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Executive Summary
From the colonial days to present day, the sugar industry has been an integral componentof the Kenyan economy. It has grown in significance over the years, in the present day thesector contributes about 15 percent to the country’s agricultural GDP, the industry
also supports around 250,000 small businesses, workers and farmers. An estimated25 percent of the country’s population depends directly or indirectly on the sugarindustry for their livelihood. While facing stiff competition from international sugarproducers, the Kenyan government has pursued mercantilist policies in order to protectdomestic sugar producers and enforces consumption of domestically produced sugarthrough a myriad of policy tools. Whereas this policy approach has seemed politicallyprudent and expedient, it has come at the cost of a vibrant and competitive sugar sector.This paper chronicles the role of the state, through its policy tools and instruments inaltering the incentive structure for various players in the sugar sector. This analysis isexamined from the prism of four distinct but at times overlapping policy regimes: the
State Centric Regime, the SAPs Liberalism regime, the mixed market regime and the
COMESA Regime. While many past studies have analyzed the general state and thetechnical malaise in the sugar industry in Kenya, very few researchers have sought toproximate the role of the state in the performance of the industry. This paper adopts aninstitutional approach to depict the evolution of state involvement in Kenya’s sugarindustry, as well as explore the ramifications and unintended consequences of stateinterventions.
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Introduction to the ChallengeThe Kenyan sugar industry has over time suffered from myriads of problems. In 2013, theWorld Bank observed that the industry was, “highly inefficient, and only survives due to high

tariff and non-tariff protection.” For example, the cost of producing sugar in Kenya isestimated to be 550 USD per metric ton compared to an average of 250 USD to 330 USDin other Common Market for East and Central Africa (COMESA) countries and a globalaverage of 300 USD to 400 USD, FAO (2013). Farm-Gate and ex-factory prices also tend tobe higher in Kenya when compared with other regional countries; (See Table 1, Figure 1).Retail prices for refined sugar are also substantially high, consumers pay 120 Shillings

(1.2 USD) per Kilogram of sugar almost, double what European and US consumers pay(Fengler, 2012).Table 1: Cost of production per/hectare, 2012 Ton in select COMESA and EAC Countries

Source: (FAO, 2012)

Country Cost USD/Ton
Kenya 415-500
Sudan 250-340
Egypt 250-300
Swaziland 250-300
Zambia 230-260
Uganda 200-230
Malawi 140-180
Tanzania 180-190
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Figure 1: Domestic Sugar Prices in Kenya in comparison with the International Price for Sugar, 2005-2010

Source: (FAO, 2012)
Although the aggregate cane production has gone up over the years, it is worth

noting that this has been due to increases in total land area under cane cultivation

rather than increases in farmland productivity (evaluated in tons of cane

yielded/hectare). Farmland productivity in Kenyan farms seems to have gone down

over the years whereas productivity has been going up in other competitor

countries.1 Kenyan cane farms yielded around 130 tons of cane per hectare in the 1980sand 80 tons of cane per cane per hectare in the 2010, a reduction of over 38% over the twodecades, (FAO, 2012). (See Figure 2）

1 Improvements in on-farm technology have allowed other COMESA countries like Egypt and Mauritius toincrease yields/per hectare
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Figure 2: Graph Showing Reducing Cane/Hectare Production from 1980

Source: (FAO, 2012).Whilst productivity has been going down, the sugar industry remains critical to theeconomy and supports the livelihood of around 6 million people directly and indirectlythrough farming and other related employment, Atieno (2009). Local sugar productionfails to meet a growing demand for sugar consumption in the country. It is estimated that

the country’s production deficit in sugar ranges around 300,000 Metric Tons of

sugar annually. Furthermore, state controlled millers are 59 billion shillings (590

Million USD2) in debt and are becoming increasingly burdensome to the Kenyan

taxpayers and the economy.3 Both managerial inefficiency and patron-clientelism; a

conspicuous practice in the industry have contributed significantly to the massive

indebtedness within the industry. As a result, Kenyan consumers often pay much

higher retail prices per kilogram of sugar, these exorbitant prices subsidize the cash-

crunched state millers; the farmers are unable to meet their ends from the sugar

sector through taxes (Odera, 2014).

2 Mumias, debt3The state has taken steps divest its shares from existing state owned sugar millers
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Despite the government’s protectionism in the sector, as primary players, the farmersremain victims and bear the brunt of the poor health of Kenya’s sugar industry. Most ofthem find themselves in debt traps all year round, due to predatory agricultural financesystems. Corruption, exorbitant interest rates for farm inputs advanced to farmers bymillers, and general inefficiency connive to compound the farmer’s destitution. In addition,poor farm-gate prices give them very little incentives for technological improvements andfarming methods. Consequentially, the industry remains under-mechanized and laborintensive, with a high cost of production and low productivity. Gibendi (2014), writing inthe Daily Nation observed that, “some farmers are charged up to 59.7 percent interest rate

on loan advanced to them by sugar factories for land preparation.”4Amid the development of sugar policy in Kenya, the state has primarily played two roles: adirect (production) role where the government operates and invests in sugar millers, anda regulatory role through which the government regulates players within the industry. Byand large, government policy and intervention has influenced and altered the incentivestructure of key players including the sugar millers, the consumers and farmers whosupply sugar to millers through a contract farming mechanism arranged by their out-grower associations at a great level. The government achieves these through specializedregulatory bodies, or directives from the ministry of agriculture. 5

4 http://mobile.nation.co.ke/news/Why-the-poor-Kenyan-sugarcane-grower-slave/-/1950946/2358254/-/format/xhtml/item/1/-/wnq2q8z/-/index.html5 The Kenya Sugar Board was the industrial regulator prior to the gazettement of the Crops Act No. 16 of2013, which transferred the regulatory role of the Kenya Sugar Board to the Agriculture, Fisheries and FoodAuthority
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The Evolution of Sugar Policy in KenyaFor us to analyze the various challenges to the sugar sector, it is important to put the sectorthrough its historical and chronological context. The following section details the historicalevolution of the sector.
State-centric approach to the management of Sugar Sector (1950’s –
1960’s)

After independence, the state initiated several policies to maintain a grip on importantfacets of economic production demonstrating a desire to Africanize Kenya’s economy.Under the rubric of the country’s first development plan, “African Socialism and Its

Application to Planning in Kenya,” the state justified investment in the economy using theso called “parastatals”6 emphasizing the important role of a state ownership and policyintervention.7 During this period the state invested in millers such as Muhoroni, Chemeliland Miwani which were privately owned by Indian families. For instance, Muhoroni SugarCompany Limited was acquired by the state in the 1960s as the East Africa Sugar Industries(EASI) Limited. Chemelil Sugar Company was privately founded in 1965. However, in 1974,the state assumed 95.39 percent ownership of Chemelil Sugar Company through a GermanGovernment aid package. As of 2001, the government had a 49 percent stake in MiwaniSugar with the rest of the shares held by Vanessa Associates, the miller is currently underreceivership. The National Adaptation Strategy for the Sugar Industry of Kenya revealedthat, as of 2007, with the exception of the West Kenya Mill, the government owned the vastmajority of sugar cane mills (see table 1.2)
6 State Owned Enterprises and Vehicles of state capitalism7 After independence the state argued that there was insufficient local private
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Table 2: Kenya Sugar Industry Ownership Structure
Factory Majority Stakeholder Stake (%)
Chemelil GoK 97.11
Muhoroni GoKMehta Group 82.7816.86
Nzoia
South Nyanza

GoKGoK 98.8799.80
West Kenya Private: Sunil Patel 100.0
Mumiasa GoKPublic ShareholdingCDC GroupOthers

38.0429.1314.5418.29Source: National Adaptation Strategy for the Sugar Industry of Kenya (2007)One of the direct impacts of government led investment was in large scale irrigationschemes to maximize the land used for production and to relieve pressure to increaseyields on existing land. The government supported research to increase productivity tomaximize the use of available land by identifying optimal cultivation methods anddeveloping crop varieties based on the countries climate. The government pursuedresearch on farm mechanization to improve efficiency and investing in successfulagricultural equipment from abroad. Finally, the government undertook marketingresearch and invested in agricultural education programs to increase productivity. Asnoted by the Tegemeo Institute of Agricultural Development (2009), “Farmers were alsogetting credit facilities from Agricultural Finance Corporation (AFC) and accessedsubsidized farm inputs towards increasing their production” The state also managed thesugar levy. (See: Table 3) reveals the allocation of revenue from a 7.0% levy on locallymanufactured and imported sugar



BITTER SUGAR: HOW GOVERNMENT POLICY HAS LEFT THE KENYAN SUGAR INDUSTRY IN CHAOS

Page 8

Table 3: Utilization of SDL Levy
Activity % Percentage of Levy
Factory Rehabilitation 2.00 30
Research 1.00 14
Cane Development 1.75 25
Roads (Infrastructure)
Development

0.75 11
Fund Admin 1.50 20
Total 7.00 100Source: (Kenya Sugar Board, 2010)

Although sugar production during this period continued to grow, this was a result of thepolitical and economic emancipation of farmers, who had hitherto no rights to participatein commercial agriculture during colonialism, although they were dependent on post-independent produce marketing boards.8 During this time, the Kenyan government wasable to set the sugar prices for the market. The Kenya National Trading Corporation(KNTC) was the only body allowed to supply sugar to wholesalers and retailers from stateowned millers. This rather closed the value chain, the farmers had to sell cane to stateowned millers, which in turn passed on the processed sugar to KNTC - a state corporationfor marketing and distribution. There was little incentive for farmers and millers toimprove productive efficiency because domestic price levels were fixed through KNTC.  Attimes demand for sugar was not met due to a slower growth in sugar output and thelogistical capacity of the KNTC (See Figure 3).Under the Ministry of Agriculture (MOA), the National Irrigation Board was established tocontrol the major irrigation schemes in the country, establishing an additional sevenirrigation schemes, the government also established the Kenya Sugar Board (KSB) to dealin sugar, as well as support the production and marketing of sugar. The KSB controlled the
8 After independence native farmers were free to grow and cultivate cash-crop, a practice reserved forsettler farmers only during colonial times.
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importation of sugar to enforce self-reliance on domestic production and imposed importquotas to plug in deficits. The Marketing Research Division within the MOA identifiedpossible market outlets both domestic and international to prop the agricultural industry(Tegemeo Institute of Agricultural & Devlopment , 2009).
Figure 3:  Showing Gap between Production and Local Consumption

Source: (FAO, 2012)
Structural Adjustment Programs (SAPs) Led Liberalization of the Sugar
Sector (1980’s-1990’s)

The Liberalization period was marked by market reforms steered through StructuralAdjustment Programs SAPs led by the, World Bank. Liberalization in Kenya and many otherAfrican countries during the same period was an antecedent of the Berg Report, whichanalyzed Africa’s underdevelopment from the purview of too much state intervention inthe economy, Wanyande, (2001). The 1980’s and 90’s also saw the decentralization of



BITTER SUGAR: HOW GOVERNMENT POLICY HAS LEFT THE KENYAN SUGAR INDUSTRY IN CHAOS

Page 10

Kenya’s development planning and a marked shift from reliance on agriculture as abackbone sector to a focus on industrialization. Before liberalization the economy hadbeen chocking up because burdensome state-owned corporations had become inefficient,corrupt and simply unable to adapt with the times. In addition, falling internationalcommodity prices left the country in difficult economic times.9From 1970-71, Kenya had experienced a balance of payments crisis which spurred thegovernment to pursue import-substitution policies, increasing tariffs and import licensingrequirements, Gertz (2007). In 1980, Kenya and the World Bank signed the first StructuralAdjustment Loan, conditional on establishing liberal market policies. During the period ofLiberalization, drought-related reduction in food production and unprecedented largefood importation brought about the awareness of imbalance between food supply anddemand which was caused by the rapid increase in population on limited high potentialarable land (Republic of Kenya, 1984).
Market liberalization targeted increased competitiveness of the sugar sector by

removing price controls, lifting trade restrictions and privatizing the sugar industry.The reduced scope of government intervention in the production and input spheres left aspace to be filled by the private sector and private investors. In addition, the fold-up of theKNTC democratized the supply of processed sugar, allowing private distributors andwholesalers to supply sugar through-out the country. However, the accruing benefits of

privatization did not cascade down to the farmers because well connected local and

national political elite and top government bureaucrats captured the privatization

process.Political and bureaucratic capture of the privatization process prevented the realization arobust and competitive sugar industry, (see table: 4). In addition, due to the political
9 The congressional hearings regarding the Miwani Sugar Company exemplify this dilemma.
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reasons and the ideological persuasions of politicians, the state did not completely divestfrom the sugar industry and it maintained controlling stakes in at least five sugar millers.10Currently, the government still holds majority shareholding in major sugar millers (Seetable: 5). However, the government is under obligation to relinquish its share-holding fromits COMESA Sugar safeguard commitments. However, even as the government embarks onthe privatization program, restive noises still emanate from local political elite with vestedinterests in the sugar sector. County Governments have also argued that they have beensidelined in the privatization process, and have taken issue with the fact that the NationalGovernment has reserved 25% of shareholding in privatized mills.11
Table 4: Kenya Sugar Balance 1993-2000
Year Production Imports Exports Net

Trade
Consumption Ending

Stocks
1993 414,378 69,000 0 (69,000) 608,720 426,307
1994 358,844 182,073 0 (182,073) 619,590 317,634
1995 417,577 118,360 26,853 (91,507) 510,000 316,718
1996 422,977 71,549 26,607 (44,942) 500,000 284,637
1997 436,336 56,678 26,956 (29,722) 525,000 225,695
1998 488,187 203,390 0 (203,390) 650,000 266,272
1999 512,262 62,660 0 (62,660) 662,412 178,782
2000 436,938 125,912 3,260 (122,652) 662,520 75,852Source: International Sugar Yearbook (2006)Whereas the political and bureaucratic processes to privatize the Kenyan sugar mills havebeen going on, the consumers have continued suffering. In 2015, the Government of Kenyasuccessfully lobbied for an extension of the COMESA safeguards which have existed since

10 The state controlled millers are: Mumias Sugar Company, Nzoia Sugar Factory, South Nyanza SugarCompany[, Muhoroni Sugar Company, Chemelil Sugar Factory11 http://www.standardmedia.co.ke/article/2000176449/privatisation-of-kenyan-sugar-companies-opposed
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2005 for one more year.12 This is despite that Kenyan ex-factory prices are the highest inthe region, Kenyan consumers therefore pay some of the highest retail prices for sugar inthe world.Table 5: Current Government Shareholding in Kenyan Millers
Miller Government Shareholding 13

1 Chemelil Sugar 96.21%

2 South Nyanza Sugar Company 98.8%

3 Nzoia Sugar Company 97.93%

4 Miwani Sugar 49%

5 Muhoroni Sugar 16.9%

Source: (Privatization Commision of Kenya, 2015)
The Mixed-Market model

The mixed market model was a consequence of the World Bank’s SAPs and a necessarytransition to promote sustainability and efficiency in domestic sugar production. It emergedbecause of the ideological persuasions of political leaders as well as the perceived failure ofSAP led Liberalism. The Kenyan government changed public policy to allow private sugarproduction and proactively decreased their ownership in existing sugar producers. However,the Kenyan government continued to enforce mercantilist policies (Particularly in importcontrols) to favor inefficient, domestic sugar production at the detriment of the Kenyanconsumers. In effect, this created a competitive domestic environment but still encouraged malinvestment because domestic sugar producers were not subjected nudges of competitive
12 http://www.theeastafrican.co.ke/business/Kenya-gets-Comesa-extension-on-sugar-imports/-/2560/2987170/-/3r1155z/-/index.html13 In many cases the governments shareholding in Sugar Millers are held by the Agricultural DevelopmentCorporation (a government owned corporation) and the Development Bank of Kenya.
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improvements. Government involvement in sugar production also crowded out the space forprivate sector, as such critical private sector capital did not flow into the sector.Whereas the influence of the mixed-market regime in agricultural policy does not have clearhistorical demarcations in time, there have been periods where its influence has beenconspicuous. One such period is between 2001 and 2007 where the state took a moreprominent role in agriculture, through market facilitation and coherent regulatory policy.This phase ensued in part due to the perceived failures of the SAP-led liberalism. Theapprehension by the state of fully liberalizing the sugar industry or playing a verypronounced role were evident. During this phase, the government committed itself throughthe Poverty Reduction Strategy Paper (PRSP) to create opportunities for rural communitiesthrough agriculture and to provide opportunities for the private sector to effectively carryout activities in a competitive global environment, (Gitau, Kimenju, Kibaara, Nyoro, Bruntrup& Zimmermann 2009:12).The government also saw the need for co-operative governance, the civil society, and theprivate sector and civil society were mainstreamed into policy making and policy decisions.During this policy regime, the hectearage under sugar plantation increased from 130,000hectares in 2002 to 150,000 hectares in the year 2006 (Waswa & Nentondo, 2014). The

mixed-market regime also alllowed for the examination of the comparative

efficiencies between private and public millers. Waswa and Nentondo, found out that

during this period, on average private millers paid a much more competitive price to

cane farmers than state owned millers (parastatals) (see Table: 6). Comparative

productivity (evaluated in cane conversion ratios) between state millers and private

millers was telling, with state owned millers under-perfoming in cost and

manufacturing competiveness.The cane conversion ratios, which validates the efficiency of the sugar crushing process, forstate owned Millers was appaling, this in itself pilling up to inneficiencies already realized at
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earlier stages of the value chain. Monroy, Mulinge and Witwer, (2013) found out that, therewere significant differences between government and private owned enterprises, forexample, in 2008 Mumias (a company with private majority shareholding) had a conversionratio14of 9.65 whereas Muhoroni, a state owned company had a conversion ratio of 12.67,this means that Muhoroni required an additional three units of cane to produce the sameamount of proccessed cane as Mumias.  Kenya’s conversion rates are still poor whencompared with other COMESA countries (See table 7).Table 6: Showing Different Farmgate Prices of Cane Between Private Millers and State Owned Millers
Private Millers

Mumias Kibos Butali Soin West Kenya
Total crop area
(hectares)

52,530 4,377 17,379 1,351 23,524
Price/ton
(November 2011)
(KES)

4,185.85 4,300 4,000 4,350 4,300
State Owned Millers

Nzoia Sony
Sugar

Muhoroni Chemelil

Total crop area
(hectares)

26,234 16,976 14,190 16,962
Price/ton
(November 2011)
(KES)

3,800 3,500 4,000 4,300
Source:  (Waswa & Nentondo, 2014).

14 Cane conversion ratio is measure of evaluating milling efficiency evaluated in Tons of Cane TC, Toproduce Tons of Sugar TS (TC/TS)
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Table 7: Showing The Cane Conversion Efficiency Of Other Countries In Comesa
Country Unit 2005 2006 2007 2008 2009 2010 2011*
Kenya TC/TS 9.84 9.54 10.00 9.99 10.24 10.90 10.90TS/TC 0.102 0.105 0.100 0.100 0.098 0.092 0.092
Main
Trade
Partners
(Egypt,
Swaziland
and
Malawi

WeightedAverageTC/TS 9.56 9.70 8.92 8.85 8.74 7.99 8.37
WeightedaverageTS/TC 0.10 0.10 0.11 011 0.11 0.13 0.12

Source: (FAO, 2012)

The COMESA Regime

The Common Markets or Eastern and Southern Africa (COMESA), is one of the continent’seconomic blocs besides ECOWAS and SADC. COMESA was established in the year 1994with goal of increasing the free flow of intra-regional trade. Today the bloc has 19 memberstates and a population of over 470.26 million (COMESA, 2015). Kenya is a net importer ofsugar of approximately 200,000 metric tons per annum indicating a consumption level(domestic demand) that far exceeds its production (domestic supply) level. This reality hasled various groups within the sugar industry to call for more protection of the sugar caneindustry.However, the fundamental problem of sugar industry in Kenya is not under-protection butthe other way around. Under the agreement of COMESA, member states were supposed toeliminate import tariffs to ensure a free and friendly trade and business environment.
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However, Kenya sets an import quota (of approximately 200,000 Metric tons

annually) to restrict sugar imports from other COMESA countries under the guise of

allowing its un-competitive industry to become competitive. This essentially means

that locally produced non-quota sugar retails above international market rates. The

quota on sugar import does not only disrupt the sugar production domestically, but

also puts Kenya and its businesses in a very disadvantaged position in regional

trade. In the past years, controversies have dogged the process of granting out importquotas. The Ethics and Anti-Corruption Commission Reports that when the Ministry ofFinance opens the brief window, cronies(Cartels) “Fall over each other to secure the elusive license.” The Anti-CorruptionCommission further reports connivance between the Ministry of Agriculture, the KenyaSugar Board and the Kenya Revenue Authority to instigate artificial sugar shortages for thebenefit of importers, on such occasions local millers make huge losses. (Ethics and Anti-corruption commison , 2010)
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The Current State of the Sugar IndustryAfter years of policy tinkering and intervention, the sugar factories in Kenya are still under-performing. The Kenya Sugar Directorate,15 poses that the country would produce

883,691 tons of sugar were sugar factories to achieve 100% utilization from the

current 56.83%. It is not surprising that, Butali, Kibos and Western Kenya, three

factories running with the highest capacity in the country are currently privately

owned (Kamau, 2015).Technology constraint is another challenge local producers are facing. Although the KenyaSugar Research Foundation (KESREF), estimates that irrigation in sugar cane farmingwould increase plant crop yields by 45% or even double yields in some cane varieties, onlya small percentage of agricultural land and cane farming is under irrigation, KESREF,(2006). In the country, the low levels of irrigated agriculture poses a big challenge, theshare of irrigated agricultural output stands at 10% of total agricultural output (AgGDP).16Yet the potential for irrigation in the sugar sector is massive, conservative estimates showthat the Tana River Basin, The Nyando Basin and the Nzoia Basin have 700,000 hectares ofpotentially irrigable cane farmlands. Putting this land under irrigation would increaseyields from an average of 70-100 TCH to 120-150 TCH, and improve the sucrose contentfrom 13.5% of rain fed cane to 15%. This would massively reduce the yield variabilityassociated with Rain-fed cane farming, for example, between 1983 to 2002 cane deliveryto Chemelil Sugar Company, varied from 35 tch (tons per hectare) to 82.9 tch (Kenya SugarBoard, 2010).However, the infrastructural outlay for implementing an irrigation schemesis capital intensive and requires significant market reform.
15 The Kenya Sugar Directorate was created after the consolidation of regulatory institution in the
agricultural sector under the Agricultural, Fisheries and Food Authority, by the Agriculture, Fisheries
and Food Authority Act of 2013. The Kenya Sugar Directorate subsumed the roles of the Kenya Sugar
Act.16 Agricultural Gross Domestic Product
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Another factor which tops the list of all challenges faced by the industry is bureaucracy.The general guidelines are provided for by the Kenya Sugar Act (2012), which among otherthings proscribes the nature of interaction of various institutions that govern the industry.The Kenyan Sugar Act for example provides a pricing formula using “Sugar IndustryAgreements,” between farmers through their Outgrower Associations17 and the millerswhich means price-value of cane is not determined through a market pricing mechanism.The rent-seeking process involved in the process, combined with other policies havecontinued to weaken the momentum of the industry.Among the institutions governed by the Sugar Act are Outgrower Associations(Associations composed of small cane farmers contracted to grow cane and deliver cane tomillers). Outgrowers supply 90% of cane to cane millers, with nucleus estates supplyingthe other 10%. The Kenyan Outgrowers model was established in order to reduce theburden of mills dealing with thousands of individual farmers. However, according to theEuropean Union Support Program (2012), “Outgrowers Associations often lackmanagement skills and are left with large debts and depreciated equipment, forcing thesugar companies to take over responsibilities.” In addition the out-grower associations,through their umbrella organization Kenya Sugar Growers Association (KESGA), have beenaccused of massive corruption, a report by Action Aid poses that, “out-grower associations

were also rendered ineffective by their own immersion in patronage and corruption, and by

internal feuding. Protest by farmers themselves met a hard-edged response in a very

authoritarian industry setting – one that could go beyond economic threats to direct

violence,” (Harding, 2005).The Kenya Sugar Act also provides guidelines for the privatization of sugar mills, it forexample, states that Outgrowers must be entitled to at 51% of privatized state mills.
17 Kenyan Cane farming is done by a Nucleus Estate, where Millers have a Nucleus cane farm close to theSugar mill and small farmers who are organized in cane out-grower schemes.
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Whereas most problems affecting the Kenyan Sugar Industry are internal, albeit with aregional twist, as is the case with the COMESA agreements, the international environmentand particularly the international produce market has had a somewhat indirect role to playin the sugar sector. Of particular concern are the agricultural policies pursued by otherregional blocs and the externalities they have on agriculture in developing countries. Forinstance, the European Union’s Common Agricultural Policy (CAP) that included the sugarsector has been mired by controversy due to persistent and programmatic subsidiesadvanced to European farmers. As Sserunkuma and Kimera (2006), pose “The EU trade

regime is blamed for ruining the livelihoods of millions of poor farmers because it dumps

cheap products that have an unfair edge over competing commodities from developing

countries. Subsidies, in general, are also widely understood to distort and affect global trade.”Sserunkuma and Kimera continue to argue that because East African countries and otherAfrican countries have inadequate and insufficient access to export markets for sugar dueto regulation, protectionism and safeguards put in place by developed countries to starveof competition from developing countires with comprarative advantages in the productionof sugar. This means that Kenya, one of the few countries in the COMESA region with highconsumer prices becomes a prime destination for COMESA sugar exports.
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ConclusionFrom the foregoing analysis, it is clear that the state has traditionally played a pivotal rolein Kenya’s sugar sector. Through the purview of the different policy regimes: the StateCentric Regime, SAP led Liberalism and the COMESA in the sugar sector, it is clear that theincentives and disincentives have played a very critical in the performance of the sugarsector. Inherently, the incentive structure has over time been responsible for thedistribution of the sector’s value between political-economic actors at play.During the state-centric regime, although farmers, ‘critical upstream players in the sugarvalue chain’ enjoyed substantial benefits like stable prices and critical agricultural finance,mal-investment in milling, state control in distribution and price fixing through the left thewhole industry in limbo. The politicization of the sector and the somewhat apprehensiveprivatization during the SAP instigated liberalization regime meant that the industry didnot gain the perceived accruing gains of privatization and liberation. The COMESA regimeis also fraught with its own set of challenges, political and bureaucratic discretion indeciding sugar import quotas has had the net effect of enfeebling the farmers, millers andover-burdened the consumer with above average retail prices.However, all opportunity is not lost, the sugar sector can be salvaged by a policy mix thatbalances the incentives structure fairly and equitable along the value chain. Thegovernment should remain firm in its commitment of privatizing and liquidating under-performing state owned millers, the government should divest beyond the 25%shareholding it still intends to keep in these sugar mills. This privatization efforts wouldallow millers to be responsive to farmer’s needs, offer better farmgate pricing policies andattract agricultural finance in cane farming. A reform of the corporate governance practicesparticularly of Outgrower Associations would go a long way in ensuring accountability andtransparency which would engender farmer confidence.
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The adoption of technology both at the farm level and the mill level would improve bothyield and efficiency, the government should consider abolishing import taxes formechanical equipment, irrigation equipment and associated technology destined for thesugar sector. The government should provide an optimum legal and regulatoryenvironment for the development of a Kenyan Sugar cluster Association, which wouldaggregate players in finance, research, milling, farming and support services to make thesector more robust.This paper, has only analyzed the overview of the challenges and opportunities in the sugarsector. A lot more research and analysis needs to be carried out to fill in the gaps thatremain, both in technical knowledge and how that can be combined with new economic,legal, regulatory and political approaches to improve productivity.



BITTER SUGAR: HOW GOVERNMENT POLICY HAS LEFT THE KENYAN SUGAR INDUSTRY IN CHAOS

Page 22

References
Atieno, Y. A. (2009). Corporate Governance Problems Facing Kenya: A case study of Kenya's

Sugar Sector. Hamburg: Bucerius/WHU MLB.Food and Agriculture Organization (FAO). 2012a. Food Price Index, Rome: Food and
Agriculture Organization. Retrieved August 14, 2015 fromhttp://www.fao.org/worldfoodsituation/wfshome/foodprices%20index/%20en/en/Gitau, R., Kimenju, S., Kibaara, B., Nyoro, J., Bruntrup, M. & Zimmermann, R. (2009)
Agricultural policymaking in sub-Saharan Africa: Kenya’s past policies. TegemeoInstitute of Agricultural Policy & Development.Monroy, L., Mulinge, W. & Witwer, M. (2013). Analysis of incentives and disincentives for
coffee in Kenya. Technical notes series, MAFAP, FAO, RomeOdera, P. (2014). FACTORS INFLUENCING STRATEGIC PLANNING PROCESS BY MAJOR
SUGAR PRODUCING FIRMS IN KENYA. Nairobi: University of Nairobi-Thesis.Ogolla, A. (2012). Politicizing Structural Adjustment Policies in Kenya’s Sugar Industry:
Effects on pro-poor development outcomes. The Hague: Institute of Social Studies .Wanyande, P. (2001). Management Politics in Kenya's Sugar Industry: Towards anEffective Framework. Africa Journal of Political Science Vol.6, No. 1, 123-140.World Bank. (2013). The World Bank Group and the global food crisis: An evaluation of the
World Bank Group response.


