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THE MARXETING OF MAIZE AND BEZANS IN KEKYA
A PROPOSAL FOR IMPRCVED EFFECTIVENESS

By
Olof Hesselmark

ABSTRACT _

Continuing the discussion by O. Hesselmark and G.
Lorenzl in "Structure and Problems of the Maize Marketing
Bystem in Kenya", Zeitschrift fur Auslandische Tandwirtschaft.
-Berlin 1976, this paper attempts to give additional inform-
ation on the functioning of the Maize Marketing System, and
to give suggestions an how its functions could be improved.

There is a long history of market regulations in
{enya which is important for an understanding of the present
situation. A brief historical description is given, includ-
ing past legislation and an attempt to identify the benefi-
ciaries of earlier systemg, and how the present situation has
grown out of the past. The present functioning of the system
is i1llustrated with the help of four cases of the actual
behaviour ¢f the MPB and the produce markets, and a number
of deficiencies and inefficiencies are described. The
possibilities of redefining the role of the MPB within the
framework of the existing legislation are discussed. It is
eoncluded that a great deal can be done to improve the
functioning of the system without any fundamental changes
of the legislation; the MPB has a statutory responsibility
for effective functioning of the marketing system, the possi-
bilities of which are not exhausted.

For a more fundamental improvement of the effective-
ness of the marketing system, however, far-reaching changes
will be required. A redefined role of the MPB in a situation
of free trade is described in detail down to the operative
functioning of a reorganised and reoriented MPB. In this
situation, the MPB is seen as an organization playing the part
of primus inter pares., provided with the operational and finan-
cial resources necessary to perform the role of active market
stabilizer, The set of objectives,policies, decision rules and
operational rules necessary for this function are outlined
together with a discussion of the information needed. The finan-
eial implications for the MPB of a market stabilization are dis-
cussed briefly, together with the needs for training ~: personnel
for the new functions.

In two appendices, a resume of earlier discussions of
the problem of free trade and of the frequent discussion of the

smggling problem 1is given,
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1. INTRODUCTION

In the paper "Structure and Problems of the Maize
Marketing System in Kenya' by O. Hesselmark and G. Lorenzl (5),
a general description of the Maize Marketing System was presented.
That paper did not go into detailed descriptions of the problems,
nor did it present any specific suggestions for improvement of
the marketine system. The discussion started in the paper by
Hesselmark and Lorenzl is continued by Gsanger and Schmidt in
a paper presented jointly with this paper (3) and it is hoped that
these three papers together will constitute a sufficient foundation
for further research, as well as providine a basis for Covernment
decisions with regard to the fgtut‘e functions of the Kenyan marketing

system.

|

N
In this paper it is intended to give some detailed information

on some of the problems mentioned in the paper by lesselmark/Lorenzl,
and to give specific suggestions on what can be done to improve the
marketing situation. Not only maize, but also other produce handled
by the Maize and Produce Board - such as beans and millet - will be
dealt with. The description starts with an gxpose of the historical
development of the grain markets in Kepnya. This has been included
for two reasons: In earlier documents concerning the orain markets
(of which there are many) the heritape institutions like the MPR owe to
the colonial administration has not always been recogmized, and a
comprehensive historical analysis based on avaijlable documents

has not been undertaken. It is my view that much of the behaviour of
the marketing system today can best be explained through reference

to the historical situation on which the present legislation is based.

2, THE HISTORY OF MARKETING REGULATIONS

The marketing of maize is repulated in the Maize
Marketing Ordinance, that of other produce in the Marketing of
Agricultural Produce Act (and subsequent amendments). Both laws
give similar rules for the marketing of maize and produce, and

they are incorporated in the organization and functions of the MPB.
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The existing laws are both the product of post-independence
legislatien, but their origin can be directly traced to the
-Defence Regulations introduced in 1944 (15). In those regul-
ations, most of the detailed rules regarding movement control
and compulsory sales to the B oard were introduced. The Defenc®
Regulations were in force as the basic legislation regarding
grain marketing until 1958, when the Maize Marketing Bill was
introduced. This Bill led te %I.llg formation of the Maize
Marketing Board, substituting/the previous Maize Contrel. The
new organizatien did not, hewever,change the structure of the
marketing system significantly, and the main purpose seems to
have been to get all the legislation regarding maize together
into one act. (16).

The original Maize Contrel had the clear objective %2
preduce an export surplus for the allied war effort. (6.p.5f).

It was made compulsory to sell all maize produced te the Maize

Controller. and a svatem fnar Anntwnal, finanee aud pullldSesS was
set up. 1, After the war, the Defence Regulatiens were kept in

force, and the Maize Ccntrol organization grew bigger and more
efficient.

There seems te be a connection between the regulations
and the different treatment of European and African producers;

1) The success &f this organizing orf the maize market was
remarkable, and illustrates convincingly the importance of a
well functioning institutional framework in any attempt to
induce subsistence farmers to enter the market economy. Thus,
the delivered quantities from African farmers grew from nearly
nil to a millimAn bags in two years. Immediately after the
introduction of the purchasing organizatien, consisting of a
gystem of agents and depots, cash payments en delivery and
attractive prices, the 'mize delivered from African farmers
became equal in volume to what was delivered from the
Burepean farmers. A large production surplus was already
available, only waiting for the marketing institutions and
opportunities. (6, 12, 19).
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the strong Maize Contrel made this difference possible through
ruling out any alternative outlet for African sutplus maize. In
the period up to about 1952, there was no difference in the
prices paid to the two groups. In those years, the praeducer
prices were kept below the export parity price (12,p 16).The
profits of the Maize Control were transferred to a Maize Fund,

in essence an equalization fund for export losses and profits.
At times refunds were paid to the farmers out of the fund. Since
only European farmers could be identified, only they got direct
and individual payments in the form ef mechanization subsidies,
acreage allowances and direct money-payments., For Africam farmers,
the bonus was paid partly to the Agricultural Betterment and
African Trust Funds, and partly as a direct bonus to farmers whe
had been given a certificate of g ood husbandry by the Agriculture
Department. (These farmers were net nccessarily those who had
produced the maize for which the bonus was paid). European
farmers were thus paid[djreCtJ"for their actual production, and
African farmers were made subject ta an indirect taxation, the
revenues cf \eJhichiwere used for community development and income
redistribution.

» In later years export losses re-appeared and the
procedure was reversed.(13) A quota system was introduced under
which European and African farmers were given annual production
quotas that should not be exceeded. If the African producers due
to a good season exceeded their quota, they were paid only half
price for the excess’. For Buropean producers, no such deduction
was made. In addition to this, a cess was levied on all African
production to pay for export losses. Thus a rigid system for
price discrimination and for shifting the whole burden of
export loss financing to one group of farmers had been introduced.
This was possible because of the strength and effectiveness of
the Maize Control organization., The situatien illustrates how an
organization originally set up for one purpose came to be used
for quite another.
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In 1962 and 1963 (the year ®of ihdependence)

political resistance against preferential treatment ef European
farmers grew, and the quota system was abolished. (This was
facilatated by the fact that 1962 and 196% were years with a
maize deficit, and ne production took place above the gquota.)
The marketing csontrols were net rcmoved, however, The
purchasing system remained the same, although a new system for
pricing was introduced with basically uniform prices for the
whole country. (13). The rationale: for strict marketing
controls - to encourage » maximum production for defence purposes
or to make it possible to finance export losses from one group
of farmers enly - were no longer there. And yet the organization
and legislation needed for these purposes were kept intact.
Perhaps nobedy thcught of the connection between purpose and
method in the general struggle tc cope with all legislation
problems at the time eof independence.

At that time, thc marketing system in the previous
African Reserves was mug1 less developed than now. Large-
scale black market operations were rather wsomon, probably
because of poor infrastructure and a general unawareness of the
business opportunities involved. For several years, ne demands
for free grade were heard, and only isolated instances of large-
scale black marketing were reported, usually involving forged
movement permits or seme kind of political pressure. From the
end of the 1960's demands for free marketing became more comnmon,
as has been recorded in several reports en the maize market.
(see 18,21,22) Grain marketing was still closely controlled
by the MPB, but it was increasingly recognized as being a suitable
field for the development of private, African owned trading
enterprises. There was still not much evidence of any large-
scale and well organized illegal trade, utilizing the tremendous
differences in prices between areas, created as they are by the
MPB market controls.
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3. ILLUSTRATIONS OF THE CONSEQULNCES OF RESTPICTED MARKETING

In recent years (after 1974) the illegal trade has
become more and more active and voluminous. In the 1975/76
season, supplies from Kirinyaga and Embu Districts have moved
to Machakes and Kitud amounting to perhaps 500,000 bags. The
result was-inspite of a good crop- a relative maize shertage
in Central Prevince from March onwards with sharply increasing
prices in Nyeri, Kirinyaga and Epbu Iistricts. This deficit
was covered with large supplies frem Nyandarua District, of
which some also was transported as far as Kitui. The MPB was
not involved in this massive transfer of maize, which was done
in a well organised way, involving false moveciment permits,
forgeries and a good deal eof bribery. After this highly profit-
able exercise has taken place, the benefits of a strictly
controlled market for those very few large-scale traders who
are in the position of net getting caught, should be clear to
them. It is not very likely that demands for a free market
(which would take most of the profit away through increased
competition) will be well received by the local Establishments,
to which those belong who get the profits.

Case 1., Beans

During 1975 and 1976 there has been drought in
Kitui District. Food has been scarce, and particularly bean
prices have been high (up to shs 350 per bag, or shs 3/80
per kg.). Meru District en the other hand hasy due to favour-
able weather, produced a surplus of beans, which is demonstrated
by the fact that a few thousand bags were delivered to the MPB.
The farm gate pric~. for these beans in Meru was abeut shs 150 per
bag or shs. 1/67 per kg. (That was also the official MPB price).
The price difference betwecen farms in Meru and consumers in
Kitui was thus shs. 200/~ per bag, equivalent to a mark-up of
133%.. The gress margin en one lorry-load (7 tons) is 200 x 77
= shs 15,400, a comfortable margin for a 200 km -haul. A net
profit of 10,000 shs per load is not on the high side. (see 10).
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Clearly, this trade is very attractive to the traders
who have the e¢apital, talent and informatien to identify and
utilize the business -0 "portunity. -The -trade is illegal,
however, unless a movement permit is issued by the MPB. It is
hardly remarkable, then, that given.the enormous profits
involved, some traders try to legalize the trade by sharing
some of the profit with the MPB field officer who can issue
movement permits. - This has happened in a. number of cases, and
it will continue to happen, simply because supervision ef
field staff is difficult, and the temptations and gains are

enormous to people earning £ 100 per month.

The bean surplus collected by the MPB is not sold
directly in deficit areas, but auctioned or tendered in Nairobi.
The bidders in this business are a_handful/commodity dealers.
What happens to the beans after they are sold is outside MPB
control, and little is known about it. It,is believed that
they are sold to retailers mainly in.urban areas. This
practice excludes most rural areas from supplies channeled
through the MPB, although the market prices in local markets
«an be much higher than in Nairobi.

When there is a deficit and high prices in an area,
e.g. Kitui pistrict, the MPB does not transfer beans to that
area. No beans will be sold at the Kitui Depot (exept some
small gquantities to schools). The central sales office in
Nairobi does not collect any information about local market
prices, and is unaware of where the demand areas are. It is
also not interesting to them, since the policy has always been
fo sell all the surplus through the Nairobi office.

Transfemw are thus not undertaken by the M. B, ncr are
private traders allowed movement permits to transfer beans from
a surplus to a deficit area. The reasons for this are not
entirely clear; there is no written policy on the matter.
Enquiries with MPB officials will reveal little but rather
vague references to "this is how we always have done it": the
MPB wants all beans in one place in order te achieve a nationally
planned distribution of beans, Another reason seems to be a



IDS/WP 300

genuine wish to protect the public from exploitation by "un-
scrupulous traders". Unfortunately, neither of these

actions will provide the people in Kitui with cheaper beans.
Quite on the centrary, strict enforcement of movement controls
will only block Kitui District off from supplies from Meru,
and prices in the local Kitui markets will increase even more.
These prices can go down only if the supply is increased, and

the only scurces for increased supplies are MFB sales
through its Kitui depot, t..o: - legalised movements by private
traders er .L-c.. the black market. The choice between these

alternatives belongs to the MPB, and it should be pointed out
that failing to select one of the twe first, implicitly means
selecting the third alternative.

These problems have been commented upon in two
separate reports on bean production in recent years. (2,11)
The recemmendations made in the reports are to a large extent
similar to those we are going to offer in a later section
of this paper.

In a price survey by the author in May 1976 in the
Eastern and Central Provinces, a range in market prices from
shs. 2/67 to shs. 3/89 per kg was found. The MPB purchasc
price paid by agents in the same markets was then shs.1/67.
No beans were bought by the agents. Partly based on the above
reports, the MPB decided to increase the purchase prices for
beans substantially in July 1976, to shs. 2/45 per kg. This
made the MPB price quite competitive, and substantial amounts
of beans were purchased. But an increase in price is net
enough. Most of the heans purchased were brought to Nairobi,
where they were put to tender. This brought difficulties,
for the handful of large traders who usually participate in
this trade could not sell the beans in fheir traditional
urban markets even at the lowest price the MPB was willing to
accept. At the same time, the local market prices were well
over shs. 3/00 per kg. in the deficit areas, but no attempts
were made to involve local traders in the sale: of beans.
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In order to solve the problem, the MPB must follow the advice
given in geveral of the reports mentioned above. (21,22) The
MPB must improve its selling activities. The present stocks

of beans (which are the result of the response to a subs-
tantial increase in price; they do not reflect a partiocularly
good geason, and to export them - as has been suggested
recently - would be to deprive Kenyan consumers of an important
source of protein) must be made available to the areas where
demand is high. It is time the MPB starts recognizing the
existance of local markets and local traders, and starts co-

operating with the traders.

Case #., Wimbi (Finger Millet)

Apart from the cases of beans and maize, there are
many other instances where the MPR's interpretation of market-
ing effectively hinders regional and temporal re-distribution.
Finger millet, for example, is grown in suplus quantities only
in Busia and ®uth Nyanza Districts. The demand fer this crop
is high throughout the Rift Valley and Central Provinces, where
retail prices often are three times the farm gate price paid by
the MPB. Yet the MPB depots in these areas do not distribute
any wimbi to traders or individuals. 4As in the case of beans,
wimbi is sold through tenders in Nairobi, af¥BrWhe MPB has no
control over it. 1In May, 1976, for exeample, wimbi cost.:
shs, 3/68 per kg in several places in Central and Eastern
Provinces. At the same time, the MPB had 1%,000 bags in store
in Nairobi, offered the wimbi at shs. 1/15 and could not get

any buyers. It is hard to believe that the price elasticity

is so~high as to make redistribution unprofitable. It would be
perfeci&gmﬁegal to buy wimbi from the MPB in Mairobi and to
drive/a circuit of markets in Central Province and release

a few bags at each stop. Bach lorryload would give at least

shs 5,000 net profit. Why does nobody do it?
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Case 3.Maize in Kirinyaga and Kitui

The werk by Xariungi and Irer%°(7,8) in Kirinyaga
and Kitui has been extensively referred/ by Hesselmark and
Lorenzl in (5). The most important finding. was that the
illegal private trade is often supplying deficit markets
with maize more rapidly and at lower cost thanLMﬁ%, and that
this trade in some areas and at certain times takes on a

quite substantial size.

Case 4. Maize at Tuanda market, Kalkamega District.

A marketing experiment carried out jointly by the
MFB and the SRDP project in Vihiga in 1974 (4) demonstrated
that active selling activities by the M.'B, and active co-oper-
ation with local traders, can be used to avoid that commonly
experienced steep increase in prices. which eccurs before
harvest. In this experiment,two traders at Luanda market
were encouraged to bring in maize from the MPB store at nearhby
Yala for re-sale in the market. Substantial increases in local
supply were achieved this way. and (predictably) prices in
this market were stabilized. Prices at Iuanda were monitered
for about six months and compared with another  market about
20 km, away, in which no such increase in supply was undertaken.
In this second market (Mbale) prices continued to increase
in the usual seasonal pattern. Normally, Mbale would have
experienced lower prices gt the period of lowest supply, but
because of the increased supply at Iuanda the reverse was
true in 1974.

It is remarkable that although the traders are at
liberty to repeat the activity at any time they wish, and
although they demonstrably made money out of the experiment,
they did in fact not repeat it in 1975.

Other ftesearch

A project to study thebgirketing system for maize
o7
and beans in Kenya is presently/carried out by a team at the
Institute of Development Studies (10). Knowledge from that
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study, together with the detailed information on marets and
prices which will be collected by a marketing project in

the Central Bureau »f Statistics and Ministry of Agriculture,
will be of great value to perfect the understanding of the
marketing system. Until that information becomes aveilable,
however, a great many things can be done by the MPB to
improve the situation. This' will be dealt with in the

next sections,

4. THE ROLE OF THE MPB REDEFINED

the
It is guite reasenable that/ MPB should have seme

control over the escmmodity markets in Kenya, as intended in
the Maize Marketing Brdinance and the Marketing of Agricul-
tural Produce Act. It is stated in these laws. that they
serve to protect the interests of producers and consumers,
presumably against traders with varieus types ¢f monopoly
power over the markets. But it is in the interests of
consumers and producers not only to be protected from
monopoly, but also to have an efficient distributien system,
The system of logistics in Kenya is well enough developed
tc¢ provide for a reasonable redistribution of agricultural

cemmodities, i.e. in a physical sense. And yet the MPB

concentrates only on the "protection" and neglects the
distributinrn. Below follows a discussion of what can be
done. In the discussion, maize and preduce have been
separated. We will start with produce, since that is less
complicated.

In the first part ef the following section, it is
assumed that no changes in the legislation will have taken
place. It illustrates a re-interpretation of the present
marketing situation. Iater a situation will be described
where a more substantial change in the objectives and the
policies of the MPB has been assumed.
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Produce .

For produce with an internal market, the problem is
quite simple. Instead of selling it all to Nairobi dealers,
the produce should be distributed to various depots according
to a simple formula, including the total populatien served by
each depet and the average local market price level in the
area . The amounts distributed could be made to depend on
requests from the depots, indicating the current price
level in the area. In this way a reasonable distribution
ever time can be maintained.

The sales price of the MPB should be set for each
depet, taking into account the local price level. It sheould,
however, not be low enough to create excess profits for the
traders. Having brought in a stock to a depot, and after
establishing a depot sales price, local traders would be
encouraged to come and buy the produce in question for dis-
tribution in the areas, selling at the prevailing market
prices. As long as the margin between the MPB and the market
prices is attractive to them, they will continue buying. When
there is ne longer a margin, they will stop buying, at which
point either the market priee has been lowered te a level near
the MPB break-even peint, or else the MPB reduces its priee
in order to get the market price down to a reasonable level,
in whieh case the traders weuld resume buying. The effective
results ~f this exercise will be better distributien ef avail-
able resources to deficit areas and effective price control
in the lncal markets, both to the benefit of the consumers,
and to the disadvantage of nobedy. 2)

“/ It is possible that seme kind of trading eredit, fer
example bills of exchange (as they are eemmonly used in
continental Furopean business systems) should be intro-
dueced to faeilitate this kind of trade.
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With beans and puises, there is a special preblem. It
has been the practice of the MPB to sell beans directly to
schools, hospitals and other institutions, in pragctice often
at subsidised prices. Giving preferences to institutions,
whether private or public, in terms of deliveries and/or
prices ds not coversd in the legislation, but it has
been done because of the difficulties for such institutions to
get any beans at all at certain times and places.

With a decentralized system of distribution there
will be ne need for this practice, since beans will be made
available according to the demand in respective areas.

To implement this distribution system, no extra people
will have to be hired at the depots, since selling preduce is
their task anyway. 1In the head office, it will be necessary tc
collest data on prices and to so-ordinate deliveries to the
depots requesting supplies. The field cfficers will be required
to supply the head office with price information if it cannot be

obtained elgewhere. "

The MPB purchase price (at farm gate) for-beans is at
present nearly uniform throughout~the country. This totally
disregards the fact that a surplus-of beans only occurs in some
areas and in some years. Moreover, the local market prices can
differ by up to 100-150% of the price in the lowest area.
rRegional. differentiation of purchase peices is therefore neces-
sary if the potential of inter-regional trade is to be utilised.
It is likely that if prices are better adjusted to the local
market prices, this will bring daeger quantities of beans to the

market. (Since beans are mainly a subsistence crop, with the MPB
perfor ning the limited function of redistributing regional sur-
pluses ahd deficits, there is not much point in increasing the
prices substantially in deficit areas. This will only increasete
narketsd: share in the-deficit areas; reducing the already”
limited amount of heans available for home consumptione)
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It is generally considered desirable that producer
prices are announced before the planting season, so that
farmers can plan accordingly. In Kenya, however, the regional
distribution as weil as the total size of the.beaﬁ crop is not
determined by the farmers decisions, but vary mainly with the
amount and distribution of rainfall, and with the incidence ef
pests and diseases. A firm advance commitment by the MPB to
buy at a floor price can therefore in years with low yields be
a blow in the air, and lead to practically no purchases because
market prices are way above the floor price. Floor prices
should therefore not be fixed, but should be adjustable upwards
on a regional basis.

Maize

[o!

Several field studies have indicated that large
quantities of maize are distributed and traded outside the MPB
marketing system. Since these arqfﬁggal movements, risk
premiums and profits are high, and local market prices fluctuate
considerably. The MPB marketing policies do more to prevent
trade than to facilitate it, thus making the illegal trade both
more” impertant and more profitable.

Tt is of course legitimate to move maize from where
itis cheap and plentiful to where it is dear and scarce. It is
a.:so clear, that the MPB cannet bwy up all local supplies
through its system of depots and agents. This leads to lower
prices at harvest time than those guaranteed in some areas, and
private. (illegal) traders step- in  te. buy the maize Because of
the remarkable differences in harvest times in Kenya, there is
nearly ndwys a demand for the newly haxvested maize in another
not-too-distant area. Beeause of low efficiency in its
selling activities, the MPB does not distribute maize from its
stocks in such areas, and market prices are therefore high.
There exists then a business epportunity for the traders in the
first area to try and sell in the second area with high prices.
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With increased supplies in the deficit area, prices would
clearly go down or at least cease to increase.-~Through strict
enforcement of movement controls, the MPB new reduces the
amount supplied in the deficit areas, and prices remain high,
This wculd net be so bad if the MFBwere effective in increasing
gupplies, but there is no encouragement from the MPB to local
traders to come and buy maize. In fact they are sometimes
discouraged by the MPB's own staff.

There are thus two simple methods to increase supplies
in deficit areas. One is for the MPB to introduce a more
active selling policyB)and the other is to facilitate move- -
ments from surplus te deficit areas., through a more liberal
policy en movement permits. Neither of these actiens weuld
be in conflict with the objectives ef the MPB. as stated in the
legislation. The MPB should ensure that the distribution syste
of maize functions "to the benefit of prmaducers and consumers".
When this is interpreted by the MPB to mean "make sure no
maize travels from producer to consumer except through the
MPB system", then I think the MPB has net acted in the
interest ¢f the welfare of consumers and producers. There
has been far too much pelicing of people and far too little
interest in the distributive system in the MPB's interpretation
of its work.

There is finally another point. The olandestine,
illegal Dbusiness of moving maize with very high profit
margins leads to all sorts of oorrupt%pn within and outside
the MPB. Field officers are bribe@ﬁgﬁﬁstantiallamounts for
movement permnits, polise officers are offered (and sometimes
demand) bribes to allow lorries  te pass roadblocks, admins-
trative officers are offered moner to keep their eyes closed.

) This has been strongly advised by official eommittees
writing on the maize market. - See (21) and (22).
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There are also many reports of police harrassment of
perfectly legal transport., e.g. of small quantities on
buses where movement permits are not yequired. At least
one case of a serious misinterpretation of the law by a
magistrate hag been reported. (In this case the magistrate
unlawfully forfeited a lorry and a load of potatoes (!)
citing the Maize Marketing Act,) . .
o

If the MPB helped rather than prevented the
legitimate flow of goods in the marketing system, many of
these practices weuld disappear, for they are paid out of
prefits from the black trade. The best way to make black
markets disappear is to make them legal. This is a truism,
but in this case it would be to the benefit of wananchi, and
te the disadvantage of only a few people sugh as have begn
indjcated above.

All this has been said before. by an almost
unanimous group of researchers, public commissions and
other observers. In Appendix 1 a list of quetations from
earlier reports is given to illustrate this. Oral suppor’t
for some of the views ha® sometimes been given by the
officials concerned, but little action has been seen.

Quite often the freeing of trade has been opposed on the
grounds that. smuggling then would occur or increase. Since
this is such a _widely held opinion, and since the understand-
ing of the marke 1n§ . .

/ BDechanisms onnected with international and inter-
regional smuggling usually seems rather poor when it is not
completely non-existing, a section dealing with the smugeling

argument has been included in Appendix 2.

What is needed is not words and a general intellec-
tual conBensus over the issues, but a firm cormitment by the
Gevernment to really improve the functioning of the marketing
system. The legislation is there, and it is not ambiguous.
The knowledge of what methods to use is available. The
resources are there: Administration, storage, transport
facilities. There is just no. excuse for not doing anything.



IDS/WP 300

A NEW MARKETING ROLE FOR THE MFB

In the previous sections, an outline of the history
and the present functioning of the maize and produce marketing
system has been given. Certain-criticisms of the role the
MPB plays in the system were offered, together with a rough
outline ef how some ef the problems might be overcome. In
this section a more detailed description ef MPB activities
in 2 changed sygstem are given.

It has been suggested that the MPB should co-operate with
rather than ienore local traders, in order to utilize their
resources to provide a mere efficient marketing system. In the

remaining part of this vaper it will therefore be assumed
that all movement restrictions for MPB controlled preduce and

maize are abandoned, and that all traders are allowed tosanry eut

inter-regional trade without any direct controls or restrie-

tions. In-such a situation, market control will be obtained
in such a way as is described below.

An futline of a Jecision System for the MPRB

In the present situation, the decision making process
in the MPB is relatively simple for marketing decisions. For
both maize and produce, the rule is to purchase g1l that is
brought to the Board, to sell maize to those whe ask for it
and to sell produce on a tender basis. The decisions are
simple in principle, although administrative red tape some-
times make them appear complicated. The main dec%s&pns are
when to start purchasing at a certain depot, and/to provide
that depot with finance. Sales of maize also involve= a
decision on wherc to take the maize from.

On the local level, decisions about what stere to
use, when to issue movement permits and when to reject
maize are routine.

In a situation where the MPB will play a more active
and regulative role in the marketing of maize and produce,
and where private traders will co-exist and compete, the MPB's
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decision-making will become more complex than today. The

MPB will then have to decide on when, where, fer what product
and how to intervene in the marketing process. This will
require a substantial change in the MPB's perception of the
marketing system and of its own role, and a number of tools
will ‘have to be developed to facilitate the decision-making.
Basically, the following things must be available

Basic Objectives

Consistent decisions clearly require a consansus oencerning
what one wants to achieve. A goal structure must be developed.
This maybr rather general, but at least it must indicate whn
and what is to benefit from the activities of the MPB. In %he
present Maize Marketing Act, for instance, it is stated that
both consumers and producers are to benefit from the activi-
ties of the MPB. This is rather too general. TIirst of all,
the gruups are not defined precisely enough. Ivepy producer
is also a consumer. Additional classification must be made,
to distinguish between urban and rural consumers, farming and
non-farming areas, and possibly also tetween high and low
income groups uvf farmers. After that has been done, it must
also be stated in which way the benefits should accrue to each
of the groups defined. There is a conflict betwecn the
interests of e.g. rural producers and urban consumers, which
can only be resolved satisfactorily (to both groups) after a
compromise has been reached. Such a compromise can be
expressed (for example) as a basic objective: "the vrices
paid to farmers should be as high as possible, under the
restriction that no income transfers from the urban consumers

.the poosibi
exclude/ that export losses are financed through higher sales
prices for maizéf

to the farmers maxnggcur at any time'"; this formula would
i

It is recognized that the basic objectives have
strong political potentials and contents, and that explicit
statements on how to resolve the contradictions inherent in
this type of goal formulation: may not be iummediately expected
from the Government.
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Policies

~

A policy is defined as %mgig%%aggeneral decision
rule, guiding the decision-maker/  what actien to take in a
particular type of decision situation . In the ideal situa-
tion, when the basic objectives are precise enough. policies
are derived directly from them through a logical process.
When only very vague basic objectives exist, it is difficult
to formulate precise policies, and as a consequence many
decisions will have to be made ad-hoc, after consulting the
next level of authority. One example is the treatment of
export lesses in pre-and post- independence Kenya. Before
independence, the phrase "to the interest of farmers" meant
IBuropean farmers, and export losses wcre financed through a
cess and through reduced prices for maize from African
farmers. The policy was then that African farmers paid the
export losses incurred from cver-production of maize,
After independence, the policy has been different every time

the problem & financing an export loss has occurred.

A more active MPR will require a set of policies to
guide decision-making, particularly in questions concerning
market interventions. These policies should be formulated
with reference to the instruments available to the MPB. Thesec
instruments are basically the physical and financial resources
available to the IMPB, enabling the MPB to effectively control
gsegments of the markets threugh sustained buying or selling,
until all excess supply or demand has been exhausted and a
desired level of eguilibrium has been reached. With reference
%0 resources, the policy could be formulated in the following
way:-

a)The MPB is required to maintain stability in the

maize and preduce markets througheut Kenya. Stab-
ility is considered to exist when the market
prices (at farm gate and to consumer, respectively)

are within the linits specified below for different
areas and products. (See schedule (f) and (g)J).
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To maintain stability, the MPB is required to
purchase_or sell the different products when-
ever there is indication that local market prices
are outside the specified limits.

It is the MPB's responsibility to maintain
gufficient stock levels of all products to
facilitate interventions.

The geegraphical distribution of stocks is
decided by the MPB with reference to the market

interventions considered nccessary.

To enable the¢ MPB to perform the market inter-
ventions considered necessary, the MPB is auther-
ized to borrew meney from such financial insti-
tutions in Kenya as it may see fit. In addition
to financial resources, logistical resourpes,
consisting of storage facilities and transport
facilities will have to be procured and main-
tained by the MPB. Finally, -the INPB will

develop the organizational resources it consi- .
ders necessary to carry out its tasks.

Schedule of price limits. When the MPB has

indications that market prices in an area

are outside the limits indicated in schedule
(f), it will initiate purchasing 2nd selling
activities from its stores in that area. The
prices paid or charged at the different stores
are given in schedule. g.
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gchedule (f) price limits.
Product . _Area -
a b C ' d Z e e
+)
upper | 75 80 70 ete. oo
Maize +)
lower | 50 55 45 .
upper 220 250 260 e
Beans
qual.? +)
lower 180 * 200 210
upper
beans
quel.?2 | cen .
lower
upper
peas 1 |
lower | = ‘ *

Schedule (g) Purchases and Sales Prices at different IMEB Denot:

Product Depot
a b c 4 e T
Purchase 60 65 55 etc
Maize
Sales 70 75 65 - eee |
beanSPurchase 200 P20 230
(1) sales 210 D30 240 | "
Purchase !
beans ..
(2) sales - -

-t

+) Exanmple
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h) The prices in schedules (f) and (g) will be
announced from time to time by the Minister
of Agriculture after consultation with the
MPB and the Price Controller. All decisions
regarding more favourable treatment of
certain areas should be taken at this level.

e

Decision Rules

Having formulated a policy, the rather general
rules laid ,down t .z~ must be interpreted inte operational
decisien rules., that can be converted into actien by the

MPB's cfficials Such rules will be described and exemplified
in this section.

The policy statements above can be interpreted tn
mean that when the market price is increased above a certain
level, the MPB should initiate sales of the product in
question from the nearest depot to where the price increase
was observed. This implies a number. of things. First,
the MPB must know what the market prices are for all
products in all areas at all times. (This is a quite
considerable increase in knewledge compared to what is
available now in the MPB.) If this is known, a sidiple
comparison with the figures in schedule (f) will then
trigger the necessary decision to start buying rr selling
activities. Second, a decision must be made on what
quantity to buy or sell. This is necessary because the
MPB's stocks of the product in question may not be at the
right depot. This decision when compared with what is
available in various parts ef the country will trigger a
stock transfer decision. Third, the loeal traders whe are
going to perform the final step in the distribution will
be contacted to be informed that there is business at hand.
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The different decisions mentioned above can be
made at different levels in the organisation. If the price
observations are earrieéd out according to a fixed procedure
(which must always be the same if this system is to work
at all) and give. reliable data, then the decision to call
for intervention can be made at the local level through a
gimple comparison between observed prices and the prices
in schedule (f). Since it is the MPB's abjective to ensure
a regional distribution of goods in the country, the decision
to transfer stock, however, must rest with the MPB,Head
Office, since this decision needs total overview te be
effective. Having determined the stock transfer, the
decision to buy or sell will rest with the depot, using the
rules about prices laid down in schedule (g), but at their
own discretion with regard to the speed of the distribution,
the numbers of traders to employ and so on. The performance
of the distribution will be judged by continuous comparisons
between the market price readings and the scheduled prices.
A1l attempts of abuse, e.g. hoarding by one or more traders,
can easily be dealt with through the vagt financial
resources of the MPB.

The Price »chedules

The actual contents of the two price schedules must be
carefully considered, sincc the whole effectiveness of the
system will rest with them. There arc four different types
of prices.

a) Lower intervention price - triggers purchases

b) Upper intervention pricet - triggers- sales

¢) Local depot purchase price

d) Local depet sales.price
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The four prices should exist for each product for
each depot or area. They are related to each other in the
following way:-

Lower interventinn price

+ local transport cost to depot (average)
+ agency element

depnt purchase price

MPB handling and storage costs

+ +

fransport ccst from other area
local depot sales price
lrocal distribution cost

+ +

maximum allowable profit level

upper intervention price

In order to allow fcr shifts in local demand, a
certain amount of flexibility must be provided. For example,
if no traders are willing to dn business when a particular
combination of depot sales price and local market price:
(above the upper intervention price) exists, it may be - -
necessary to lower the depot sales price to make the deal
attractive enough.

Operation Decisions

The basic objective of this pricing and intervention
system is tm ensure that all farmers are paid a net farm gate
price of at least the lower intervention price, and that
maize is always available for all consumers at a price not
exceeling the upper intervention price. It will then be
necessary to know what the market prices are exactly, and
this will require a systematic ceollection of market data,
manly price datay for the local decisions.’

Above a number of decisions have been indicated.
which will require information of different kinds. The
information needs, and data collection will now be analysed

fer each type »f decision.
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a. Decision on the Liocal Level

- To call for intervention.
This will be done when the local market prices
go outside ef the limits =~llowed. The information
needed is local market prices for a standardised
unit of sale. This price reading must be an
average, based en observation of a number of
representative actual sales/purchascs trans-
actions in one or more markets at one or more

points in time.

- To change the rate of intervention,sales or
purchases. If market operations have been
initiated, and the prices do not move in the
desired direction, or move too fast, then the
rate of intervention has to be changed.
Decisions to this effect are also based on the

local market prices and how they change.

b. Central Decisions by the MPB

- Te initiate intecrvention at a particular depot.
Local market prices and their changes for
different areas 1vill be compared, to establish
the regional pattern of supply and demond as
reflected in the prices. Thereafter, certain
areas with marked dis-equilibria will be selected
as potential targets for intervention. Next, the
MPB regional stock position will be assessed, to
determine what resources for intervention .. . are
available. Then an intervention programme can be
formulated,indicating selected depots and initial
intervention volumes. If local supplies are not
adequate, a stock transfer takes place. Finally,
orders are issued to the units concerned.

This process is continuous and iterative, i.e.
some intervention will always go on,and the
precess 1is always in a state of change.
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Information leeds and Pata Snllection

3 There are five types of information required to,
implement the intervention system discussed above:

Market prices in farmer-to-whelebaler(assembler)
transactions for all areas.

MPB supply forecast per depot

MPB demand ferecast per depot

MPB stock information

Market prices in farmer/trader -to- censumer
transactions for all areas.

The supply demand infermatien can be calculated
frem the MPB yield survey results, particularly in some
years' time when that system is fully devclepeds The
stock information is available from the wcekly stock report
of the MPB. The price information must be cellected. With
proper training and supervision, I am sure that the IPB
Field Officers and Field Assistants can carry out a simple
task like tis, The major problem here is to establish-'a
representative sales unit (kimbo tin, 15 or 19 kg debe,
small or large bagy eto.) for each market and transaction type.and
to identify a tepresentative price for the market at the
market day. This will" require some research to establish the
selection criteria for what markets to visit and alse for
typical sales units and their weights in various markets.
In order to get a continuous reporting system, a time schedule
for the field Officers'visits to different markets must also
be created.

In the Ministry of agriculture and in the Central
Bureau of Statistics a market information system is currenly
under consideraztion. One of the objectives of such a system
is to collect and disseminate price information regarding
great number of agricultural crops from a large number of
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market places througheut Kenya. <The aim seems at present to
be te publish a bi-weekly summary of local market priées.
Vhen this system is impl.emented, the information needed to
perform the contrel functions outlined above will be readily
available. Decisions about what quantities to release,
transfer or buy éan then be made on the basis of correct

and timely information coming to the FPB from the published
reports.

In relation to this, it is important to give a
warning. Publicatien of price data under the present system,
i.e. with the present movement restrictions in force, will
of course not lead to any equalization of prices in various
parts of the country, since it is not allowed to move
produce witheut a permisSion from the M:rB. As ii has been
pointed out above, the present policy of the MPB is to
restrict private mbvements to a minimum. The publication
of pricc data will therefore only increase the awareness of
those businessmen wvho can move produce without the permission
of the MPB of the business opportunities involved. It is
thercfere important to point out that unless movement
restrictions are relaxed, or the movement permit policy of
the MPB changed, publication of price data will certainly
defeat its own purposes. However, in a situation where
trade is frec and a reasonable degree ef competition exists,
a price information system is a very useful tool to -ensure

~

compctition.
Financing

The present financing nceds of the 1iPB are far a
crop of 6 million bags of maize and 1 million bags ef other
prvduce. The total puchase value in 1976/77 will be between
500 and 600 million shillings. The maximum stock levels
ectur in May to July each year, and the maximum financial
g!mmitment in that period in 1977 will probably amount to
ever 400 million shillings. The minimum stock levels occur
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in October, and the minimum commitment will amount to

about 200 million shillings. These are the financial

facts facing the 1PB, and the indicated amounts of finance
must be made available if the MPB is going to uphold its
commitment to cash paymentsf°r all produce sold to the Boagrd.
The amounts of maize purchased has been sféadily increasing
since about 1970, and by 1980 purchase volumes of 8 or 9
million bags may well be realized. (17)

Under the marketing system which has been outlined
above, one of the necessary conditions for its functioning
will be that the MPB has a very strong financial position.
The Gevernment can still control farmers' inceme levels by
requiring that the MPB . pay a floor priee =t a eertain
level, hut the performance of the marketing system, and
the proeducer prices actually paid, will depend on the
ability of the MPB to uphold the minimum price at all
times. If the MPB is financially unable to purchase all
excess supply on the market at a certain time, the preducer
prices will fall, It is therefore necessary that the MPB

. be provided with access to sufficient funds to enable
it to perform the function of "buyer of last resort" at
all times.

The present financing arrangements are not
adequate to deal oither with the present marketing system
ror with the proposed enc. This is demonstrated at present
(October-November 1976) when the Government has decided ta
increase the price of maize paid to the farmer, holding the
MPB selling price constant. 1In order to deal with this
situation, the MPB requires additional finance for crop
purchases until the selling prieces have been increased, but
sueh financing is not automatically forthcoming. Under the
proposed marketing system, the MPB must be given some inde-
pendence ever its finances, lest it will not be able to
face its competitors in certain areas and at certain times,
and prices may then fall below the intervention levels.
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It is beyond thec scope of this paper to deal with
the details of a future arrangement for crop financing. It
ig gufficient to point te the neecd for autonomy on the part
of the MPB, and to suggest that an arrangement for either an
équalization fund or for an unlimited overdraft guaranteed
by the Government #e worked out.

Training

The personnel of the MPB will need substantial
training in order to master this rather more complicated
marketing asysten. The categories concerned are all depot
managers and field officers, and certain hcad effice personnel.
The training shoulll consist. of several courses, giving a
general understanding of what marketing and business is, as
well as a detailed training in the decision making process
outlined above.

The training could be best accomplished through
a series of short (oneweck) intensive courses for 10 to 15
participants. ‘[he courses should be based on cases and role-
games, simulating the actuzl work conditions with traders,
purchases and sales. Three or four courses should be enough
and the participants should be closcly monitored in’ the
field for possible repetitions of specific courscs.

Final Remarks

This paper has attempted to provide a
detailed description of some of the problems facing
maize and bean marketing in Kenya. It was noted that parti-
cularly the market for heans is completely chaotic and needs
drastic measures to reach an acceptable level of effectiveness
but that alsn. the maize market functions rather badly in some

areas.
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To improve the situation, a change in the goals
and policies of the MPB is necessary. - Private traders
must play a more active role in inter-regional trade.
This trade must be legalized, but the IMPB should exercise
control ever the various markets, to avoid exploitation.
The last. part of the paper contains a fairly detailed
description of how the regulatory functions of the MPBe
could be designed and implemented.
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APPENDIX 1

QUOTATIONS ABOUT ADVANTAGES AND DISADVANTAGES OF A
CONTROLLED MAIZE MARKET

In the past, the question of free marketing has
been .debated for many years. Below follows a colledtion
of arguments, each with a comment. The arguments appear in
chronelogical order starting in 1963%.

The Brown-Havelock report (1963)- Report en the Kenvya
Maize Industrm. (17)

"Only organised markcting can ensure the
provision ef maize throughout the year at a constant store
price s’ This statement is not substantiated in the report,
it is just made. It refers only to the Board's selling
priee, not to the stabilizing effect on producer prices.
Finally, the alternative is secen as a total abolition of
all controls, i.e. completely free markcts vs. "some kind
of control". Thus it is a statement everybody can agree
upon, but useless if one wants +to formulate a policy.

Dr. Hopper's Report - Marketing of Grains in Kenya (1968) (19)

Here it was suggested that the producer prices
should gradually come down and approach the export parity
price. Domestic prices would then move with world prices,
and the Board could revert to a more passive role. The
internal market should be freed from restrictions. The Board
would becomec a buyer of last resort. The Marketing Boards
would be effective instruments for implementing such 2 policy,.

Working Party., Studyving the Maize and Produce Bosrd (1969) (21)

It was suggested again that the Maize and Producec
Board was to become the buyer and seller of last resort, with
floor and ceiling prices. It was suggested that the marketing
of maize was to be made open for everyone, The reason was that
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the Party predicted a permanent surplus of maize. An
important additional argument was to relieve the Maize and
Produce Board from the bureaucratic task of issuing movement
permits. It was argued before the Working Party. that
allowing maize to by-pass the_&gize and Produce Board

would Talse the unit costs foy/ Maize and Produce Board.

The Working Party contended that this was not true because

Maize and Produce Board's total volumes
increase from year to year

Variable overheads are predominant

Administrative costs (movement permits) would

disappear.

It was argued that freedom wpuld lead to black .
markets and exploitation of consumers. But how can there
be a black market when there is no controlled market?

The Working Party contended that the solution
would be not to prevent movement but to cut costs. Res-
triction creates imperfections, and thus large price
differentials that make it worth while to smuggle.

It was finally suggested that the Maize and
Produce Board should sell more actively.

Select Cemmittee on the Maize Industry (1973), (22)

"A free internal market can work well especially
if the commodity is in adequate supply," The Committee
recommended a reserve of 2 million bags to be held. (This
is now implemented,) It noted the confusion on how a free
market would work and fook notice from the 1969 Working Party.

The Committee did not indicate in detail how the
free market would be organised, and nothing wassaid on the
financial effects on the Maize and Produce Board.
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Clearly the Maize and Froduce Board would
perform a marketing function different from that of the
independent traders. The Maize and Produce Board would
store maize for a longer period of time and transport is
over greater distances. Therefore its unit costs would

be higher.
Who will pay for the strategic reserve?

Who will pay for the Board's higher relative
storage costs (handling plus storage)? These
questions have to be resolved.

OBJECTIONS TO FREE MARKETING

In a2 letter from the ¥enya National TFederation of
Ce-operatives Ltd. to the Ministry of Agriculture in 1970,
a very comprechensive list of objecticns to free marketing is
presented. Below, thesec arguments will be dealt with
one by one.

Argument -Answer

(a) It will appreciaﬁﬁg that |It is not possible tc¢ compare
in t¥he pre-secondywar period |marketing conditions 30 years
when Kenya had a free market-|ago with those of today. In
ing system for maize, the those days, marketing was con-
small-scale maize growerswere| centrated around settlers'

at the mercy of traders who farms, leaving the small-scale
exploited the producers farmers to rend for themselves.,
greatly. Then there were other restric-
tions to marketing, which gre
no longer there, e.g. lack of
roads, lack of communications,
a2 wholly different level of

subsistence farming, etc.
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Argument

(b) The co~operative movement
which flourishes in Kenya
today came about as a result
of_/,agrganised marketing
system ¥or major agricultural
praducts. The proposed free
marketing system would ther
fore cut acress the policy
of building a streng co-oper
ative movement in the count
and weaken the co-operatives
in areas where farmers depead
largely on maize as their
main cash crop such as
Western and Rift Valley
Provinces.

(c)a free marketing system
will disrupt the well esta-
blished organised system
which Kenya has enjoyed for
nearly 30 years and has been
7, model system to other
developing countries, puorti-
aularly our neighbouring
states.
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Answer

The objectives of the co-oper-
ative movement with regard to
marketing is to strengthen the
bargaining position of the
smaller producer, This is done
through the organization of the
Thus the
co-operatives themselves are

marketing system.

crcating organised marketing
through their own activities.
Since the co-operatives' busi-
ncss optiens are affected in.a
|positive way - it gives more
 frecdom - by the removal of
movement restrictions, it is
difficult to see how the above

point is valid.

That is precisely the idea
behind it. As has been shown
above, the present system is
inflexible, costly and to the
benefit of neither producer

nor consumer, L)
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Argument

(d) The small growee and cons-—
uners would be exploited by

the unscrupulous traders who
would buy maize ataﬁlmvprfée
and sell it at a high price.

(e) Credit facilities would be
difficult to obtain by farm-
ers and, even if theme were
a method of providing such
facilities,it would be ex-
tremely difficult and one-
rous for any financing ins-
titutions to recover the
dcbts.

(f) The small maize producers
would cxperience great diffic-
ulties in transporting their
maize if they were to opt to..
sell the crop to-the Maize
and Preduce Board and would
be
transport charges to trans-

Terced to pay high
porters, hence the return to
the farmer weuld be adversely
alfeeted.

[
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Answer

This reflects the general mis-
conceptien about "free market-
ing". It will not be that free; the
Mzize and Produce Board will
always stand ready to buy at a
fixed price, and to sell at a

low price when demand increases.

The Maize and Produce Board is a
marketing organization, not a
finanee institute. The fact
that the Maize and Produce
Board has acted as an agent
for A.F.C, in debt collection,
has nothing tc do with the
relaxing of movement control.
Besides, that system doesn't
work anyway. If a farmer wants
to avoid selling to the Board,
he can.

If the small-scale farmer is in
a producing aresn,
paid by the traders that collect

maize at the farm may be depresi®A

the price

below the price paid by the
Maize and Produce Board. It may
then be desireble for him te sell
to the Maize and Produce Board
and the Maize and Produce Beard
should have a decentrzlised
cellecting system, based on the
present traders. The incentive
system for these agents has to be
solved so that there is no sys-
tematis exploitation of small

farmers. There is also a great



35

Argument

(g) Co=operative organizations
which provide credit facili-
ties to their members such
as the Kenya Farmers' Asse-
ciation (Co=op) Ltd., would
not be able to recover

their debts.

(h) The system of fixing a
floor price will be abused by
the businessmen whose intercst
would be to get big profits

in the transaction.

(i) There will be no effactive
machinery to guaranteea floor
price on maize and a ceiling
price on posho.
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Answer

need for improved information
about the Maize and Produce
Board's obligation to buy at
fixed prices through its
This is a valid objection, but
it can be overcome through care-

agents.

ful erganization, i.e. by expan-
ding the Maize and Eroduce
Board's field organization.

This point is irrelevant te
the discussion of free move-
ments of maize.

Since the Maize and Produce
Board stands by to buy at a
fixed price, the option to sell
to the Board's agents is always
open to the farmor. See also

point (f) above.

As has becn pointed out earlier,
it would be irresponsible just
to announce that movemeni con-
trols are to be abolished.

The freeing of .the maize market

has to be carefully planned. A
machinery to ensure that every

farmer can get at least the floor
price for his maize has to be
This
must also be done on the selling
The Maize and Produce Board

designed and implemented.

side.
must intervene actively in the
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Arguments

(j) With = freemarketing sys-
tem in force the maize grow-

Answer

local markets when maize prices
go up. This can be done through
agents selling maize in the
markets on behalf of the Maigze
and Produce Board. Trials of
this method are already under

way, as indicated above.,

The Maize and Produce Board is

‘to remain the sole exporter of

ers, would naturally be temp~ gmaize. Export may only take

ted to sell the bulk of the
crop to the neighbouring
countries at higher prices
and this would affect. the
quantity of meize

available to meet ~ '+ local
nceds and the country wouwld
be forced to import at higher
prices.

(k) Farmers will not take the
trouble to prq%uce quality
maize as they / at the present
time, hence the quality of
maize will become appallin ly
poor and unfit for human con-
sumption over a long period.

GENERAL COMME:TS

place with the permission of
the Ministry of Agriculture.
The sproblem of illegal exports
is a matter of enforcing
better border controls, and has
nothing to do with, internal
movcments.

This argument has no nmerit
and deserves no answver,

Over the years, a groat number of people 2nd

organizations have expressed their views on maize marketing.

The sample above is not fully

comprehensive, but it is thought

vhat the most common and important views have been reflected.
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On the whole, the objectioms seem - from an economist's
point of view - to be less well founded than the arguments
for removing the restrictions. The most common objection of
all - that all the maize would disappear to other countries -
can easily be disputed simply by stating that restrictions
will remain for international trade. It is as though the
word "free" leads people to envisage a totally uncontrolled
system, a marketing anarchy. This has, of courscg, never been
seriously suggested. It would naturally be feolish for any
Gevernment todimclaim autherity over the food supply in a
country.

On the other hand, the suggestions for rcmoval ef
some of the controls have generally been lacking in speci-
ficity, and yet it is impossible to judge and te predict the
behaviour of a marketing system unless a precise description
of the institutions and marketing mechanisms is provided.
There is a great need for a more precise description of a
suggested marketing system.
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APPENDIX 2

THE SMUGGLING ARGUMLNT

'hen grain marketing in Kenya is discussed, -the
present restricted system is frequently defended on the
grounds that a less restricted system would induce a
considerable amount of smuggling. There is, I think, a
nead for a critical review of the arguments usually

involved in thisg discussion.

’~ ”

We shall start by defining smuggling as illegal
movements of grain across administrative boundaries,
regional or international. The cause of smuggling is, of
courge, when institutional barriers to trade create
markets with different price levels. If the price
differential is greater than the transport cost and risk
payments (which are proportional to the probability
of getting caught and ‘v the level of punishment if caught)
smuggling will occur. Smuggling across national
boundaries affects the national supply situation, but
smuggling across regional boundaries does not.

We can now examine the arguments against less
controlled marketing. It is often argued that "free"
marketing would lead to increaged smuggling. If the
barriers for iunterregional trade are removed, it is
needless to say that the only smuggling that can then
take place is across the national boundaries, since
interregional movements would then be legal. Would then
free interregional trade make smuggling across national
boundaries easier, as is sometimes suggested? This
argument is based on the belief that if internal movements
were free it would somehow be easier to move grain across
the international boundaries. This argument gives a rather
low credit to the country's border control organisation,
and I think it is fair to say that the argument stands on
very shaky ground.
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Let us now turn to the economic effects of
smuggling. The word "smuggling" is highly value charged.
It is illegal, and therdfdre it is bad. When internal
movement restrictions exist, regional markets ard blocked
off from each other, and the markets are used to achieve
goals which they are not capable of reaching in an
unrestricted situation, such as income policy goals.,
Smuggling will occur when law enforcement is not totally
effective, and when differences in prices are high enough
to make it profitable. @®oods will then flow from where
supply is high and demand and prices low to areas where
the opposite is true. This will increase demand and prices
in the first area and increase supply and decrease prices
in the -second area. ‘A new interregional equilibrium will
be reached when the marginal revenue from selling in the
second area is equal to the marginal cost (including the
risk spayment).

In the Kenyan situation, the MPB has been
responsible for all interregiqnal maize
movements, under the assumption (in later
years) that a monopoly organisation would
pgrform this transfer more efficiently
than private traders. The goals of the MPB
have lately been rather free from income
policy considerations, since the buying price
has been nearly uniform throughout the
country, and the selling prices have
differed by transfer cost from the main
producing areas to consuming areas. In many
cases, however, movement restrictions

s+ . combihed*with MPB inefficiency have created

market situations where actual consumer

prices are considerably higher than the

MPB selling*price, and this has from tihe

to time inguced considerable smuggliang.

It has been shown in a number of cases

(see 5) that the enforcement of movement

restrictions hgs produceg results contrary

to the goals of the MPB. A modification of

the movement control system i®s therefore

desirable., This has been dealt with

elsewhere,

-
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The economic effects of international
smuggling are based on similar faaders when the market
equilibriwm mechanism is considered. In addition to this,
the problems of total national supply and income
transfers between nations must be considered. We shall
limit the discussion to border trade with neighbouring
countries, and leave out the possibility of large-scale
smuggling overseas (which can hardly take place on a large
gcale, i.e. quantities in excess of 10-20,000 tons:
without being known),

a) Effects on the supply situation

Kenya produces avout 2 to 2.5 million tons ef
maize annually. In order to affect the total supply
substantially we can assume that 5% will have to be
removed, or 100,000 tons per year. To give an indiecation
VI e wullk earvvlovrl o wwdn o qankityy , the following

conversions are made:

100,000 tons = 1.1 million bags

=15,000 7-ton lorry-loads = 40 1orries/day 3e5 days
-3,000 railway wagons = 200 train sets

=2 million donkey loads = 3 million head loads.

I think it is fair to say that the present level of
smuggling is nowhere near these figures and that before
a smuggling operation can threaten the country's supply
situation it will be so large and conspisuows that it will
be impossible to keep it secret. This fact, however, is
different from the fact that individwal fortunes ean be
made from smmggling. An individwal whe can transfer 2,000
tong ef maize with a premium of shs.500/- per ton will
make a million. But with regard to the total supply, this
amount is insignifigqant.
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b) Effects on incomes

To the farmers who sell their produce, the
smuggler is probably not unlike traders who buy on behalf
of the MPB. The price paid will be the same and if the
smuggler does not operate, the MPB will buy the balance.
The demand curve facing the farmer will therefore not
change with smugglers in the market. This will be true as
long as the farmers do not do the smuggling themselves,
as is often the case when they live near the border. In
that case, there will be two demand curves, one for each
market. The traders or farmers will sell in the smuggling
market across the border as long as the price exceeds the
costs of purchase, transfer and risk. The risk is
egpregsed as a function of the probability of getting
caught and of the various penalties involved in this,
mone tary and ot:criise,

The payments in the market across the border may
be, made in convertible or non-convertible currency. If
the currencies are convertible, the money can be brouéht
back to the seller's country, and it will increase incomeag
there., Otherwise, the payments will have to be spent in
the buyer's country, or else the smuggled produce will
simply be bartered across the border. In any case, goods
are acquired in the buyer's country, and they will have
to be transferred to the seller's. This will most likely
involve a second smuggling operation, doubling the risk.
This is grobably only feasible for the border trade
involving small amounts of produce transferred back and
forth.

In the Eagt African situation, where the nominal
exchange rates for the currencies differ dramatically from
the blarck market rates, some curious phenomena can be
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observed. In Tanzania, maize prices have been much higher.
than in Kenya, and undoubtedly some smuggling takes place
from Kenyan surplus areas to Tanzanian deficit areas when
they happen to be adjacent. But this is counteracted by
the fact that the actual purchase value (taking into
account both the higher prices and the short supply of

some consumer goods in Tanzania) of Tanzanian shillings
makes the trade much less profitable than it looks. In the
Kilimanjaro area, the process 1is actually reversed, and
Tanzanian maize and beans are smuggled to Kenya and sold to
the MPB agents at Loitokitok. The reasons is reported to
be the higher . . value of the Kenya shilling. The
traders and farmers from Tanzania spend their revenues in
Kenya and smuggle their purchased goods back to their own

country,

Conclusions

Regardless of whether payments arc made in
convertible currency or not or in kind, the sellers are
acquiring export earnings. Only if the smuggling takes
on gigantic proportions will the total supply situation
in the sellers' country be in danger, or will the producer
and consumer prices in either country's main markets be
affected. If the smuggling is confined to small-scale
border trade, neither the supply situation nor - dincome
distribution will be affected appreciably. As long as the
Government is committed to preventing large-scale smmggling
through effective control of the few large border passages
with railways or with good roads, the argument that free
interregional trade would increase international smugglirg
does not hold up.



1.

12'

13.

15.

16.

17'

18.

19.

e,

21.

-

22.

IDS/wP 300

Schonherr, Seand lbugua, E.S. Bean Preduction in Kenya's

Central and Bastern Provinces. VeFe« “3,IDS 1976,

Troup, L.G. Report en the Maize Marketing, Govt.Printer 1%H2.

Maize Harketing Board. Annual Reports 1959/60 to 1965/66.

. Maize and Produce Board. Annual Reports 1966/67 to 1973/74.

The Colony and Protectorate of Kenya. Defence Regulations,

1944 ,with supplements.

Gevt., of Kenya. Kenya, Gazette suppl. No., 90, 1958,

Gevernment of Kenya. Brewn-Havelock, Report on the Kenya
Maize Industry. Nairobi 1963.

Repliblic of Kenyva.The Maize Ccmfiission ef Inguiry,

Gevernment Printer 1966.

Government of Kenya. Marketing of Grains in Xenya
Con%ultant report. Nairobi 1968.

Republic of Kenya. The Laws of Kenya. Govt. Printer 1971,

Republic of Kenya. Final Report ef tht Werking Party

Studyving the Maize and Produce Board in Relation t> the

Expected Crop Production in the 1970's and 1980's .
Nairobi 1972.

Republic ~f Kenya: Report of the Select Cimmittee on

the Maize Industry., Government Printer 1973.




7P 300
43 IDS/WP 3

References

1.

3

10.

Barber, A., Eriksson, J, Hesselmark,0. Recommendations
on Maize and Wheat Storage Investments for the Period :1976/
1981, Ministry of Agriculture, Nairobi 1975.

van Eijnatten, C, Hesselmark O, and Muna S, The Dry Bean
Project. Ministry of Agriculture, Nairobi, 1974.

Gsanger, Hans G. and Schmidt, Glinter. Decontrolling
The Maize Marketing System in Kenya. IDS, Nairebi, 1977,

Hanrahan, M. Draft Final Repert to the Maize and Produce
Board on an Experimental Maize Marketing Scheme at
Luanda Market, Kakamega Distriet. Vihiga 1974.

Hesselmark, Q and Lorenzel, &."Structure and Preblems of
the Maize Marketing System in Kenva.' Zeitschrift fur
Auslandische‘Landwirtshaft, "Berlin 1976. 9

Ibbotson, N N. Report on the Maize Marketing, Govt..
Printer 1952.

Ireri, E.K. 8tructure, Conduct and Performance of thus
Maize Market, Kenya. MSce thesisy Univ. of Nairebi
(forthcohing).

Kariungi, F.T.. Structure, Conduct and Performance of

Kitui Lecal Maize Market, Kenya. MScethesis, Univ. of
Nairobi 1976.

4

Iele, Uma. Considerations related to Optimum Prieing and
Marketing Strategies in Rural Development. IBRD,
Washington DC 1976.

Mbugua, E.S., and Schmidt, G. Aspects ef Marketing Effect-

iveness for Selected Food Crops in Kenya, Proposals far
further Research. IDS W.P. 287, Nairobi 1976.




