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Executive Summary

This study was conducted as a follow-up to theystttigh Commodity Prices — Who gets the
Money?” (Hoffler / Owuor, March 2009), that was aoiasioned by Heinrich Boll Foundation,
Germany and launched about a year ago. Commodigspare usually very volatile and cannot be by
any chance conclusive, and with this in mind, iHemBoell Foundation has been conducting studies
on quarterly basis to update the sector stakelmlolethe study and the general food situationen th
country.

Kenya's national food security status can be terase@K for at least up to August 2010, when the
country shall experience a deficit of about 7 miillbags of 90 kgs. The country needs to come up
with different ways of mitigating this shortfall Wén advance, so that the country can feed ithm|f
the period of two months, September and Octobe® 2Rtrth Rift, the grain basket of the country, is
expected to harvest as from November this yearilaadvill take over from the mitigation measures
of the previous two months.

Positive effects of government subsidies, espegotallfertilizers, are being felt in most parts loé t
country although farmers feel the government shdaldhore. Farmers would like the government to
avail the subsidised fertilizers ahead of timevoi@ delayed planting that consequently affects
production. They not only want the fertilizers & tmade available, but they also want the fertdizer
to be available in satisfactory quantities. Thesgdibed fertilizer went out of stock this seasoarev
before most farmers acquired the input. As a lamrgitmeasure of dealing with the food woes,
farmers and other stakeholders want irrigationgoriade a reality in this country.

Reforms at the National Cereals and Produce B&#@dPB) are long overdue and the faster they are
implemented, the better for all the sector stal@drsl including consumers. The introduction of
warehouse receipt system, the sponsoring of Kemy&étural Commodity Exchange and the
enactment of warehouse act will go along way ieastiining the grain subsector and enhancing fair
market competition which will definitely be beneéicto the country at large.



Methodology

This survey which was commissioned by Heinrich B@undation, Nairobi, spanned for fifteen days
starting from 1' to 18" April. The initial step in conducting this surveglved in to the secondary data
that were available in Nairobi. This was furthemeaited with one-on-one interviews with various
stakeholders in the Ministry of Agriculture, thegeeneo Institute of Egerton University, and the
National Cereals and Produce Board. Various médenare also obtained from the NCPB and
FEWSNET websites. These data and interviews wealysed and documented awaiting further
confirmation from the field.

Field work was undertaken to validate the dataiatatviews conducted in Nairobi. The researcher
travelled in three provinces of the country: Ritilly, Western and Nyanza. Again, various
stakeholders were interviewed to ascertain theegtithity of Nairobi vibes. Various farmers, NCPB
officials and chairmen of Provincial Agriculturalg&eholder Forums were talked to. The researcher
also used observation as one of the researchttdke in to account how the various maize fields
were doing in all the provinces visited.

Finally, the various interviews were jointly anadgsand a comprehensive and analytical draft was
developed. The first draft was shared with a feakaholders for review as well as critique and final
this is what emerged.



Food Security Update

Kenya has experienced what can be termed as paldood shortages since the last bumper harvest
of 2006/07. The government, the private sectorthedarmers have attempted many means to avert
the dwindling production figures albeit with veiiftle success. The government interventions are a
move towards the right direction but the countryn d@@ more food secure if and when the
interventions are accompanied with good rainfalivben irrigation is made a reality in the country.

Currently, the food security outlook has strengduedrastically in most parts of the country, arid th
is attributed to good off-season rains in Januay leebruary and an early onset of the long rains in
March. As a result of this, a number of people vene moderately and highly food insecure has
declined by 58% from 3.8 million to the current Infllion®. However in some parts of North Rift,
the off-season rains of January and February cduplth the early onset of March rains could not
give farmers proper time for land preparation. Agsult of this there was delayed and un-uniformed
land preparation and consequent planting.

National Maize Stocks

Kenya had an estimated 16.8 million bags (90 kgs3@' March 2010. With a consumption of
approximately 3.5 million bags per month, the cogmiill have within its borders approximately
13.3 million bags by the end of April 2010, assugniinat importation and/or cross border trade is
insignificant. As of 3 March 2010, millers and traders had 3.9 milliog$a2.7 million bags were
held by the National Cereal and Produce Board amddrs held 10.2 million bags. The pie chart
below illustrates the percentages as held by tstedeholders.

Figure 1: Maize stockes with various stakeholders (%)
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Stocks held by various stakeholders nationallygased from 12.1 million bags in January 2010 to
13.4 million bags by end of February 2010 and tieeh6,830,600bags by end of March. This is as a
result of continued imports, cross border inflowisl @ompletion of the short rains crop harvest withi
the month.
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Stocks as at 30th March 2010 (bags 90kg) 16,830,600

Imports

Total East Africa Imports (cross border trade) expected between 1% April 2010

and 30th August 2010 1,500,000
South Rift (Expected in August)=2,000,000 bags 1,500,000
Post - harvest losses, Industrial use, seeds (10%) -1,983,060
NATIONAL AVAILABILITY as at 30th August 2010 ( bags 90kg) 17,847,540

Total exports to East Africa -

Exports outside the region -

Total Exports -

NATIONAL CONSUMPTION ( 1% April to 30th August 2010) (3.5 Million
Bags/Month) -17,500,000

Maize Balance as at 30th August 2010 (bags 90kg) 347,540

Short-fall Projections and Possible Mitigation Avemies

Kenya'’s population is estimated at 39 million peopith a monthly maize requirement of 3.5 million
bags. By the end of August 2010, the country witjuire maize to cover the months of September
and October, totalling 7 million bags before thetrigarvest in November. Note that the Strategic
Grain Reserve (SGR) has been included in the balaheet meaning that by the end of August, the
country will have no SGR stocks. In the month ofgast 2010, over 70% of the South Rift crop will
have been harvested, bringing into the market ab&umillion bags.

The maize balance sheet paints a rosy picturest fer the next five few months up to August. The
issue at hand is to make sure that various statteteknow of the impending shortfall in advance so
that interested parties can make prior arrangememtstigating the gap. The private sector includin

the millers should move in time to import the 7lioil bags to cushion the country in the months of




September and October even as the country waitgrdned harvest from the grain basket of the
Country, North Rift and Transnzoia, starting irel@ctober through to early January.

The country seems to have reasonable amount oferaszat now and this is reflected by the
commodity prices in most parts of the country. lddeet, March 2010, a bag of 90 kgs was selling at
Kshs 1,600 meaning that 2 kgs tin will be roughtyng at kshs 36. In Nairobi a bag was going at
kshs 1,800. The table below show different whokegalces of maize in different major towns of

Kenya.
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Month Nairobi Eldoret Kitale Mombasa
November 2009 | 2,350 2,050 2,150 2,300
December 2,350 2,000 2,100 2,300
January 2010 2,350 2,175 2,150 2,450
February 2,200 2,000 1,900 2,100
March 1800 1,600 1,700 1,700
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Maize Production Figures Over Time

Maize production has been dwindling in the lase¢éhconsecutive years with the main reason being
the scanty and very unpredictable rainfall largetghestrated by the climate change. The country
witnessed post election violence in early 2008 tedipvith the sharp upward trend in the cost of
inputs, especially fertilizer. In one of the besives from the government, agricultural subsidiesewe
offered and farmers who benefited felt a sigh tiEfeBut these subsidies did not achieve much, as
rain failed in almost all parts of the country andsome cases these fertilizers without rain saxich
and dried maize even further. My argument wouldHz why subsidies when we can look for the
most important input — moisture? When farmers aowiged with moisture they would be able to
produce more maize and other food crops and eMgntm able to purchase their own fertilizer as
they've been doing before. The graph below showsatinual maize production figures overtime. The
country recorded the best production figures in@2@8ither because of cheap agricultural inputs nor
farming incentives but because of favourable réiptztern.
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Causes of Dwindling Production Figures

From the year 20086, it is clear that the countpyeduction figures have been falling. 2009 marked
the worst production statistics in 10 years. Odicganakers are perhaps aware of the very reason
causing this downward trend. Population is incregénversely with production figures and this
causes direct food insecurity. There are otheoreator this downward trend of the production
statistics. These include:

Land fragmentation due to increased pressure @hdacasioned by ever increasing
population. As the land sizes decrease, the useprbved technologies through
mechanization is drastically curtailed.

The average age of a maize farmer in Kenya is B8 young and energetic youth have
shunned agriculture and migrated to the cities. &thecation curriculum has been accused of
being too theoretical and the need to make it rpoaetical must not be opposed if this trend
is to be reversed.

Maize production has been taken by many as a whfgoDiversifying production is not
taken seriously by many farmers and this meansdh are deteriorating in fertility. Food
security cannot be achieved by growing one croghaltime.

Costly credit and a generally negative attitudeaias financial institutions have had a hand
in dismal production figures. In most farming raggpthe presence of credit institutions is felt
but more often than not the issue revolves arobadodsts. Farmers are demanding for




unrealistic interest rates while these institutiorssst on what can keep them in business.
These varying positions have keep many farmerds &lom these vital farmer support
institutions.

Counterfeits/fake agricultural inputs bear dir@aplications to the production figures and
voices of farmers purchasing substandard inpuentbcrented the air as several sacks of
fake maize seeds were unearthed in a godown irré&iléemwn.

Over-reliance on rain-fed agriculture in the wakeglobal climate change has had very
negative effect on maize production figures ascthentry now experiences more droughts
than it used to 4-5 years ago.

Declining soil fertility and lack of proper croptadion and intercropping. As Eyasu Elias
enumerated in his book, “Farmers perceptions ¢ffedility change and management”,
“continuous planting of same crop in a piece oflldeprives it of phosphorous and nitrogen
which are very instrumental in a crops growth”.

Production/Consumption Figures Against Deficit/Surpus Over Time

Maize has been produced in the country by unorgdrfgrmers especially the smallholders. Of all
farmers in Kenya, smallholders form the largestiporof over 80%. The few farmer support
organizations in the country coiled with the aintbampioning farmers rights have managed with
very little success. Fake adulterated inputs dliesslling in some parts of the country, the miglien
are still reaping heavily and the markets are expfoitative. The smallholders are left to fend for
themselves. A strong network is therefore needdxbtput in place to address the plight of these
farmers so that the sectors problems can be netigat ensure sustained production of food to secure
levels. Issues like land fragmentation to unecoiairsizes, adulteration of agricultural inputs and
multiplication of unscrupulous middlemen can bestically reduced if not eliminated with the strong
smallholder network. Kenya can be a food securatcguf the smallholder farmer is empowered to
produce efficiently. Table 5 illustrates the mgireduction figures against consumption and how the
nation had had more deficits than surplus years.

For a long time, Kenya has focused on short andumeterm measures in combating food insecurity.
These measures have achieved very little indeenh@san observe in the table 5, with more deficit
than surplus years. If, in a period of 10 years,dbuntry has only managed two surplus years,ithen
is time policy makers and all agricultural stakelest go back to the drawing board. Indeed the
government subsidies in terms of agricultural isphelped to boost food security in most of the
regions they were distributed in. But on a closek| the subsidies were poorly distributed, with
some regions receiving the inputs belatedly, fay@oor farmers to sell to large scale farmers who
had the money and capacity to store till the neassf. Even the farmers who received these inputs
in fairly good time recorded poor harvest as altediscanty rains. In the absence of moisture,
fertilizer scorched maize plants and drasticaljumed production. It is time this country focusas o
long term measures in dealing with food insecufigtrmers need moisture much more than anything
else. If water can be guaranteed, they will be sbfgoduce with or without the fertilizer subsislie
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In times of scarcity, farmers have the capacitlygoery innovative. During peaks of high fertilizer
prices in 2008, farmers in various parts of thentiguresorted to sound farm yard manure production

(Hoffler / Owuor, March 2009).

-+ 78 .6 !
Crop Production | Consumption | Deficit/Surplus
season
MT MT MT

2000/01 2,234,758 | 2,713,500 - 478,742
2001/02 2,775,92¢ |2,713,50 62,42¢
2002/03 2,408,59¢ |2,713,50 304,90¢
2003/04 2,710,848 | 2,802,150 - 91,302
2004/05 2,678,425 | 2,890,800 - 212,375
2005/06 2,935,193 | 2,979,450 - 44,257
2006/07 3,153,931 |2,979,45 174.,48:
2007/08 2,879,712z |2,979,45 99,73¢
2008/09 2,429,757 | 2,979,450 - 549,693
2009/10 1,800,000 | 2,979,450 - 1,179,450

#23

Cross-Border Trade and the Effects of Non-Tariff Baders

Food insecurity has characterised the Kenyan soesetime. Maize being the staple food for the
Nation is produced by small scale farmers who mavesquired capacity to produce efficiently.
Kenya depends on its neighbours like Uganda anddraa to mitigate part of its food shortfall. The
commodities especially maize pass through the mmébicross border trade. Table 6 shows recorded
cross border trade data for a period of two morfEebruary and March 2010.

Inflows of maize from the region have been on tleeaase since January, 2010 while that of beans
have been on the decline. Ugandan maize is beipgried at Ksh. 1,800 per 90 kg bag while beans
go for Ksh.3780 per 90 kg bag. The bulk of bothzaaind beans entered through the Busia border
point. Uganda is the biggest exporting neighboukefiya in terms of maize, then Tanzania follows.
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Border Point Maize (90Kg Bag) Beans (90Kg Bag)
Feb 2010 March 2010 Feb 2010 March 2010

Busia 220,875 105,000 14,647 5,000
Suam 360

4,760 6,640 130
Taveta 10,222 230 3,300 157
Moyale 778 222 6,300
Loitokitok 80 0 0 0
Malaba 1835 101 58 132
TOTAL 247,550 112,193 24,665 18,341

On March 2, 2004, member states of the EAC signamtcol for establishment of the East African
Community Customs Union which commits the stateditoinate non-tariff borders (NTB). The
process is still ongoing but with the eventual afition of East Africa non-tariff border hopefulhy
July T, 2010, the black market popularly known as “Magenailll be drastically curtailed. Non-

tariff borders are the quantitative restrictionsl apecific limitations that act as obstacles tddrand
which appear in the form of rules, regulations kv that have a negative impact to trade. The
Customs Union provides for free movement of goanless the region and a common external tariff.
The Customs Union will closely be followed by fiization of instruments for the Common Market,
which mainly includes the freedom of labour, freedof establishment and residence across the
region. It is notable that the Common Market wél fursued from a working Customs Union which
also incorporates important elements of advandegjiation stages including already working cross-
border movement instruments like the East Africasgport, harmonized macroeconomic policies,
convertible currencies and working capital markehwross-listing of stocks among others. Informal
cross border trade has been a costly alternatisenetariff borders, but with the elimination of BT
Kenya stands to gain especially in the cereald.filime regional block also stands to benefit fromn t
elimination of NTB and the enactment of common ratds a larger combined population of about
140 million people offers a more economically veaiarket for local products. Regional integration
combines markets, making it possible to reduce polygpower as firms from the partner states are
brought into more intense competition.

The Economic Stimulus Package and the Need for Imgation Infrastructure

In July 2009, the government rolled out an EconoS8iienulus Package (ESP) aimed at, amongst
other things, to set up an irrigation infrastruefubuild horticulture markets and offer relevant
agricultural input subsidies. The ESP which is meian spur economic growth through fiscal
decentralization and equity in resource distributgmt backing from various economic think-tanks.
Staple food production in the country has beenlstihg a downward trend and the introduction of
the ESP, especially on irrigation, was seen as jarnséep towards fighting the war against food
insecurity. To tackle food insecurity effectivebl] the stakeholders need to cash in on the long te



solutions and the government has done its bit tngpeohing irrigation as part of ESP. With the glloba
climate change, most parts of the country will beedchot and dry, conditions which are not entirely
good for farming. The country therefore needs atiign infrastructure to be put in place to ensure
sustained food security. But for this to make #edé@nce, success indicators must be coiled anthput
place otherwise it will be one of those delusiomangteur. This package must be re-oriented and
integrated within the investment outlay of visioB3P with predetermined targeted impacts and
deliverables

The sense of ownership at different stages aloag#ftue chain must be addressed and agreed upon.
Irrigation policy should aim at maximising produsti per unit of an area through multi-cropping in
areas with ample water resources (Agricultural Boaios and Rural Development, Dr B.P Tyagi).
The government was to spend 12.6 billion shillibgsexpand the irrigation schemes to boost both
maize and rice productions. These schemes wera, Bolra, Pekera, Tana Delta, Kibwezi, Ahero,
West Kano, Bunyala, Mwea and South West Kano. Bexaf the usual bureaucratic procedures
associated with project implementation in the pubgctor, not much has been achieved.

At the moment, farmers are still farming under viagaries of weather and it has become so evident
that the country has failed to deal with the twdrexes, drought and excessive rains. As the
government implements the revival and up-scalinthefstalled irrigation schemes, a leaf needs to be
borrowed from the Indian sub-continents’ abilityféed its over a billion population through the low
cost drip irrigation. This approach to irrigatioashhelped India to overcome its food woes espgciall
the staple rice. But for this to be implementedKienya, issues like access to developed water
resources, efficient marketing facilities, effidetechnical and institutional support services, a
relevant cultural background, enhanced and sustareurity for the kits must be guaranteed for the
realisation of success.

Government’s Fertilizer Subsidy Programme

Kenya is a remarkably good illustrative case ofdaeses and consequences of soil nutrient depletion
Countrywide, under increasing land pressure frostileburgeoning population, nutrient losses (eg.
from leaching and erosion) and off-takes from chapvests removals often exceed additions from
biological processes (eg. nitrogen fixation) andgl@ation of organic and inorganic fertilizers
(Omamo 2002). The government had rolled out inpbsglies at the height of global hike in fertilizer
prices which shot from 2500 to 6000 shillings fol5@kg bag of CAN (Hoffler / Owuor 2009).
Farmers could not afford this input and the governirstepped in to salvage the situation. What
followed was a series of events that ensured titediakept in the farm by acquiring vital input at
affordable rates. Seeds from Kenya seed and agnmichls were also subsidised. Even though this
was a very timely move from the government, thevgteé sector faulted it in reference to its
distribution channel. The National Cereals and BcedBoard (NCPB) was charged with the duty of
distributing these subsidies. This in actual sensant that the NCPB was and is made a one-stop
shop while the private input stockists/agro-vete aushed away from business. Initially the
government used agro-vets to distribute the NAAdRilizer through the voucher system but the
agro-vets later withdrew from the programme sifge government took too long to honour these
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vouchers. Farmers also found the procedure putldoepfor acquiring these subsidies very long,
hectic and bureaucratic, yet open to abuse.

The government is still carrying on with its fasédr subsidies and the 2010 season seems to be
having a share of the subsidy as well. The Norfthrggion, like other parts of the country, bereit
from this subsidy which was channelled throughNi@PB. But farmers and Ministry of Agriculture
officials said that the fertilizer stocks were cledh even before half of the farmers were sorteth wit
the input. The NCPB planting fertilizer was goirig<ahs 2000 per 50kg bag. The clearing of NCPB
stock presented a major threat to food security, Wwiiat followed surprised even the district
agricultural officials. Private stockiest startedlliag fertilizers which were clearly marked as
MEA/JAPAN while what the NCPB was initially distubing were marked as GoK, with Japan
government. This raised eyebrows. and an officahéNorth rift raised fingers to ask of whether
what was going on was legal. The provincial coliesgyreiterated that no one was allowed to sell the
fertilizers but MEA maintained that they are allate sell as long as they sell to the farmers tiyec
MEA then established a chain of their own distridpstto circulate the input. A spot check on these
outlets revealed that farmers were getting thisitigh the cost of Kshs 2,200. These fertilizerssaiie
available at various outlets and were very helpdularmers especially when the NCPB stocks were
cleared although farmers complained of high rdiey are charging.

This fertilizer subsidy programme, coupled with tfeod rains currently on going in the major parts
of the country, paints a very rosy picture and ridtfly points to a very promising harvest should
these factors prove constant in the long run. Bthiathree provinces that | visited have a vergdyo
crop and it is time the NCPB puts its house in prdg@reparation to what could turn out to be adjoo
crop season. Its a known phenomenon that in dekeisons the private sector pays the farmers better
rates than NCPB but in surplus seasons the priees-dive and NCPB offers better prices than any
other player in the sector.

Brief Historical Background of the NCPB

The NCPB is the custodian of government maize knasvthe Strategic Grain Reserve. It regulates
the grain sector in the country.

The board, then called Maize and Produce Board, established in 1939 with the sole role of
supporting the marketing of grains produced bydblenial settlers. In 1967, the Kenyan Government
merged the Maize and Produce Board with other regimarketing boards in order to consolidate the
marketing of maize following the independence & Hast African states. The Maize and Produce
Board merged with Wheat Board of Kenya in 1979¢odme NCPB. The NCPB Act was enacted in
1985 with the aim of ensuring proper regulation aondtrol of grains and scheduled produce. From
1988, the Government of Kenya with the support afri/Bank, International Monetary Fund and
European Union started the Grain Sector Reform ®rome. The reforms aimed at reducing the
burden on the exchequer, increased private seeticipation and improved efficiency and food
security. Full liberalization of the cereal sectmcurred in 1993. Prices to be determined with the
forces of the market and marketing left to seclaygrs. Attempts to commercialize NCPB in 1996
met stumbling blocks with very dismal success.

The NCPB has not faired well in terms of relievinbe burden on the exchequer. The
commercialization of the board faired badly and AR its 70 years of operation only managed to



make profit last year. Radical reforms are urgergyuired at the NCPB as most interventions by the
body have only served to increase prices. Only peocent of farmers sell their grain to NCHB
must therefore be analysed to diagnose the probéinsting the board and to propose the desired
reforms.

Reform Proposals

NCPB with its 110 silos and depots countrywide lsadotal storage capacity of
20,403,500 bags of 90 kgs. This translates to 11838MT. One of the main farmers
problems are storage facilities. There is needatostorm some of these idle premises in
to farmers storage facilities. NCPB in conjunctionth farmers should run the
programme at an agreeable fee.

One of the current responsibilities of NCPB is tovide intervention and stabilization of
the grain market in Kenya. The board has fairedybadthis respect and from time to
time has been accused by sector players to hugsigrtdthe market. Following the
liberalization of the sector in 1993, this functishould be reformed to allow market
forces to dictate prices.

NCPB is a major agricultural stakeholder. It musitcibute to matters that develop the
sector. One major characteristic of agriculturaddurce is that they flood market at one
point in time and become scarce at another stagend harvesting surplus outweighs
demand and prices plummet. The NCPB with othemfifed institutions must ensure that
the board is transformed in to warehouse receipteay where farmers deposit their
produce and given loan against produced stored.fdimeer is to instruct the NCPB to
sell at a time he/she is comfortable with the pitengaprices. Proper legislation is needed
to ensure that warehouse receipts are readily taddepby public as tradable documents.

NCPB must transform itself and incorporate the Kenigricultural Commodity
Exchange (KACE). KACE, through its radio programmdsoadcasts where the
commodity is, the prices and also tells its listenthe deficit regions. In this case, the
information is timely and accurate and sector playexploits the opportunity and
transports these commodity from surplus to defreigions. Cases of irrigated and
harvested maize of Bura rotting will be drasticakygluced as sector traders/transporters
would be knowing what is where, rates and wheretmemodities are needed.

In a country with volatile staple food prices, theed for price discovery mechanisms
cannot be over-emphasized. In as much as KACE Iif weorporated will cover this
aspect, the government needs to reform the boaedhance the standards of monitoring
and regulating the sector. Maize from Hola irrigati scheme has been said
(Tegemeo/EAGC meeting in Laico Regency" Bp 2009), to have alot of aflatoxin yet
people are consuming them. There are even uncadirfears that Kenyans might be
already consuming GM maize because of the NCPB&kweonitoring and regulatory
wing. But once the board is transformed throughcenant of national warehousing act,
would be able to promote standardization in theéase@ncourage the entry of private
sector in to certified warehousing facilities antboa promote quality control and
monitoring.



The NCPB has a very amorphous management strudidinde its a parastatal under
Ministry of Agriculture, the grains it keeps und8GR are properties of Ministry of
Special Programmes (MSP). The management of thedBeaherefore answerable to the
PS of Agriculture as the appointing authority, whihe PS for Special Programmes only
chairs the board of trustees which only includes B$ for Finance and his agriculture
counterpart. These are inter-ministerial anomatiest present serious gaps in the
management of the country’s cereal subsector thrtug NCPB.

As the buyer of last resort, the NCPB is heavilgencapitalised. The board is supposed
to wipe off the surplus marketable produce from tharket and release at times of
scarcity. With low capitalisation, the body is ulelto procure timely these surplus

produce leaving farmers at the mercy of unscrupuhoiddlemen. Commercialization of

the Board in 1996 did not achieve much and the bedybeen making losses for almost
its entire existence. But the need to capitaliBbard is inevitable for the benefits of

farmers and general food security of the country.
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