases by the NCPB Depots_in.
Nandi District (1980/81 - 1989/90).

YEAR TOTAL M0S0RI0T METE ITEI K 1PKAREN LESSOS

1980/81 146,517 50,309 15,656 28,701 51,851
1981/82 174,943 131,544 16,902 26.460 37
1982/83 247,349 211,224 18,988 17,137 -
1983/84 166,851 143,463 13,251 10,137 -
1984/85 23,760 12,043 954 10,763 -
1985/86 97,351 49,764 14,035 16,795 16,757
1986/87 150,614 115,487 10,406 9,886 14,835
1987/88 188,543 165,805 763 10,677 1 1,298
1988/89 245,903 223,418 2,588 9,635 10,262
1989/90 255,020 165,430 12,641 57,761 19,188

SOURCE : Nandi District NCPB field office, 1990.

Ta bl e (v i ) The Nine Terminal Markets Selected for
Samp 1i ng and the Number of Traders
Interv i e w e d .

T E R M I N A L  M A R K E T N U M B E R  OF T R A D E R S

NANDI HI LLS 3
K A P S A B E T 6
CH EP SON OI 5
SE RE M 4
M U D E T E 5
C H A V A K A L  I 4
M B AL E 4
K I BO SW A 4
M U H O R O N 1 4

T O TA L 39

SOURCE: A u t h o r ’s F i el d survey.
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Ta bl e (vii) The V illages Selected for Farm Survey a nd
the N u m b er o f F a r m ers Interviewed in each 
Village

V I L L A G E D I V I S I O N NO. OF F A R M E R S

KABI YET M O SO P 16
M 0 S 0 R I O T MOS O P 18
AR WO S K 1 L I BW ON I 15
LE SS OS K I L I BW ON I 18
SURUNGAI K A P S A B E T 13
NAMGOI K A P S A B E T 1 1

T O TA L 91

S o u r c e : A u t h o r ’s Fie l d Survey.

Ta bl e (viii) Prices of maize in Rural Markets (in Sh/Bag)
as Recorded by MOA -A 1 da i Division Nand i ,
District (1990).

MO NT H C H E M A S E KOBUJOI S E R E M  # AV ER AG E*

APR I L 320 320 320 320
MAY 320 320 320 320
J U NE 320 320 320 320
JULY 320 320 320 320
A U GU ST 280 280 308 289
S E P T E M B E R 200 200 200 200
O C T O B E R 280 240 240 253
N O V E M B E R 280 280 280 280
D E C E M B E R 300 300 280 293

Ta bl e ( i x ) Prices o f maize (in S h / B a g s ) in Rural
Markets as Recorded in T i nderet Division in
Nandi District (1990)

MO NT H NANDI HIL L S L A B U I Y W A S I RET AV ER AG E*

APR I L 384 240 336 320
MAY 384 240 360 328
JUNE 384 336 360 360
JULY 384 384 360 376
A U G U S T 384 360 360 368
S E P T E M B E R 384 300 384 356
O C T O BE R 384 300 384 356
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Ta bl e (x) 1990 Prices of Maize (in Sh/Bag) In Rural
Markets as Recorded by MPA. K i l l b w o n i 
D i v i s Ion, Na n di D I s t r i c t .

MO NT H L E S S O S K I LIBWONI AR W O S A V E R A G E

AP R I L 250 250 250 250
MAY - - - -
JUNE 330 300 300 300
JULY 330 300 306 312
A U G U S T 360 300 330 330
S E P T E M B E R 270 300 300 290
O C T O B E R 270 300 330 300
N O V E M B E R 210 240 192 214
D E C E M B E R 210 240 252 234

S o u r c e : MOA, Ka psabet, 1990/91.

T3 b 1e (x i ) Value and Quantities of Gunny Bags Imported in
Kenya (1986-1988)

YEAR VA L U E
(K £ ’000)

Q U A N T I T Y  V A L U E  P E R BAG 
(’000)

1986
1987
1988 
A V E R A G E

4, 2 0 5  
4 , 5 7 7  
1 ,270

18, 100 0 . 2 3 2  
12,1 65 0 . 3 7 6  
3 , 0 0 0  0 . 4 2 3  

0 . 3 4 3

A V E R A G E  PR I C E  OF BAG K S H S . 6 . 9 0

Source: S t a s t i s t i c a l  Abs tract, 1989
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Ta b l e  (x i i ) Cif Price of Yellow maize at Port of Mombasa 
(1962-1986)

Year Cif Pr ic e
(US. D o l l a r / 9 0  kg Bag)

1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986

5. 73 
6.39 
6 . 4 3  
6. 49
6. 55 
5 . 9 3
5.55 
6. 22 
7.58 
6. 36 
6.41

12.36 
14.78 
12. 48 
11.76 
10.30 
10.98 
14. 18 
15.69 
15.74 
13.01 
15.57 
15.68 
14.10 
10. 80

Source: M i n i s t r y  of F i n a n c e
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Table (x i i i ) Statistics of Important Measurements Taken
in the Field

M e a s u r e m e n t Unit Me an S. E. M e d i a n Mode S. D

Co st of
hand 1i ng K s h / b a g 6 . 6 3 0. 56 8. 00 8 . 0 0 2.75

Li fe span of
a gunny bag m o n t h s 3. 71 0. 56 2. 0 0 1.00 3 . 4 7

Ma i ze 
p u r c h a s e s

bags
m o n t h 27. 13 1.65 2 0 . 0 0 15.00 28. 16

P r o d u c e r
pr ice of ma iz e K s h / b a g 2 6 8 . 0 3 7. 20 2 9 0 . 0 0 3 0 0 . 0 0 44 . 3 9

P u r c h a s e  Price 
of ma i ze in 
i oca 1 m a rk et k s h s / b a g 277.31 5.46 2 7 0 . 0 0 2 7 0 . 0 0 27. 83

C o n s u m e r  Pr ic e
i n 1 oca 1 ma r k e t K s h s / b a g 29 8 . 4 6 6. 45 2 7 0 . 0 0 2 7 0 . 0 0 48.31

C o n s u m e r  price 
at Te rminal 
M a r k e t  
(H a r v e s t  i n g 
s e a s o n )

ksh/ 2k g 
tin 6. 85 0. 06 6 . 5 0 6 . 5 0 0 . 7 9 9

C o n s u m e r  price 
at Terminal 
m a r k e t  (before 
h a r v e s t )

K s h s / 2 k g
tin 7. 89 0. 09 8. 0 0 8 . 0 0 1.09

D i s tance f rom 
term i n a 1 m a rk et 
to farm km 3 3 . 5 0 4. 94 19.00 15.00 2 7 . 9 3

L o c a 1 mar ke t
c h a r g e s k s h / b a g 9.29 1 . 10 4. 50 4. 00 6 . 77

Source: A u t h o r ’s E s t i m a t e s
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A P P E NDIX B : QUEST IONNAIRES

Q U E S T I O N NAIRE FOR TRADERS IN T E R M I N AL M ARKET . 

A. General information

1. Name of the trader:

2. Loca 1 M a r k e t / U r b a n  centre:

3. L o c a t i o n  of the Market:

4. Dates
*

of A c c o u n t i n g  Year

B. (1) Monthly Purchase and sales
(July 1990 - March 1991)

Mo n t h s P u r c h a s e s  Unit Co st Sales 
(Bags) (K sh/Unit) (Bags)

Unit cost 
(K sh/Unit)

Ju ly 1990

A u g u s t ft

S e p t e m b e r tt

O c t o b e r ft

N o v e m b e r tt

D e c e m b e r tt

J a n u a r y 1991

F e b r u a r y ft

Ma r c h ft

(2) (i) Wh er e do you buy your m a i z e  (Name of Vill ag e)

(ii) What is the d i s t a n c e  of the a b o v e  place to se l l i n g

c e n t r e  (km)
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C: Transport and Handling costs:

( 1 ) Fixed i nputs

(i) What me an s of t r a n s p o r t  do you use to br i n g  your m a i z e  to 
the M a r k e t ?

A - M a t a t u  B - Bus C - B i c y c l e  D - D o n k e y

E - Own V e h i c l e  F - Others.

(ii) If the me an s of t r a n s p o r t  is ow n e d  by the trader, then:

a) What is the p u r c h a s e  da te ? _____________________________

What is the p u r c h a s e  p r i c e ?  ___________________________

What is the c u r r e n t  v a l u e ?  __________________________ __

What is the s a l v a g e  va l u e ?  _____________________________

E x p e c t e d  useful life? ___________________________________

b ) 

c ) 

d ) 

e ) 

f ) E s t i m a t e d  r e p l a c e m e n t  cost?

(iii)If the trader uses pu b l i c  me an s (i.e. buses, matatus, etc):

a) How mu ch were you be i n g  c h a r g e d  b e f o r e  the recent 
i n cr ea se in p r ic es of fuel? ___________________________

b ) How mu c h  are you be in g c h a r g e d  now?

(iv) What c o n t a i n e r s  do you use to ha n d l e  your ma i z e ?  

A - T r a d i t i o n a l  bag (Kiondo).

B - M o d e r n  bags.

C - Othe rs (specify).

(v) What is (a) p u r c h a s e  price of the c o n t a i n e r s ?  __

b) P u r c h a s e  da te ? ______________________________________

c) S a l v a g e  v a l u e ?  ______________________________________

d) E x p e c t e d  useful life? _____________________________

e) E s t i m a t e d  r e p l a c e m e n t  cost
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(vi) What c o n t a i n e r s  do you use as a unit of m e a s u r e m e n t ?

( v i i )  What is (a) p u r c h a s e  pr ice of the c o n t a i n e r ?  ________

b) p u r c h a s e  da t e ?  _____________________________________________

c) S a l v a g e  v a lu e? _____________________________________________

d) E x p e c t e d  useful life? ____________________________________

e) E s t i m a t e d  r e p l a c e m e n t  co st ? ___________________________

( v i i i )  What other e q u i p m e n t s  do you use in t r a n s p o r t a t i o n  and sale 
of m a iz e?

Equ i pmen t P u r c h a s e  date P u r c h a s e  price E x p e c t e d  life

(2) Direct Labour

(i) Do you e m p l o y  p e o p l e  to he lp you in handling, t r a n s p o r t i n g  
and se l l i n g  of m a i z e ?

A - Y e s  B - N o .

(ii) If yes, how m a ny p e o p l e  do you e m p l o y ?

( i i i )  How mu c h  do you pay them?
a) p a y m e n t  of the h a n d l e r s  at the farm ________________

b) p a y m e n t  to the d r i v e r s  if the me a n s  of t r a n s p o r t
is ow ne d by the t r a d e r ___________________ ______ ____________

c) p a y m e n t  to those i n vo lv ed in s e l l i n g  _______________

d) pa y m e n t  to o t h e r s  ( s p e c i f y ) ___________________________
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(iv) How ma ny ho urs is ea ch w o rk er e n g a g e d  in h i s / h e r  work?

a) h a n d l e r s  _____________________________________________________

b) d r i v e r s

c) s e l l e r s _________ ______________________________________________

d) ot h e r s  ________________________________________________________

3. Intermediate inputs

(i) If the me a n s  of t r a n s p o r t  is owned by the trader:

a) How mu ch fuel do you use in t r a n s p o r t ?

b) How m u ch oil do you use in t r a n s p o r t ?

c) What is the cost of fuel? ______________

d) What is the cost of oil? ________________

e) What is the m a i n t e n a n c e  co st ? _________

(ii) Other i n t e r m e d i a t e  inputs (specify).

Input C o s t / u n i  t

D. STORAGE COSTS:

(1) Fi x e d  i npu t s :

(i) Do you store the ma i z e  that is a w a i t i n g  to be sold? 

A - Y e s  B - N o .
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(ii) Wh er e do you store this m a i z e ?  /

A - G r a n a r y  B - M o d e r n  store C - O w n / h o u s e

( i i i )  What is the c o n s t r u c t i o n  cost of the s t r u c t u r e  wh er e
store the m a iz e? _________________________________________________

(iv) What is the c o n s t r u c t i o n  da te ? ______________________________

(v) What is the e x p e c t e d  useful line of this s t r u c t u r e ?

(v i ) If you are to c o n s t r u c t  a n o t h e r  struct ur e, how mu ch wo ul d

cost you? ___________________________________________________________

( v i i )  How do you stone your m a i z e ?

A - in bags ( t ra di ti on al or m o d e r n  bags)
B - No b a g g i n g  done.
C - o t h e r s  (specify).

(ix) If b a g g i n g  is done, what is:

a) The p u r c h a s e  pr i c e  of the bag? _______________________

b) p u r c h a s e  date? ______________________________________________

c) c u r r e n t  price of the bag? ______________________________

d) s a l v a g e  v a lu e? _____________________________________________

e) e x p e c t e d  useful life? ____________________________________

x) Other fixed inputs used in s t o r a g e  (specify)

Input P u r c h a s e  P u r c h a s e  S a l v a g e  C u r r e n t  E x p e c t e d
date pr ic e v a 1ue pr ic e useful life

you

i t
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(2) D i r e c t  L a b o u r

(i) Have you e n g a g e d  a s t o r e m a n  who is e n g a g e d  in no other work 
e x ce pt m a n a g i n g  the st o r e ?

A - Yes B - No.

(ii) If yes, how much do you pay him or her? ------------------------

( i i i )  How long does he work per day? ____________________________________

(iv) Have you e n g a g e d  h a n d l e r s  in your s t or e?

A - Yes B - No.

(v) If yes, how m a ny are they? _ _ _ ______________________________________

(vi) How mu ch do you pay them? ___________ _______________________________

( v i i )  How long do they work per day? ____________________ _______________

(3) Intermediate inputs:

(i) What c h e m i c a l s  do you use in your m a i z e  s t o r e ?  

chemi c a 1 q u a n t i t y  pr i ce/uni t

(ii) What is the cost of m a i n t a i n i n g  your s t or e?

( i ii )W ha t are the s t o r a g e  losses?



E. MI SCELLANEOUS c o s t s

(i) E l e c t r i c i t y  c h a r g e s ?

(i i ) Water charges?

(iii) M a r k e t  c h a r g e s ?

(iv) O t h e r s  (Specify)
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Q u e s t iona ire for F a r m ers

A. General Information

Na me of F a rm er __________________________________________________

D i v i s i o n  ______________________________________________________________

L o c a t i o n  __________________ ___________________________________________

V i l l a g e  ______________________ _________________________________________

Na me of I n t e r v i e w e r  ______________________________________________

D a t e ___________________________________________________________________

B. Main Information

1. What is the size of your farm in acres: _______________

2. Ac re s p l a n t e d  wi th ma i z e  (1990) __________________________

3. How much ma i z e  was h a r v e s t e d  in Bags ___________________

4. When was the m a i z e  h a r v e s t e d  (Month) ___________________

5. Wh er e was the ma i z e  sold?

A - D i r e c t  to NCPB

B - Sold to P r i v a t e  T r a d e r s

C - Sold in rural m a r k e t s  by the farmer.

5 If ma iz e was not sold to NCPB give r e a s on s why it was not? 

A - No a c c e s s  to NCPB due to t r a n s p o r t  p r o b l e m s  

B - D e l a y e d  p a y m e n t  by NC PB 

C - Too low p r ic es 

D - Ma iz e two little 

E - Not a w a r e  that NC PB ex i s t s  

F - O t h e r s  (specify)

6. How much m a i z e  did you sell (in Bags) _____________________________



What was the s e l l i n g  pr i c e  in K s h / B a „ s ,

Do you, e n g a g e  h a n d l e r s  at the farm ?

A - Yes 

B - NO

If yes how
m u ch do you pay them per bag of ma ia

Do you e m p l o y  casual labour i
in your farm?

A - Yes 

B - No

How much do you pay them per day?

uMii»isre

e h a n d l e d


