Computerization of agricultural co-operatives and emerging 
producer associations in Kenya 

Project Summary
1.
Background and justification

Agricultural co-operatives play an important role in the Kenyan economy. A study on the status of Agricultural Marketing Co-operative Societies, launched by ICA towards the end of 2001 in 53 districts, covering 1,342 primary agricultural marketing co-operatives, indicates that 760 were active. The studied co-operative societies had a membership of 1.3 million members, of which 41% are active, with a total share capital of Ksh. 1.7 billion and generated an annual turnover of Kshs. 14.4 billion, Major value-adding occurs in coffee and dairy sectors where large vertically integrated co-operative structures predominate. While these statistics appear impressive, they hide the fact that most of these co-operatives are now undergoing a very difficult period of transition from a state-led and financed movement to member-led and financed one.

Prior to June 1998, the Kenyan Co-operative movement was regulated by the Cooperative Societies’ Act, (Cap 490 of the Laws of Kenya) of 1966. This Act created the office of Commissioner for Co-operative Development who had the dual roles of registration and Co-operative Development. Under this Act, the Government acted as regulator, financier and manager of the movement. The majority of coffee, dairy and other producer co-operatives operated within protected and vertically-integrated markets under monopoly conditions, and although the system functioned, the inefficiencies and cost to government of maintaining these marketing structures could not be sustained without considerable government and donor support.

2.
The problem:

With the introduction of market liberalization reforms in the early 1980s, the government began to realize that primary agricultural co-operative societies would have to be given more business decision-making autonomy to compete in these markets. The Cooperative Societies Act of 1997 was an effort to create a more favourable legal environment that would accomplish this by reducing government’s role in regulating, financing and managing these co-operatives. But now, four years after these reforms, the majority of the coffee, dairy and other producer co-operatives remain poorly equipped to compete on an equal footing with private sector firms. As competition from private traders increases, many of the larger dairy and coffee co-operatives (with memberships ranging from 800 to 10,000 members) are encountering increased difficulties in maintaining profitability and in mob1ilizing enough capital to finance their marketing operations.
 The result had been growing member dissatisfaction, a decline in active agricultural co-operative membership and many agricultural co-operatives being forced to close down their operations.

Findings from a 1997 study on member capital formation in five large coffee and dairy co-operatives in Kenya confirm these trends. In the surveyed co-operatives neither managers nor members showed great interest in mobilising additional member equity capital to finance business growth either through the accumulation of retained earnings or through additional member equity capital contributions.
  One reason cited was that both co-op managers and members lack access to the kind of detailed and timely information on member transactions, co-op financial position and profitability needed to implement such member capitalisation schemes. Surprisingly, all the surveyed co-operatives still operated using manual bookkeeping systems. This led to long delays in member transaction and financial reporting, lack of information sharing and transparency between management and members as to the financial state and profitability of the co-operative, weak member participation, and consequently a low level of member capital contributions to finance co-operative business activities.

Additional evidence from the ICA study does partially appears almost daily in Kenyan newspapers confirm the gradual breakdown of these vertically-integrated co-operative structures due in large part to their inability to mobilise sufficient capital to finance their marketing activities. If these trends are allowed to continue, the majority of these farmer structures are likely to collapse which will represent a huge loss of “rural social capital”, and lead to a further marginalization of the Kenya’s smallholder sector. Nevertheless, there are some signs of hope.

First of all, there is a growing awareness within the Department of Co-operatives and the co-operative movement that if agricultural co-ops are to successfully compete in privatised markets they will have to change the way they do business and mobilise capital; and they will have to do so quickly. Secondly, new modes of ad hoc smallholder co-operation are beginning to emerge as dissatisfied producer members “vote with their feet” and invent new ways to add market value to their produce. The principal objective of these emerging producer associations is to add value to their products by developing more direct market links with private buyers and traders at national and international levels. The main weakness of these groups is that they frequently lack the business skills, access market to information and links with private buyers, and the financial capital to achieve their business goals.

In order to restore the competitiveness of agricultural cooperatives and provide additional assistance to these emerging groups, urgent action is needed in four areas:

•
primary co-operative society managers and members must be trained in how to profitably manage their member-owned and financed businesses under these new market conditions;

•
the efficiency with which these organizations collect, process and use business information has to be significantly improved;

•
new methods of mobilizing internal member capital have to be introduced;

•
similar assistance must be provided to strengthen the management capacities of emerging producer associations/groups.

Some progress has been made in this direction. For example, the Department of Cooperatives has launched a new series of management education and training courses for co-operative managers at the Co-operative College of Kenya earlier support from the Kenya/Nordic Co-operative Development Programme, DANIDA, SCC, World Bank, and FINNIDA, aimed at improving the quality of agricultural co-operative business management training; however, it is unlikely to be effective if not complemented by a concurrent introduction of computerised business information systems. To be effective in their jobs, these newly trained managers and members will need much quicker access to quality decision-making data to improve co-operative profitability and attract more member capital under privatised market conditions. Especially for the larger agricultural co-operatives, computerisation is considered essential.

3.
Proposed solution:

The Department of Co-operatives fully supports this additional focus on computerization and, in close consultation with FAO, has developed a technical assistance project to address this concern. The aim of the proposed assistance is the development of an appropriate, low-cost and marketable computerised information system to replace the existing manual ones. The expected benefits to agricultural co-operatives and emerging producer groups will derive from using this new system include:

•
an increase in the speed, accuracy and frequency with which business information (on the profitability and financial position of the co-operative/group) is collected, processed and used by managers and members.

•
Better and timely information provided to members on their business transactions with the co-operative/group.

•
improved management access to external (e.g., national and global market, supply/demand) information relating to the co-operative business.

•
increased profitability due to more accurate and timely business reporting; and finally

•
the capacity to introduce and effectively manage new patronage-based systems of member equity capital accumulation.

The project is also likely to produce other beneficial effects, including improved member access to information flows both within and outside the co-operative/group. This will promote greater transparency and improved accountability of co-operative management to members, increased member participation in co-operative decision-making and financing, and in their communities, thus indirectly contributing to complementing other government and donor-supported local governance and decentralisation initiatives in the country.

4.
Strategy:


In consultation with the Department of Co-operatives, FAO launched a study in 2001 to examine the feasibility of introducing such computerised systems in Kenyan agricultural co-operatives. The study reviewed existing local experience in the computerisation of cooperative information systems and identified a number of strategy options for the development of a prototype system. The study noted that experience had been gained in the computerisation of rural Savings and Credit Co-operative Societies (SACCOs)
 under two programmes: one supported by the Swedish Co-operative Centre, DFID, ICA and the Co-operative Development Information Centre (CODIC), and the other: the FAO supported MicroBanker Programme.

Although many of the hardware installation, software adaptation and staff training problems are similar, the study also noted that the information processing needs of agricultural co-operatives are quite different from those of rural SACCOs. To obtain more detailed information regarding these needs, FAO is now implementing a second study whose aim will be to identify a set of preferred strategy options for introducing computerisation in these latter organisations.
 The project will make use of this experience and knowledge base.

5.
Project Goals and Objectives

The overall goal of the project is the development of a low-cost computerized information system for use by primary agricultural co-operative societies and emerging producer associations within Kenya (and potentially within the region) to help strengthen their capacity to compete and mobilize capital in liberalized markets and consequently, their capacity to improve the livelihood conditions of their members and communities. The following objectives will be pursued to reach this goal:

•
Build on local experience and expertise.


•
Address priority information management needs in agricultural marketing cooperative societies.

•
Develop and test a prototype computerized information system in one primary agricultural marketing cooperative society which can serve as a model for adaptation and replication in other such societies.

•
Train managers and members in its use, utilizing participatory training methods and appropriate training materials.

•
Refine the prototype system to achieve a low-cost but flexible solution which can be replicated and adapted to meet a variety of co-operative or emerging producer association information processing requirements.

6.
Intended Beneficiaries

The direct beneficiaries of the project will be managers, members and families of the pilot co-operative. Indirect beneficiaries will include involved Department of Cooperatives, Co-operatives College, and CODIC personnel and managers, and members of other agricultural co-operatives and emerging agricultural producer associations interested in utilizing the system.
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