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Introduction
Kenya’s economy performed below its potential during the 1990s. Since 1997, growth has
averaged only 1.3 per cent, consistently below the rate of population increase estimated at 2.4
per cent per annum. Consequently, per capita income in constant 1992 prices has declined
from US$271 in 1990 to US$239 in 2002. In addition, agricultural productivity has been on
the decline, competitiveness eroded and international financial support diminished. During
this period, poverty and food insecurity have increased.
Supermarkets are emerging in Kenya, but traditional markets will continue to dominate
food supply for some time to come. However, especially in the urban areas, there is an
expanding modern food system, with over 200 supermarket and hypermarket stores now
open. The country’s agricultural sector efficiently produces a range of exports including highvalue, air-freighted vegetables. This export sector includes small-scale producers as well as
large farms and plantations. The country has in many ways led Africa for 50 years in seeking
ways to help small-scale farmers.
Therefore, the prospects are good for small-scale producers to gain access to the modern
food system as preferred suppliers. There are several successful cooperatives already working
in Kenya. In fact, the only ingredient still required seems to be a private sector both willing
and able to use small-scale producers as suppliers and cultivate producer organizations as
long-term partners in their supply chains. It should be a priority of government to encourage
modern food processors and supermarkets to go down this inclusive pathway.

KEY DATA
Population (millions)
Per capita GDP (US$)
Urbanization (%)
Agriculture as % GDP
Per capita total retail food sales (US$)
Per capita modern retail food sales (US$)
Modern food retail as % total

2002

2003

2004

31.54
388
34
24.4
150
28

32.04
441

32.54
458

24.1
174
31

23.2
179
32
18

Exchange rate (1 January 2006): 1 US$ = 72.30 Kenyan shilling (KES)
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TOP CHAINS, 2004
Company

Ownership

Number
of stores

Nakumatt
Uchumi
Ukwala

Local
Local
Local privately
owned
Tusker
Local privately
owned
Woolworths (RSA) Franchise
Metcash
Foreign (RSA)
Other

14
30
10

Retail banner Market Grocery sales Grocery
sales 2004
share
2004
market
(US$ millions)
(%)
(US$ millions) share (%)
126
13.9
76
9.7
119
13.2
99
12.7
114
12.6
85
11.0

10

113

12.5

68

8.7

5
19

19
15
413

2.1

0

0.0

45.7

449

57.8

Source: PlanetRetail (www.planetretail.net)

Case study 1: Fresh fruit and vegetables
Horticulture in Kenya is regarded as a success story. It has undergone dramatic growth over the
years with several players getting involved in exports and sales to local markets. Most of the
FFV are produced by small-scale farmers. Important FFV crops include French beans, Asianstyle vegetables (especially karella, okra), snow peas, baby corn, tomatoes, cabbages, onion,
oranges, mangoes, bananas, papaws, pineapples and watermelon.
The sale of FFV in supermarkets is increasing and slowly spreading out of Nairobi’s middleand upper-class areas into poorer areas and rural towns and upcoming cities. In 2004, there
were 204 supermarket outlets in Kenya and there were 11 hypermarkets (Neven and Reardon,
2004). Nevertheless, FFV are still mainly (93 per cent) marketed through traditional channels
rather than the modern system.
The two dominant chains, Uchumi and Nakumatt have about 70 per cent of the total
supermarket market share (Weatherspoon and Reardon, 2003) with smaller supermarkets
(Ukwala, and so on) combining to make 25 per cent of the market share. The Nakumatt and
Uchumi chains have now opened branches in the major towns of Kenya. Uchumi has been
undergoing an ambitious expansion programme locally and into Uganda. The strong strategic
positions of Uchumi and Nakumatt have made it difficult for foreign competitors, particularly
those from South Africa.
Uchumi has extended its network to Kampala, Uganda, where it is competing with
ShopRite of South Africa. Two foreign multinationals (Metro (Metcash) and Woolworths)
from South Africa have recently joined the fray. These new chains are currently not yet
stocking FFV and are concentrating instead on processed food with a long shelf life. Again,
as they are foreign firms, they are less familiar with local suppliers but industry sources
indicate that South African firms are bidding for locally owned Uchumi, which has financial
problems.
As well as the supermarkets, FFV are purchased by hospitals, schools and prisons, as well as
hotels and other tourist facilities and restaurants. Most of these form part of the modern food
system and have requirements similar to supermarkets such as standard quality, year-round
supply, high volumes delivered directly to institutions and all supplied at low cost.
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Five years ago, the supermarkets purchased FFV from open-air markets, traders and farmers
directly. But issues of timely deliveries, volatile prices, and quality standards and safety made
them restructure their procurement in order to curtail these problems.
Nowadays, supermarkets want supply chains that ensure quality and traceability. Also,
supermarkets seek a steady year-round supply and reliable deliveries.
Unless action is taken, we can expect that direct supplies from small producers will dwindle.
Small scale producers will not find it always easy to deal with the modern food system since
companies change more rapidly than the old market outlets for farmers. At the moment this
lies in the future; supermarkets continue to be supplied by various sources that include small
producers, preferred suppliers, contracted farmers and intermediaries.
Nakumatt has adopted a centralized procurement system for its Nairobi network.
Nakumatt branches deal in FFV supplied by its subsidiary company Fresh ‘n’ Juici. The
company usually sources from medium-to-large farmers and imports, and some (about 10 per
cent) from small producers and wholesale markets. It packages and distributes to Nakumatt
branches using its own and hired trucks. However, Nakumatt operates a decentralized
system of procurement for its Mombassa network because of logistical problems of sourcing
everything from Nairobi.
With its dedicated supply chain, Nakumatt has started laying down quality and safety
standards for foodstuffs, with some of the produce being labelled with producer identification
for traceability purposes. Nakumatt’s monthly sales of FFV increased from 10 million KES in
2003 to 19 million in 2004. Nakumatt attributes this increase to high quality standards and
competitive prices to consumers (prices 10 per cent lower than other outlets), and improved
customer service.
Similar complications and often bewildering changes can be observed at the other
supermarket chain. Uchumi is slowly moving towards a distribution centre type of procurement
system in Nairobi. Uchumi now applies a dichotomous system, using a centralized Nakumattstyle purchasing system for some stores and decentralized purchases directly from farmers
both large and small, intermediaries (who often source from wetmarkets) or traders for other
stores.
Smaller and independent stores/supermarkets, which account for 25 per cent of the
supermarket market share of FFV, purchase through brokers who get their deliveries from
wetmarkets or directly from farms. Direct procurement from rural farms would be more
convenient if farmers were organized as groups. Otherwise the brokers would be tempted to
give preference to large-scale farmers so that they cut down on transaction costs. The volumes
of FFV dealt with in these stores are much lower than those of their bigger competitors. In
addition, not all these supermarkets deal in FFV and those that do have less variety to offer in
comparison to large chains.
Some of the large farm suppliers to supermarkets also export to Europe. The fee to the
retailer for certification to EUREPGAP standard is about US$ 875, excluding air ticket and
accommodation expenses for the foreign inspector, which is too high for a small-scale farmer.
Although the EUREPGAP requirements target the export market, it is expected that there will
be some positive spill-over effects for the local market, especially the supermarkets, hospitals
and hotels where producers that export sometimes supply or divert the high-quality products
to these institutions. The institutions might procure either directly or through brokers some
of the high-quality products produced under EUREPGAP conditions. Some of the quality
requirements (for example, emphasis on good hygiene) set by EUREPGAP and those set by
the local private sector, including large supermarkets, hotels and hospitals, are the same,
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an indication that the formally clear distinction between the local and export market is
becoming blurred.
This opportunity widens the market for locally produced goods that have been produced
in accordance with international requirements. This could yield benefits that trickle down
to small-scale farmers, especially those able to access the export market by forming producer
groups that could satisfy EUREPGAP. However, if supermarkets get used to export quality and
raise their FFV requirements, small-scale producers who have not entered the export market
will be excluded.
The Tegemeo Institute is currently conducting a study on why some producer groups have
worked and others have failed. Experience from export horticulture reveals that initially some
farmers violated contractual arrangements by selling to other exporters. But after a while this
became untenable as they became known as risky prospective suppliers for any exporter. But
other problems are hindering the establishment of POs, including poor road networks and a
non-existent legal framework recognizing POs as entities.

QUALITY ASSURANCE
Through its contractual arrangements with some growers, Uchumi stipulates a list of inputs
that suppliers should buy for their crops. This is one way that supermarkets can monitor
the quality of inputs used by farmers. The same system is used by Woolworths supermarket
of South Africa. This is not very common, though, as it is difficult for the supermarkets
to enforce.
Uchumi also specifies the quality of products the farmer is expected to supply in the
contract. Further, the supermarket staff make regular visits to the farms to supervise
production. The supermarket does not, however, specify who should supply other farm inputs
such as herbicides and insecticides. The grower–supermarket arrangements are driven by
market demand and recognize consumer sovereignty and therefore decisions are dictated by
consumer preferences.
The arrangement promotes consistent supply, quality, food safety standards and availability
of wide variety of produce throughout the year. For these arrangements to be successful, the
supermarkets need a close relationship with growers. We consider contracts in more detail
later in the chapter.
In a move geared to improving quality and standards, the Uchumi supermarket is
exploring three options. The first is to set up or hire a laboratory for chemical residual analysis,
especially of products sourced from open/wetmarkets and brokers. The second is to partner
with Sunripe and HACCP to ensure that suppliers, especially growers, meet the required
standards. Thirdly, to establish a central handling and inspection warehouse or facility where
adherence to standards and quality will be assessed.
With regard to procurement through brokers, the issues of standards and grades are not of
much concern to these small chains. They assume that the producer or the broker supplying
the products has observed the expected standards, especially good hygiene. Unlike the big
supermarkets, which sometimes use formal contracts, these chains are characterized by verbal
agreements with suppliers to set the quantity and price of supplies.
To promote production of quality and hygienic produce, Serena Hotels makes impromptu
visits to its suppliers. This is to inspect production and handling procedures as well as assess
the producer’s capacity to supply as expected.
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SUPERMARKET SUPPLIERS
FFV procured from farmers comes from large-, medium- and small-scale farmers who deliver
directly to buyers. With this system of direct procurement, it is easier to trace back the
product to its source compared with produce channelled through brokers and open markets.
East African Growers and Kenya Horticultural Exporters are the main importers for Uchumi
and Fresh ‘n’ Juici (Nakumatt). Supermarkets do not procure directly from open markets.
The markets, however, are good sources of the produce that brokers sell to supermarkets
and hotels. The respective proportions of suppliers to the retails outlets are shown in Table
5.1.
The selection of suppliers by supermarkets, hotels, greengrocers and hospitals is
influenced by factors such as level of trust, traceability, feasibility, and potential for
production in terms of quantity and quality, prices, proximity, and reliability. Preferred
suppliers differ among supermarkets. For instance, Uchumi prefers procuring directly from
growers of all scales though with a bias to those that are large and medium sized. Among
these growers, the supermarket prefers those that have irrigation facilities to allow for year
round production, with mobile phones to save on transactional costs (85 per cent of orders
by Uchumi are placed by phone) and with a bank account to allow for payment through
bank transfers. Locally produced FFV are delivered directly to branches. This is due to the
perishability of these products and the need to deliver them quickly in order to sell them
while still fresh.
For 2003, procurements of FFV under contract by Uchumi were estimated to account for
only 5 per cent of purchased volume. This was very small compared with the South African
chains, which had more than 90 per cent of procurement under contract. Among all FFV
procured directly from farmers, 20 per cent are delivered under contract while 80 per cent are
non-contracted.
Nakumatt, on the other hand, prefers to be supplied by its subsidiary company, Fresh ‘n’
Juici, that procures from various suppliers including brokers, producers and importers. This
company has the required facilities, including pack-houses, cold rooms, ample loading and
off-loading space, and a warehouse. The company does sorting, washing, packaging, slicing
and dicing before delivering the produce to supermarkets. Most of these activities add value
to the produce. From Nakumatt’s point of view, this arrangement enables one-stop shopping,
hence lowering transaction as well as coordination costs.
The medium- and small-sized supermarkets prefer to use brokers, who normally deliver
to their doorstep, thus possibly saving on transport costs, especially when there is high
competition among brokers who for the purpose of maintaining the client (supermarket) opt
to bear the cost rather than recover it by hiking up prices for the products.
Among the hotels and hospitals considered in this study, only Serena has branches
in the form of lodges located both in Kenya and Tanzania. Apart from the main branch
located in the city centre that procures FFV and milk products independently, procurement
for the other lodges in the country is centralized through the headquarters and then
distributed on a weekly basis to the lodges located in places such as Maasai Mara, Amboseli
and Kilanguni. Serena prefers producers located away from urban centres to minimize the
risk of contaminated produce such as that that promoted by the growing use of raw sewage.
Safari Park hotel and Kenyatta National Hospital select their suppliers by a monthly and
annual tendering system respectively. They normally go for, or prefer, the supplier quoting
to deliver at lowest price, though also taking note of other factors such as those described
above.
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Table 15.1 Retail procurement by source
Institution
Suppliers

Uchumi

Nakumatt

Corner shop

Farmers (%)

20

60

80

Brokers (%)

73

32

0

0
7

0
8

20
0

Open market (%)
Importers (%)

Medium-sized supermarkets (not shown in the table) traditionally rely on brokers for their
supply of fruit (Weatherspoon and Reardon, 2003). The fact that Safeways supermarkets
(medium sized in Kenya) is now engaged in its own production rather than procuring through
brokers is an indication that the changing procurement system is not only taking place with
large supermarkets. However, small supermarkets are not as quality conscious as medium
and large ones. Delivery of supply to the stores by brokers is considered the most traditional
channel.

CONTRACTS AND FINANCE AVAILABLE TO SUPPLIERS
Supermarkets offer contracts to large and medium-sized farms with irrigation that allows them
to provide a year-round supply. To support contracted farmers, Uchumi negotiates with sellers
of seed for better prices on behalf of its farmers.
The supermarket requirement for good quality FFV means suppliers must have access to
storage and refrigeration facilities. The supermarkets do not offer finance for this. We found
only one trader, Corner Shop, which gave credit to kick-start producers and support them till
they accumulated enough working capital, after which the trader withdrew.
Supermarkets do not extend credit to producers or firms. As noted above, however, they
sometimes negotiate on behalf of the farmers for lower farm-input prices and better quality
inputs, for instance seeds. From the farmer’s perspective, this lowers the access costs of the
inputs. In addition to these negotiations, some supermarkets act as intermediaries with credit
advancing firms for loans. This can enable the financially weak farmers to invest in expensive
facilities such as irrigation and delivery trucks.
Micro-finance schemes may be a good source of finance for SMEs. In order to boost
investment in the country, the Government of Kenya supports the establishment of microfinance institutions that in turn lend to small producers. Access to credit through these
institutions has of late been very promising. Kenya has 62 micro-finance NGOs whose
total client base is 220 000 (Argwings-Kodhek, 2004). Past experience has shown that small
entrepreneurs do not default on repayments.
An arrangement boosting SMEs is where the Horticultural Crop Development Association
oversees and facilitates contractual arrangements between exporters or NGOs and farmers.
Sometimes an NGO or exporter provides the farmer with farm inputs such as fertilizers, seeds
and pesticides well before planting. We look at other ways in which SMEs are helped in the
conclusions to this chapter.
Sometimes it is the exporter who suggests to a farmer which enterprise to engage in, based
on an identified target market, and therefore the decision is market driven as opposed to
production driven. Once the inputs are advanced to the farmer and hence a contract signed, the
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exporter then recovers the cost after the produce is grown, harvested and sold. This provision
of credit in the form of farm inputs before or during production considers future harvest as
the collateral. Activities ranging from production, marketing and payments are defined in a
contract between the two parties. Information contained in such a contract includes expected
quantities and prices, time of harvest, person to bear transport and packaging cost of the
products, point of rejection, mode and time of payment.
This model of supporting farmers, though applied to export products, might also be a
good one to adopt for the local markets. In this case, supermarkets, hotels, hospitals and
grocery stores, since they are financially stable, may buy inputs and deliver them to poor small
producers, who can then sell their produce to these creditors to first recover the loan and then
pay the rest to the farmers.
A growing demand for organically produced commodities is seen in Kenya, especially
with some supermarkets and institutions. The Safari Park hotel, Corner Shop and Uchumi
have a group of customers who prefer organically produced FFV. This is in line with global
trends where sales of organic foods are increasing. To supply this emerging market, farmers
would have to increase production of such produce. To distinguish such foodstuffs from those
conventionally produced, there is a greater interest in documentation of production practices
for FFV.
Import of FFV are common these days and this is expected to continue, especially in
the light of the newly created East African trading bloc or East African Union. Kenyan
supermarkets are selling agri-foods from other countries, for example bananas and pineapples
from Uganda, oranges from South Africa and onions from Tanzania. There is also importation
of powdered milk. Kenya also exports to other countries, for example tomatoes to Uganda.
This is an indication that what was in the past considered global has become local. The
consequence of this scenario is that it makes the distinction between the local and export
markets blurred, and local producers must contend with regional and global competitors in
their own backyard.

Case study 2: Milk supply
Milk marketing is currently being restructured. Hawkers supply about 80 per cent of raw milk
to urban centres, a market hitherto served by Kenya Cooperative Creameries (KCC) before it
went bankrupt. There are a number of small-scale producers and small entrepreneurs in the
marketing system. This informal market system does not have regulated quality standards or
food safety measures. The small formal sector, dominated by large-scale producers, has been
lobbying government to regulate or even ban raw milk hawking.
The processing business of KCC continues but currently accounts for less than 14 per
cent of the milk market. In addition to KCC, there are 45 registered milk processors with an
estimated daily intake of 600 000 litres. Milk processing has been on the decline with about 22
per cent of the installed capacity being used. This is the result of a narrow demand base and
also the fact that the bulk of milk produced in Kenya is handled by the informal sector, which
targets the poor.
Milk processing is concentrated among a few firms in major towns handling about 80 per
cent of the formal market share. Milk processing costs have therefore increased because of the
low capacity usage and also because packaging materials account for a significant part of the
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processing costs. Imports usually consist of processed products, mostly during drier periods of
the year but some products, such as yoghurt and ghee, are imported throughout the year.
Results from the Tegemeo urban household survey in October 2003 (Kodhek et al., 2005)
indicate that 52 per cent of the households interviewed bought their milk and milk products
from shops (duka), 12 per cent from kiosks (kibanda) and milk bars, 28 per cent from large
supermarkets, while 5 per cent purchased from small supermarkets. Hawkers, who have become
very prominent since the collapse of KCC, supplied 16 per cent of the sample households with
raw milk.
About 50 per cent of the sampled households bought processed milk mainly from shops,
kiosks, and supermarkets, 25 per cent bought raw milk from hawkers, shops, milk bars and
kiosks, while 25 per cent bought cheese, ghee, and yoghurt mainly from supermarkets. Some
of the large institutional consumers (hospitals, hotels) buy their FFV and milk through bids
from suppliers who buy from farmers, open-air markets, and supermarkets.
Unlike FFV where there is some grading, with fresh milk there is no grading at all at
farm level. This is due to the fact that it is difficult to distinguish bad milk from good milk,
because both look the same. Nevertheless, for acceptability at collection points, milk is tested
for adulteration. Nairobi hospital, an important milk buyer, goes a step further to test milk and
milk products for quality in their microbiology laboratory.
It is too early to say how successful small-scale milk producers and cooperatives will be in
supplying the modern food system. The collapse of KCC has left a gap in the supply of milk in
Kenya and an opportunity for producers of all sizes.

Conclusions
As the supermarkets in the highest tier, Nakumatt and Uchumi, eventually tighten their
demands in terms of consistency in volume and quality, small producers and under-capitalized
brokers will face tough competition from larger producers and traders with the financial base
to meet these demands. Many bulk-buyers (supermarkets, hotels and hospitals) of FFV and
milk products are increasingly looking for supplier channels that ensure quality standards
are maintained, provide traceability of produce when needed, provide a steady supply of the
expected volume all year round and deliver promptly.
The direct sourcing from small producer farmers may dwindle due to these stringent
demands and also because these producers are geographically scattered. It is therefore clear that
for small producers to survive in the emerging structure, they have to meet quality standards
and also organize themselves into POs that are able to enter into enforceable legal contracts as
entities with supermarkets.
Otherwise, if small farmers want to continue selling in the urban market, they will have
to target channels such as small shops and wetmarkets. Though the requirements of these
non-supermarket channels are less stringent, they are not stagnant and, as may be inferred
from experiences from other parts of the world, small shops are likely to aggregate to form
procurement clubs while wetmarkets are likely to improve on quality and hygiene.
Already in Kenya, plans are underway to improve operations in wholesale markets. An
old project is being revised to modernize wholesale markets in urban areas. This reflects the
priority in Kenya; to improve the conditions of the traditional markets where the bulk of the
FFV are marketed. Investment in areas such as the following is needed:
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•
•
•
•
•

improved infrastructure in markets and improved hygiene
investment in grade inspection
help for producer organizations
more and better market information
better transport and communications.

Otherwise, small scale-producers will be left behind as change gathers pace in the Kenyan
food system.
It is important that skills and knowledge are inculcated to SMEs. This will promote use of
new technologies among others. The main parties involved in capacity building of SMEs are
the Ministry of Agriculture, universities and colleges. The Horticultural Crops Development
Authority (HCDA), the body regulating the horticultural sector, also plays this role to some
degree.
Technical assistance to SMEs is also essential. This would enhance adoption of new
technologies by relevant stakeholders as well as enlighten them on their use. In connection
with the production of FFV, the public bodies playing this role include the Ministry of
Agriculture and HCDA. The Horticulture Development Centre (HDC), funded by the United
States Agency for International Development (USAID), is involved in a number of areas to
support small producer farmers. HDC has a number of agronomists in the country involved
with disseminating best agronomic practices and introducing new crops into the market. It
has also a component that encourages production for domestic consumption. The Dairy Board
of Kenya gives technical assistance related to dairy industry.
Financing is a major constraint to the success of small-scale farmers, particularly due to
lack of the collateral required for access to credit. Very few organizations have policies in place
that ensure farmers without collateral have access to credit.
With respect to dairy farmers, the Kenya Dairy Board makes loans available and grants
subsidies to producers or manufacturers. Otherwise, there are few policies, either private or
public, that support SMEs in the production and marketing of FFV and dairy products. Bearing
in mind the recent changes in terms of liberalization, rationalization and globalization,
these entrepreneurs are now exposed to stronger competitors. These competitors have more
resources than an individual small-scale entrepreneur and therefore are likely to dominate the
market. Formation of POs would, among other things, increase small-scale farmers’ bargaining
power and market participation, and improve their access to credit, information, social capital
and farm inputs.
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