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Abstract
Agricultural production and market participation by smallholder farmers in Kenya continues to
dscline despite the market reforms undertaken in the last one decade. This study examines the
factors behind this decline. The objectives of the study are to evaluate agricultural price
eyolution and volatility, institutional changes, smallholder farmer's resource allocation and
productivity as well as their efficiency in the advent of market reforms. The study focuses on
smallholder coffee farms in Central Kenya province.
Four separate but related analytical models are applied in this study. Various time series
sutistical methods including an ARCH (M) model are applied to analyse the price evolution
aid volatility for the period 1985 to 1999. Institutional changes are analysed using an exchange
configuration framework, which is theoretically founded on new institutional economics. A
bivariate probit selectivity model that relates household's credit and land constraints to
resource allocation and farm productivity is also applied. Finally, a stochastic translog cost
frontier model is applied to measure cost efficiency.
The study shows that market reforms in Kenya, although of the priciest type, did not
c-eate sufficient conditions to completely reverse the decline in agricultural sector terms of
tríade and producer prices in the previous years. Nevertheless, market reforms reversed the
negative trends in prices which were prevalent during the pre-reform period. The reforms are
also associated with higher price volatility with attendant increases in price volatility costs to
smallholder farmers. Institutional reforms lagged behind the market reforms, a situation that
constrained access to agricultural services, supply of agricultural credit, private sector
participation, while increasing transaction costs to agricultural producers. The study also shows
that constraints in factor markets, high transaction costs and risks tempered resource allocation
towards subsistence production with consequent declines in productivity and market
participation. Smallholder farmers in Kenya are shown to have medium to high level of
production efficiency that is comparable to efficiency levels in other developing countries. The
sludy consequently concludes that smallholder-based development strategy is still an efficient
nlode of organising agricultural production. While there is still room for improving smallholder
farmer levels of efficiency through better resource allocation and re-allocation, the highest
source of growth is likely to come from technology development that shifts the production
frontier outward.
The conclusions points to the need for policy interventions that mainly focuses on
c-eating institutional frameworks necessary for reducing transaction and production costs, price
aid institutional performance risks, increasing access to production resources, services and
markets by smallholder farmers. The study also identifies and recommends specific policies to
eihance private sector participation as well as the social capital of smallholder farmers. This
sludy views these as the main challenges to be tackled in the second-generation reform
programs for agricultural development, prosperity and poverty alleviation in Kenya and SubS^haran Africa in general.
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CHAPTER 1
INTRODUCTION
1.(1

Agriculture and development in Sub-Saharan Africa

Much emphasis in development economics, both in historical and theoretical perspective, has
been laid on identifying the role agriculture plays in the process of development. In the
majority of developing countries, agriculture is the dominant sector accounting for a major
share of GNP as well as employing more than half of the labour force. This contrasts strongly
wth developed economies where less that 10% of GDP and employment can be attributed to
agricultural activity (Hayami & Ruttan, 1985). Developing countries are, therefore, heavily
dependent on agriculture for the investment resources necessary for economic growth. The
generation of increased agricultural surplus requires raising the productivity of agriculture
resources. This can only be achieved through technological, market and institutional changes
that enhance resource allocation and productivity in agriculture.
In Sub-Saharan Africa (SSA), agriculture accounts for 35% of the region's GNP, 40%
of exports and 70% of employment (World Bank, 1998). While agriculture needs to be the
engine of growth in these economies, its performance in the last two decades has been
disappointing with the sector's growth being exceeded by increases in population. This poor
growth in the agricultural sector coupled by a heavy external debt burden led to an economic
crisis in the region with massive poverty, hunger and decline in general welfare of the region's
630 million people. To address the economic crisis and to rejuvenate development in the
renon, the international community led by multilateral financial institutions mainly World
Bank and IMF, in collaboration with governments in the region, introduced Structural
Adjustment Programmes (SAPs) in the early 1980's. The programmes were intended to
accelerate economic growth through economic liberalisation and structural reforms. The SAPs
wore premised upon new ideas about the roles of government and the private sector both in
national economies and society in general (Stiglitz, 1998; Moll, 2000).
After more than a decade of structural adjustment, economic growth in SSA has started
to pick up. GDP grew at an average rate of 3.3% between 1993-1997 compared to 1.3% in the
period 1988-1992. Nevertheless, despite these recent gains, per capita GDP in 1996 was
estimated to be below that realised in 1990 and poverty was increasing (ADB, 1997; World
Bank, 2000a). This evidence is supported by Collier & Gunning (1999), who indicate that per
capita GDP in Africa declined by 1.8 % per annum between 1990-1994 as compared to a
decline of 1.3 % per annum in 1980s. These facts have made the question of how far SAPs
contribute to economic growth, development and poverty reduction one of the most contested
developmental issue in recent years (Raikes, 1997; Mosley et al, 1995).
Although the direction of policy in most SSA countries has generally been towards
liberalisation, implementation has often been slow, inconsistent, erratic, untimely and
sometimes half-hearted. This has meant that results are not always clearly visible. However,
consensus is emerging that structural adjustments policies have mainly concentrated on market
reforms aimed at 'getting the prices right', while other reinforcing measures, policies and
imstitutional frameworks have lagged behind (Thorbecke, 2000; Kuvyenhoven, et al, 2000).
However, there is no doubt that the liberalised market systems emerging from structural
adjustment have fundamentally changed the economic landscape across SSA. These changes
an; mainly visible in emerging market and non-market exchange configurations and contractual
arrangements between market participants. Changes in relative prices, access to both factor and

