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Background 
 
Liberalization of agricultural markets in Kenya in the 1990s was supposed to lead, among 
other things, to improved procurement and distribution of key agricultural commodities, 
especially foodstuffs.  But several years into the liberalization era, the country continues 
to experience frequent food shortages that greatly compromise the welfare of its citizens, 
especially the poor.  In Kenya, food shortages are synonymous with maize shortages.  
Persistent maize crises sometimes manifest themselves in simultaneous existence of grain 
surpluses in some regions and grain shortages in others.  This situation has placed great 
doubt on the efficiency of the Kenyan food marketing system.  

Improved market efficiency was an expected outcome of agricultural market 
liberalization. Partial liberalization of the maize market started in the early 1980s, and 
full liberalization commenced in 1992, when the National Cereals and Produce Board 
(NCPB) lost it monopoly as the sole buyer and importer. Liberalization of the maize 
market was fully effected in December 1993, when consumer prices were decontrolled, 
grain movement restrictions were lifted, and the NCPB was assigned the role of 
stabilizing markets and maintaining strategic grain reserves. 
 
 
Objectives and Methodology 
 
This study sought to understand the effects of recent liberalization policies on the 
efficiency of maize marketing, and to determine how infrastructure, policy, and actions of 
government and its agencies have influenced efficiency in the post-liberalization period.  
The performance of the maize marketing system was assessed using several measures of 
efficiency: (1) the degree of market integration between surplus and deficit regions; (2) 
the level of marketing costs; and (3) the flow of price information.  The importance of 
infrastructure such as storage facilities, trading centers, credit institutions, market 
information systems and roads were examined.   The role of government policy in 
facilitating or impeding the private sector’s ability to respond to maize market 
liberalization was also assessed. 

The study tested several hypotheses. The first hypothesis was that liberalization 
has enhanced market efficiency as measured through integration of spatially separated 
maize markets.  A second hypothesis was that producer prices have increased while 
consumer prices have declined.  This situation might be a result of a reduction in 
marketing costs, which would in turn be the result of more open and competitive markets.  



A third hypothesis was that improved infrastructure has reduced marketing costs.  And 
the final hypothesis was that government policy and actions of government and its 
agencies have had a negative effect on the performance of the marketing system. 

Four districts (Trans Nzoia, Migori, Mbeere, and Nairobi), representing the major 
maize-surplus areas, minor maize-surplus areas, minor maize-deficit areas, and major 
maize-deficit areas were selected on the basis of maize production and consumption 
capacity and geographic information systems (GIS) analysis. A structured questionnaire 
was used to collect primary data from 234 maize traders in the four districts on 
infrastructure, government policies and private sector responses to market liberalization. 
Secondary data on maize production, consumption and prices were obtained from the 
Central Bureau of Statistics (CBS), the Ministry of Agriculture and other published 
sources. Informal interviews with key informants, including in the Ministries of 
Agriculture, Planning and National Development, and Finance solicited information 
about the status and problems facing the maize marketing system.  

Descriptive analysis of the data provided useful insight into various issues, 
including maize production, marketing costs and factors influencing market efficiency 
while price analysis deepened understanding concerning price trends and price volatility 
before and after market liberalization. The latter was examined to determine whether 
there was effective temporal arbitrage before and after market liberalization.  

Market integration was analyzed by considering price movements over time in 
geographically distinct locations. Monthly price data were divided into pre-liberalization 
era (Jan 1991- Dec 1993) and post-liberalization era (Jan 1994 - Dec 1999). Prices were 
studied using simple correlation, bivariate correlation and cointegration analysis.   
 
 
Findings 
 
Nominal maize prices in surplus and deficit regions exhibited an increasing trend and 
substantial fluctuations in both pre- and post-liberalization eras. Real prices, however, 
exhibited a slightly declining trend suggesting that liberalization may have led to reduced 
consumer prices for maize. The mean nominal price was significantly higher in the post-
liberalization period than the pre-liberalization period. Real prices showed no significant 
differences between the two periods.  

Prices exhibited higher variability in the post-liberalization period. This suggests 
that traders have not engaged in effective temporal arbitrage that could stabilize prices. 
Also, traders and farmers have failed to store grain to take advantage of this volatility due 
to lack of storage facilities, technology and because of perceived market risk. A study of 
price spreads suggested existence of inter-seasonal commodity flow reversals. 

Simple correlation analysis showed highly correlated prices between markets, 
suggesting shorter distances and improved infrastructure would lower transaction costs, 
make arbitrage profitable, and enhance market integration. Results from cointegration 
tests showed that most markets became more integrated in the post-liberalization period, 
partly due to removal of internal commodity flow restrictions that existed previously. 
Market liberalization improved the transmission of price signals among various markets 
in the country, strengthening the links between markets.  



Granger causality tests showed that most markets exhibited bi-directional or 
feedback causality, with markets in important production and consumer zones emerging 
as central markets after market liberalization. But market liberalization and integration 
alone do not guarantee market efficiency. Weak marketing infrastructure cause high 
market integration to exist alongside high spatial price differentials as a result of 
constraints imposed by limited transport, storage, and market information, among other 
physical and policy constraints.  

The results indicated that more than three-quarters of maize traders used “dry-
weather” roads, which were impassible during rainy seasons. Road and transport 
constraints raised transport costs, limited long-distance maize trading and restricted 
households to maize. Private and public investments in better roads between surplus and 
deficit areas would facilitate trade and access to food.  

Storage facilities were found to represent significant constraints to current market 
reforms, with very few farmers and traders investing in own storage, and existing NCPB 
facilities being too costly to rent. Lack of capital and credit, erratic price changes, 
problems of pest infestation, and high storage costs were cited as serious impediments 
needing attention. The existence of accessible market centers and adequate marketing 
facilities is a necessary prerequisite for the development and acceleration of private trade. 
Existence of clean, secure market centers increase private traders’ participation and 
improve efficiency in handling activities.  

Market information flows were found to have improved after market 
liberalization, but most traders continued to obtain their market information by visiting 
marketplaces and through other traders. Since such information is available through print 
and electronic media, this suggests that the current market information system is probably 
unreliable or ineffective. Lack of capital and credit is still a major constraint to entry and 
expansion of private commodity trading. More than 82 percent of the traders interviewed 
said they do not get adequate credit because of high interest rates and stiff collateral 
requirements. 

Current procedures requiring trading licenses for participation in maize marketing 
were also found to erect barriers to entry and expansion of private trade. The licensing 
process remains opaque and bureaucratic. 

Citing many constraints under market liberalization that included decline in maize 
prices, uncertainty over government policies and stiffer competition, most traders favored 
measures to strengthen their bargaining power, improve their access to credit, and restrict 
maize imports. Many of the traders appreciated the freer movement of commodities and 
better access to farm inputs as a result of market liberalization, but were unhappy about 
the unpredictable market conditions and high price fluctuations caused by the reforms. 
They suggested that the government help to enhance the bargaining position of the small-
scale farmers and traders through creation of stronger and effective associations and 
cooperatives, and by maintaining law and order (including solving land disputes) as well 
as enforcing contracts. 
 
 
Implications 
 
This study therefore finds that liberalization policy has enhanced market integration and 



the flow of information among markets. This finding suggests that potential arbitrage 
opportunities exist between maize surplus and deficit regions.  The study also reveals, 
however, that substantial infrastructural, institutional, and policy constraints hinder the 
exploitation of these opportunities.  The constraints undermine the development of 
private trade in the maize marketing system and lead to high marketing costs, barriers to 
entry and expansion by traders, and an uncertain business environment. 

Central and local governments must play greater roles in improving marketing 
infrastructure, enhancing the performance of the various institutions involved in maize 
marketing, and reducing uncertainty caused by government policy regarding maize 
marketing. Farmers and traders should organize themselves into groups to increase their 
bargaining power in the marketplace and to exploit economies of scale in acquiring 
marketing inputs such as storage and transport facilities and access to credit. Both 
government and nongovernmental organizations could play a catalytic role in the 
formation of these organizations. 


