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Executive Summary

The goals of poverty alleviation and rural agricul-
tural deveIoRment have long heen elusive amon_ﬁ
Poor Sub-Sanaran Africa countries. Rural areas i
ag behind urban ones in economic growth, and
formerly lucrative export cash crops stich as coffee
and tea“are no longer as profitable to the average
small farm. Rural population growth and environ-
mental degradation have made the challenge of
gef\f/elo[[gmg the agricultural sector even “more
ifficult.

It is in the context of these c,hallengfes that many
have chamPloned the expansion of the export
horticultural sector to provide a significant. boost
to the rural econom)( and permit the participation
of the small farm sector. In"Kenya the development
of the export, fresh fruit and vegetable [FFV]. and
flower industries has heen a clear"success in private
sector-led _industry development, with S|?n|f|cant
gams accruing.to participants at all levels afong the
FV value chain, As the sector has grown over the
past 20, years, chanq_es In the industry have resulted
In significant consalidation at all levels and in the
exclusion of small farms_from the industry,
threate_nm% the sector's ability to deliver poverfy
alleviation 10 its most vulnerable participants.

Many factors led tothe consolidation of the
expart FFV industry in Kenya, including [I] the
increased involvement of Etiropean_Union "[EV]
supermarket . chains in procurm_(%_ FFVs directly
from farms in Kenya, [2] competitive pressures to
cut costs and inCrease” supply chain efficiency
among e>gaorters and importers, [3] increaseq cori-
sumef” and regulatory demands for more stringent
production and food safety standards, and [4] the
Inability .of small farms to ﬁgaun access to credit,
market information, cost-effective transportation,
and drip irrigation technology necessary for high-
value market”participation. AS small farms, traders
and exporters have been forced out of the export
sector, the supermarket importers, commercial
exporters, and large commercial farms that remain
have strengthened value chain goverance. There
may still be a role to play for” smaller, less well
gapltal_lzed and less managément- and technology-
Intensive farmers, hut barriers to successful partici-
pation by these entities remain high.

Many in the international development and huma-
nitarian fields are concerned about the exclusion of
poor, small farm_ households from high-value
market opportunities and are seeking Ways to
increase participation of small farms and"to encour-
age more broad-based dispersal of the benefits an
sticcesses of this industry. Recent studies have
shown that the rural poor, particularly landless
families and. young women, can benefit greatly
from participation” as labor on farms or in
Proc_essmg sheds [McCulloch and Ota 2002],. In
he interest of mamtammg comﬁetltlve participation
of small farms in the sector, others have promoted
the benefits of contract farming Practlces and the
organ_lzatlon of small farms into tarmer marketlng
%% &c]latlons or cooperatives [Masakure and Henso

Thus far, the Kenyan government has not been
heaV|I¥ involved i regulating or promoting the
export FFV sector. It Could Dlay a ?reater nolicy
role in order to strengthen the %Ioba competitive-
ness of the industry and to enable greater partici-
pation of the rural” poor In this sector, with the
ultimate goal of increasing, the broad-based benefits
of the ex?ort_ FFV sector”for economic growth and
poverty alleviation.

Your assignment is to make recommendations to
the Kenyan government on what policies should be
pursued” to “enable the FFV ex?ort industry to
make a greater contribution to the alleviation of
rural poverty in Kenya

Background

The Need to Increase African Exports

Qver the past three decades Sub-Saharan Africa's
[SSA] share of world exPorts declined by 60
Percent, from 31 percent of world exports in 1955
1o only 12 percent in 1990. In the 1980s develop-
Ing-country governments encouraged the expan-
sion of export-oriented agricultural sectors " for
several reasons: [I] as a means to accelerate rural
economic development, [2] to promote poverty
relief in rural areas, and [3] n response to the pres-
sures to liberalize their economies though. export-
led growth, as part of the structural adjustment



pro%rams encouraged during that period. Included
In these efforts were measures to expand the non-
traditional agro-export sector, based partly on the
declining terms of trade for traditional developing-
country” export_crops such as coffee, tea,_ cocoa
and cotton. Africas proximity. to the EU and
Middle East, along with strong air freight transpor-
tation linkages from African capitals to' cities in the
EU, combined with Africa's comparative advantaPes
of climate and low wages, created _stron? patential
for increased export earnings in this sector [World
Bank 2005]

The Potential for High-Value Food Products

Although international trade in staple crops wes
growing only at 2 percent a year, trade In high-
value agricultural  products was growmq at 7
Bercent er year in the. early 20005 [World Bank
005], Thesé nontraditional” exports include sea-
food, processed food, cut flowers, and fresh fruits
and vegetables [Mannon 2005], Defined more
broadly to_include meat ?ro_ducts such as poultry,
pork, and fish, as well as fruits and vegetables, pro-
duction.of high-value food products [HVFPS] in the
developing world is growing at 5-8 percent a year,
with ~ developing-colntry Consumption of these
products increasing at 3"percent a year [Delgado et
d. 2001).. This case studY will focus exclusively on
fresh fruits and vegetable exports, which are’cha-
racterized by inténded = consumption as fresh
products, are” highly perishable, and 0possess a high
value-to-volume Tatio (World Bank 2005).

The expansion_ of the FFV sector promised
increased farm income throu?h access to interna-
tional markets and added nonfarm_wage options in
rural areas, as well as rural econgmic diversification.
A few SSA countries, including_Cote d'lvoire,
Kenya, South Africa, Uganda, and’ Zimbabwe, have
expérienced _sustained growth and expansion in
export earnmgs from “nontraditional agricultural
exports [World Bank 2005). In these countries, the
FFV export sector grew very rapidly in the 1980
and  1990s, with ‘smallholder “involvement not
Increasing substantlallz until the mid- to late 1980s
In_some “countries (_enkla) [Dolan and Humphrey
2000). and not until the early 1990s in other
%%%ggnes (Zimbabwe) [Masakare and  Henson

Market Size and Growth Potential

The EU export_ market for FFVs is Iarqe enough to
have made a significant contribution To the gross
national product (GNP) of several Affican
countries, but it is quite small compared with total
EU FFV consumption and likely saturated after two
decades of rapid growth and "consolidation. Most
of the FFVs consumed in Europe are produced
there or in non-EU Mediterranean countries, and
unless the economies of those countries move away
from agriculture, there are not likely to be signifi-
cant néw opportunities for African’ producers to
enter this market.

Compared with the 50 million metric tons of vege-
tables produced in the EU each year, only 1 million
tons are imported (and the same’amount exported).
Of this amount imported from outside the EU, 43
percent comes from Africa, 37 percent from Asia
and Latin America_and the Caribbean, and 2
percent from non-EU Europe. Of the 430,000
metric_tons (43 percent) coming from Africa
262,000 tons come from Morocco alone, followed
by Eqypt (58,000 tons), Kenya (46,000 tons)
South” Africa (18,000 tons), and other countries
(42,000 tons). Fruit imports represent a signifi-
cantly greater portion of EU consumption, with
SSA accounting for a far larger percenta?e of these
imports than Other regions” of the world. Of the
.5 million tons impoited, 17 million come from
SSA with South Africa [900,000 ton%}, Marocco
266,000 ton8 Cote d'Vorre 8370,00 tons), and
ameroon [200,000 tons) leading the pack. Thus
although Africa_accounts' for ofly a very small
portion of the EU horticultural market (r2 percent
overall for vegetables and 24 percent for fruit), this
market still répresents a significant trade ospportu-
nity for African countries [World Bank 2005).

The Kenyan Horticulture Industry

The importance of agriculture to the Kenyan
economy cannot be~ overstated. = Seventy-five
Percent of the total population is involved” with
arming, and 67 percent of the population lives in
rural areas. The horticultural sector has its roots. in
World War II, when_Kenyan farmers grew; Slﬁnlfl-
cant_ amounts of FFVs™ and other “agricuftural
products for the Allied trogps stationed in East
Africa. In later decades coffee and tea became
dominant export crops, until the growth  of
tourism and the decline of global coffee prices
diminished their importance (Seo 2006).



Between 1963 and 1991, horticulture exports from
Kenya rose by 12 times in tonnage and 40 times in
valué [McCulloch and Ota 2002]; Between_ 1%L and
2003, Ken)b(a's_f_resh vegetable™ exports increased
from US$23 million to US$40 million [Jaffee and
Henson. 2004], By 199 fresh produce exports were
the _third-largest source of foreign = exchange
earnings for “Kenya [Mannon 2005, AIthouqD
FFVs are dtill the fastest-%gowmg agricultural sub-
sector in Kenya today, they are now the fifth-
largest export eamer, accouriting for 13 percent of
glross domestic product [GDP] in 2003 [Lenne et
, 2005%. Kenya_is the Iarﬁest exporter of vegeta-
bles to the EU'[Dolan and Humphrey 2004],

The growth of the industry wes fueled b}/_ a small
number of Kenyan Asians’ who had horticultural
production and “marketing expertise and contacts
with Asian ethnic marketS in the EU. This exper-
tise, combined with Kenya's agroclimatic zones and
favorable climate for yedr-round production, led to
the rapid growth Of the industry. Vegetables
exported from Kenya include French[green] beans,
runner beans, Snow peas, snap peas, okrd, bitter
qourd, and chilies [Seo 2006],

Large exRorters with, sizable financial resources
entered the market in the 1980s, along with a
significant number of small entreprenéurs. and
farmers. By the early 1990s small farmer participa-
tion in thé industry’ had peaked and then faced a
steady decline as” production was consolidated
amorig exporter and commercial farms [McCullgeh
and Ota 2002], Although the FFV rocessmq
sector has not grown as much as the FFV expor
sector, additional value has been added to the
sector by increased processmg of fresh produce,
including’ cutting, washing, and packaging of FFV
export Products. Indged, ‘the Kenyan Industry has
been able to exploit its cheap labor and ability to
add value to FFV products in_order to. remain
comRetltlve against other exporting countries with
5n0uoc4] lower air-freight costs (Jaffee and Henson

Despite its success, the Kenyan FFV industry as a
whole_faces barriers to continued participation in
the EU and other export markets, and these
barriers affect constraints to small farms seeking
access to this sector, On the mdustr¥ level, com-
petitive challenges  include transport . costs and
product perishability issues, increasing. quality
standards from EU buyers, and severe price pres-

sures from.competitors in other countries.. Addi-
tional barriers to small farm E),artlmpatlon include
lack of access to credit, irrigation, seed stock for
desired varieties, and market information on prices
and quality requirements; high transaction costs for
exporters“sourcing from many producers; and EU
food and phytosanitary standaras. Although many
of these “constraints "and challenges have been
present for decades, the great increase in public
awareness of and concern™about food safeéy has
recently led to ever more stringent standards for
imported food products [Jaffee and Henson 2004],

Policy Issues

Value Chain Consolidation

As supermarkets started to bypass the wholesale
market and work dlrectl}q_ with exporters in the
early to mid-1990s, they shifted quality control and
monitoring down the” chain to exporters while
Increasing req{uwements for packagln , Processing,
and traceablll_yO[DeIgado et al. 2001], "The basic
actors remained the same—African  growers,
African-based exporters, UK importers, and the
UK supermarkets—but the number of actors, the
distribution of functions between them, and the
relations between them changed” [Dolan and
Humphrey 2000, 157, Meeting these demands
required that exporters invest_hedvily in drip irriga-
tion, cold. storage, and packing sheds, Ieadln? 0
the exclusion of ‘many small and” medium exrrJor ers,
some of which started to_grow produce for the
larger exporters. By 1999, 75 percent of all ex[gorts
from Kenya were controlled by several firms [Dolan
and Humphrey 2004],

Supermarket Competitive Strategies

The consolidation alon(_% the, value chain was driven
y many factors but principally by changlr]fg
SUpermarket strategies concerning product dif-
ferentiation, increasing consumer “concern about
food safety and labor “standards, and increased EU
guallt control standards (Dolan and Humphrey
00], Although consumption has stabilized in
relation to volume, owing to_market saturation by
the early 2000s, the value of food consumed cori-
tinued {0 increase as additional improvements were
mage to processing and packa%mg, including pre-
packaged and  Teady-to-cook =~ products " and
Increased year-round “consumption of gy?lcally
seasonal products (World Bank 2005], Sales of



prewashed. salads, for example, in-
creased by 34 ﬁercent in value petween 1994 and
19% alone. Although price is still a factor. in this
sector, the power as shifted from activities that
lower costs to those that add value in the chain
(Dolan and Humphrey 2004).

FFV/s have long been a highly profitable and com-
Retmve segment of supermarket offerings, and they
ave become an even more important ‘competitive
tool among supermarket chains, to the extent that
FFVs became a “destination _category" for which
consumers, will switch stores. The Competitive strat-
E%IQS in this more recent supermarket-driven value
chain include quality, consistency, variety,
processing (cut, chopped, or washed?, product
combinations, packaﬁlng (often at the farm level),
reliability (to meet the needs of just-in-time super-
market “warehouse operations), and price (wnich
became important only in the late 19905 after
market shares reached the saturation point) (Dolan
and Humphrey 2000).

E&riffTrade Barriers to FFV Imports to the

ready-to-eat

The EU has imposeq tariff-based trade barriers to
importing  FFVs, designed mainly to  protect
domestic temperate fruit and ve%etable producers
during . the growing. season.. They are far Iless
restrictive  for tropical _ fruits dnd  vegetables.
Recently, @ number of EU countries have taken
additional measures to promote domestic horticul-
tural industries by increasing tariffs, adding new
tariff quotas, and occasionally mtroducmP outright
bans on FFV imports. EU tariffs are low (often
under 8 percent) or seasonal on temperate and
troglncal fruit but more significant on- vegetables
(9-13 percent) (Hallam et al. 2004).

Although these tariff rates are 5|gn|f|cant on Fpaper
the EU's General System of  Preferences (GSP) and
Everything But Arms (EBA) initiatives provide relief
from’ thes® tariff rates. The seasonal nature of many
tariffs, combined with the extension of tariff cor'-
cessions, _allows most developing countries to
export FFVs while paying low o ng duties on most
products, The mazé of nontariff sanitary and
phytosanitary  (SPS)  restrictions  imposed
Importing Countries and the private standards
imposed by global_supermarket food retailers may
Pose a_mare” significant challenge to FFV exports
0 the EU (Hallam et al. 2004).

Chugging Food Safety Standards

Increased demand for nontraditional and year-
round FFVs was driven by heightened consumer
concern over healthy edting, “related to both
health%/ foods and food_sanitation and quality.. In
1990 the UK passed a Food Safety Act requiring
that retailers be accountable for quality issues
related to food manufacture, transportation
stpraPe, and ?re aration. EU Directive 91/414/EEC
stipulated that EU member countries must monitor
Bestlmde residues on fresh produce, Globals%
etween 199 and 2000, approximately 270
restrictions were imposed on_ imported  FFV
products (Hallam et . 2004). These mcreasm?Iy
complex safety standards created challenges for
exis mg supPhers while raising the bar for new
entrants at the countr%/ exporter, and farm level
(Dolan and Humphrey 2000).

Over and above the governmental standards
Imposed by the EU, private sector importers are
Imposing additional standards both to protect their
safety reputation and to differentiate themselves
from  competitors, More recently, EUREPGAP
standards ~for fruits and ~ vegetables have
represented an attempt to combing a plethora of
private sector standards, although buKer_s Impose
many requirements informally roug individual
supply chains (Jaffee and Henson 2004). In addi-
tion, “supermarkets developed a perception that
smallholders could not meet production process
controls such as safe handling and pesticide requla-
tions, and exporters became™concerned about the
cost of monitoring a large number of smallholders
for compliance with increasingly strict regulations
(Dolan and Humphrey 2000).

Although tougher standards can be viewed as
catalysfs. for strengthenmg and improving the
competitiveness of Qeveloping-country agricultural
supply chains, they are also” viewed™ as™ nontariff
trace "barriers to FFV imports. During the Uruguay
Raound of multilateral trade negotiations, exporters
voiced this concern, leading to the adoption’ of the
Agreement on the Application of Sanitary and
P_taytosamtar Measures (SPS Agreement) 10 pro-
vige rules for creating SPS measures while mini-
mizing their trade-distorting effects (Jaffee and
Henson 2004).



Exclusion of Small Farms

As the supermarket industry started working more
closely with fewer exporters, they also turned away
from “smallholders and started working with, fewer,
larger commercial farms, significantly Changing the
structure and governance “of the “export” séctor.
Increased demands from supermarket chains for
supply consistency, quality . certifications, and
Product traceability made it increasingly difficult
or smallholders tg ?artlmpate in_the harticultural
export market [World Bank 2005], Althgugh the
growth of this ‘sector did create man){ direct sale
Opportunities for smallholders in the ldte 1980s and
early 1990s in countries such as Kenya and
Zinpabwe, the market share of smallholders and
small export firms declined in the 1990s as the
Industry became_dominated by fewer and Iar(T}er
supermarket chains, exporters, and farms [Dolan
and Humphrey 2004). In 1992, for example, /5
percent of fruit and” vegetables were grown b
smallholders, but by 1998 The four largest exporters
sourced only 18 percent of their product from
smallholders (Dolan and Humphrey 2000).

Competitive Advantages and
Disadvantages of the Small-Farm Sector

Small farms maintain a distinct comParatlve advan-
tafge over larger farm operations in the production
of certain seasonal and labor-intensive crops, Bene-
fits to exporters from buying from smallholders
include low investment Tequirements, reduced
market risks from growing produce themselves
and cost-effectiveness due to the low fabor costs of
engaging. small farmers in the Eroductlon of dell-
cafe ‘or"labor-intensive crops (Lenne et a, 2005).
Larger commercial farms utlllzmg_ small farms in
outgrower schemes have the ability to quickly
expand or reduce production based on market
demand without needing to acquire additional land,

Small farms, however, face significant constraints as
well. In the face of intense cost competition, buYers
incur significant transportation-related transaction
costs in‘sourcing products from a large number of
small farmers. I addition to traditional constraints
such as limited access to capital, technology, and
inputs, small farmers do not have access 0" infor-
mation about market requirements for entry into
high-value markets, such as production practices
and handling and quality standards. One study
Identified several specific constraints among farmers
producing kale for the Kenyan market (either at a

hl(I;her T;r)]nce to supermarkets or in local spot mar-
kets). These constraints included ({) a lack of credit
to purchase fertilizer and make capital investments
In drip-irrigation systems mandated for Supermar-
ket sales, (2) the hl%h cost of transportation to su-
permarkets, (3) cash flow constraints from infre-
quent payment by supermarkets (often monthly),
and ‘4) lack of marketing experience or even aver-
sion to marketing activities (Neven et al. 2006).

The risks to small farmers entering a high-value
FFV market are also_ substantial. Just as buyers have
no means of enforcing written or verbal Contracts
with farmers, small farmers_ have no recourse to
force buyers to honor their agreements to P_ur-
chase a farmer's og\t;)ut. There dre also production
risks with many F croPs, such as snow peas and
snap beans, which are not easy to grow and do not
have a significant domestic market.“The high quality
standards of the export industry means thiat a large
percenta?e of the crop_could be rejected for
export, leaving farmers with an unmarketable crop
that, if not consumed locally, would often be feg
to animals (Mannon 2005): In addition, not Al
smallholders participating in this market have the
same level of support from exporters or lead firms,
Farmers who are responsible for transporting pro-
duce to the processor or exporter and who also
suffer from poor roads or unreliable transport are
unable to maintain the quality required for the
3%%%r)market export chains (Dolan and Humphrey

Changes in Traditional Horticulture
Markets

A recent World Bank study suggested that tradi-
tional spot market structurgs aré in fact obsolete
and of no utility for_ producers and exporters
wanting to participate in the export market. This
2005 “study suggested that spot markets are
excuse” markets, where producers are forced to
sell when_ faced with lack of market information,
high quality standards, and forward contacts in the
supply chain. Middlemen-controlled markets are
nont_ransRa,rent, and op()Po_rtunlstlc, and create sub-
stantial chain bias that drains margins and promotes
uncontrolled distribution. As more producers are
linked with exPorters_through direct sourcing. (and
contracting) from importers and transndtional
supermarket buyers, the spot market controlled by
middlemen will diminish and become much smaller
(World Bank 2005).



Despite the large size of the domestic horticultural
sector in Kenya, it is by dl measures a less
Rrod_uctlve, less efficient_sector than_ the, export
orticulture |ndust[¥. The domestic  industry
suffers from significant technical — constraints,
mcludln(? underusg .of high-quality improved seed,
poor. adoption of improved production practices,
and fragmented markets. Owing to transportation
challenges and the unwillingnéss or inability to
orﬁamze Into marketing coopératives, many farmers
sell their FEV/s at the farm gate at whatéver price
they are offered by middlemen—often at break-
even prices [Neven ‘et d. 2006], Even in the peri-
urhan areas near Nairobi, these markets are charac-
terized by low Prlces during peak season, _poor
quality, high-cost transport,” poor market infor-
mation, and poor organization: it is a highly ineffi-
cient system in striking contrast to thé efficient,
gﬁ/naml,c, and internationall comBetltlve export-
arketing system" [Lenne 2005, 230],

Off-Farm and Farm Employment

The growth of the horticultural export sector has
creatéd hundreds of thousands of ‘jobs for semi-
skilled and unskilled Kenyans, often young females.
Despite the concerns over %ender discrimination in
this sector, some studies have shown that wages
and benefits for those employed in this sector are
better than those involved irf similar tasks outside
the sector [McCulloch_and Ota 20021, Another
study in_the Senegal FFV export industry showed
that Partlmpatlon in the sector has strong, positive
effects on poor rural households and” that the
benefits are’ greatest for those involved as farm
I2abor not as primary producers [Maertens et al

007),

In a study involving more than 250 households in
urban and rural Kenya, McCulloch and Ota found
that households involved in the export horticulture
sector In any way are better off than those not
involved with the” sector, especially in rural, areas.
The rural and urban poor are involved .in this
sector through farm-based FFV production, as
labor on other farms, and .in weighing, grading
cutting, and packing activities. The study” found
that small farms en?a ed_in export horticyltural
Productlon were better off than those working as
arm or processing labor, who were in turn better
off than rural farms not involved with the sector
[McCulloch and Ota 2002], Nonetheless, the study
was not able to determine if partlmﬁatlon_ in the
sector was the cause of relatively nigh incomes

among "horticultural farms" or if these farmers
were able to_participate in the industry because of
their higher incomes before participation.

Despite the documented benefits of participation in
the ‘export FFV sector for rural and urban ?overt%/,
there are significant labor concerns associated with
the temporary, seasonal, casual, and female charac-
teristics of the work force. Women make up the
majority of seasonal workers and face Iong_work
hours ‘under difficult and hazardous conditions,
Prlmarlly related to contact with pesticides. The
emale workforce also faces significant incidence of
sexual harassment and discrimination if pregnant.
Efforts are being made to develop and enforce
workplace codes and standards, such as the Kenyan
Horticultural  Ethical Business Inifiative. [HEBI],
although a_ broad range of actions including
nationdl legislation, improved international labor
standards, and a multistakeholder approach, will be
necessary to make significant Erogress i farm
labor conditions [Smith et &l. 2004],

Benefits and Drawbacks of Contract
Farming

One strategy that can_increase or sustain
smallholder “involvement in the FFV sector is
expanded use of contract farming schemes. “For
such _[smallholder] producers to remain engaged in
growing hlqh-value export markets, they must be
able to~contract forward with the main Outlets for
their produce, and must be organized in ways that
reduce the risks that either party will be unable to
complete the terms of their contract" !_Delgado et
a. 2001 2], The main benefit and motivation for
smallholder. farmers to participate in contract
farming is increased household “income, which is
sometimes three to five times greater than before
the horticultural export markét was available to
these smallholders [Lenne et &l. 2005], The second
most important reason is price risk management
[Masakure and Henson 2005%,

In detailed interviews with several =~ hundred
Zimbabwean contract farmers, Masakure found that
the most important motivators for smallholders to
enter into contract production with exporters were
1 to ean extra income, [2] to avoid poor
ransport infrastructure, [3] to reach a guaranteed
market for crops, [4] to obtain a reliable”source of
Inputs and credit, [5] to acquire knowledge for new



or_ current crops, and [6] to eam a guaranteed
minimym Prlce. Farmers In this study even viewed
their involvement with contract farming for the
export sector as a means to acquire” skills to
improve production of crops for local markets.
Thus, contract farming provides small farms with a
package of benefits that cannot be matched by the
public’ sector and traditional domestic markets in
many African countries.

In many contract farming schemes, the _buyer
arranges for the farmers' access to credit, inputs,
technical assistance, and the desired seed varieties,
Typically, the lead firm [buyeq provides seed,
fértilizef, and agrochemicals to Tarmers, and the
costs of these itéms are decucted when the crop Is
sold to the lead firm [Jaffee 1994], Given these
motivations for en%agmg In_contract farming for
the export market, This practice can be viewed as a
means for farmers to avoid weak, even failed, local
market institutions (Masakure and Henson 2005],

One common problem with contract farml_ng
occurred when farmers broke their contracts wit
buyers by selling produce on the spot. market [or
to” other exparters) for higher - prices.  While
somewhat understandable flom the farmer's
perspective, the losses and supply chain difficulties
exporters encountered from this practice was one
of the factors that led to reduced dependency on
smallholder contract farmers to provide produce
for the export market. In addition, exporters
sometimes actively and aggre_sslvel% encouraged this
behavior when they had difficulty meeting their
contracted exRort volume quotas, often Sending
trucks througn rural areas to "poach” produce
from farmers” contracted to competing exporters
(Mannon 2005).

Domestic Supermarket Industry
Opportunities

In a review of the horticultural export market, it is
also important to_understand_ the size and impor-
tance of domestic and regional markets, since
almost al small farms sell t0 both markets. One
study of Kenya's vegetable export 8ystem sug-
gested_that it" could "he a role model for the
omestic  vegetable . production system. in that
country, demonstrating the benefits of improved,
diseasg-resistant seed  varieties, better delivery sys-
tems for agricultural inputs and technical assistance,

and more effective transportation and marketing
systems [Lenne et al 2005;).

Despite the huge growth and success of the exPort
vegetable sector in Kenya, only 5-10 percent of
the total volume of FFV produced is exported, and
the rest is consumed domestically. As of 2001, 70-
0 Percent of marketable produce was grown by
smallnolders. Between 1997and 2001 the” value of
vegetables sold in local markets was more than four
times qreater than that exPorted and local markets
generaled more absojute value than _export
markets. By 19% the growing, indigenous
supermarket "industry in Kerya itsélf was alrelg{j)/
urchasing half the' volume” of  exported FFVS
Neven and Reardon 2004), making this sector a
significant new market_opportunity for farmers
producing high-value FFV"products; Many of the
same _ barriers that prevent small farms from
partlmpatlngl,ln, the export FFV sector, however,
are already limiting or reducing their access to the
high-value’ Kenyan “supermarket”sector.

Stakeholders

EU Supermarkets

EU supermarkets are the ultimate destination for
the majorl% of Kenyan FFV exports to that region.
In the "1970s and éarly 1980s they obtained FFV
produce from Kenya through "a network of
exporters and wholeSale market importers, When
EU supermarket chains started enterl_n% the FFV
market more directly in the 1980s, without _gomg
through exporters “or importers, they did <0
witholt being able to specify product, process, or
|0%IS'[IC,a| parameters along the supply chain and
with little’ control over quality or the timing of
shipments [World Bank 2005).

Rather than continue to deal with producers at
arm's length in the undifferentiated, wholesale sEot
market, during the 1990s multinational supermarket
and food-processing companies developed tighter
control over and Stronger linkages with firms in
their supPI%/ chains, In what was becoming a buyer-
driven global value chain [Dolan and Humphrey
2004). . uPermarkets became the new legislative
Power in the sector; supermarket standards dic-
ated what FFVs were produced and how, and
these standards _overruled and often exceeded
Increasingly restrictive EU Ie,?lslatlon. "This new
power alSo provided opportunities for those having



the. capacity to respond to supermarket chaing in
their quest” for reliable sources, chain standardiza-
tion, lowest trade mar%m _highest retail margin,
maximum religbility, an gncrease_d supply chain
management" [World Bank 2005, xi].

Exporters and Importers

In the 1960s and 1970s the majority. of FFVs sold
In the EU came through wholesale “importers who
acquired Produ,ce from exporters _rocurmg from
the undifferentiated spot market. With low Darriers
to entry for both producers and exporters, many
small and  medium-sized exporters and_ farmers
entered the market. Indeed, by 1986, 15,000 small
farms en(iaged In_production” for this market i
Kenya alone. This trade grew until = Kenya
accounted for 30 percent of EU vegetable imports
by 1990 [Dolan and Humphrey 2000

Until the 1990s the FFV export community con-
sisted of two distinct groups: (1) a small exclusive
group characterized by high quality, consistency,
ang traceability, and (2) a large sPot market charac-
terized by "a felatively Unsegimented structure, fluc-
tuating Supply and " prices, unidentified source/
orlgms, and vague quallt?/ perception” [World Bank
2005, 55). Increased volume, delivery, and quality
standards’ that came into the industry through the
increased involvement of EU supermarket Chains,
combined with the problems caused by poaching
activity on the production level, led exporters t0
move “toward usmF fewer, Iarg{er farmers in their
supply chains, Still; in order o reduce risk and
ensure a consistent, high-uality suppl¥ of produce,
exporters and importers used a variefy of sources
for their Froducts. These other options included
acquiring land for plantation-style production and
purchasing produce on the spot market or through
outgrower schemes [Mannon 2005).

Commercial Kenyan Farms

Commercial farms in Kenya produce a sqnlflcam
and growm% percentage of FFVs for export to EU
supermarkets and for the high-value domestic
supermarket sector, with the_four largest exporters
sourcing 82 percent of their product from their
own farms or from large commercial farms by 1998
[Dolan and Humphrey 2000). Many enterprises
play dual roles as farmers and exporters. They
often use small farms in outgrower schemes that
allow them to exploit the small farm acvantage in
certain labor-intensive crops, to maintain flexibility

in producm% products with quctuath or seasonal
demand, and_to gain access to farmland in situa-
tions where it Is polltlcall¥ Inexpedient to_ purchase
new land. This_class of farmers produces for
exPort_ers or EU  supermarket-importers using
extensive and highly specific contracts. Alterna-
tlvel¥, these farmers play the role of long-term
"preterred providers” for export firms or ‘Super-
market buyers. They have often invested S|?n|f|cant
resources in wnq}atlon and packaglng infrastructure,
production . technologies, and™ EUREPGAP or
organic certification regimes.

Poor Rural Farmers

Approximately half of Kenyans live below the
poverty line,” according to Tecommendations on
daily caloric intake from the Food and Agriculture
Organization of the United Nations [FA(ﬁ and the
World Health Organization [WHO). Rural poverty
is only slightly Righer than urban poverty rates
McCulloch™and Ota 2002). Small farmers in Kenya
ace severe economic “and natural resource
Fre,ssures and concerns. In addition, they have
Imited access tq technology, capital, packaql_ng and
transportation infrastructtre, and Information on
market prices and quality requirements AS_eo _200%).
These farmers are not able to increase their inco

from the production and sale of either traditional
food staples like maize and legumes or fraditional
cash crops such as tea, cotton, and coffee. The
seek on- or qff-farm economic activities that wil
Increase their income to more than US$2 a day and
improve their household food stability situation.

Small to moderate-size farms that supply produce
to lead firms [exporters) usually do not have a
written contract, because those are largely
unenforceable in rural areas of developing cours-
tries. Instead, the lead firm usually provideS inputs
8 in-kind credit, and the cost of these inpufs is
subtracted from the value, of the delivered produce.
A minimym price s stlﬂulated hefore planting,
although In some cases the lead firm provides "
premium to the producer when the export market
price increases. above the agreed-upon price, to
prevent poaching or 5|de-seII|n8 of contracted
produce [Masakure and Henson 2005).

The Kenyan Government and Government-
Supported Agencies

The. Kenyan government has been little involved in
setting fequlations and standards to govern the



FFV |ndustr¥_ and is Penerally not credited with
making significant confributions to the growth of
the sector. In fact, man¥ authors have ‘attributed
the commercial success of the sector to the relative
absence of government intervention. Although the
government™does Issue exPort licenses, it does not
impose  significant export taxes or attempt to
control marketln? and  distribution  of ~ FFVs
(McCulloch ana Ota 2002],

The government has, however, been involved in
creatln? varjous research and extension agencies to
sup{)_or and facilitate the growth of the domestic
horticulture ndustry and is likely to seek greater
Involvement in the, continued growth of the export
FFV and domestic supermarket . industries. The
Kenyan Agriculture Research Institute (KARI) was
devéloped in 1979 as a semi-autonomous govern-
ment Institute to research crop and livestaCk pro-
duction_and marketing systems. The Horticultural
Crops. Development Authority (HCDA) was devel-
oped In 1967 as a government parastatal intended
t0 promote and ~strengthen * the  horticulture
Industry by providing t_ralnlng,,consultmg licens-
Ing, and market promotion services (Seo 2006). A
private sector_entity, the Fresh Produce Exporters
Association (FPEAK], was established in 1975 as
membership ~ organization with the mission of
enhancing the competitiveness of the horticultural
export industry (Seo 2006).

The Donor and Development Community

The donor community operating in Kenya does
not speak with a unified voice on_issues Of trade
and poverty allevigtion and is motivated by many
different |ssu<ﬁ and [tJﬁllcyUgigals.DBllatteral tdonfor
agencies such as the "UK. Department for
%ﬁterpattionatl_ De?/el[())pmelnt (DF{D)( L?QAIS)'S' Ager{ﬁy
or International Developmen ,and the
contractors and Westernp NGOS that “implement
their projects on the ground In Kenya, are directly
influenced by their Igovern_ments',forelgn olicy
goals and by prollt_lca relations with the Kenyan
government,” Their goals are _ philosophically
Supported by neoclassical economic thinking and
are largely Consistent with the liberalization and
structural " adjustment policies acvocated by _the
World Bank” and International Monetary ~Fund
(IMF) in the 1980 and 1990s.

Therefore, donor prO{ects_that relate to or could
impact the FFV sector in Kenya are likely to
promote export agriculture, free markets, and few

restrictions on  multinational ~ corporations o
foreign. direct investment (FDI& practices. At the
same fime, these agencies an organlzanons are
committed, to promoting  broad-based _povertx
alleviation in Kenya. Those 'NGOs that receive bot
government and” significant private funds often
Operate with more gutonomy from for_ellgn palicy
concerns (including Oxfam, Catholic Relief Services,
CARE, World Vision, and Save the Children). They
are more_ likely to consider E),ove_rty alleviation
child survival, and economic justice isues first and
more directly than the needs of the private sector
and overall €conomic growth,

Policy Options

It is well documented that the ?_rowth and current
strength of the high-value horticulture market in
Kenya, both for eXport crops and for high-value
domestic markets (supermarkets), evolved with very
little %overnment Intervention.  Continuing alon?
current trends, the sector is likely to grow bu
with_continued consolidation of sui)ply chains ang
continued marginalization and exclusion of small
farms, As it “currently stands, there are few
Incentives for this private sector-led industry to
reverse trends in supply chain consolidation™and
%ake measures to increase participation of small
anms.

The NGO and donor community has and will
continue  to make some efforts to facilitate
Partlm ation of small farmers through. donor-
unded projects and social advocacy. Given the
relatively low level of involvement by the Kenyan
governient to date, however, there’ may still” be
opportunities for new policies and & greater
governmental role In an effort to jncrease
participation of small farmers in the high-value FFV
sector, The policy. options mentioned here are
intended to. be “implemented by the Kenyan
government in the interest of broader dispersal” of
profits in this sector and greater small-farm
participation.

Expand Export Trade
The Ken?/an g{overnmen_t could take a more pro-
active role with domestic and EU players in the

sector to expand market penetration into EU
supermarkets and food-processing industries and to
Ealn entry to other FFV export markets in Eastern
urope, the Middle East, and even the United



States. Expanded market participation could occur
by focusing on untapped . EU countries and
importing firms and by identifying additional FFV
products” to export t0 eX|st|n(T; clients. Govern-
ment-to-government agvocacy for further reduc-
tion of skasonal EU tariffs on” FFV/s imported from
developing countries could lead to aditional com-
petitive benefits. The development_ of new export
markets outside the EU might involve sending
trade delegations to new countries to promote
Kenya as g source of FFV products and providing
tax ‘Incentives to encourage the private Sector t0
explore and develop new markets.

Develop Local and Regional High-Value
Horticulture Markets

The catalyst for development of this sector is the
growing “Kenyan and East African supermarket
industry. Betiween 1994 and 2003, supermarket
floor space in Kenya grew from 475,000 square
feet to 2 million Square feet in more than 225
stores [Neven and Reardon 2004). The time Iaq
between new store openings and ‘the addition 0
FFV ‘sections in these stores should ensure that
small farms have growing oppartunities; to_ sell
FFVs to these stores even without significant
additional growth in store numbers.

This aPproach would involve an acknowledgement
that the combination_ of high market ™ entry
requirements for the FFV export industry. comi-
bined with the relative maturity and. saturation of
these expart markets will makeé it difficult to sig-
nlflcantIP/ increase small-farm participation in this
sector. Instead, the, Kenyan government could work
I partnership with [ocal ~ private supermarkets,
agro-processors, and donor agencies to forge pub-
|ic-private_ partnerships that Would increase small
farm participation in a domestic market that has
ower entry requirements and greater potential for
Increased ﬁro h, This option ‘may In the medium
run_ actually facilitate significant " participation of
small farmers in the export market as well, as small
farmers. and  farmer  associations _ acquire ~ the
production, transportation, and business skills to
compete in both high-value FFV sectors.

Promote Increased Employment of Rural
People in the Export Sector

The export sector is out of reach for most small
farms, but nonfarm participation in the export

sector offers significant _benefits. for rural income
and Poverty alléviation. This option would involve
re?u atory actions and industry consensus-building
efforts t0 make labor conditions in this sector
more humane and less gender-discriminatory and
to _maximize the abllltx of rural households to
maintain their farms at the same time they work as
laborers on others' farms,

Increase Small-Farm ParticiEation by
Promoting Small-Farm Marketing
Associations

This option. would entail addressing an area in
which development assistance over™ decades has
been challenged to produce . significant results—
organizing African farmers into production and
marketing cooperatives. The government would
need to provicle training and technical assistance in
forming and d_eyelopln? cooperatives to those farm
and rural entities thal emerge as motivated and
entrepreneurial leaders in Kénya's FFV-producmq
regions, On the industry. side, the governmen
could develop policy incentives for the FFV buyers
themselves to more. P_roactlvely seek small farms
and small-farm associations from which to buy FFV
products.  Public-private_ partnerships  beétween
government agencies in South Africa and. national
Supermarket chains have resulted in significant use
of small farms in the Fort Hare region. USAID-
funded market access projects in~ Kenya have
significantly increased small to medium-sized farm
participation in the tree fruit value chain for
domestic and export markets [Snodgrass and
Sebstad 2005).

Improve Governance and Industry
Transparency

This option—the least invasive or expensive of the
five o(s)tlons—accepts that free-market forces have
shaped Kenya's horticultural industry and that
aIIowmg private-sector actors to pursué efficiencies
Is the Dest way to keep the sector c,omﬁetltlve and
profitable and_ ultimately to benefit the country
overall. It requires that the government take Pollcy
actions not t0 strengthen the sector, but to streng-
then the hbusiness “environment, mcIudln? sound
macroeconomic _policy ~and market sfructures
within - Kenya. This policy does not assume or
directly promote increased participation of small
farmers, but rather creates a transparent and rela-
tively level playing field for the industry actors to



organize and compete to maximize efficiencies,
which may or_may not result in increased small-
farm participation, “Policies o?tlons include_ [{] rein-
forcing the business climate, [2] establistiing a
sound legal framework, [3] safequarding consumer
Interests,” [4] reducing fransaction costs, and [5]
managing risk [Ruben et al. 2006],

Assignment

Your assignment is to make recommendations to
the Kenyan government on what policies should be
pursued to “enable the FFV exPort Industry to
make a greater contribution to the alleviation of
rural poverty in Kenya
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