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ABSTRACT

The returns on coffee sales have been low over the years, characterized by low revenues to the
farmers from the coffee societies which market the coffee, inability to cover costs of production,
low savings as well as investment in the production process. This has left many families in Nyeri
county as well as other parts of the country, where livelihoods relied on coffee farming in abject
poverty. The study aimed at determining the factors affecting the earnings of small holder coffee
farmers in ri County. The study focused on: evaluating how coffee production process
affects earnin he small holder farmers, investigating the effects of management of coffee
societies on small@ er, coffee earnings, determining how government policies and regulations
have affected earning ?mall holder coffee farmers and analyzing the effects of social

r mgTai smallholder coffee farmers. Theoretical profit function and
stochastic frontier model and

economic factors on ea

iv./ fusion of technology in agriculture theories were applied in

the study. Further, the stud descriptive survey of the Coffee Farmers in Mathira,
Othaya, Mukurue-ini and T Iaﬂ)ns eri County, Central Kenya. The target population
was the eighty six thousand sma

)$r/far ){who are members of cooperative societies in the
Nyeri County and since the populat s la ﬁtified sampling was used to ensure the
ul

sample is a true representation of the Wh@gp a y he data collected was analyzed using

statistical measures of means, correlation, res Iy5|s and presented in form of
tables, graphs, and pie charts using the scientific pr @ studies (SPSS). The findings
of this study showed that production factors affect fa S earn most followed by socio

economic factors such as poor coffee prices, leading to poor pay to ayﬁrs. However, lack of
credit facilities and farm inputs was also an important factor affecting the @ess of the coffee
sector. It was recommended that co-operative societies should formulate prog@s to regulate
coffee production and organize farmer’s education programs, while the government should
enable farmer’s access subsidized farms inputs and liberalize the market further through direct

market access.
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CHAPTER ONE

INTRODUCTION

1.1Background of the study

Coffee was first brought to Kenya in 1883 and as early as 1910 it was the largest export earner
and the industry had build a reputation of its own. After independence, the new government
expanded smallholder’s production by providing the farmers with land, financial support to grow
coffee, encouraged the growth of cooperatives and funding of the cooperatives so as to build
processing @)ries, technical support to farmers as well as the cooperatives. By 1978,
production by %@Iders had exceeded estate production which by then was in the hand of
some white farmers; genous Kenyans who had acquired large tracts of land as well as some
multinational farms ;? angari, Claire and Love, 2008). By 1980’s production of coffee in

the country reached the peakﬁ?OOOmetric tons which was 40% of Kenyans export and it was

ranked number one in export ea Since then production has continued to decline as well as
earnings and many smallh%ﬂi@ large scale coffee farmers have closed down or left
coffee farming. This decline cte rnlngs of between 500000-700000 smallholders

coffee farmers as well as Iarge S ffe rs Coffee is now ranked fourth in export
earnings after tea, tourism and hortlcul% er Claire and Love, 2008).

Available data shows that production in 199/9 0 metric tons but by 2005 it had
dropped to 45000metric tons. Since then produc be tuating in the ranges of 54000
metric tons in the year 2009 to as low as 38000metric 'dnfin t 2011. Prices on the other
had during the period ranged from US dollar121.45 in the year dollar 188 in the year
2008/09 to 329 US dollar in the year 2010/11 which were the highest rlce the recent past.
However, production in the same period was at one of its lowest level WhICh nd translated
to less earnings to smallholder coffee farmers (Ministry of Agriculture report, 2008, 2009, 2010
and 2011).

As the prices and earnings from coffee decline the cost of coffee production has been rising. This
has translated into small scale holders no longer investing in farm inputs. As a result Kenya
coffee quality has been falling since 1993 (Gitau, 2009). The end result of all this is declining
coffee earnings. Nevertheless, while yields in Kenya have fallen from 899kgs/ha in 1980 to

284kgs/ha in 2006, yields in our neighboring countries of Ethiopia and Rwanda during the same
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period have been increasing. In 2006 the two countries produced 995Kg/ha and 1160Kg/ha
respectively (FAO, 2008).

Measures put in place by the government to address the sector such as repealing of the Coffee
Act Cap 333 and replacing it with Coffee Act No 9 of 2001, establishment of Coffee
Development Fund (CODF) in 2006 as part of reforms which would lead to vibrant, efficient and
effective coffee industry aimed at benefiting the coffee farmers, writing off of loans owed by
primary cooperatlve societies in Cooperative Bank where Kshs5.8billion was written off in 2004
and indivi ﬁallholder loans in Sacco’s and District Cooperative Unions where over

Kshs2billion h written off in 2012 seems not to have borne fruits so far (Chege, 2012).

Major factors affectin fee farming earnings include comparatively poor coffee prices, poor

coffee husbandry, erratic pattern, marketing as well as global warming. However these

factors need to be researched Wangari, Claire and Love, 2008). This is more so especially

because as coffee prices hav een
adopted strategic measures es w%;ne. The government of Ethiopia has introduced
Cooperatives Farmers Unions toé t far y started labeling of their coffee depending on its
geographical origin, and entered into‘gthical coffeeArading practices through fair trade, growing

environmentally friendly coffee as wel @our local consumption which has lead to
higher revenues (Furman, 2012).

ating in the world market, countries like Ethiopia have

Stakeholders and experts in the coffee sector na he ,p% rs, government ministries,
research organizations, private sector (millers, marketlng agents, ex4( }Qn agents) need to work
together in identifying the challenges facing the coffee sector and tajm‘scuss and document
sustainable solutions to the identified challenges. O /<\

1.2 Statement of the problem
Coffee farming in the years 1970s and 1990s used to be the main economic activity for

thousands of households in Nyeri County and was central in wealth creation. Income from coffee
used to be utilized to meet the household’s daily basic needs by over 80% of the households, pay
school fees as well as households other economic needs. Earnings for coffee farmers have
declined over the years and the farmers are unable to sustain production or even support their
livelihoods from the earnings of coffee. They have been left poorer, indebted to their cooperative
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societies as well as to financial institutions and meeting their daily needs has become a

challenge.

Many farmers have abandoned production and have sought other agricultural ventures like dairy
farming and horticulture. Despite the above measures put in place by the government and the
stake holders, the earnings of small holders coffee farmers are still low.

The study intended to determine the factors affecting the earnings of smallholder coffee farmers
in Nyeri C%:nd propose strategic intervention measures which should be adopted to

improve thei ?s.
1.3 Objectives ;

The main objective of t& was to assess the factors affecting the earnings of small holder
coffee farmers in Nyeri Count /

1.4 Specific objectives & )\

1) To evaluate how coffee pro%p 0
Nyeri County. O

2) To investigate the effects of manage cd@!@cieties on the incomes of smallholder

coffee farmers in Nyeri County.

on the incomes of the small holder farmers in

3) To assess the effect of government policie eg§ on the incomes of the small
holder farmers earnings of small holder coffee farmg&-in Ny@ unty.
4) To analyze the effects of social economic factors on the incomes &t the small holder farmers

in Nyeri County. O
2\

1.5 Research Questions
The research paper sought to answer the following research questions.

1) How does coffee production process affect the incomes of the small holder farmers in
Nyeri County?

2) How has the management of coffee cooperative societies affected the incomes of small
holder farmers in Nyeri County?



3) How have government policies and regulations affected the incomes of small holder
coffee farmers in Nyeri County?
4) How have the social economic factors influenced the incomes of smallholder coffee

farmers in Nyeri County?
1.6 Justification of the study

The reason for choosing this line of investigation was based on qualitative information that
farmers are making profits from coffee, and some quantitative data on the fact that the price
is actually ba the quality of the coffee sold at the coffee auction houses. A baseline survey
conducted by the rcher in Muranga County and from relevant secondary data and interviews
with some local farr?lyypealed that the main constraints on farmers’ earnings included the
production methods and “Cost§,_financial management capacities of the cooperative societies
which market the coffee, soci I/ omic issues, government policies and regulations on coffee

farming as well as market Wors. major constraints formed the objectives the researcher

aimed at achieving. )‘

The study will be of great signi theZadministrators of Nyeri County as well as
administrators of other Counties where is@p@as the country adopts a devolved system
of government. Over 80% of the arable lan zﬂlyeri G( is conducive for coffee farming and
if measures are taken to revive this industry and % back to coffee farming, production
will increase and the income of the county will als (ﬁase./ssn easures are put in place to
address this problem, Nyeri County will be affected as one of itslé;}m sources of income to

sustain its operation will be from coffee farming.

The study will provide the coffee farmer with relevant information rt@(ﬁg the sector.
Government ministries will get relevant information on the sector and they can use the same

when coming up with government policies.

Researchers and academicians can use the materials as references as well as furthering the
research. Other Counties where coffee is grown can use the research in addressing the coffee

sector in their Counties.



1.7 Delimitations of the study

The study was carried out at Nyeri County, an area well known to the researcher and carried out
on registered members of the coffee societies in Othaya, Mukurue-ini, Mathira and Tetu. To
ensure timely undertaking, the researcher recruited, trained and engaged research assistants who
administered the research instruments and collected the data in the time allocated. The researcher
and assistants communicated the relevance, nature and importance of the study to individual

respondents to ensure their confidence, and objective responses.

1.8 Limitation%e Study.
In carrying out t arch, the following limitations may hinder success. First, the sparse

geographical distributs e coffee farmers may affect timely data collection as the researcher

has to move from place to w%eto visit the farms. The researchers however recruited, trained

and engaged research assista @o covered the various regions and enable timely data
en

collection. Some of the res ght not wish to reveal relevant details concerning their

farming practices and others efu )gc/ooperate due to the academic nature of the study

1.9 Scope of the Study c>( %
The study was done in Nyeri County covering reas v@;oﬁee is grown. These included

(terming the exercise as time wastt

Othaya, Mukurue-ini, Mathira and Tetu as these ar@elonly nder coffee in the County.
The study confined itself to the factors affecting earnings of sm%( coffee farmers, guided
by the four mentioned objectives of the study.

The assumptions taken is researcher would get cooperation from the respondents and they would

1.10Assumptions of the Study

participate positively in the research by answering all the questions without any bias and do so in

the time allocated.



1.11 Definition of Operating Terms

Coffee-House - A place where coffee is sold to consumers as a drink, (Kegode, 2005).
Credit-  Money advanced on credit from financial institutions, Bruce, M. (2010).

Earnings- are revenues (sales) less the cost of sales, operating expenses and taxes over a period
of time, (Lasse, 2006).

Depression - Period of low productivity and business activities, Chege (2012).



CHAPTER TWO
LITERATURE REVIEW

2.0 Introduction
This chapter will trace the history of the coffee sector in Kenya and present the views of
researchers, scholars, academicians and all relevant works and various reports written by
government agencies and people concerning the performance of the coffee sector. It will include
both the thé

examine the pe ce of the coffee sector in the country and identity the research gaps left by

2.1 Coffee History i /
i of how coffee growing and drinking spread around the
mos ;)iantlc in history. It starts in the Horn of Africa, in

in rthern Frontier, where the coffee tree probably

as well as empirical reviews on the coffee sector. Finally the paper will

those studies.

According to Kegode (20 e?\
world is one of the great t§&,
Ethiopia, the country borderin

originated in the province of Kaffa. e are v iqus fanciful but unlikely stories surrounding

ee bé%v/One story has it that an Ethiopian goat

herder was amazed at the lively behavior of ﬁs af ewing red coffee berries. What we

ggrr as eaten by slaves taken from
present day Sudan into Yemen and Arabia, throu gre ) of its day, Mocha; now

the discovery of the properties of roast
know with more certainty is that the succulent o

synonymous with coffee. Coffee was certainly being cultivated in n by the 15th century

On

At first coffee was mainly sold by lemonade vendors and was believed to have medicinal

and probably much earlier than that.

qualities. The first European coffeehouse opened in Venice in 1683, with the most famous, Caffe
Florian in Piazza San Marco, opening in 1720. It is still open for business today. The largest
insurance market in the world, Lloyd's of London, began life as a coffeehouse. It was started in
1688 by Edward Lloyd, who prepared lists of the ships that his customers had insured. Initially,
the authorities in Yemen actively encouraged coffee drinking as it was considered preferable to

the extreme side effects of Kat, a shrub whose buds and leaves were chewed as a stimulant.



The first coffeehouses were opened in Mecca and were called 'kaveh kanes'. They quickly spread
throughout the Arab world and became successful places where chess was played, gossip was

exchanged, and singing, dancing and music were enjoyed (Kegode, 2005).

Coffee was first brought to Kenya in 1883 by French missionaries. Once it was planted it was by
the British who were the colonizer of Kenya. The British encouraged the White settlers to invest
in coffee farms around Nairobi. As early as 1910 coffee was the largest export and the industry
had build a@tation of its own. Institutions like Planters Union of Kenya were set up in 1919
to support the ségtor and lobby the British government and the Nairobi Curing Company which
had built the firQll During the great depression of 1929, there was a sharp decline in
production and Coﬁ;y rd of Kenya was formed in 1931 so as to help stabilize the local
coffee industry. After inde ence in 1966, the new government expanded smallholder’s

production by providing the f rn( with land, financial support to grow coffee, encouraged the

growth of cooperatives an?fun I the cooperatives so as to build processing factories,
technical support to farmers@ I asﬂ?e\ ooperatives. By 1978, production by smallholders
had exceeded estate productio ch @@n was in the hand of some White farmers,

indigenous Kenyans who had acquir rge tra€ts,6f land as well as some multinational farms.
By 1980’s production of coffee in the cou acld/yﬁeak of 129000metric tons which was
40% of Kenyans export. Coffee for many ye s@ the
Kenya and in 1980’s constituted 40% of all the co 'S e p@ but over the years it has been

i’ln nurﬂhSr\ r. Germany accounts for
about 35% of total exports out of Kenya, followed by Sweden, UK, yﬁetherlands, Belgium

and others (Kate, Wangari, Claire and Love, 2008). O

r one foreign exchange earner in

overtaken by tea, tourism, and horticulture and it now li

Before liberalization, CBK was the sole regulating body and sole marketing /agt and KPCU
was the sole milling institution. Coffee was sold through the central auction system by CBK and
the proceeds passed to KPCU who after deducting the necessary charges paid the farmers
through their primary cooperative societies (Gitau, 2009). Between 1990s and 2001, the
government under pressure from the World Bank took measures to loosen its control in the
sector. These included pulling out of the cooperative management (1992), ending financial
support to cooperatives, KPCU, CRF, relaxing regulation through CBK, in processing, allowing

growers to chose their millers and marketing agents (1999) , limiting the role of CBK as a
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regulator (2001), privatizing the central auction system, reviewing of the Coffee Act in 2001 and
allowing the coffee to bypass the coffee auction and be sold directly to exporters as well as

increasing the number of licenses from three to twenty one in 2006.

In 2005, through the Finance Act registered marketing agents were allowed to sell coffee directly
to buyers as alternative to marketing coffee through the central auction system (Gitau, 2009).
The measures were aimed at giving the coffee farmer more control than before of the industry,
less government regulation and less mismanagement leading to reduced processing costs and
increased p eing paid to the farmers. Before these changes KPCU had the monopoly of
coffee milling. millers like Thika coffee mills were licensed. CBK had the monopoly of
marketing coffee t wvn the central auction system but after liberalization millers as well as

cooperative societies wi owed to market coffee though the central auction system.

While the processing and sale Q/ fee is on, the smallholder starts farming for the next harvest.

For this, the farmer in Ken%ses iput intensive system. As the farmer is yet to be paid for
the coffee, the cooperative p\%es mp&? or all the farmers within the cooperative, and uses
the factories to distribute the sa e far ;&G and each farmer is given the amount requested.
Also, each farmer gets a picking ad f Ks s 310 per kilo of cherry produced that year as

an advance to meet financial needs such X )an paying school fees among other
§( to be deducted from the income

amount due per farmer after

financial needs. This expenditure is then cal
from coffee. At the end of the season, the fac
deducting the advances for picking, school fees, co inp ;n outstanding loans, and
transfers the remaining amount into the SACCO (Savings and Cre operative) account of
each farmer. The SACCO also deducts interest and a part of the principal of outstanding loan
the farmer may have, and the remaining money can then be accessed by the@@

use (Kate, Wangari, Claire and Love, 2008).

for personal

Small-scale coffee holders are required by law to sell their coffee through local growing
cooperative societies and due to this there is no competition between the small cooperative
societies. The cooperative societies are also expected to provide extension services, farm inputs,
run processing factories, provide credit, and manage the transportation as well as marketing of
coffee. Marketing intelligence of the societies is limited as well as lack of resources to carry out

all the indicated activities. Though direct sales have been introduced there is no evidence that the
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societies have been able to penetrate this market. With the weakening of CBK collapse of KPCU
and District Unions, advocacy for the coffee farmer is lacking. Other problems cited in the coffee
sector in Kenya are that though CBK has licensed marketing agents but the whole process is
tainted. Coffee is also sold in lots and there is possibility of mixing low quality coffee with high
quality coffee and thus farmers have no incentive to produce quality coffee as the same will be

sold in lot and they will receive revenue based on lots, (FAO, 2008).
2.2 Theoretical Review

Theoretical unction and stochastic frontier model
A profit function m11d ‘regularity conditions’ is a logical extension of the production
function (Sadoulet an ﬁ?‘ de Janvry, 1995). Regularity conditions require that the function

must be non-negative, m aIIy increasing in output, convex and homogeneous of degree

zero in all prices. To estlmate rofit function, in the neoclassical theory, it is assumed that
the farmer is operating on t fro nd the price of inputs and outputs are known. But in
reality some of the farmers b I@@ some above the frontier. Furthermore, Junanker
(1989) observed that farmers do Iwa )érate in competitive input and output markets in
developing countries and this violate ocla Si ssumptlons

Since Junanker’s observation, there haV of developments to respond to this
criticism. First, the assumption of output and m e markets is not needed in defining
the firm’s profit function, especially in developing@utrie%at is needed is the output and

input prices to be exogenous to the farm but be compeﬁ(ﬁely d y d (Sevilla-Siero, 1991).
Secondly price variation can be handled by including district dummiies Lau and Yotopolous,
1971; Akinwumi and Djato, 1996). Third, it is currently possible to incorpo institutional and

% by (Ali and

Flinn, 1989; Coelli, 1995). Fourth, profit function does not suffer from simultaneous equation

environmental factors referred to earlier such as quality of soils and rainfall as
bias problems as in production function. Fifth, the function has been used before in African

context (Akinwumi and Djato, 1996 and 1997). Thus, a stochastic profit function approach is
deemed appropriate for this study.
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Adoption and diffusion of agricultural innovations theory

Diffusion of innovations has been studied by many disciplines (e.g. anthropology, sociology of
various brands, education, medicine, communication studies, marketing, business administration,
etc.). From an initial domination of sociology, economics has gradually taken over, possibly
because of a stronger emphasis on the theoretical basis for adoption, and its policy relevance.
The sociologist Everett Rogers’ seminal work on diffusion of innovations (1995) is a good
starting point into this area of study. An innovation according to Rogers is “an idea, practice or
object that ceived as new by an individual or other unit of adoption”. Diffusion is seen as
“the process b an innovation is communicated through certain channels over time among
members of a so stem”. A technological innovation usually has two components: a
hardware aspect (the toef,/product) and a software aspect (how to use the hardware). For good
reasons studies of diffusio innovations have often addressed individual innovations, in
practice innovations often comel/i@kages — clusters — and are interrelated and interdependent.

The characteristics of inn v? exila' heir rate of adoption. Five such characteristics of
importance are discerned: 1) €re)Si/ve tage reflects how the innovation is subjectively
Comp@lity reflects how the innovation is perceived

abs,

peri
Complexity reflects the perceived difficulty té sta

perceived superior to the previous id

“consistent with the existing values, and needs of potential adopters™; 3)

use the innovation; 4) Trial ability
is “the degree to which an innovation may be fnen ith on a limited basis”; and 5)
Observability reflects how the results of an innovation }»vis t/others. An innovation can
further be changed or modified (re-invented) by a user. Commum&ﬁ' n, through channels,
provides information to a social system with the purpose to influeé knowledge and
assessment of the innovation. Mass media is often more effective in creaté/@ereness of an
innovation, whereas personal contacts are more effective in forming an opinion about a new idea.
Such interpersonal communication is facilitated if conveyors of information are optimally similar

to the receiver in certain attributes.

Time is a main factor in the decision-making process, innovativeness and an innovation’s rate of
adoption. In the innovation-decision process, an individual passes through the stages: knowledge,
persuasion, decision, implementation (adoption) and confirmation (post-adoption assessment).

Information is sought at the various stages to reduce uncertainty about the usefulness of the
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innovation. The decision stages result in adoption or rejection of the idea. Innovativeness is an
expression for how early an individual or other unit of adoption is adopting a new idea compared
to other members of the social system. Adopters are divided into five categories, each with its
own characteristics: 1) innovators, 2) early adopters, 3) early majority, 4) late majority, and 5)
laggards. Finally, rate of adoption is the relative speed with which an innovation is adopted by

members of a social system.

The social system with its interrelated units shares an interest in finding solutions to a common
goal, i.e. to@r ve their agricultural system to enhance livelihoods. Such a system has a social
and communic tructure that facilitates or impedes the diffusion of innovations in the
system. Norms, bei rt of the social system, are the established behavior patterns for system
members. Often opinio ders play a crucial role in influencing system members. Change
agents may have the explicit/role to influence members in a certain direction. Both opinion
leaders and change agents actors in diffusion of innovations. Three main types of
innovation-decisions can ngu )\lndependent individual decisions (adopt a HYV),
collective decisions (soil con$k es) and authority imposed decisions. This study

seeks to establish the factors affe I ma h er coffee farmers’ earning with the aim of

providing viable interventions. In this li ign of innovation is adopted as a guide to

transformation of the farmers, their perceptons an ﬁgices for the betterment of income

generation in the coffee value chain. O@ ,p
2.2.1 Coffee Earnings /)‘

Lasse (2006) asserts that earnings to coffee farmers can be identified by+igher retained earnings
from seasonal production. When earnings are good, the farmer is able @Q current and
pending debts related to farming and also personal ones, and still have some money to undertake
planned undertakings as well as leisure. Further, the undertaking of development projects shows
that the farmers are making profit. For example, when a farmer builds a permanent house, better
than the one lived in, using income from coffee payments, it shows that there is some extra
money after settling liabilities. Entry rates in the industry portray signs of profitability in any

venture. When many farmers start planting coffee, it is a sign that the venture is availing
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reasonable returns to the farmers, (Lasse, 2006). Also, where the farmers increase the coffee

trees in the farms, it is a positive sign of the returns upon sales.

Profitability according to Lucey (2010) is the excess on sales of the cost of production. It occurs
when a firm is able to break-even and has extra earnings at a particular level of production. The
production costs in coffee farming are variable. When the harvest is good, labor costs increase
relatively. Other costs such as fertilizers, pesticides do not increase marginally, but relate to the
market forces of supply and demand. However these costs have constantly increased over the
years, inco ly with the price changes at the coffee markets. Actually, there is very low
correlation of t‘& rs influencing variations on costs and the establishment of coffee prices.

Actually the two aree%hed that neither can base their prices on the others.

2.2.2 Coffee Production and gs

There seems to be better q % ol in Kenya, as farmers only produce cherry, and the
factories are at least able t @w ))cessmg to parchment. But, the payment for coffee is
not immediate, and farmers h @ Wal e completion of transactions across the chain
before they get income from coffe 4/0 th casts of running the factories, cooperatives,

milling and marketing of coffee are bo nd are deducted from the coffee price.

The auction system though provides a mec ' fo nt for quality, as different buyers
bid for specific qualities and bring the price up. eI ctlon can also give a low price
for coffee if there are not too many buyers on the da ey,

According to Kegode (2005) the importance of coffee in the world c&%}_be overstated .Coffee
is one of the most valuable product in world trade and for many years it has peey second in value
to oil as a source of foreign exchange earner. Coffee requires specific tempera&@', rainfall and
attitudes conditions that limit growing to the tropical areas. There are two types of coffee grown
in the world. These are Arabica and Robusta types. Arabica type of coffee accounts for over70%
of the world production. Kenya grows this type of coffee but it produces only 1% of the world
production. The Kenyan coffee is mainly used to breed other types of coffee since it is of high
quality and more aromatic. The top producers of Arabica coffee in the world are Brazil which
produces 30% of the world production, Vietnam with 15%, and Columbia with 12%. World

coffee consumption has been increasing at a steady compound annual rate of 1.6% over the
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1993-2003 periods with total consumption at 6.8 million metric tons (World Reserve Institute).
The main consumers of coffee in the world are European countries such as Germany,
Netherlands, Sweden, Belgium and Switzerland. Coffee is also consumed in high quantities in
the U.S. (which consume 18% of the world coffee consumption), Saudi Arabia and Russia.

Available data shows that production for the year 2005/06 was 45245 metric tons, 2006/07-
48303 metric tons, 2007/08- 53368 metric tons, 2008/09- 42000 metric tons, 2009/10- 45000
metric tons, 2010/11 36000metric tons despite a projected production of 52000 metric ton the
same year. n the other hand ranged between US dollar 121.45 in the year 2004/05 to US
dollar 188 in & rs 2008/09. In the year 2008/09 the price averaged 154US$, 2009/10
236US$ and in the 2010/11 the same averaged 329US$ which was one the highest price
reached in the last sevéral/years, Coffee production has never attained the levels of 1980’s.
Coffee is no longer the nu ry\e exchange earner but is now ranked number four, after Tea,
Tourism, and Horticulture (}i\ Agriculture Report 2009, 2010, 2011 and 2012).

Chege (2012) postulates that ;%,higher earnings in the year 2012, the coffee prices
have been falling. Between Janué d Au ;/2012 the market value had fallen by 47% which
translate to lower earnings to small- offe ers. Currently, Kenya auction system and
coffee production in general is suffering @f pdﬁw

coffees are still of relatively high quality bu cti m does not continue to serve and
benefit the small farmer cooperatives, they wHQ &e mstead or replace the better

cultivars (the excellent SL-28 and SL-34 selectlons) he d }\s,lstant but poor quality

L

Kenya quality coffee has fallen since 1993 when approximately 20% of /<{n coffee was

as is all of East Africa. For now, the

Ruiru 11 strain.

premium grade to about 10% in 2008. Farmers no longer invest in farm input leading to low
production. But while yields in Kenya has fallen from 899kgs/ha in 1980 to 284kgs/ha in 2006
yields in our neighboring counties like Ethiopia and Rwanda who also grows Arabica coffee are
quite the opposite as they are producing 995kgs/ha and 1160kgs/ha respectively. (FAO, 2008

report).

Kenya has always been known for its high quality coffees and for many decades has been a

world leader in quality with ideal combinations of variety, altitude, soils, and climate. The
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country produces mild or washed (wet processed) Arabica, although a variable amounts of sun
dried (dry process) or natural coffee (Mbuni) is produced as well. The Mbuni sells at a price
discount to washed coffee. Most of the top roasters and buyers of Kenya Coffee have expressed
concerns about the deteriorating quality and reliability of supply of the Kenyan coffee.
Consequently, Kenya coffee has been replaced by other blends of comparable attributes. Efforts
to market Kenyan coffees as single origins has been challenging for this very reason. (FAO,
2008)

According m (2002) coffee prices are determined on the future markets based in London
(for Robusta) ﬁ w York (Arabica) with prices being influenced by the large number of
contracts for coffe%ar trade which far exceed the physical coffee in hands. Traders are in a
position to use hedging@ﬁture markets but the small producers are unable to do so thus they

are exposed to full volatility“of the market. The report further estimated that as coffee producers

received less than 1% for offee sold in the cafes in the U.S. there was increased

consumption of the coffee gest (?@ roasters in the world such as Kraft, Nestle, Procter

and Gambles and Sara Lee helr / recognized brands such as Maxwell House,
ed’ h

@roﬁts over the years from coffee sales than

it an 4\3@ high of $1,022 (Sh94, 535) per
90 kg bag for benchmark grade AA, which me@bett

earnings from Sh16 billion in 2009/10 to Sh26b|l| in 2 The current favorable

international prices have boosted local efforts to reform the sector”andl increase production.

(Chege, 2012) O
2\

2.2.3 Cooperatives Societies Management and Earnings to coffee farmers

Nescafe, Folgers and Douw Egber S %

other food and drinks markets. O

In the year 2010/11, the price for Kenyan coffe
mes for farmers and pushed

Cooperatives are the main links in the chain, and they substitute the role of Bulkers and
processors. They have factories, which act as collection points for the cherry produced in the
area, and also process cherry to parchments. The legal framework for operating the coffee
industry is spelled out and in the coffee Act Chapter 333, which provides for the regulation of the
industry and control over production, marketing and export of coffee. These functions are

supervised by the coffee board of Kenya (CBK). The current Coffee Act was revised in 1979 and
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again in 1999 through the special legislative supplement which ushered in liberalization in the

coffee marketing rules. (Godfrey, 2008)

The coffee act was again reviewed in the year 2000. The implementation pace of the recent
review of the coffee act has not yet taken place and is the major cause of wrangles in the sector.
The current coffee act set up has allowed millers more control in the operations and marketing of
coffee, a function that was previously reserved to cooperative societies. Agencies such as KPCU
continue to agitate for exclusive monopoly of marketing coffee a situation which has been
exacerbatedé Ministry of Cooperatives and Marketing coming in to support them on this
very controvers& ition. A wide section of the industry has viewed this as conflict of interest
which should not bea-l?N d to take place. (Ruerd and Guillermo, 2011)

Some of the finest Sped@/Coffees in the world are found around Mt Kenya region, there are
currently close to about 994‘c ff;e factories operating with a combined turnover of about US $
5.8 Billion. 50% of the coffe ction is through smallholders and cooperative societies,
while the other 50% is pra}\ cale estate producers and private estates. There are
currently over 760 cooperative &@ cap mobilize savings at the rate of Kshs.14.8
Billions. The coffee cooperatlves ave exp d mismanagement problems that have seen
most of them split into many competin I er cooperatives, have equally suffered
from efficient and transparent delivery of seFviCes and a&to its members, factor that has led to
declined coffee production in the region. Curren /gsare indebted to a tune of about

Kshs. 11 billion. (Mbataru, 2009)

)~

2.2.4 Government Policies and Regulations and Earnings of Coffee F’ke S.

Ministry of Cooperatives: is mandated with supporting and regulating eratives, by
ensuring that elections are held on time, and are fair, assisting in negotiations between
cooperatives and its farmers and ensuring that the cooperative act is upheld. Ministry of
Agriculture is mandated with data collation on coffee, trainings for farmers and research on
coffee. A little over 5 years ago, the Government liberalized the coffee milling process ending
KPCU's (Kenya Planters' Co-operative Union) monopoly. This encouraged private millers to buy
coffee beans from local farmers but it has also seen a rise in theft of the same since most milling

companies operate at below optimal or optimal capacity.
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Chege (2012) notes that as a measure to promote coffee production, the government waived a
debt of Kshs5.8billion in 2004 owed by cooperative societies and in financial year 2011/12 it
waived over Kshslbillion owed by coffee farmers and there is a promise to continue the waiver
till all the debts are cleared. The government has also set up coffee development fund to assist
coffee farmers but these measures are yet to realize any benefits. Again the lure of the improved
prices has meant increased demand for the beans. Calls have been made to brand our coffee and
authenticate it as being from this part of the world and Brand Kenya has made a weak case for
the same. is requires more focused branding and marketing of the product if Kenya's to
expect to ear rom its traditional cash crop product. Lessons can be learnt from our

northern nelghbo

In Ethiopia so as to p@iﬁe protection for small scale coffee farmers the government has

successfully introduced coo tye farmers unions in the local coffee industry. At presently four

cooperative unions have be |th a membership of over 150000 members. These unions

have been successful in te incr coffee revenues and providing benefits to farmers.

The unions assist in samplln& ric

supply chain. Cooperatives are al we/ nvest back 30% of their profits back to the
p water treatment facilities. As coffee

|taI transportation and negotiation in the coffee

community in services such as scho
consumption is shifting to specialty coffee unlon Aassmtlng farmers to take advantage of
this shift thus increasing their incomes. The g ment assisting in labeling of coffee
depending on geographical location and due to this te |s aﬂ? eII three times in the world
market than it does without specification. Other areas the governm ﬁ:rome in to assist is in
entering into ethical coffee through fair trade coffee and environ

(Furman, 2010).

aIIy friendly coffee

Due to these measures taken by the government, in the last two years- 2010/11 and 2011/12, total
coffee revenues have accounted for 25-30% of total export revenues. On local consumption,
Ethiopians consume about half of all coffee produced in the country. They take coffee two to

three times in a day (Tefera, 2012).
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2.2.5 Social- economic Factors and Earnings to Coffee Farmers.

Chege (2012) eludes that access to credit has been a major constraint to smallholder producers
and this has affected their ability to expand production. There is urgency for the government to
quickly establish mechanisms for redemption of these debts through available restructuring and
amortization options available. The issues of good governance in the sector are paramount for
efficient delivery of key services to producers in this region. Farmers in Kenya do not actually
get paid for their coffee crop until after the crop has been sold at auction, which may be six
months afterAley have first delivered their beans to a primary cooperative. So, farmers are
heavily reliQ@ edit, charged at high rates of interest, and on the provision of education,
health and input @ks rom their cooperative or local credit unions. These farmers are part of
Fair Trade certified sﬂ chains.

Nyoro (2009) opines that inﬁ er of coffee auctions, observations on coffee prices against
overall class have shown pogires between the two i.e. price and class standard. This has
particularly been more obvio%\he te classes of 4, 5 and 6. The coffee classifiers are
quite objective in judgment but-t auégﬁ/very often turns out to be subjective. These

to be the ultimate victim. To counter this

occasional anomalies should not be the far
anomaly, the farmer should be guarantee éce in asses that at least exceeds the reserve,
C

which also must satisfy the average produ ts. ill double up as an incentive to

farmers to produce better grades. The new draft ru@n c %rketing have incorporated a

minimum guarantee payment system to producers. )\

To ensure that payouts for all coffee outturns delivered to auction agents@ released to the
grower, a summarized report should be made and submitted to the farmer a@?e end of the
marketing season. With this practice not in the current marketing policy, cases of un-cleared
payouts cannot be reasonably ruled out in the past coffee auctions. It is now, not a secret that
coffee produced in Kenya does not arrive at the global markets as Kenya coffee. This happens
because Kenyan dealers proceed to blend the low quality coffees sourced from neighboring
countries with the premium Kenya coffee tags. This undermines the image of Kenya coffee in

the global markets as neat Kenya coffee and not adulterated Kenya coffee. This is the only way
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to protect and sustain the premium bonus offered to Kenya coffee at the global market. The
Kenya government should act this way, viewing blending as an economic offence against Kenya
coffee growers and Kenya as a country, however, the market is likely to argue that blending is a
necessary evil in the coffee trade, because essentially the roasters over time establish a blend that
suits their clientele and are careful not to use very expensive coffees, in designing their blends.
Kenya coffee, has suffered in consistency of supply and therefore has been substituted by other
cheaper but equally fine coffees. This calls for the need to establish long lasting relationships

between pro ers and roasters, on a commercially sustainable and mutually rewarding base

(IUP, 2008). 6\
2.3 Empirical Revie;v%
Y/

Gitau (2009) notes that the le ;f-er technical information and skills among many small holders coffee

farmers is low. This impedes on th( efforts in improving coffee quality and production efficiency that

would enhance their earnings. Fusther,

rmers’ knowledge about the standards and quality required in
fetching best products prices is ~>The ary%?;herefore cannot formulate strategies that would enhance

guality and quantity of coffee prodiced:. Prodlic cost of coffee has tremendously increased over the

past ten years. High costs of farm inputs as fertilizess, pesticides and fungicides have contributed to

increased production cost and thus heavily retur. ffee sales. Labor, a major cost element of

rural folks migrating to urban areas, available casual

coffee production mostly during harvesting, has ntrlbut Abn h production costs. With most young
& lower forcing the labor costs rates

to increase. Further, the high costs of living have contri % costs which must be covered
by the farmers in order to break even and make profit on coffee sold.

improvement project). These funding were through Cooperative Bank of K d guaranteed

Early in 1980s, the World Bank funded the coffee sector through SCIPﬁmldem’ coffee
by the government. The purpose of this financing was for implementation of improved coffee
payment, cherry advance, farm inputs loans and coffee factory development loans. Later in the
1990s the European Union came in to finance the coffee sector through the Stabex funds. A total
of 85million Euros were given to the coffee sector as compensation for loss of exports arising out
of global prices decline. These funds were allocated to the coffee sector as SCIP2 through

Cooperative Bank of Kenya and once again they were guaranteed by the government. With all
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these measures put in place for the last 30 yrs production has been declining and in year 2011 the
production was 33000 metric tons (ICO report, 2008).

Chege (2012) notes that, due to fall in coffee prices since early 1990s, repayment of SCIP loans
become a challenge for both the cooperatives and coffee farmers. In some cases farmers got no
payments once the coffee proceeds were deducted to service the coffee debts. As a measure to
promote coffee production the government waived a debt of Kshs5.8billion in 2004 and in the
financial year 2011/12 it waived over Kshslbillion owed by coffee farmers. Though these

measures h put in place these small scale coffee farmers are yet to realize the benefits of

O

Kamau (2008) relates to enjoy the economies of scale, coffee farmers must ensure increase

the same.

volumes of coffee berries pro d as well as quality (that provides good weights). However, the
depression of the industry in the @905 had demoralized the farmers. Little investment was put in
sf

the production of coffee as far other sources of income to support their livelihoods. This has

led to low production and sa }%annot cover the inherent costs of production effectively.
The current rise in world markét pri ee have thus not enabled the farmers to enjoy
profits since their coffee volumes sﬂ%n

Mwangome (2009) notes that the coffee % uction at the Nairobi Coffee Auction

and the price of the coffee is determined by @ I|t % Though coffee from Central

highlands of Kenya especially Nyeri has been k gh quality, the current low
investments in production have affected the coffee berr rodu ?\ejuvenate the quality of

coffee he advocates for concerted efforts by all stakeholders in enhan the value chain in
coffee production. O

Lasse (2006) eludes that Cooperative societies are farmer associations formed to manage the post
harvest needs of coffee as well as manage the farmers’ production needs. Most of small holder
coffee produced is processed and marketed through cooperative societies. The societies receive
coffee income on behalf of the farmers and charge for administrative costs. Under new industry
rules established by the Coffee Board of Kenya, co-operatives can retain only 20 percent of net
sales and must pass the remainder on to farmers. This has not been the case and the societies are
known to deduct over 60% of farmers coffee earnings, leaving them with little to cover their

costs and hence reduce the profits from coffee.
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The societies have been marred by corruption, nepotism, political influence embezzlement,
leadership wrangles and looting of coffee revenues. Actually, most of them have been operating
under huge debts which are recovered from farmer’s earnings. This has affected the incomes of
farmers greatly and has been known to be a major cause for abandonment of coffee farming by
most small holder’s farmers. Growers have however become increasingly aggressive in getting
rid of corrupt co-operative officials. The societies in the late 1990s splinted to small fragments

which led to increased costs due to reduced economies of scale ( Mbataru ,2009)..

Godfrey illﬁ ines that being the managers of coffee farmer’s berries, the societies are
tasked with th of ensuring that farmers receive the highest possible returns from their
coffee. They thus ha@ stablish supply networks that avail farm inputs at the cheapest prices,
organize credit supply t ers for these supplies as well as repayment schedules upon receipt
of coffee sales. However, t )&CIty level and skills of managers, management committees
and staff especially of prim Sis generally low. Since most are chosen from among the
local members where acad} uall c ns are not highly considered, the societies, which
handle millions of shillings fo (\rs are,@w managed. Actually there are no strategic plans
sibf |t)©d profitability. Poor financial management

ing; equate allocation of funds, in ability to

that would enhance performance, fe
skills have resulted into poor cash flow

settle creditors in due time and erratic paym to far e arely are financial audits conducted

in these societies, creating loopholes for embe% s. These funds are part of the
farmer’s earnings but which does not serve their interest. Rele ormatlon on market trends,
standards technology and prices are hardly imparted to farmeryg))ﬂ.he societies. Thus the

capacity of value addition is never improved and farmers cannot thuv‘?ﬁrease their earnings

from coffee sales. O /<\

Leopold (2008) explains that the production and marketing of coffee has for long been under the
government control. The ministry of agriculture controlled coffee production systems, the coffee
board of Kenya as sole marketing agent and the KPCU as the sole milling institution. Thus the
government stake has been high in the industry. Extension services conducted by the ministry of
Agriculture are aimed at improving production method that ensure optimal production
knowledge, skills and best practices are imparted to farmers by the government agricultural

extension officers. Success of the extension programs would result in higher quality and quantity
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of coffee produced which would translate to increase profitability to individual farmers and

industry prayers as well.

Kegode (2005) relates that upon liberalization, CBK was stripped the role of marketing and other
marketing agents like KPCU, Thika Coffee Mills and Socifinaf were licensed. But all these
measures have not led to increase in coffee production but have led to more chaos in the sector.
Kenyan coffee prices have been experiencing some recovery. In the year 2011, prices went as
high as U.S. $300 (CBK 2011 report) but the issues of concern is over low rates of production
and shortag@‘ igh quality coffee associated with lack of credit facilities and farm inputs as
well as inadeqlﬁ

weakening of KP 4;]6 eventual collapse in the year 2010, collapse of the District

Cooperative Unions or

ension services following liberalization. This has been made worse by the

ndary Cooperatives. Initially when this industry was very vibrant,
primary cooperative societie );ere organized into Unions. From these Unions primary
cooperative societies could get sdlsigized inputs, low credit to smallholders at low interest rates

and the same could be dedué€te incdme‘source.

Coffee payments were also ma%m@(installments which averaged four in a year and

they catered for school fees as well r findncidl, requirement for farmers. With collapse of

these institutions the coffee farmers were ith h

in a year which could not meet their needs. So f th

ebts as well as receiving one payment

?\ers resulted to getting loans from
(

a@s at very high interest rates.
Policy pronouncements by the government have also bleﬁ sighie‘ﬁje eing contradictory. The

commercial banks as well as micro-finance institftions

sector falls under two Ministries- Agriculture and Cooperatives. This4oof coordination between
the Ministries as one is expected to bring in policy issues like implementatigrmgf the Coffee Act
(2001) (Ministry of Agriculture) while the other Ministry of Cooperati%n charge of
Cooperatives (expected to make sure societies implement the Cooperative societies Act as well
as the other Acts) where the bulk of the coffee farmers are. Coffee cartels and brokers have also
been sighted as factor affecting coffee production. Most coffee roaster and buyers of Kenya
coffee have expressed concern about the deteriorating quality and reliability of supply of Kenyan
coffee and the brand is being replaced by other brands from other parts of the world (Kegode,

2005).
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Funding introduced by the government like Coffee Development Fund are yet to bring any
positive changes in coffee production as well as writing off loans owed by coffee farmers and
societies in cooperative bank as well as the Sacco’s and District Unions. Large estates continue

to come up in areas where initially we had coffee bushes.

2.4 Summary and Research Gaps

The studies reviewed gave an insight into the history of the coffee sector and the various factors
affecting th tor. It showed that the sector have been doing very well in the early years after
independence @r m the 1980s the production of coffee has been going down even as prices
and the world de f coffee has been going up. Various factors have been highlighted as
leading to this such as ctlon in terms of quality, methods, and costs, erratic coffee prices
globally, split of giant coop s societies as well as weather conditions. The government due
to pressures from the mterna |_community liberalized the sector in the 1990s but no
improvement has been Wlt r liberalization. Poor marketing as well as lack of

marketing intelligence by the o been noted.

The review on effects of lack of cr d' I|t|es d arm inputs were not conclusive as we have
seen instances when the government as don@ommg in to finance the sector. Lack of
such facilities as well as coffee prices were perl merated for Nyeri County so as to
give a clear picture of what ails the sector in b overnment policies advocated
didn’t not only affect Kenya but all over the world l@ av @ stances where production
in some countries have gone up .The social economic factors @be indentified and
established due to diversity of resources and social culture..So as to iable intervention

measure, the real reasons that ail the sector need to be established.
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2.5 Conceptual Framework

This is the conceptual framework that presents the relationship between the study variables.

Production factors

A 4

Management capacity of
cooperative societies

A 4

Small holder Coffee farmers’

A 4

Earnings

QA

Government policies and
regulation on markets

A 4

Social economics factors >\
5% %
Independent @ O Dependent
o

Variables L Variables

Figure 2.5 Conceptual Framework OGf/p

The earnings of coffee farmers are influenced by the volume of@d(/e}.produced every season.
The higher the volume, the higher is the revenue at any given price, ( , 2010). Production
cost further determine the level of earnings, when related to farm gate p @ it ascertain the
earnings level of coffee sales. The quality of coffee also determines the prin./e%id for coffee
produced, which can be enhanced through value addition at farm level during production by use

of agriculture best practices.

The cooperative societies are the link between the farmer and other coffee stakeholders. They
link the farmers with coffee dealers and marketers. They also enable farmer’s access to farm
inputs requisite for good coffee production. Their management capacity determines farmers’

capacity in accessing economies in production and economies of scale through bulk sales of
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coffee to the market. They manage the coffee factories at local levels. The capacity of managers,
management committee, and staff on management is crucial for efficient and effective
performance. Knowledge levels on production financial and marketing management with

determine their performance and ability to ensure profitability in the industry.

Government policies and regulations on coffee industry influence the sustainability and
profitability growth. The programs on improving farmers knowledge and skills through
extension services influence quality and quantity of coffee produced, (Gitau, Kimenju and
Kibaara, 20@ rther, mitigation measures for the variations in productions and market that
cushion the fa& rom heavy losses, part of the government’s social responsibility to the
farmers. Subsidies a tablished minimum returns would greatly enhance sustainable earnings
to farmers. Profits are “a/slrplus on cost of production deduced from sales, (Bruce, 2010).
Demand and supply on cost 6ffproduction factors the market (sales) price of coffee which further
determines profitability leve] at level. The periodic payment of coffee earnings must be
supplemented by the farmefs ot )Qurces to cater for the regular needs of productions.
The cost of the credit in KenyaMgthigh an educes the returns from coffee sales. Further, the

land acre age for coffee producti confinyally reduced as families expand; reducing the

sales volumes which further reduces pro @ty. @

Price of the farmers’ coffee is far much belo£‘60ﬂ t price. The farmer hardly knows
how the coffee price dwindles to current farm ga Iees. @rmers as a result of ignorance
have come to perceive the societies as swindlers. This ually the farmers’ confidence

in the market players and has always agitated for government interve l n the issue.

O
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2.6 Operation Framework

Parameters

Variable

Sales VVolumes

Independent

Variables

Costs

Strategic Plan
Management
level

%

Performance

Liberalization

Extension Services

A 4

A 4

Production

Factors

Dependent

Cooperative
Societies
Management

Capacity
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Figure 2.6 Operational Framework

Coffee Farmers
» Earnings

Indicators

Weather
/Climate

Politics

A 4

High

Income

Higher
Living

Increased

Intervening Factors

Investments

Where the small holder coffee farmers earnings is sufficient, there is seen an increase in family

income and higher standards of living. The farmers would be able to finance their social and

economic family needs, community initiatives and contribute to the national income of the

nation. Further, the farmers would be able to invest in their children’s education and income
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generating activities. Improving the profitability of the coffee sector has a major relevance for all
stakeholders involved. It will contribute substantially to poverty reduction among farmers
(Plaeger, 2010) and generate a considerable spillover effect into the overall economic
performance of the country. The study sought to establish the indicators of the incomes to small
holder farmers in the current situation and ascertain whether the factors affecting income levels

have contributed to the situation.

On the other hand, in low earnings case for the small holder farmers, the case for poverty is high.
Low earnin@ d be as a result of production methods and costs, effectiveness and efficiency
of the cooperaék ieties, unfavorable government policies and regulations as well as social
economic factors af#iCiing the small holder farmers. The study measured the significance of
these factors in inﬂuenc@ﬂw small holder coffee farmers’ current situation, by correlating the

factors and also by regressm

There are however other Wr% the earnings of small scale coffee farmers, though
beyond reasonable control %veather patterns influence production of coffee.

Where rainfall is inadequate, the es of y?fee are low and vice versa. Excessive rain or dry
spells may also affect coffee prod nd arpings to the small holder farmers. Political
i’ gs. Where politicians influence the

influence on coffee farming may affe {
n

management of cooperative societies, ma dership problems develop. This

contributes to embezzlement of resources, mphomr@ income to finance politicians’

interests and also nepotism. Wrangles ensue de-rmol'IVatlng /}\mers leading to low

production and earnings.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction
This chapter presents the research methodology used in this study. The research design, location
of the study target population, sampling procedure, and sample procedure were identified. Data

collection instruments, methods and procedures were also identified, as well as instruments

validity, anz@&d presentation of data.
O

3.2 Research Desig

Silverman (2011) deflne research design as the master plan that will be used in the study in

order to answer the researcg% jons. The research was qualitative in nature and employed

descriptive survey in data co Kombrbail (2005) defines descriptive research as

characteristic process WhIC on y(mg questions such as who, what, why, when, where,

and how of the project under in %n@aually describe the present situation or users of a
SC the

group. The study design involves di aracteristics of a particular individual or group

of variables (Kothari, 2001). Ndlrang%) arg@lat surveys are very good vehicles for
collecting original data for the purpose of @&S s and orientation of a very large

population. Majundar (2005) argues that descri n lays a greater emphasis on
sample selection because the major concern is to ure of the social problem

prevailing in the defined universe and make recommendatlons to br @a desired change.

3.3 Location of the Study ,(\

The location of the study was the 4 coffee growing regions of Nyeri County which are Mukurue-
ini, Tetu, Mathira and Othaya where we have 21 societies and around 86000 coffee farmers
compromising of both active and non active farmers. Nyeri County is a high coffee producing
zone in Kenya with many small holder farmers organized through cooperative societies. Thus

research survey was done in the 21 societies.
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3.4 Target Population

The target population was individual farmers in the 21 societies. According to Mugenda (2003)
target population for survey comprises of individuals and objects that the researcher can
reasonably his findings to. Coffee farmers deliver their coffee to factories which in most cases
are affiliated to societies. A society is made up of a number of factories but in some cases like
Tetu we have societies made up of one factory. Individual farmer’s record is maintained at

societies/ factories. A random selection of farmer’s par society was done.

Table 3.4 T@ opulation

The table below s the analysis of the number of coffee farmers in the 4 regions in Nyeri
County where coffee i

N

pa
Constituency W/ Population
N
/\

Mukurwe-ini

"y )\ 25,000
Othaya O/sl ,000

{3 Q‘Y//

Mathira (2@,0\ %\A

X

) ) L 4
TOTAL 86,0 L 770 )

3.5 Sampling Procedure

The target population was 86,000 coffee farmers and since it was large and to ensure that the
sample is representative of the population the study used stratified sampling which ensured the
sample selected is a true representation of the coffee farmers. Arriving at the sample size, the
researcher used the multi- stage sampling procedure whereby the total population of the small
holder coffee farmers was divided into sub groups. The sub groups were based on the
geographical areas of four regions namely Mukurue-ini, Tetu, Othaya and Mathira. The sample

frame composed of member’s register of cooperative societies in the four regions. From each, a
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sample was drawn randomly using computer packages to select the sampled respondents. They
were further contacted through house visits and consent sought for participation in the data
collection exercise. Multistage sampling is a practical system widely used to reduce the traveling
time for interviewers and subsequent costs. Groups and sub groups are selected on a
geographical location basis, rather than some social characteristics (Terry, 2010). The sample

size of 103 respondents was ascertained using the Fisher (2003) formula;

n= 22pq
% -

Where: n=the Sesi? sample size (if the target population is greater than 10,000)
z = the standard*hormal deviation at the required confidence level which was 95%

p = the population)es\tlr@to have characteristics being measured.
sI cese

d = the level of statistic

gﬁ&'w n t @ch was 0.05%
%%,

Table 3.5 Sample Size

N
Constituency Population ~ () ‘; Sample size

) Pq

Mukurwe-ini 25,000 Y 0}9
Othaya 15,000 18 %

Tetu 18,000 20 O,(\

Mathira 28,000 36

Total 86,000 103
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3.6 Data collection, instruments and procedures

The study used both primary and secondary data collection tools. A letter of introduction was
obtained from the School of Business Dedan Kimathi University of Technology and taken to the
National Council of Science and Technology for research permit. The letter was addressed to the
society’s managers detailing the objective of the study and the target population. A questionnaire
was attached. One week was given for the respondents to fill the questionnaires and thereafter
the same collected for analysis. The researcher engaged research assistants to collect primary
data from t rs The questionnaires were developed in a manner to capture all the key
components of arch and be clearly aligned with the objective of the study. The pilot study
in Muranga was a ? verify their reliability in gathering requisite information for the study.
The researcher gave ou\iﬁuestlonnalres with 15 questions thematically based on the research

questions to the respondents ?condary data comprised comprehensive records of various

sources including books, journ ewspapers and Magazines, Internet, reports written by
Ministry of Cooperatives a%icul well as donors and any other relevant literature on
coffee.

3.7 Pilot Study

A pilot study was also carried out in Mura Count/ er to test the reliability and validity

of the research instruments. According to Sekar% 010), reliability is a measure of
the degree to which are search instrument yields c Lgypr data after repeated trials.
An instrument is reliable when it can measure a varlab e accurate % onsistently, and obtain

the same results under the same conditions over time. Validity on the p('n‘er hand refers to the
degree to which results obtained from the analysis of the data actually repre phenomenon
under study, (Franklin, 2012). It is the degree to which a research tool measures éat it purports
to be measuring. This is to help the researcher in identifying items in the research instrument that
may not elicit the relevant information. Modification of such items will be made to ensure the

research tools elicit the anticipated data.

The researcher gave out 10 questionnaires with 15 questions thematically based on the research
questions to the respondents Results showed that the questions were able to capture the issues on

factors affecting the earnings of small holder coffee farmers. The researcher hoped that the study
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would reveal the supply chain in the smallholder coffee farms, the production methods applied

and the market trends of coffee.

3.8 Data Analysis

This involved an analysis of the primary and the secondary information. Questionnaires received
were checked for accuracy. This involved checking whether all questions have been answered
and responses were complete and clear. Coding system was used to find a quick and easy way to
organize th ta so that it can be analyzed. According to Robson (1999) code are used to

identify partic@

analysis. Excel

sponses. Once the data was coded it was entered into the computer for

to analysis the data. Descriptive statistics such as percentages and

means were used to ¢ he essential characteristics of the data so that it can be interpreted.

Regression analysis was erﬁeyed to determine the significance of the study variables in

influencing smallholder coffee ers and correlation used to establish the relationship between
the variables. Data was pr% i bles and charts. Once the findings were established,

conclusions and recommenda ere rhadé. The regression model adopted is as under:

Y =oc+B1X1+HBxo+HPx3+PaXa+ € % /O
Where: C)( %
Y= Coffee farmers’ earnings O @
oc= Autonomous factors GF %
/

X1=Production factors )\
X>= Management capacity of farmers %

Xs= Government policies

X4= Socio-economic factors ’<\

e= Error term

The analysis was carried out in SPSS at 95% confidence level.
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CHAPTER FOUR
FINDINGS AND DISCUSSIONS

4.1 Introduction
This chapter entails the analysis of data collected during the study on factors affecting the

earnings of smallholders coffee farmers in Nyeri County.

4.2 Analysis of Data Collected

The data is zed in form of tables, graphs, charts and in regression analysis.
4.2.1 Respons§®

The response rate was commendable with 100 out of the 103 questionnaires being

returned fully answered, repr |ng 97% response rate. This showed a commendable response
rate that could provide reliable w@tion for the study.

Table 4.1 Response Rate )\& ’V)\

Response \"/sz /s} Frequency Percentage (%)

Returned Questionnaires "o 7 % 97
Unreturned Questionnaires ( 3 @

w

TOTAL gt» 0 /)\ 100

o)
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Section A: Respondents’ Profile

4.2.2 Gender of Respondents

46%

® Male
54% B Female

v

(4 y/
Figure 4.2: Genders of Responde

Of the respondents, 54% were male whlle EI’%TI‘]IS showed gender balance in the
esear

sampling of respondents, an ethnical reqwre Cess.

@
s \S‘/
9
QR
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4.2.3 Respondents Age

70% -

60% -

50% -

.
o
X

Response
L¥¥)
[}
>

20% H

10% -

Below 20 years 20-35 years 36-50 years Over 50 years

0%

Age
\\ ,/s/
Figure 4.3 Respondents Age Q$/ /

Of the respondents, 61% were aged be 36 years, 20% over 50 years, 17% 20 to
35years and 2% below 20years. Actually mo()f the ﬁw Ider coffee farmers own land were
above 35 years of age. The researcher was able ti all holder coffee farmers who

could positively contribute to the study. They are o yga,ag acs\an objectively contribute to
the study and provide credible and reliable information. )\%

O
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4.2.4 Respondents Level of Education

70%

60%

50%

40%

Response

30%

20%

10%

-

Primary Secondary College University Others
Education level

0%

Y/
Figure 4.4: Respondents ng?o f%ﬂ}l

On the level of education, 65@@
21% primary, 10% college and 4%

e resp nts had reached secondary level of education,

| ersity.@s all respondents had some education and

4.2.5 Experience in growing coffee

35% -

30% -

25% - 1\

20% - A

15% -

10% -

5% -

0% T T T 1
1-10years 11-20 years 21-30years Over 30 years

Figure 4.5 Experience in growing coffee
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In experience of growing coffee, 32% of the respondents have grown coffee between 1-10 years,
28% 11-20 years, 20% 21-30 years and over 30 years respectively. Thus the respondents had
experience in coffee growing and knew very well the issues affecting their production. They thus
could provide credible information to the study.

4.2.6 Type of coffee grown by respondents

90%

80%

70%

60%

50%

40%

30%

20%

- .
SL28 Ruiru Batian Robusta

Coffee Varieties

g MY 4

Figure 4.6 Type of coffee grown by respondengo &
According to 77% of the respondents, they grew the@ pe i@;%i”e 14% grew Ruiru

11 and 9% Robusta. The SL28 was introduced in the region by the colghial masters and it does

well in the region. Kegode (2005) alludes to the fact that over 70% of th coszgrown in Kenya
is Arabica. /<\
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4.2.7 Respondents Land size

45% -
40% -
35%
30%
25% -
20% -
15% -
10% -
5% -
0% . ; : .
1-3 acres 3-6 acres 6-9 acres over 9 acres
Land size
TAN 1
Figure 4.7 Respondents Landgo //\s?
According to 45% of the responden%own cres of land, while 43% 3-6 acres and

12% over 6 acres. Productive land in the r@lhat i )ﬁcoffee is limited and the reason for

%,
LR,
)y

O

most farmers owning small parcels



4.2.8 Number of coffee trees planted.

40% -

35% -

30% - |

25% A

20% -
15% -

10% -

. L

0%

1-200 trees 201-400 trees 401-600trees 601-800 trees over 800 trees

Number of trees planted

'/,
Figure 4.8 Number of coffee?@sp@ .

According to 36% of the resp% haZ\ 201-400 coffee trees, while 31% 601-800 trees,
20% 401-600 trees, 10% 1-200 treeégod 39 er 800 trees. Due to limited land size, the small
holder farmers cannot plant many coﬁ%h Id enable higher production and income.

/
<o 4
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4.2.9 Number of kilograms of coffee produced every year.

45% -
40% -

35% -

30% -
25% -
20% -

15% -

. .
5% -
0% ' ' ' ' /

1-500 Kgs 501-1000 Kgs 1001-1500Kgs  1501-200Kgs  over 2000 Kgs
Coffee produce in kilograms

>

O
Figure 4.9: Number of kilos z@fee pro every year

Of the respondents, 42% producegggﬂ 0 /gs f coffee annually, while 29% produced 1-500
Kgs, 10% 1501-2000 Kgs, and 9% o 0 e to limited land size, number of trees
planted, and the amount of Kilos of coffee ced yfbmall holder farmers is mostly below

1,500 Kgs. O@ 6\,9
} xS})
L

O
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4.2.10 Best Production since respondent started coffee farming.

70% - |

60%

50%

40%

30%

NN N N

20%

10% -

V- 4

1-1000Kgs  1001-2000 Kgs 2001-3000Kgs 3001-4000 Kgs Over 4000 Kgs
Total Output in kilograms

0%

>

Figure 4.10 Best Production si@espoid tarted coffee farming

Approximately 67% of the respo in dy, they revealed that in their best year of
production, they produced 1001-2000 % 0% cited 1-1000Kgs, 10% 2001-3000 and
3% 3001-4000 Kgs. None had ever prod

<ver bs of coffee. . Coffee production has
not attained the levels of 1980’s. Coffee is no o the n ; one exchange earner but is now

ranked number four, after Tea, Tourism, and Horti Agriculture Report 20009,
2010, 2011 and 2012).The low production levels according to thé&ﬁ s concur with this fact.
Actually, due to a property boom in areas that grew coffee and price m;lability, production fell
from about 130,000 thousand metric tons in 1987/8 to 40,000 tons in 2011/10
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4.2.11 Rating of coffee earnings for the last five years.

45% /
40% -
35% /
30% /
25% -
20% /
15% /
10% -
5% -
E
0% T
Very High High Average Very Low

Rating of coffee earnings

Figure 4.11 Rating of coffee ea@g 5 t five years

Approximately 43% of the respon ate z{ earnlngs for the last five years as high, 30%
as average, 17% low and 10% very | s have risen for the last few years due to
unfavorable weather in Brazil as well as t ond y( W marketlng of coffee. (Chege, 2012)
asserted that in the year 2010/11, the price nyan h|t an all-time high of $1,022
(Sh94, 535) per 90 kg bag for benchmark grade AA ter incomes for farmers and
pushed earnings from Sh16 billion in 2009/10 to ShZGJron in . The current favorable
international prices have boosted local efforts to reform the sector an mﬂease production.
4.2.12 What respondents think should be done to improve the coffee ind&?{y(\

Full liberalization of the coffee sector was viewed as the most effective way of improving the
industry. Reduction in marketing agents would free the deductions that have been made, and thus
reduced farmer’s income. The restructuring of government extension service programs were
believed to enhance the production quantity and quality. The extension officers are able to impart
expert knowledge on best production practices which when adopted by the coffee farmers would

translate to increased production of quality coffee and higher incomes.
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Section B. Production Process and Earnings.

4.2.13 Rating of Coffee Prices

40%

35%

30%

25%
20%

15%

10%

0%
Very High High Average Low Very Low
Rating of coffee prices

Figure 4.13 Rating of Coffee Pri ;s/ /37

it as low, and 2% very low. However, 169
coffee were not very favorable to a majority of n ,§§s was related by Chege (2012)
due to fall in coffee prices since early 1990s, repayment of S ns become a challenge for

both the cooperatives and coffee farmers. In some cases farmers gom(/)ei: ments once the coffee

According to 38% of the respondents, t Q—w Q rlces of coffee was average, 30% citing
éd it hi 14% very high. Thus the prices of

proceeds were deducted to service the coffee debts. When prices are lowgt means low income to
farmers regardless of the volume produced. It further lowers earnings of ,{{arming when

matched with the production costs inherent.

The known market prices are usually very high, but the pay price to the farmers remain
comparatively low and a likely reason for that response. Where the farmers are aware of
disparity between the world market prices and pay price, they become agitated and some have
forced cooperative societies to be split as they seek for better pay prices.
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4.2.14 Rating of cost of running factories milling and marketing charges.

50%

45%

40%

35%

30%
25%

20%

15%

10%
5%
0% I
Very High High Average low Very low
Factory Expenses Rating
N

Figure 4.14 Rating of cost o@&.&ng f%s milling and marketing
Regarding factory running, millin aré osts, 44% of the respondents rated it as

is
income by their local coffee cooperatives socie d 08) noted that the above costs
are borne by the farmers and when such costs are hg,e y{%\the net income of the small
holder coffee farmers and hence earning. The milling cost is avé@;?& at US $ 0.125, while
regional competitors such as Ethiopia and Tanzania incur US$ 0.033 anhZS respectively.

Q)

high, 22% average, 20% low, 11% gh m?,e% very low. Thus, over 50% of the
respondents rated the costs above average. Thfs is_not to the deductions made from their
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4.2.15 Whether farmers sprayed their coffee.

40%

HYes

H No

60%

7,
Figure 4.15 whether farme%\ aye t?q coffee.

Approximately 60% of the respo@ S o/n%ﬁra coffee while 40% said they did. Spraying
(Ery/

coffee reduces cases of diseases such eeb iseases which affect production. In Brazil,

spraying is regularly done due to adverse r co

effective, and this enhances quality, quantity a nu %ﬂwmers (Lasse, 2006).Thus the fact
that a significant proportion of the respondents dic @iﬁee was the reason for low
0,

'QB&’ ay
production and earnings. As regards the frequency of spjﬁng, {t}sd seven to nine times
while 80% stated below 7 times. FAO (2008) report noted that the cost of production has been

rising against a sharp decline in prices and due to this farmers no longer inve farm inputs.

s. Thus disease control is more

Thus spraying of the coffee trees was done infrequently, exposing them to disea@hat inhibit
quality and quantity of production. However, the cost of the pesticides and fungicides has an

effect on the earnings of coffee farmers.
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4.2.16 Rating of the prices of coffee farm inputs

50%

45%
40%
35%
30%
25%
20%
15%
10%
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0%

Very high Average Low Very low
Ratmg of prices of coffee farm inputs

Figure 4.16 Rating of the pr i m inputs

The cost of coffee farm inputs WC ve d( by 42% of the respondents, high by 45% and
average by 13%. No respondents stat d os ing low. Farm inputs were high for most
East African coffee growing countries. Ccos z( imported fertilizers has significantly
influenced production costs. Currently the gl t@)od trend is advocating for organic
production. The cost of organic fertilizers in the m ﬁh gl the farmers hardly rely on
manure in optimizing production, (FAO, 2008). Thus,‘the cost ){r input had a significant

effect on the earnings of coffee farming since it reduced net income to thg]emall holder farmers.

O
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4.2.17 Whether respondents were able to pay school fees, construct a house and invest
using coffee earnings.

36%

Yes

H No

invest using coffee earnings

Figure 4.17 Whether respo%e@p pay school fees, construct a house and
According to the respondents, 64% of the@/ e r%) pay school fees, construct a house

and invest using earnings from coffee farm @hat the income was not suitable
enough to satisfy such needs. However, 36% conc@i otion, possible because they
have other sources of finance to facilitate other need and us earnings for the stated
purposes. For the respondents who negated the notion, 70% cited that’the ﬁammgs were not high
enough to support those initiatives and 30% felt that the periodic payment offee could not
allow for such, since they have already accumulated debts before payment. AVQS noted in the
study by Kamau (2008), coffee farmers must ensure increase volumes of coffee berries produced
as well as quality (that provides good weights) to enjoy the economies of scale. However, the
depression of the industry in the 80s and 90s had demoralized the farmers. Little investment was
put in the production of coffee as farmers financed other sources of income to support their

livelihoods. This has led to low production and sales volumes that cannot cover the inherent

costs of production effectively.
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Section C: Cooperative Societies Management

4.2.18 Whether respondents believed their cooperative society was well managed.

12%

mYes
E No
88%
A3 (- ‘
Figure 4.18: Whether responden ved( ooperatlve society was well managed

According to 88% of the respondents th erﬂ/ cieties were not well managed. Only
12% believed they were well managed. As n&p @ 2009), society’s management has
overtime been accused of fraud, embezzlement, C(@tlon tlsm leadership wrangles and
gross mismanagement. The management committees omp mostly local elders with
little or no management skills and highly corrupt, as related by mo@ ndents. This in effect
has an impact on the small holder farmers as they bear the huge cost nefficiency and

Q‘v@ng costs that

ineffectiveness. The management of most societies has also been accused

are deducted on the farmers’ earnings.

Cooperative societies are the main marketing channels for the small holder coffee farmers. They
also avail farm inputs to farmers on credit and may at times advance monetary credit to needy
farmers with some coffee production. The cooperatives were established to assist the farmers in
milling and selling their coffee. However, due to inefficiencies and ineffectiveness of the
management committees, the societies have not been able to serve the small holder farmers

satisfactorily. Most have been riddled by high losses, un-serviced loans and at times unable to
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pay farmers for coffee supplies. Further, corruption by the officials has seen the farmers have
unnecessary deductions from their pay in the guise of society’s development costs. As such, the
farmers do not get their rightful income, become discouraged and either confront the officials

and abandon the practice altogether. This has had a major impact in the coffee sector.

4.2.19 Whether society offers members education.

80% -

70% -
60% -

50% -

40% -

30% -

20% -

10% -

0% T T
Yes No

Figure 4.19: Whether society offers members Q@ %

The cooperative societies were noted to hardly offer any educatlon &( )bg farmers by 77% of the
respondents. One of the key responsibilities of the society was ers’ empowerment.
However this is rarely done with the management fearing an enlightened membgrship that would
question their actions. Thus, important knowledge on modern development m’t{? sector is not
imparted to farmers. The farmers thus continue applying outdated methods and have to rely on
stakeholder company information which is geared towards the company making profit from their
products, rather than instilling best practices to the farmers. However 23% of the respondents
stated that the societies offered member education. Of these, 20% related that it was offered
sometimes, 60% rarely and 20% very rarely. Thus, the effectiveness of such education programs
remain low and as such the farmers output value, quality and volume is not enhanced an issue

that would increase earnings. Godfrey (2008) actually opined that relevant information on
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market trends, standards technology and prices are hardly imparted to farmers by the
Cooperative societies. Thus the capacity of value addition is never improved and farmers cannot

thus increase their earnings from coffee sales.
Section D: Government policies and Regulations

4.2.20 Rating of government assistance to coffee farmers

70%

60%

50%

40%

30%

20%

10%

0% T T T 1
Very High High Moderate Low Very low

Government Assistance to coffee farmers

N O > é\
Figure 4.20: Rating of government assistance to @e fa wﬁb

The government assistance to coffee farmers was rated ﬁby GGOQKW respondents, very low
by 22% and moderate by 12%. Coffee has been a major export earner. enya. This showed
that the government effort to assist the farmers has been low. Leopold (Zoo%ained that the
production and marketing of coffee has for long been under the government control. The
ministry of agriculture controlled coffee production systems, the coffee board of Kenya as sole
marketing agent and the KPCU as the sole milling institution. Thus the government stake has

been high in the industry

Extension services programs have become almost extinct as well as regulatory framework being
rigid and do not allow the farmers to directly market their produce and earn higher profits. The

cooperative department has also not been able to regulate the cooperative societies and ensure
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their accountability and transparency to members. Thus the government efforts in supporting the

coffee sector were low and this influenced the incomes of the small holder farmers.

4.2.21 Whether coffee farmers have benefited from the government through CODF or loan
write off.

47%

mYes

53% = No

Q\ v /\
Figure 4.21 Whether coffee far@ hav@efited from the government through CODF or

loan write off. @

&
Approximately 53% of the respondent (e r%ﬁfited from loan write off by the
government. These are the young farmers who I'@o Ioa@ their societies. They have also
not benefited from CODF loans due to stringent co@ n set the government for one to
qualify for the loan while 47% of the respondents mus;t;old farmpérsywho have had loans and
credit from their coffee societies for long periods and were unable to repg‘-rhem. Loan writes off
was an important move to encourage coffee farmers to continue production@ st of them had

abandoned the practice.

As a measure to promote coffee production the government waived a debt of Kshs5.8billion in
2004 and in the financial year 2011/12 it waived over Kshslbillion owed by coffee farmers,
(Ministry of Agriculture Report 2009, 2010, 2011 and 2012).

Though these measures have been put in place these small scale coffee farmers are yet to realize

the benefits of the same.
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. 4.2.22 How liberalization of the coffee sector has affected the respondents

35% +
30% -
25% -
20% -
15% -
10% -
5% -
0%
Very well Well Moderate Very low
Liberalization of coffee sector effect to farmers

Figure 4.22 How Iiberaliza§o he cofgeosector has affected the respondents.

According to 30% of the respondents; elt that Jiberalization of the coffee sector has affected
them very well while 32% well, 21% m

had a positive effect to many. The effect has t in thedast two years when the coffee prices
have gone up increasing farmers’ income. The tota Wh d the effect to be low could be
those farmers who have not been keen in |mprovmg p ctlon‘q%\(e not been able to earn

i
O

and 5% very low. Liberalization has

more than they used to before.
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Section E: Social Economic Factors

4.2.23 Whether respondents have been able to access credit

7%

HYes

H No

93%

I/V %
()( /&
Figure 4.23 Whether respondents have been ablss%

Of the respondents, 93% had accessed credit facilitlesh\s reg@ﬁepayment of credit, 60%
revealed that they have not been able to repay while 40% had manageg\ 5% of the respondents
had accessed credit from the Sacco’s in the coffee sector, and 15% fro%cooperative

societies. Thus, credit facilities were available for the small holder farmers~théush the latter’s

capacity to facilitate them are not high. This finding concurs with Chege (2012) position that
access to credit has been a major constraint to smallholder producers and this has affected their
ability to expand production. There is urgency for the government to quickly establish
mechanisms for redemption of these debts through available restructuring and amortization

options available.

The 7% of the respondents who had not accessed credit facilities cited uncertainty and risk of

taking the loans and preferred living by their means.
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4.2.24 Rating of cost of credit facilities to the small holder farmers.

50% -
45% -
40%
35%
30%
25%
20%
15% -
10% -
5% -
0%

NN

Very High High Average Low Very low
Rate of cost of credit facilities

N

Figure 4.24 Rating of cost o@dit fic' fties to the small holder farmers.

According to 46% of the resporg;s,:'te ﬂét e cost of credit facilities was average, 33%
high, 19% very high and 2% low. T cn&?redit had a significant influence on the
investment capacity of the small holder f S, W M( & affected earnings especially where
farmers are unable to improve production. Thls@:urs assertion of Chege (2012) that
access to credit has been a major constraint to sma r pro and this has affected their

s% ﬁ:s(%l banks, micro-deposit
taking institutions, NGOs and ‘NGO-like microfinance institutions’, ge ly serve urban areas

and are biased towards financing commercial activities. Their means and it':onal capacities
tries. There is

ability to expand production. Microfinance providers as co

to finance the coffee sector are at present very limited in most East African ¢
urgency for the government to quickly establish mechanisms for redemption of these debts

through available restructuring and amortization options available.
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4.2.25 Whether respondents has subdivided their land

No
16%

mYes

m No

Yes
84%

"/7
Figure 4.25 Whether res@ﬂs h s;?bdivided their land

According to 84% of the respon ey n&lwded their land. Only 16% had not. As to
fa mlng as the reason. Mixed farming is

the reason for subdivision, respondents
practiced in coffee growing areas by smal er f f who have to grow food crops as well
as fodder for their animals. Subdivision was one t mmodate increasing families in

their land. New families are often given a portion of@L ming needs.
/ )\F
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4.2.26 Factors greatly affecting coffee farming.

50% - /
45% -

40% -
35% -
30% -
25% -
20% -
15% -
10% -
5% -

0% 1 T T 1
Lack of credit Cooperative Poor coffee prices Government
facilities and farm societies policies
inputs Mismanagement

Figure 4.26 Factors greatlyazséhg’c% rming

Poor coffee prices were cited as%t Si Mﬁc t factor affecting coffee farming as per 47%
of the respondents.23% cited lack of i i

nd farm inputs, 21% cooperative societies

management and 9% government policies coffee market is currently plagued by 2
paradoxes, a coffee boom in consuming cou t. an e crisis in producing countries
(over supply of low quality coffee and shortage of ah(ﬁ e) which is actually driving
the coffee market (Daviron and Ponte, 2005). They fu er argu ﬂ(a here seems to be better
quality control in Kenya, as farmers only produce cherry, and the factglies are at least able to
control the processing to parchment. But, the payment for coffee is not m@ate and farmers
have to wait for the completion of transactions across the chain before they“get income from
coffee. Also, the costs of running the factories, cooperatives, milling and marketing of coffee are
borne by the farmer, and are deducted from the coffee price. The auction system though provides
a mechanism for payment for quality, as different buyers bid for specific qualities and bring the
price up. Conversely, the auction can also give a low price for coffee if there are not too many

buyers on the day.
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4.3 Regression Analysis
A regression model was adopted to establish how production process, management of
cooperative societies, government policies and social economic factors affected coffee farmers’

earnings.
The analysis was carried out in SPSS at 95% confidence level.

Table 4.3 Regression Output

A
Coefficients
Model Un-standardized Coefficients Standardized Coefficients

B Std. Error Beta t  Sig.
(Constant) 2.349 459 0.933 .535
Production 407 264 215 2.0 .037
Management 192 .166 146 1447 071
Government policies  .052 .066 196 2.565 .132
Socio-economic

352 239 235 2.827 .028

factors

R-Squared = 0.684 , Adjusted R-Squared = 0.423, F = 25.68 , Sig. = 0.026

a. Dependent Variable: Financial Performance

Table 4.1 shows the contribution of each Varia%xp&hiv the coffee famers’ earnings as
shown by un-standardized beta values which assess @rib jon‘of each variable towards the
prediction of the dependent variable. Production factors (P=0.037 a;ﬁlo—cio-economic factors
(P=0.028) were found to be statistically significant at a 95% confidenceé level. This shows that
production and socio-economic factors significantly influences the fa arnings. The
findings are in agreement with Nyoro (2009) who opined that in a number of coffee auctions,
observations on coffee prices against overall class have shown poor responses between the two

i.e. price and class standard.

The r-squire is 0.684 meaning that production factors, management, government policies and
social economic factors can explain 68.4% of famers’ earnings. The findings also indicates that
the model is significant (sig. = 0.026) in explaining factors affecting the earnings of small holder

coffee farmers. The findings are in agreement with Kate, Wangari, Claire and Love (2008) who
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alluded to the fact that major factors affecting coffee farming earnings include comparatively
poor coffee prices, poor coffee husbandry, erratic weather pattern, marketing as well as global

warming.

The overall equation as suggested in the conceptual framework can be represented by use of un-
standardized coefficients as follows:

Coffee farmers earnings = 2.35 + 0.407 Production factors + 0.192 Management capacity +

0.052 Gove@& policy + 0.352 Socio economic factors +0.026

According to the @ on equation established, taking all factors into account with constant at
zero, coffee farmersﬁ s would be 2.35.The model shows that production factors affect
farmers’ earnings the most wed by socio economic factors; a unit increase in production
factors would result in a 40 / rease in coffee farmers earnings whereas a unit change in

socio-economic factors WO 2% increase in revenue management. The findings

res
indicate that production cost cant amount of farmers’ earnings. These findings
are in agreement with Gitau (20 h t hlgh costs of farm inputs such as fertilizers,

pesticides and fungicides have contri 0 |n d production cost and thus heavily reduce
on return on coffee sales. According t aut ’ﬂr a major cost element of coffee
production mostly during harvesting, has cont duction costs.

0 ’9

%
9
O
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CHAPTER FIVE

SUMMARY CONCLUSIONS AND RECOMMEDATIONS

5.1 Introduction
This chapter entails the summary of data collected during the study. It further gives the

researcher conclusions and recommendations.

O
5.2 Summary Q@ngs.

5.2.1 Respondents Pﬂle

In the study, 78% of th pondents were aged between 20 and 50 years and could thus give

credible information regardi th)'subject of the study. Also, 79% of the respondents had above

primary level education a nderstand the research instruments and provide viable
n}\ ad pe nce in growing coffee and 68% had grown for over

10 years. Thus, they could ob§b

information. All the respo
vely co to the study. The study ascertained that 77% of
the respondents grew the SL 28 type cofg ich was introduced in the region during the
colonial era and does quite well. Ruiru ¥4 ov%planted and is an improved genre of the
SL28 which is also doing well.

5.2.2 Effects of Coffee Production Process on Eal@ $ maII Holder Farmers
In response to land ownership, 88% of the respondent wned n 7 acres of land due to
land fragmentation and the limited availability of arable land in the/Z\ Those who had less
than 800 coffee trees were 97% of the total respondents. This could be du the limited land
sizes as well as need to mixed farming. Annually, all the respondents produco(T‘ess than 4000
Kgs, and 67% producing between 1000-2000 Kg. This low production could be a reason that
affects earnings when matched with high production costs inherent. For the last five years, 43%
of the respondents rated coffee earnings as high, 30% as average and 27% below average. Thus,
there was a significant improvement in coffee earning and as such expected profitability from the

sector.

The respondents rating of coffee prices were not high; with 30% rating them are average and

32% below average. There has been a recent increase in coffee prices in Kenya due to favorable
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market conditions. However, smallholder coffee farmers might not know of the market prices
since they have no direct sources of information on coffee market. Significant is the fact that the
price of coffee influences earnings and such important to the small holder farmers. Their view of
not very high prices means lower income since production costs keep increasing and as such

reducing net income to the smallholder coffee farmer .

The cost of running factories, milling and marketing was rated above average by a total of 55%
of the respondents. The cost of fuel and transport as well as factory administration was the main
expenditur after harvesting. These costs are normally deducted from the farmers pay and
thus influence & rnings and net income. Not all farmers sprayed their coffee bushes and as
such coffee bushes cted by diseases that lead to low quality and quantities of coffee. The
cost of farm input Wadéd high by a total 87% of the respondents. Actually the cost of
fertilizers and pesticides ke ryeasmg with time and increase production costs. Thus, the cost

of farm inputs has a 3|gn|f|c§\ n the earnings of coffee farmers.

The earnings from coffee we able y?ﬁ y school fees, build a house or enable small holder
farmers to invest, according to {}/f t /éspondents. The coffee earnings were low and

irregular and one could not plan on t invest

5.2.3 Cooperatives Societies Managemen Earm@w coffee farmer
In the study, 85% of the respondents cited that

@on ] ,ssmetles were not well managed,

a common problem in Kenya. Lack of accountability tran y has crippled the societies
leading to stalled operations, members fighting and mlstrust by the(p)ﬂ holder coffee farmers.
The societies did not even provide education to members, according to #7% of the respondents.
The societies are normally formed to assist the farmers in capacity, prod@ transport and
marketing of their coffee. They thus have responsibility of educating their mem’b%?on emerging
issues and empower them to increase production and improve their living standards; lack of

education thus leaves members being poor and unable to cope with the competitive world.

5.2.4 Government policies and Regulations
Coffee has been a major income earner in Kenya. In agricultural sector, it is among the top

export agric-products. Thus, it is the government duty to ensure that the sector is vibrant.
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However, a total of 88% of the responds rated government support to coffee farmers as low and

12% rating it average.

Government extension programs were very active in the 1970’s and 80’s when coffee
production was booming, but disintegrated in the 90°s and almost extinct in the early 2000. Thus,
training and education of farmers was low and as such reduced their production capacity.
Coupled with low returns from coffee in the 90’s and 2000, small holder farmers neglected their
coffee and sought other means of income such as banana plantation and dairy farming. Lack of
Governme idies, especially on farm inputs such as fertilizers find the small holder farmers
spending high uction and getting little returns. However loan write-off has benefited 47%
of the respondents n»?t he waiver encourage them into comfortably continue production and
supplies to the societie4ﬁually it has rejuvenated coffee production in most parts of Kenya

where the practice have bee oned due to low returns.

However 53% of the respo n%ot benefit. This could be due them abandoning coffee

farming and did not feel th F and loan write-off impact. Others could be the

young coffee farm owners who ot debts in the section. Liberalization of the
coffee sector was commended by 62 res ts. Only 17% rated liberalization effect as
below average and 21% as average. Thu@) raliz s had a positive impact and this is
evident on the increased earnings by coffee @ |n years. The study found out that
93% of the respondents had accessed credit and 0 thls ad not been able to repay the

loans, citing low returns from the coffee sector and h dall %s of family. All coffee
offee sector. The 7%

who had not accessed credit cited fear of risk and uncertainty on their capaci@ repay.

8

The cost of credit was believed to be high by 33% of the respondents, very high by 19% and

farmers acquired the loans from cooperative societies, (SACCOSs) i

5.2.5 Social- economic Factors and Earnings to Coffee Farmers.

average by 46%. Only 2% rated the cost as low. This meant that access to credit was costly to the
small holder farmers and had an impact on their net income and capacity to invest. The study
found that 84% of the respondents had divided their land to cater for mixed farming and also to
give land to young family members for production. Further, 16% had not subdivided their land
and possibly had other pieces of land where they could grow food crops and fodder. Poor coffee

prices were believed to highly affect the coffee sector by 47% of the respondents, 23% cited lack
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of credit facilities and farm inputs, 21% cited mismanagement of coffee cooperative societies
while 9% cited government policies. The respondents suggested that full liberalization of the
industry was the sure way of enhancing profitability. Extension services should be revived to
offer advice, training and capacity building to small holder farmers.

5.3 Conclusions.

The price of coffee affected the earnings to the small holder coffee farmers. The price of coffee
when multi with volumes produced will determine the turnover. Good prices thus mean
higher turnova%possibly higher profit to farmers. However, the world market price and
farmers pay price ly correlate, a factor that affects the morale of small holder coffee
farmers. Liberalizati;y coffee sector has however brought a reprieve to the small holder
coffee farmers with the coff prices increasing in the recent years as middle men and agents

are reduced, hence, reducing the{@;ctions that are extended to the farmers.

The cost of farm inputs haX\ sed Q\We as well as the cost of oil and transport. As such,
the expected revenue of the farnfersiis re /)y deductions from cooperatives for farm inputs

such as fertilizers, folia, pesticides fungigides needed to be used. Due to rural-urban

migration, labor has become scarce in @Tee a@nd persons available charge high rates

per day. ( : @
The cooperatives societies have failed in supportin@ sma@ er farmers increase earnings

r
of the coffee production. This management, ineﬁicienci&md in ?gness have riddled them
into debts and these are left to the farmers to pay. However, loan writé offiby the government has
given the societies a reprieve to the coffee farmers, though the managemen mittees are still

unskilled and not focused to development of the sector. /<\

The Government has a pivotal role in rejuvenating the coffee industry in Kenya. The small
holder subsectors has abandoned the practice for quite sometime and concerted efforts need to
be made to ensure high profitability of the sector. Creating a conducive environment for coffee

production and marketing is important.

Access to credit is important for the development of coffee production. Small holder farmers

might not afford to buy cash fertilizers and other farm inputs, as well as increase their coffee
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trees. They might need to establish other income generating activities in order to supplement
coffee income. However, the cost of credit is still not very suitable for the smallholder farmers

and international measures need to be taken in consultation with all stakeholders.

Small holder farmers have small parcels of land, and as per study, mostly below 7 acres. As such
they cannot plant more than 800 coffee trees and their production is normally below 2000Kgs.
The small holder farmers have to utilize to the best of efforts the small parcels of land that are
subdivided to cater for mixed farming- subdivision is also done for inheritance where the young
men/ wome@ to do their own farming. Among the factors affecting coffee industry, are poor
coffee prices, & to poor pay to farmers. However, lack of credit facilities and farm inputs

was also an mportar@t r affecting the success of the coffee sector.

The theoretical profit fun t|0 d stochastic frontier model emphasized that a profit function,
under mild ‘regularity COl’ldl is a logical extension of the production function. The
satisfaction of the farmer |9nak|n it in his/her venture. The study found that there was a
relationship between the ind%t variables on the earnings of smallholder coffee farmers.
The study establishes the signify e of elationships. In solving the various challenges
faced by the smallholder coffee f rs, tion and use of new ways, ideas and
technologies in the coffee production val ini |a Thus, the theory of adoption and
diffusion of agriculture innovations can be \{ ptet& ablishing viable interventions for

enhancing the incomes the small holder coffee far rs\thei @les communities and the state

at large. /
5.4 Recommendations for Policy )\l
The following were the researcher’s recommendations. Q<\

1. Cooperative societies should formulate a program that regulates coffee production. The
societies should do a field survey of the status of coffee from the members in order to
work out development plans that will enhance production and earnings. Value addition
along the supply chain would enhance the quality and quantity of coffee produced; a

factor that is crucial for increasing earnings of coffee farmers.

2. The government should formulate policies that enable smallholder farmers’ access farm

inputs at subsidized prices in order to increase earnings and reliance on coffee
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production. Stakeholders should encourage research on better farm inputs that are less

costly as well as seeds that produce trees with high production.

. The government should undertake comprehensive audit, through the ministry of
cooperative development and marketing, of all records of the societies to safeguard the
assets and earning of smallholders members.

. The members should lobby for the employment of qualified management teams in the
coo;@ﬂve societies that can be accountable and reliable in ensuring reduced costs and
highe &ue which will translate to higher revenue which will translate to higher

earnings mallholder farmers.

. The societies shﬂd’ arrange education of farmers on best practices and knowledge of
merging trends in th€ Coffee sector. The farmer will thus be knowledgeable in market
trends and new farmlng s and products suitable for best production.

Farmers should beco jn%s(e oriented and establish supplementary sources of

income that support the rod )Jn income and enable sufficiency in daily family
needs. This would leave th intact and good for investment either in
education, infrastructure or busme@ @

Direct market access (Market Liberallzo nsured to weed out the agents

and middlemen who have stifled the farmers\in ﬁes f y years.

Enhance value addition through promotion of a coffee driv%\ culture in the local
market, and as such reduce the impact of global market shocksOthe smallholder

8

farmers earnings

5.5 Recommendations for Further Studies

The researcher recommends further studies in the rate of abandonment of coffee production in

Kenya. This is important in order to formulate strategic plans for sector development by

stakeholders. Studies should be conducted in the effect of coffee market liberalization on Small

holder farmers’ income. Further, studies should also be undertaken to assess the implication of

County governments on coffee production and marketing in Kenya.
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APPENDICIES
APPENDIX I: SPECIMEN LETTER TO RESPONDENTS

& JANUARY 2013
Dear Respondento 7

RE: MBA RESEARCH ECT
| am a student at Dedan Ki Vniversity of Technology pursuing an MBA (Finance option)

program. In partial fulfillmeqt o requirements of the program, am writing a Thesis on the
“Factors affecting the ear @Qf small holder coffee farmers- A case of Nyeri County”

Please note that you have been %t@c ate in this research study. | therefore request
e ‘i ;/

you to assist to complete the attach q%tionn lease note that this is strictly an academic

exercise towards the attainment of the

. You are hereby assured that the
@et confidentiality required. Your

Qe
Y
9

i

irgs

ep
information you will give will be treated<’ he

cooperation will be highly appreciated.

Thank you for your anticipated kindest response. Q(\
Yours Sincerely

Simon Muguku Gichigi

Researcher



APPENDIX 11: QUESTIONNAIRES
This research questionnaire focuses on the Factors Affecting profitability for small holder coffee
farmers in Nyeri County. | would like to confirm that the results of the questionnaires are subject
to the priv &will be treated in the strictest confidence. The data obtained will be used for

academic purp @/
Instructions

Please answer all the questi@ indicated by either in the blank space or by ticking () the
option that applies.

Section A; Production andzj@ingsy)‘
C

1. How would you rate the prwé& 0 eéo
Very high [ ] High %‘era@ Low[ |  Verylow[ ]

2. How would you rate the cost of running factoilli arketing charges
Very high [ ] High|:| Average @)\Nl:l Very low [ ]
3. Do you spray your coffee? )\%
Yes [ ] No [ ] O/<\
If No, why? (Please give reason...........ccceveeveieenreseeseennenes
If Yes how many times in a year? (Please specify) ..................ooiii.

4. How would you rate the prices of coffee farm inputs (pesticides and fertilizers)?

Very high [ ] High[ ]  Average [ | Low[ | Verylow[ |



5. From your coffee earnings are you able to meet your needs such as paying school fees,

construction of a house, and investments?

Yes [ ] No [ |
I£ 110 WRY (ZIVE TEASOMS). ..t tttetttett et ettt et e e e et e e e e e e e e e e e e e eaeenneeanaas
Section B: Cooperative Societies Management Capacity
6. Do you belieye that your society is properly managed?

Yes[ ] @O No[ |

If No, why? Give’ryyﬁ ...............................................

7. Does your society offer Me%b‘}s education?

Yes[ | 0

If yes how often? &O )/\sl

Very often]__ | Often[ | %imes{_:} Rarely{ | Veryrarely[ |

Section C: Government Policies and Re@(ons¢

8 .How do you rate the government assistance to ar%

Very highl | Higl |  Moderate[ | #Low )\IVeronw|:|

9. Have you benefited in any way from the government through CODF of L(berite Off?

ved 1 No[] 28

10. How do think liberalization of the coffee sector affected you as a farmer?

Very well[ ] Well__|  Moderate] ] Low[ | Verylow[ ]

Section D; Social-economic Factors

11. Have you been able to access credit facilities?



Yes[ | No[ ]

a) If yes have you been able to repay........ccccocveveiieiciiccc e,

b) If yes specify from where................oooiiiiiiiiiiiii
b) I£ 10 Why? (GIVE TEASOMNS). ... vttt et ettt et ettt et et et et e et e e e eaeaans
12. How would you rate the cost of credit facilities available to coffee farmers?

Very hi Highl |  Moderate[ ] Low[ ]  Verylow[ ]
13. Have you sub@ed your land?

Yes [ ] @ No [ |

a) If yes why? Give reascgj.—/ .......................

14 Which of these factors bef %ve greatly affected coffee farming?

|__KP7 Poor coffee prices| ]
Mismanagement of cooperatives socieﬁ@ % Government policies |

Others (please specify).......... 8 . o~..... @
Section E Respondents Profile G | ’9\9
15. What is your Gender? /)\l

Male|:| Female [ ] O
,(\

16. What is your age group?

Lack of credit facilities and far n/gs/

Below 20 yeard | 21-35years] |  36-50 yeard | Over 50years| |

17. What is your level of education?

Primary leve[ |  Secondarylevel |  Collegeleve[ |  University levell |

Others (please specify)..........ccevviiniiinin...



18. For how long have you been growing coffee?

1-10 years[ ] 11-20 years[__| 21-30yeard__ |  Over 30years| ]

19. What type of coffee do you grow?

SL28[ ] Ruiru 1] | Batian[ | Robusta[ ]

Others specify...............oooeeen.

20. .What is@s' e of your land?
1-3 acresléilo 3-6acred | 6-9 acres| | Over 9 acres| |

21. How many coffee tr@t) you have?

1-200 coffee trees| ] /7 201-400 coffee trees[ ] 401-600 coffee trees[ |
601-800 coffee treesl:?\& ﬂe 00 coffee trees] |
22. How many kilos of coffee do rodUcg”pa year?
1-500kgs[ | 501—1000@@ O/ﬁl-lSOOng 1501-2000kgs[ |
Over 2000kgs| ] ( O /L
23. In one of your best years since you started coffe@ﬂg @Sgny kilos did you produce?
1-1000kg[ ] 1001-2000kgs[ |  2001-3000kgs /)\% 3001-4000kgs |

Over 4000kgs] | O
A

24. For the last five years how would you rate your earnings from coffee?

Very much__| Much[__|]  Average[ | Little[ | Very Little[__]

25. Please in your own words what do you think should be done to improve the coffee industry?

Explain briefly. ... ..o






