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Chapter 2
Regional Linkages in the Kenyan
Horticultural Industry

Peter Dannenberg and Gilbert Nduru

Introduction

Since the 1980s, exports from Kenya have grown by several hundred per cent and
the Kenyan fresh fruit and vegetable (FFV) industry is considered a success story
(see below; Barrett et al., 1999; Ouma, 2010).

Newer studies on Kenyan horticulture analysed this success by focusing
on integration in the international value chain (Barrett et al., 1999; Dolan and
Humpbhrey, 2000) and on the role of institutions (Jaffee, 1994; Humphrey, 2008). The
theoretical framework for this analysis is mostly historical (Minot and Ngigi, 2003),
institutional (Jaffee, 1994; Humphrey, 2008), as well as value chain approaches (e.g.
Dolan and Humphrey, 2000; Gereffi et al., 2005) with a special focus on the rise
of supermarkets and the proliferation of private standards (Graftham et al., 2007;
Asfaw et al., 2007; Humphrey, 2008).

This chapter aims to broaden the view of the success factors of Kenyan
horticulture by looking at the linkages and networks of the industry itself and within
its environments, It is argued that horizontal linkages between farmers and other
actors like private services and public extension officers significantly contribute to
the competitiveness of the farmers, their bargaining position with the direct buyer
and their chances to integrate into the international value chain. This chapter provides
an additional explanation for the successful integration of small-scale farmers into
international value chains, which has often been neglected in similar studies.

The conceptual background for this chapter includes studies on the success
of the Kenyan horticultural system which are linked with work on clusters and
creative milieus especially for small-scale businesses (Porter, 1998; Maillat and
Lecoq, 1992; Giuliani and Bell, 2005; Dannenberg and Kulke, 2005).

State of the Art on Kenyan Export Horticulture

The Kenyan Horticultural Success Story

Kenya has a strong horticultural tradition in the production of fiuits and vegetables
(i.e., French beans, mangoes, and snow peas) for export markets (Okado, 2007).
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The success and importance of the horticultural industry has increased during the
last 25 years after horticulture became a major export industry.

In 2010, the total earnings from horticulture exports reached approximately
US$922 million, topping the list of Kenya’s largest foreign currency earner as well
as being one of'the largest suppliers of horticultural products to the European Union
(www.trademarksa.org/, 2012). Since it is highly labour-intensive, the industry is
a major employer, providing job opportunities both directly and indirectly through
associated industries (Okado, 2007).

Although the estimated numbers of farmers involved in horticulture export in
Kenya differ significantly, the Kenya Horticultural Development Program (KHDP)
estimates that in 2008 about 20,000 farmers (most of them small scale family farmers)
grew fresh horticultural products for the export market (see also Quma, 2010).

Several household surveys showed that farmers producing for export and
people employed in farming or related businesses in the industry (i.e., packaging,
logistics) are better off than non-export smallholders, earning significantly
higher annual household incomes (McCulloch and Ota, 2002; Asfaw et al., 2007;
Mwangi, 2008).

The Contemporary Discussion on the Success Factors of Kenyan Horticulture

Some positive factors like the availability of cheap labour, good climatic conditions
and general improvements of transportation links to global markets have clearly
been outlined (McCulloch and Ota, 2002). However, the poor performance of
other countries with similar attributes indicates that Kenyan horticulture possesses
advantages that go beyond these obvious ones. Apart from historical factors (in
particular the sector’s good connections to the market of the former colonial power
UK), infrastructural advantages (in particular the Jomo Kenyatta International
Airport, the premier East African centre of air transport to Europe), and institutional
advantages (in particular a variety of supporting institutions and a liberal legal
framework), recent studies especially outline the effective organization of the
value chain in Kenya (Asfaw et al., 2007; Dolan and Humphrey, 2000; Ouma,
2010; Dannenberg and Nduru, 2013).

Ouma (2010) as well as Dolan and Humphrey (2000) show that while the EU
supermarkets dominate and coordinate the Kenyan horticultural value chain, large
portions of the chain’s organizational work in Kenya is done by Kenyan exporters,
who have both increased their own horticultural production and improved the
integration of the Kenyan horticultural industry (Gereffi et al., 2005). Andrew
Graftham et al. (2007) and Ouma (2010) underline the role of Kenyan exporters as
gatekeepers and supporters (e.g. with training and technical support) of horticultural
farmers, especially since the introduction of the private process-orientated EU
supermarket standard GlobalGAP, which is the key stipulation for entering the
EU market (see also Humphrey, 2008; Mithofer et al., 2008; Dannenberg and
Nduru, 2013). According to Ouma (2010), the requirements of GlobalGAP are so
sophisticated that most Kenyan farmers can only achieve them with the support of

Regional Linkages in the Kenyan Horticultural Industry 17

their exporters. In particular, exporters with high knowledge, technical, and financial
capabilities help farmers develop integrated ‘quality management systems’.

However, Dannenberg and Nduru (2013) showed that still today large numbers
of small scale farmers managed to stay integrated in the chain without being
supported by exporters. They could partly explain this phenomenon through
informal arrangements in which farmers could enter the chain without full formal
GlobalGAP certification. However, they did not explain, why large numbers of
farmers, including farmers with full formal certification, which did not get exporter
support could reach a high level of bargaining power, a high access to business
relevant knowledge and a high competiveness which is comparable to the situation
of those farmers who are supported by exporters. This chapter will outline this
positive situation for these farmers and argue that it can be explained through
regional horizontal linkages similar to those which occur in industrial clusters or
milieus (Porter, 1998; Maillat and Lecoq, 1992).

A Synthesis of Clusters, Milieus, and Value Chain Approaches

While agricultural economic activities in rural areas of developing countries have
been intensively analysed, there are few studies on the development of regional
production systems, innovative milieu or regional cluster-like networks in this
area. Yet, the positive developments in the Kenyan horticulture industry suggest
that such networks have evolved in those regions and contribute to its success.
Therefore, this chapter introduces cluster and network approaches (including
institutional approaches) and links them to the value chain analyses. This eclectic
combination within a synthesis framework allows for a detailed look at regional
and interregional linkages. These aspects are analysed in the regional case study
for the Mt Kenya horticultural region.

The importance of regional production networks (based on spatial proximity)
in the competitiveness of firms was outlined by Alfred Marshall (1920) and
regained importance in the 1990s with creative milieus, regional clusters or
regional innovation systems (Porter, 1998; Humphrey and Schmitz, 2002).

The fundamental idea behind these concepts is that spatial proximity between
companies and supplementary units (i.e., suppliers and institutions) not only
leads to classic advantages of agglomerations (i.e., low cost of transport and
transactions), but also to the possibility of immaterial exchange relationships (i.e.,
information, experience; Porter, 1998).

The exchange of information within the network — especially the exchange
of non-codified, or partly experience-based knowledge (‘tacit knowledge”) —
can lead to learning processes. Ideally, the resulting ‘best practice solutions’ for
the production process, for improvement of products and innovations increases
the competitiveness of the various units within the production system and lead
to upgrading processes. Such exchange is mainly possible through personal
communication between trusted actors (Dannenberg and Kulke, 2005). As Porter
(1998) showed using different empirical examples, in an environment of trust
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even competitors cooperate (‘coopetition’) under certain conditions and trust
relationships to, for example, improve their buying or selling bargaining power.

Existing case studies on regional agrarian systems (e.g. Dannenberg and Kulke,
2005; Giuliani and Bell, 2005; Porter and Bond, 1999) have outlined some basic
clements of these systems: regional agrarian systems can consist of farms, which
are supported by networks among each other and by relationships to preliminary
units (e.g., suppliers of seeds, fertilizer, production facilities), downstream units
(e.g., wholesalers, value-added production, and processing), and to a variety of
different service providers (e.g. maintenance, finance, education). An agrarian
system can be competitive especially if material input-output relationships are
supplemented by immaterial knowledge flows.

As Dannenberg and Kulke (2005) showed using the case study of Poland, regional
networks can have positive effects on the competitiveness of small-scale farming
systems. Specifically they showed that farmers who were embedded in the regional
agrarian systems by mutual formal and informal linkages had better competitiveness
(e.g., better bargaining positions) than those who were not. In the case of small-scale
farms, joint organization and actions (e.g., knowledge exchange, use of facilities,
marketing) were especially important, as these businesses usually did not have the
financial and human resources to develop solutions on their own. This is a challenge
that most horticultural farmers in Africa also face (Dannenberg and Nduru, 2013).

Nevertheless, as Gereffi et al. (2005) showed, an evaluation of the quality and
competitiveness of a regional agrarian system especially in the case of an export
based industry must also include a comparative analysis of the networks along
the export value chain, which goes beyond the region. Here the existing value
chain approaches (Gereffi et al., 2005; Gibbon et al., 2008) are a complementary
analytical tool which can be linked with regional production system approaches
(Figure 2.1; see also Humphrey and Schmitz, 2002).

As noted earlier the Kenyan production system is dominated by large EU
retailers. While there is no agreement about the type of governance (Gereffi et al.,
2003), there is a general agreement that the terms and conditions (including the
prices, the quality, and the standards under which the products are produced) are
set by the large retailers. Accordingly, these retailers provide their supplying actors
with the needed information on their requirements (i.c., the Global GAP standard).

Under these conditions, it is questionable how far an agrarian system in a
rural area might possess influence on the international scale and in the value chain
as a whole. However, at the local scale, networks can provide mutual exchange
of knowledge (e.g. how to fulfil the standards and best production practices)
and improve the farmers bargaining power with direct buyers and suppliers.
Additionally, there may even be the possibility that regional networks contribute
to a higher degree of independence through the application of joint marketing
which might increase the total sales volume. In total, such interlinked systems
might lead to higher competitiveness and success of the embedded companies.
Figure 2.1 outlines the synthesis between cluster and value chain approaches and
shows typical expected linkages.

Regional Linkages in the Kenyan Horticultural Industry 19

. ‘.‘
Regional
- Agrarian System o
.
i Regional and Local ",
.-° Environment E
: (other farmers, associations, .
s services %
N %
: %
TN S N
CTia Horticultural Supply Chains P

o ‘_Su liers Agricultural Exporters M Retailers i
% BR Businesses .>| B I"I Consumers 2

.. T
l..' .-'
' &
LTy, Broker ceiaEet *
. e rrenaas . cemivens®
A

Ly
#*scsvnssancnns sssessas gessvee

. .
. .
. .
. +
2 -
. .

.
-
. .

s Public Services &
S NGOs R

Figure 2.1 Connection between the regional agrarian system and
the horticultural supply chain
Source: Own design; see also Dannenberg and Kulke, 2005.

In summary, the following objectives are central to this analysis:

= First, does intensive cross-linking between FFV farms themselves and
complementary units (suppliers, buyers, services, and further involved
actors) exist at the regional level?

* Second, are the FFV farms involved in the system competitively better off
than the non-integrated ones?

* Finally, how much do the different linkages contribute to the success of the
FFV farms in relation to each other?

Based on these objectives we draw a conclusion that outlines the relevance of our
results in the broader state of the art and for policy applications.

Methods of Data Collection and Analysis

Characteristics of the Case Study Area — Mt Kenya

Because of favourable soils and climatic conditions the Mt Kenya region has one
of the largest concentrations of FFV farms in Kenya (Waitathu, 2008).
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The number of FFV farms in Kenya and in the Mt Kenya region is volatile,
depending on the seasons and differ significantly in studies over the years (sec e.g.
Ouma, 2010; Mithoefer et al., 2008). According to Ouma (2010: 209}, Kenya had
about 20,000 farmers growing fresh produce for the export market in 2008. Given
a population of 38,610,097 (population census, 2009) and an area of 581,834 km?,
this leads to a density of 0.52 FFV farms per 1,000 inhabitants and 34.37 farms per
1,000 km? (KNBS, 2012).

For the Mt Kenya region (districts Embu, Kirinyaga, Meru Central, Meru
North, Meru South, and Nyeri), Mithofer et al. (2008) came up with roughly
7,200 farms (in 2005) for only four districts (Kirinyaga, Meru Central, Meru
North, and Nyeri). While we could not access reliable data for the other two
districts 7,200 farms already leads to a concentration of 1.84 farms per 1,000
inhabitants and 530 farms per 1,000 km? for the entire Mt Kenya region,' which
demonstrates the high structural clustering of export FFV farms in the region
(KNBS, 2012).

Most of the farms are individually owned and unaffiliated small-scale operators
with less than 10 ha (McCulloch and Ota, 2002). Their horticultural export products
include French beans, snow peas, avocados, and mangos (Kaburu et al., 2001;
Waitathu, 2008).

Data Collection and Analysis

A methodological blend of expert and stakeholder interviews and standardized
questionnaires on the relevant farming businesses was used to gain detailed insight
into the networks of the horticultural industry. Overall, a standardized survey
involved 169 export-orientated individual FFV farms from 42 randomly selected
villages from all different districts of the Mt Kenya region. Five per cent of the
surveyed farmers had no formal education; 32 per cent attended only primary
school (own results). Additional qualitative interviews were conducted with 32
farmers in the survey and with 42 experts and stakeholders in the region and along
the value chain (see Table 2.1).

The experts and institutions were selected based on literature review of existing
studies on the industry (e.g. Ouma, 2010; Mithofer et al., 2008). The interviewed
brokers were met personally and at random collect points in the region. The
importers and exporters were selected randomly via trade directories.

In the survey, the farmers were asked about their immaterial business linkages
(business-relevant knowledge exchange and support on fulfilling standard
requirements) to various supplementary units. To identify the success of each
farming business, the farmers were asked to estimate their annual turnover,
bargaining position and future business expectations. The indicators were selected
based on interviews with different experts (including Ouma and Kulke). There are
a large number of indicators measuring the competitiveness of firms, which all

1 Ata given population of 3,903,626 people and an area of 13,580 km?.
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have advantages and weaknesses (Day and Wensley, 1988). Although the two final
indicators are based on subjective judgment, when combined with the turnover data
and the qualitative results, they give a useful basis for analysing the importance of
the business linkages. Furthermore, similar indicators have successfully been used
in related studies (Dannenberg and Kulke, 2005).

The data was collected from October 2008 until August 2009. Further interviews
for validation took place in October 2012. During the qualitative interviews, the
experts and farmers were separately asked to describe and assess the importance
of the different linkages and give examples for such interactions (if applicable).
Farmers without business-relevant linkages, were asked, why they were not
linked. The interviews were manually recorded in order to maintain a trusting
and open atmosphere. Afterwards, we analysed and classified the interviews with
the social science software Maxqda (which is commonly used for qualitative
empirical studies).

The percentage of the quantitative-surveyed farmers who were immaterially
linked with the respective actors in the region was outlined to indicate the
network activities. Secondly, the farmers were grouped as ‘linked’ and ‘not
linked’ (knowledge exchange or support) and then compared with competitive
performance (indicators: annual turnover, opinions of the farmers on their
bargaining position and future expectations) using tabulations.

The quantitative analyses only gave evidence for the existence of direct
linkages. Beyond these limits, the qualitative farm interviews indicated the
existence of further unquantifiable linkages.

The interpretation of the results and the documentation and explanation of
the underlying causalities were completed through quantitative and qualitative
comparison of the results and through the interviews with experts, complementary
units in the region and other actors along the value chain, and in the context of
relevant literature.

Table 2.1 Overview of the interviewees

External experts (scientists) 7
GlobalGAP certifier 3
Retail 5
Importers 8
Exporters 5
Middlemen/brokers 3
Local institutions 11
Farmers 32

Source; Own results.




22 Economic Development in Rural Areas

Results
Vertical Connections in the Industry

Our results show that our sample farmers in the Mt Kenya region are linked to
different direct suppliers (i.e. of seeds and pesticides) and buyers through material
linkages. In a large number of cases, these linkages go beyond the buying and
selling of products, and include knowledge transfer and different ways of support
(i.e. in implementing GlobalGAP).

Fifty-nine per cent of the farmers have business knowledge exchanges with
their direct suppliers (Table 2.2). This knowledge includes information about
how to produce and market their products (i.e., according to the GlobalGAP
standard). While this number shows the significance of these linkages, the cross-
table calculation shows no positive influence on the farmers’ competitiveness (i.e.,
turnover, bargaining position, or future expectations). The results even indicate a
negative correlation. While in European countries, input suppliers often have a close
connection to the farmers and train them on the use of their supply (Dannenberg
and Kulke, 2005) farmers and suppliers in Kenya stated that suppliers in the area
are usually just local traders and only have very limited knowledge. Other farmers
directly get their input supply including intensive technical training through
their exporters. This positive knowledge exchange was included as ‘knowledge
exchange with buyers’.

Table 2.2 Overview of vertical linkages of the surveyed farms in

the Mt Kenya region

Larger

Linkage part Percentage turnover b Betfel: Better future

iniage partners (n=169) (>100,000 :I;gs?tlir::g expectations
KSH)

Knowledge exchange

with supplier 59% 41% 15% 39%

No knowledge exchange 5 o

with supplier 41% 40% 33% 51%

Total (n = 163) 100% 40% 22% 44%

Knowledge exchange

weith bityer 40% 45% 36% 61%

gﬁhh;ﬁ‘;’;fdge exchange o0, 38% 12% 33%

Total (n = 166) 100% 41% 22% 44%

Source: Own results.

i
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Farmers’ competitiveness is highly connected to the linkages with direct
buyers. Forty per cent of the farmers stated that they get valuable business
knowledge that goes beyond the transaction of goods from their direct buyers.
As with the suppliers, this knowledge transfer includes information on how to
produce different products, and direct advice on how to fulfil the standards of
the international markets. In comparing the ‘linked’ and ‘non-linked’ farmers, 36
per cent of the ‘linked’ farmers saw their bargaining position as at least equal,
while only 12 per cent of the non-linked felt the same way. In addition 61 per
cent of the linked farmers viewed their future expectations as neutral, good, or
very good, while only 33 per cent of the non-linked did. Finally, linked farmers
achieved larger turnovers than those who were not linked. This gives first hand
evidence that immaterial linkages with buyers improve the situation of farmers. As
the buyers differ significantly, it is still necessary to analyse this category further.

The most common way for farmers to sell their products to the export market is
through an exporter. This is usually a larger professional company, which manages
the transportation of the products with cooled or non-cooled trucks from the farm
or a collection point. In this survey 84 per cent of the farmers sold at least part of
their products directly to exporters.

The second most common way (54 per cent) is selling to a middleman or a
‘broker’ (though 38 per cent of farmers sell through exporters and middlemen).
In contrast to exporters, these brokers usually have low capabilities. They
are mostly located in the region, are much less organized, often possess poor
transportation equipment, and are less reliable when it comes to payments and
general agreements. Working with brokers is especially common for farmers
who are peripherally located and for whom these buyers are often the only
connection to export markets. As a farmer from the peripheral northeast of Mt
Kenya describes the situation, ‘For us it is too difficult to get directly in contact
with the exporters because they are so far away’ (Farmer A, 15 August 2009).
As a result the product marketing of the farmers located in those areas often
depends on single brokers, who then have a monopoly of the bargaining position.

Table 2.3 Overview of the distribution channels of the surveyed farms in
the Mt Kenya region
Distribution Percentage Larger turnover Better bargaining Better future
channel (n=169) (>100,000 KSH) position expectations
Exporter 84% 43% 24% 46%
Broker 54% 35% 13% 41%
Total (n = 169) 100% 41% 22% 44%

Source: Own results.
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This problem also underlines the important function of the brokers as a link
to the market for the farmers in peripheral locations. The brokers themselves
sell the products either directly to an exporter or sell them to another broker.
In some cases, three or more brokers can be involved before the products reach
the exporter. Other options like selling to other farmers, or selling to a public
institution were only used by a minority (<5 per cent each).

Strong differences are especially evident when comparing bargaining position
of the farmers connected to different buyers. Twenty-four per cent of the farmers
who sell to exporters state that they have at least an equal bargaining position.
Only 13 per cent expressed a similar bargaining position.

A clear difference between the brokers and the exporters lies in their
networks. As outlined in several interviews, brokers are usually from a similar
background (according to their location, social and cultural ties, and education)
as the farmers. Thus, they can only give farmers limited knowledge (sce
also Dannenberg and Kulke, 2005) which is often ‘second hand’ such as on
international market requirements:

If you sell to broker you do not know so much about GlobalGAP, they often only
noted what the neighbours do. (Exporter A, 10 August 2009)

In comparison, the networks of the exporters have four advantages:

« Most exporters have established quality management systems for
farmers that allow the exporters to supervise and advise their farmers on
management and production methods through technical assistants on the
farm (Jaffee, 1994; Minot and Ngigi, 2003).

+ Most exporters are located in Nairobi and are therefore more closely linked
to the government offices, businesses, and donors that shape horticultural
policies and other key developments. Therefore, they have and can offer
quick and first-hand information (personal interviews with Exporter A, 16
August 2009; and Exporter B, 19 August 2009).

+ In their role as exporters they are also directly linked to their international
counter parts, which give them quick information on ongoing developments
in the markets.

« In addition, most exporters belong to the Fresh Produce Exporters
Association of Kenya (FPEAK). While FPEAK generally supports its
members with information, lobbying and marketing, one of the key
functions of FPEAK is also the promotion of members’ compliance with
international standards. As the CEO of FPEAK stated, “We are monitoring
Japan, EU and US standards [...] and we then advise our members as soon
as possible, so that they can comply on time’ (Exporter C, 10 August 2009).
Because of the support of FPEAK, the exporters teach their suppliers how
to fulfil required market standards (FPEAK, 2008).

Regional Linkages in the Kenyan Horticultural Industry 25

Some of the exporters are also producers with large capital intensive production
units in the region. However, these exporter-owned production units usually
do not directly compete with the smaller individual farmers, but work in close
cooperation with them to increase joint export sales volumes. While the number of
these exporters was too small for meaningful quantitative analysis, the interviews
suggested that the linkages to these larger companies had especially positive
effects on the competitiveness of both larger and smaller farms. As the manager of
a large scale exporting and producing company described:

We need the small farmers and they need us. We help them with training and
information and even let them work on our farms but we also buy their products
during peak demand, when we do not have enough volume to sell. However, we
only can buy their products if they fulfil the requirements of our buyers, so that
is why we train them. (Large-Scale Farmer C, 14 August 2009)

In this way, large-scale and small-scale farmers are not only acting as competitors
but also as partners in certain areas of joint production and knowledge exchange
(coopetition; Porter, 1998).

This leads to the conclusion that interregional and internationally based
exporters, with their historically developed quality management systems and
their good international connections, can be seen as key buyers with access to
key knowledge about the market. While Peter Gibbon et al. (2008) use the term
‘turn key supplier’ as crucial interfaces to organize the flows in the value chain
from a perspective at the end of the chain, this case shows the perspective from
the farm gate.

While the importance of the linkages to the exporters has already been
highlighted, it is interesting, that large numbers of farmers are not directly linked
to exporters, but still sell through brokers, who usually do not have good access
to relevant business information. The question arises as to whether there are other
networks or sources, which may support the small-scale farms to produce and
fulfil the high requirements of EU buyers.

Horizontal Business Connections

Regarding the linkages between farmers themselves, the majority of the farmers
(85 per cent) are members of local or regional farmers associations that are formally
organized and usually registered with the Kenyan Social Service department or
the Ministry of Cooperative Development and Marketing. The associations hold
meetings and assemblies where they elect their leaders and discuss their business
problems. Through these associations, the farmers can access training (i.e.
private consultants) on various aspects of horticultural production (i.e., pruning,
fertilization) and receive help meet export standards such as Global GAP.
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Table 2.4  Overview of horizontal linkages of the surveyed farms in

the Mt Kenya region

iRl Pt Percentage  Larger turnover balrae:::ﬁl{n Better future

gep (n=169) (>100,000 KSH) LML expectations
position

xsg;‘l’;rl;‘; an 85% 43% 25% 44%

i‘;&?f;ﬁgﬁr man 15% 28% 8% 48%

Total (n = 169) 100% 41% 22% 45%

Knowledge

exchange with 9% 67% 27% 60%

cooperatives

No knowledge

exchange with 91% 38% 22% 42%

cooperatives

Total (n = 163) 100% 40% 22% 44%

Knowledge

;’r‘fvﬁzge with 7% 64% 36% 739%

consultants

No knowledge

exchange with 93% 39% 21% 41%

consultants

Total (n = 163) 100% 40% 22% 44%

Source: Own results.

The survey showed positive correlations between membership of a local
or regional association and higher FFV success in the turnover and bargaining
positions, although, there is no clear correlation between being an association
member and the future expectations of the member. Also, our qualitative
interviews revealed membership advantages for association members:

* The exchange of knowledge about different buyers and their reliability.

e The pooling of their produce to achieve volumes that make them
attractive to more buyers and give them better market options.

« The creation of direct connections with exporters, which leaves out
middlemen and provides exporters with single negotiation partners.
One farmer stated: “When we organized ourselves we could go directly
to the exporter and we had a better bargaining position for the prices.
With our organization we could also check out different exporters in

>
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Nairobi and bargained. So it was a self-empowerment’ (Farmer D, 10
September 2009).

» The ability to pressure buyers to deal with them fairly or lose business with
the entire group.

Apart from official associations, the majority of the farmers were organized in their
local villages (mostly embedded into village hierarchies led by village elders).” In
these communities, the cooperation varied but often included collective storage
of the products (i.e. in a joint shed), buying farm supplies in order to lower costs,
and jointly negotiating with buyers. A chief of a group of 20 farmers organized
at the village level described their cooperation: ‘I as a chief organize and buy the
supply for the whole group. I also get in contact with our buyer and we exchange
information [...] In the past, they have shown us how to produce but also how
to build storages’ (Farmer E, 15 August 2009). This statement also underlines
the importance of the group in improving linkages with external actors. Another
aspect of group actions in several villages is the building of joint charcoal-powered
cold storage for perishable horticultural produce. While this form of cooperation
was commonly practiced informally (and could therefore not be recorded in
the questionnaire), 9 per cent (in total 15 farmers) were members of a formal
cooperative. While this number is low (and therefore quantitative evidence is
limited), our survey underlines the positive effects of cooperation as a cooperative
in all three indictor variables.

A third horizontal linkage that is positively discussed in cluster appreaches
is the linkage that farmers have with private consultants. In our sample, private
services (i.e. banks, consultancies and trainers) were generally used by larger
companies and organized groups to share the relatively high costs of such services.
The survey indicated that only 12 farmers individually had business relevant
immaterial linkages.® Group trainings by professional trainers were seen as critical
sources of knowledge for all 42 villages that we visited. Most of these training
sessions focused on proper usage of chemicals, storage solutions for perishable
goods, and the fulfilment of standards.

Local banks offer farmers additional support and training. For example,
Equity Bank employs 25 horticultural specialists in the Mt Kenya region.
These specialists conduct free training sessions that are open to entire villages
at local farms. In these training sessions, specialists e.g. demonstrate production
methods. As one of the officials noted: “The idea behind it, is of course, that those
farmers we help will go to us if they need credits, and if we help them running a
successful business, they become better customers’ (Officer of the Equity Bank,
11 August 2009).

2 The concrete number is hard to tell as the level of organization goes hand in hand
with the general organization of the village and is mostly informal.

3 Those immaterial linkages transmit business information (especially the exchange
of knowledge on production and marketing) that goes beyond normal services like banking.




28 Economic Development in Rural Areas

Connections with Institutions and the Further Local Environment

Apart from private business relations, different support units could be identified in
the local and regional environment.

Most farmers stated that they had good relations with the local municipalities.*
Based on interviews with the farmers, interaction with public extension officers
varied strongly according to the quality and the availability of the public extension
officers. In general, the officers aimed to help and consult farmers in different
areas of production and marketing. Some local districts had a variety of officers
with specialties on certain crops, while others just had one or two officers, with
low qualifications, There were clear differences in the quantity and intensity of the
linkages depending also on the infrastructural connection of the villages.

Apart from the local governmental support at the municipality level, our study
could identify the Horticultural Crops Development Authority (HCDA) as a
supporting unit in the Mt Kenya region. While the general supportive effects of the
HCDA have already been outlined in different studies (see above) its activities at
the regional level have less of a positive impact. In the Mt Kenya region, HCDA
has several projects, including the building of large cooling stores for fresh fruit and
vegetables and other forms of logistical support. Unfortunately, as both farmers and
officers of HCDA stated these projects have so far not led to larger benefits, because
there is no agreement between farmers and HCDA as to who is responsible for the
costs of running the facilities. One officer in charge of an HCDA depot described the
current situation clearly: ‘Our facilities are too expensive for most farmers and are
not used much’ (Institution A, 13 August 2009). In contrast, the transport, cooling,
and packing facilities at Jomo Kenyatta International Airport are highly frequented.

As mentioned above, another group of supportive actors in horticultural
businesses, which have been controversially discussed in literature (see e.g.
Humphrey, 2008) are the different international and national donors. According to
our study results, the role of donors seems to be rather marginal. There is generally
a large variety of national and international donors in Kenya. Even so, only 5 per
cent of the farmers stated that they got any donor support. This is partly because
donor connections to the farmers in Mt Kenya villages are limited by bad roads
(different interviews with farmers; see also Dannenberg et al., 2011). As an officer
of an international donor outlined, ‘Of course the main parts of our activities take
place in the rural areas, but it is impossible to reach everybody’ (Institution B, 18
August 2009). Another reason for the limited success of the donor activities is the
lack of trust. As one farmer stated: ‘farmers are not cooperative with foreigners,
they do not accept foreign aid. They need trustful people’ (Farmer F, 12 August
2009). This was underlined by an expert from Moi University: ‘The farmers have
much more trust in local organizations’ (Expert A, 17 August 2008).

4 It was not possible to quantify these networks, as the contacts to municipalities,
public extension officers and donors take mainly place at the village level and not directly
with the farmer.
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Table 2.5 Overview of the linkages with institutions and the local
environment of the surveyed farms in the Mt Kenya region

Linkage Percentage Larger turnover Better bargaining Better future
partners (n=169) (>100,000 KSH) position expectations
Exchange
with local 40% 52% 23% 43%
environment
No exchange
with local 60% 33% 21% 44%
environment
Total (n = 163) 100% 41% 22% 45%

h ith
faﬁﬂi“ge s 21% 56% 12% 53%
No exchange o o
with family 79% 36% 25% 41%
Total (n = 163) 100% 40% 22% 44%

Source: Own results.

While the analysed actors all came from a professional farming-related
background, the study also identified that 40 per cent of the farmers also used
private local contacts (i.e. family members, friends, and neighbours) as sources of
knowledge exchange and support. The most important source of this was family,
with 21 per cent (54 per cent of all named sources).

The impact of these linkages on the competitiveness of the farms is
inconclusive. Our interviews reveal a lack of competence of the actors in the local
environment in specific aspects of farming, especially where qualified knowledge
is needed such as for meeting international standards. Here, local friends and
family networks could not substitute professional help (interviews with various
farmers and experts, 2008-2009).

Conclusion and Outlook

The results show the existence of different horizontal and vertical networks in
the Mt Kenya region, which go beyond input-output, command, and control
relations in the value chain. Buyers and suppliers are seen and are frequently
used as business relevant knowledge sources by large parts of the farmers. Apart
from these vertical linkages a variety of horizontal business relationships and
connections with institutions and the local environment exist. However, these
linkages vary strongly according to their total number and their impact on the
competitiveness of the farmers.

. OO
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Figure 2.2  Key knowledge and support networks in export-orientated
FFV farming in Mt Kenya

Source: Own design.

The example of the relation between small-scale and large companies
reveals that this structural mixture leads to synergies for both farming groups.
Valuable knowledge spillovers even take place between trusted local competitors
(‘coopetition’). While the results outline the key role of exporters, the large
number of competitive producers not working directly with exporters but linked
with regional actors and institutions shows that integration in regional networks
positively affects the competitiveness of the embedded farms. The comparison
of ‘linked’ and ‘non-linked’ farmers shows that it is not only the structure (i.e.,
the existence of valuable organizations and institutions) of the regional agrarian
system (or a complete industry) that matters, but also the interaction that take
place within the system. This study emphasizes the importance of local networks
for less developed countries and regions with poor transport systems and limited
access to information. However the study also shows that the different linkages
also differ in their impact on the competitiveness. For example, the knowledge
exchange with (typically low-qualified) suppliers and family members has not
improved the competitiveness of the farmers.

In terms of the discussion of global value chains, our results suggest that a
focus on value chains, power relations, and institutional frameworks alone,
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without considering the importance of the linkages, networks, and structures in
regional agrarian systems leaves out important explanations for the success of the
Kenyan horticultural industry.

Our study can also give new additional knowledge insights for developing and
improving regional policy and donor support systems. This could include training
measures for the suppliers and brokers who have high numbers of contacts with
farmers and could therefore be used as multipliers in areas where accessibility for
donors is difficult and where farmers are not integrated in exporter-based quality
management systems.

While the study so far indicates, that horizontal linkages occur mainly in local
and regional networks so far, future research should also consider possible broader
linkages with actors outside the region, which might develop due to an increasing
use of information and communication technologies (ICT) for businesses
(Dannenberg and Lakes, 2013).
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