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 ABSTRACT

Food grain marketing and pricicng system in Lhe
pre-ravolution pericd were analysed in  becwms ol
functions performed; influence over function and power
relations. Comprehensive analysis of Addis Ababe. foud
grain wholesale prices has also hesrn mades. The vesnlts
confirm the monopolistic nature of the system than 103
competitivensss. The system was incapable of tlosing
the seasonal and temporal gaps iy production and co
nsumptilion. 1t did not motivats producers the aught prive
incentives and marketb infrastructures.

Far reaching institutional changes in the nabiowal

food grain marketing and pricing system have taken

place after the 1774 revolubtiaon. The oreabtion of
parastatal agencys the Agricultural Marksbing Yor

poration (&MO) increasing role of service cooperatl ve
and “"kebele" societies in procurement and distbribu

[§8= new syatemr o

ar

tion of food grain are zlements of

food grain marketing. The private sector also wpee abe

in parallel with the Gtate and mass organiza
although it bhas bean sub jected to strict control.  The
elements of the new system fave been analysed Ly

comparing outcomes with declared objectives partl

cularily for the state sector . The resuits suggeszt
that there ave ample r(ooms for improvemant in bhe

operation of the system hefore it yields positive
results on production.

How the new marketing system influsnce produacbion
at the farm level bhas been analyzed using farm hoaseho
1d 1level data obtained from Zamnp lE SUrvEY . Tlyes
analysis and results from the data have showo that ihe
supply of consumer goods and non farm inputs, credit,

relative price of autput to input costs. storage aril
P G
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ackaging at Farm levals, the oo
x|

produce inorder to avoid congeshtion and  poomph

payment for producers wpon grain delivery nged Lmeows

ment if Lthe system has to creste posmitive i ndusengot

producers. Producers ara also responuive
marketing chanQesh.

Based onr the assumpticn of cRapRanSl JETET S

producers prices @lasticity ot oukput Hel  Lees

T

estimated. The elasticity framework hay Dean Comd
¥

with the Marshallian Econoemic gurnlus theooy nd

standard partial eguilibruim o g hudy LB

affecte of the prevailing pricing and mar betiog sysle
The results show that an lndr@az=z 10 produean s o s
will increase domestic production. Heoaas TR il

production, i+ aleo conserve ithe publ:ic Py oryEe

coipisind i V

resources (redures subceidyi: save foreign esChange
~pleds the agriculture sgcsor at a pace tastac RETTR

moves today.
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1. INTRODUCTION

1.1 BACKGROUND AND JUSTIFICATILION 0or THE STUDY

wyniwve in

econamic development.

inrvolves by definition

Policy analysis, therelore:

the
Further s
Some

has a stvrong

of

contaat

BVETY

gailners anid soma

Food gralin marketing and pricing policies
evolved in the past decades in mOsi

Sub~Saharan Africa hawve

prompted by a wvariely of

The widespread practices have heen governmant intervention
in the pricing and marketiné machanien with a desire to
stabilize oylices for producers, a  need bo tax
agriculture, to producs acre revenus for development. a
greater equality of incomes distribution among Fayrmers as
a whole and amang regions of  the countvy., 2 desive to
promote socialist society and  to curb ar aliminate the
exploitative middlemen or trader and determination to
keep down the cost of 1living especially Tor urban

consumers.

1 John C. de Wide,
Suh—-Saharar Africa.

African Study Centre and

Agriculturs,
Los  Angeles
African

i

corsider

similar

ations

Marketing and

miversity of
= Nssociation

welfare

social and

policy change

Pricina In

California,
L’iqa"r-, pna.



There are enough evidence cthat these pplicy measures

have had & great impact on output and producer

1

& 1InCcome.

Many countries fFailed to establish adequate commercial
Y

structure angd rationally organized marketing system

which could sustaln high level of activities in

marketing and local trade. hey paid less attention to

the potential offered by rural markets and eveaen blocked

their operations. There have also besn imbalances 1n
inveatment between food marketing and productive
sectors.®

The averall effect of this development has reduced the

subsistence sector food output, lecosened

between the traditicnal and modern secior, e

the demand structure which gernerate supply re

the 1ink

trover ted

advanced countries of the west; thus acceleralting the

fpod dependency of the vreglion. These haive been

reflected in per caput foed output decline for the

Sub-Sahare as a whole at the rate of 1.1 percent in

L]

1970%’s while population grew at 2 percent and urban-

jzation at &—-8 percent yeariy.” The decline

2 .

in food

= UM FEconomic Commissiorn for Africa: "Situation and pro-

spects of Domestic Trade In Africa. A preliminary Revies"

3

(Brazzaville: memecgraphed) Cct.1983, p.d.

# Sgg for exsmple, Uma Lele " The Rele of Risk in Agricul-
tural led strategy in sub-saharan Africa” American Jourmnal of
Agricultural Economics, vol.é6s no. 5, Dec.. 1944. p.b&7;

Christopher L. Delgado and John W. Mellor, "Structural

Policy Issuez in African Agricultural Development";



production growth g population, fast rate  of
erhanization and  InZomz growth have reculted in rising
imports at the rate of 7.9 percent annually it 19260-82
period and by 15 percent annually since the mid 19707s.

Prosection of the recent trend of foocd im orts to the
3

year 2000 alsc shows that it will reach a level as high

¢

as 40 million tons with its major potential probiems of
supply transport and financing.”

In Sub-Saharan Afvica today; imports already satigfy
about one-third of food demand 1in terms  of calorie
neads . 1t is estimated that cereals account for 80

percent of imported food.™

o i

Qi.l. ARENDS IM FOOD GRAIN_ SUPPLY IN ETHIOPIA

—

Ethicpia iz nob  an exception to the gensral foond

supply problem 10 Suh-Saharan Africa. Cereals {(1.8.:

Teff, wheat, barley. insize angd sorghum 3} canstitute the

major proportion of the population diat. 1t 4=
estimated that, 1n the country, out of the daily

Journal of Agricultural EconomlicsSs vol. bbb, Mo.3, Dec.s 198,
p.a63; Harimut Bradt, "Causes and Consaquences O inadeguats

productivity and development 10 sub-saharan Africe” Economics
vol.29,; 1784 p.119-120.

U

4 Christopher L. Delgadoc and John Mellov op.cifb.

= Uma Lele, ep.ci



Flan

o

iy

NRDC & CPSC Domestic Trade Secter: Ten-vear Per
(1976-19283)

57

calprie r@quirement/gé peroent is from ocereals:; pulses

__..-:..:-‘1:_-— i Er——
and oillss af  which cercals consbituted 72 percent

ot

pulses 14 percent ard ollseeds 7 percent . ™

Cereal rains are impovtant wage goods «hich account for
o I e |

80 & percent of lew and middle  income  households
expenditure.” Cersals also eccount for 60 percent of

the gross value of agricultural production® and five of
the major cereals alone acceount for 735 percent of the
tokal culbvivated iland. Aocordingly, Tefd ooccupies
nearly 22 percent of toltal cultivated land Tollowed by

barley 14 percent:; sorghum with aearly 13 percent, malze
ALt T 3 ; i mal

“p

14 percent and wheat 8 percent. in terms of employmant
over 80 percent of rural housepolds mainly concentrate

on cereal production.

The food pruductien has shown very poor

performanze over the past two decades. The total

average cultivated land declinred belbtween 191y 7E -

spectice

2
Amhar ic, memecgraphed. Addis Ababa, 1975, g.20

W. Meller. " Food Prospects for Developing Countries”,
American Economic Raview. Vol.73 Mo, 2, Mayv, 1983, p.23%9. :

ltd.

o

Mesfin Wolde Mariam,
Ethiopia_._
1984 .82

1

2 The Office of the Mational Committes For Central Planning
{CNEZCP Y '

Mational fccounts Dlviﬁit‘mh

Violnerability tg Famine in

11958-1977), New “WYikase publishing house pvi.
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19732/74 and 1977/78 - 1981/88 by 2% asrcent. The

i

average arnual growth vate by wvolume of production
hetwaen 1989 - 1970 and 1977 - 79 was 0.4 percent and
per caput output declined at the rate of -1.7 percent.
The country’s feod self sufficiency raltio dropped from
99 percent in 1964 - &&  to 3 percent in 1978 - 8Q.°*
Food supply amet 87 percent of ca;orie requirement in
1970 and 7& percent in 1979 - 81. Such Tigures Tor low
incame African countries  Scuth of  the Sahara was =58
percent and that of middle income was 93.7 percent for
the same period.’® Thus, rhe  country’s  level of food

production and marheted supply are even the lowest by

standard af low income Sub-Saharvan Africa. tany Tactors
have recntributed to the decline in food production of
which drought and external econemiz situation account
for a substantial share. However . drought and adverse

external economic conditions can e minimized or awveried

under wizely articulabted domestic policies particularly

wrdy

with regards to
system and pricing palicy nave & gignificant impact on

motivating production. 7{_T%@ marketing =systemn, i=

i Technical Committee Report to  the MRDC % CP3C, Maico
Problems in Grain PFroduction, Marketing and Distribution and

Necessary Folicy Measures ta Alleviate them.” {(Ambaric. memso-

graphed! Addis Ababa: August 1779 £.C. Annex 2.

Development and

1 LWprld Barnk Ethiopia: =
P g.le

Future Prospects., May, 1984, MNo.

1

A /."7

.
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therefore, aone of the contributing factors to the low

level of production of food grain which vequives close

examination 1T & searoh forr splution to the food

problem.

/"‘*.
7)<‘ A grain marketing system includes all elements that

System:
Journal

influence directly or indirectly. the movement, trans-—

formaticon and price of grain, once it leaves the farm of

origin. The functicns in the marketing system directly
influence production. Tha function in ths system

includes primary collection: transpoitations, handl ing.

storage: grading and standardization, finmancings

Rodilcad - 7 il B AR il
informabion, irstitutions which facilitated the
S — o '

i

functions af the system i.s. wholesale and retall as

we ll private, cooperative and state institutions: the

mational policy erivironment which influences  the
marieting syshem auch A the pracess of price

(i and movement of

(=)
i
T
3
&
-
m
3
i
=8
s

determination. method
grain and distribution.™?
Relevant grain marketing and pricing policies can be a

vehicle to the transformaticn of traditional agriculture

i

by encouraging research, inciting small holders to adopt

B

its output and drawing them into the national economic

system. The netional food production plan with usltimate

objective of food self-sufficiency cannot be attained

Slexn  F. Mecalla and  Andrew Schaitz, "Graln Marketling
T se of United States versus Canada”, American
1. &1, HNoe.2, May, 1979 p.200

=
of Agricultural Economics, Vo



without corresponding =ffective markeling and praicing

an aiming at food grain production

policies. Mational {3

i

expansion necessarily envisages investment in food grain

rces in egricultural as

csubh sector and retaining
wall as creating “avorable condition for efficient
Lutilization of existing resourcas in the sector.
Extracting resources vrom agriculture using indirect
mechapism and compulsory deliveries which are widely
used in many developing countries may have negative

d

-4

cod supply.

L]
b

impacts on development of agriculture

More sSerilous. the food productiaon problem 1is when the
extracted surplus has not been used for the development

of other groductive sectors but to maintain unproductive
parasatal c¢reated to undertake agricultural marketing.

For example the complex parasitical agricultural

pr

markebing institution i Tanzania., Zambia, Ghana have
incurrad hesavy financial losses which may amounbt to

twice the recurrent budget Ffor  agriculture in their

respective countries.®* The parastatals pay low prices

to producers. fixed by the govermnment each y2ar. The
nrices are neither related to fterm of trade nor to
export and impori parity oirices.  Such polices could

have been effective 1f producers ere irresponsive too to

prices. But severalll empirical studies in developing

14 See for example: Jehn C. De Wilde, op.cit France Ellis
"Agricultural Marketing and Peasant State transfer in Tanzania”

a e
The Journal of peasant studiesz. val 10, No.4 July 1983, p.c2
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Developm

-
=3

countries have confirmead that =mall holders ave

sensitive Lo prices and they are net willing to commit

resources including their own labor wunless they SEe
some  imbrovement in  their wmel fare from the returns.

While adeguate incentives at the fTarm level will not
guarantes that that all farmers will make the additional
efforts needed to increasze productlion, their absence
wiil certainly mean that such efferts are unlikely te be
made . Thus, a firm knowledge of producers responssa to
varicus marketing arrangement will be imperative before

designing food grain marketing and pricing policies.'™

1.1.2. SALIENT FEATURES DOF FOOD GRAIN MARKETING AND

PRICING POLICIES

1.1.2.1 MAIN FEATURES OF FOOD GRAIN MARKETING SYSTEM

IN THE PRE-REVOLUTION (196B/69 ~197b/77

Tt hMas been indicated elsewhere that a national pelicy
is the result of sconomic and social development. Prior
to the rewvolubion, the @conomic  system was  pased on

private ownership of the wmeans of production and food

grain marketing; and pricing policies were primarily

based on this Ffoundation. The marketing system was
& : Abbott, "Marketing issues in Agricultural
vt Flannings in Red Moyver and Stanley C. Hellander

{eds.) Markets and Markesting in Developing Economies, Nobleton,

Ontario:

1948, pp.

Rickhard Dirwin, inc; Home-wood, illincis Irwin-drasay,
P5~96 .



mairly oaperated by the private sectov. The system
had a Rhierarchial structure with rumerous

intermadiariéﬁ‘ Prices were determined by big mevchants

higher up 1o bhe marketing hierarchy oD the basis o7

their subjective assessement of the level of supply and

demand . Nonetheless. there were a few government
institutions which were created to Tvegulate, stabilize

and  intreoduce the system of standardizaticn in the

girain marketing systems.

Inspite of the evistence of government institutions and
regulatlons, the mass of i1literate producers were not
protected against large rnumber of @mall independent
buwing snterprises which on the face seened perfect

competition. Systematic market nNews services advisory

producars and PRandlers on the choice of

“hy
Q
-

P oY Aams
varieties, time of harvesting and sellingy method of
storags: prganizaetian and construction of supplementary
mariketing facilities, strict conkirol of  guality
standards and sales practices and the training of opera—

tional marketing personnal were lucking.
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T == CHONGES __IN THE FDOD GRAIN MARKETING _AND

e L U i

The Ethicpian revolution has prought about far
reaching institutional transformation in all secteors of
the eCanamy . The major lapadmark in the institutional
changes has been the r%fal la@ﬁ refarm. The reform had

proafound eccnomic and social dimenslons. 1t had

radically alterec the fabrics of rural society by

abolishing the pawer of the landlords and  iocal
gover nment gfficials and creating zelf governing

entities in the form aof peasant associaktions.
SaNT Ree e —

The eguitable distribution of 1and among peasants has
cyreated a favorable climate for develepment. The
crganization of p@aﬁaﬁts-iﬁto peasant azsociatinons has
croated broader Mmass participation i rural development
isEues. The litevacy campnalgn has increased the
awareness of the possibilities for the Tural poar for
improving Lheir standard of 1living. These measures
would have created an inciting framework for axpansion
of food preduction and marketabilibty. The mEasures Were
also aimed at unleashing the latent potertiels and
capabilities of the peasantry. However . the recent

record of food producticn has not been matisfacbtory as



indicated elsewhere.

Far reaching changes were also nrought  about in the
marketing and distribuetion of food grain since the
revoiuticn. The changes in thie sub-sector WaT e
primarily hamed on the Declaration cf Ecoanomic Policy of
February 7: 1975, ~® n order to realize the Bovern—
ment’s objective in the grain marketing field,;the
ﬁgriﬁultﬁral Marketing Corporatian (AMC)Y was established
by Proclamation Mo 105 of 1976 Lo intervene on the
mariket. The principal phjective of the corporation had
heen to execuls the government’s policy in the field of
grain marketing procurement and distribution of inputs
ard  mailntain national grain roserve. The gowvernment
policy ag indicated 1in the declaration of economic
policys iz to stabilize price for hasic consumptlon
items and protect the e interest of the masses. Since grain
is basic consumption items. the ohjective of AMT, neces”

'
carily besongs to stabilize the price af food grain and
protect the interest of producers and CONEUMEr 5. The
Corporation has also been aentrusted with distribution of
inputs and maintenance of f matipnal grain rEsServe. Based

the governmEﬁt’g grain marketing and oyricing policies,
16 Government of Ethicpias Declaration of Ceonomic POYiCY

of Socialist Ethiopia, Addis Ababa: Berhanena Selaam Printing
Press, Feb.1973: o R 1

17 pegarilb Ga

attas ﬁgriculturai Markebing Establishment
Proclamation,; proc ti 1

“p. 109 of ?7b.
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th chiveS therefore Come close to ihe

it

corporation obje
followings—
a) closely relate the coasaonal and geaqraphiaal price

variation to costs and stabilize prices hetwesn years.

h) assure timely and afficient supply of inputs and to

ramove nroduceE in such a way as tp avolid cengé@ @stion and

give good service to farmers.

c) decraase marketing pargin balween the producers and

~holesale level and thereby improve producer s price and

incentives.

d) promote cound marketing practlces including proper

welghings grading and stock managemant.

gy maintain national grain reserve.

With regards ro manufactured gonods the Ethiopian

Domestic Distribution Curporation (EDDC) Has

12 of 1973 to procure

i

-
[t
s

s=stablishad by legal noblice

11y produced and imported

and distribute both domestica
manufacturas to state and cooperative shops. '™

operativest CRASCY  were organized to

Ca

Rural service «C

mairket the products of their members  and alawo to

ve ot besn cleari
+ the stabmentse vegay
¢ been mades by the
.‘

sit. Mimist sty

18 Qince AMCTS objectives b
official gocuments a2 synthesit
objectives in varlous dncumenfr aE
GSee, for axample; Magarilt Gazeta

wooow

L

Trade. Brain Procurament Guidline fl}nﬂa Addis  Ababas 2l
meEme ographtd, World Rank "Appraisal Report on grain = ge &
project, ﬁgflcuitp.al tarketing Corporatien {(fpddis

marlketing

Ababa. 1977} memeographed. annex 3 p-l

: 1 Negail Gazelas Ethipopian Domestic Pis ctribution Covpore~”
tion (EDDC? establishment; Legail Notice Mo. 13 ©

r ™ =<
F 1573,
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distribute inputs (of the 742 RSC, 313 RSC in Shoa,

Arssi, Sidamo, Wollo and Harrarghe regions have taken
inputs distribution responsibility since 1981/82) and
manufactures to their members. Kebele shops were

organized to provide grain anc basic menufactured goods
to urban dwellers.

The government and cooperative institutions, however,
have not vreplaced the private sector. Private traders
in food grain and manufactures continue to operate with
various forms of restriction n imposed upon them. In the
case of food graings AMC has taken over the
responsibility of supplying cix wurban areas (Addis
Ababa, Harav, Diredawa, Makele, Asmairds Assah) government
institutions and interregional mavement. Moreover; AMC " =
procurement price remainad fived at low level since
1980/81 for wmost of the food grains, and it is
increasingly diverging from the rising parallel market
prices (sgg annex | 3 11 shorts the development of AMC
in to moncpolistic parastatal institution in grain

marketing, introduction nf compulsory quota delivery

system, restriction of the operation of private
merchants, pan—territorial and seasonally invariant
pricing system and increasing role of service

cooperatives 1in bulking grain for AMC have become
opperational policies 1n food grain marketing. The

existing marketing arrangement and AMC’s low procurement
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price may hava impact on croduction. Low putput price
might have led to lesser adoption of inputs such as
fertilizer which might have led to decline in production
and market supply. Restriction of grain movement by

private operaters and blockad of rural markets may have

discouraged producers and minimized the effort to
increase productiany low grain prices may have
encouraged increased on farm consumpbion. Thus, the

evaluation aof the present grain marketing and pricing
system and assessment of its impact on the level of

output and producers’ income is in order.

1.2. STATEMENT OF THE PROBLEM

The food grain marketing system was primarily operated
by private sector in the pre—-revelution period. Though
there Wer e government institution established to
regulate the market and stabilize prices. they were not
effective due to lack of finance and government
commitment. Food grain proadaction had not kept pace
with growing population and food grain prices weve
raising. The demand of consumers had not been
effectively communicated to the producer through the
marketing sysztem.

In the post-revolution neriods far reaching

institutional transformation has been made through rural



land reform. The marketing and distribution of food
grain and manufactures wer e also transformed
institutionally. Howaver s food production and
marketability haz not increased. Instead, tﬁere has

been acceleration in the rate of decline of grain
production and a sharp rise in prices.

The distributive networlk for manufactured goods and
inputs and marketing of rural products may have not been
at remunerative prices. It has been advanced further,
that investment in research in Ethiopie will vyield a
return as high as 40 percent provided there is some
rationalization of input costs and output prices.®®
No less evident is also the fact that the adoption and
diffusion of existing technological packages have been
constrained by low output prices in relation to import
costs . ®? Bvailable literature on the subject also
indicate that with out appropriate incentive system
agricultural producers will not be willing to adopt
modern inputs ant engage themselves in effective
agricultural activity.

Leaving asside the effect of drought and external
2¢ Tenassie MNicola "Spcial Returns of Investment in Agr-

icultural Research unpublished M.5c. thesis, Addis Ababa, Oct,
1985.

2L Ttama Ayanas Ar  analysis of factors affecting the
adoption and diffusicn patterns of packages of agricultural
tepchnologies in subsistence agriculture. A case study in two
extension districts of Ethiopia (unpublished M.Sc. thesis, Addis
Ababka Oct.., 1985).




4,

16

Il
1l

factors,it can be hypothesized that institutional
changes in  the marketing svstem has not brought about
functional changes which motivate producers to increase
pyroduction, proddcer’s are responsive to prices and they
do wot commit resources including their own labor
unless the r2turns out-weligh the costs. The present
arﬁangement, besides affecting producers incentives also
affect the urban poor and public financial resources.
The problem is therefore teo determine the relationship
between sustained food shortage and marketing and
pricing policies, producers response to the marketing
and pricing arrangement, whether institutional changes

have brought about changes in power relaticon.

1.3. THE SPECIFIC OBJECTIVES OF THE STUDY

The paper first of all aims at sxamining whether
institutional changes in the maerketing system have
brought about functiona! changes and power relations
among the participants, estimating producers response in
ircentives and to det=srmin the extent to which the
presant marketing and Pricing arrangements have
contributed to focd shortages. In particular:-
2a) to analyze the temporal price beshavior since 1948/69
in order toc show the develeopment of food grain supply
and demand relationship avart{me.

—_—

b)Y to evaluate the effectivensss of AMC in carrying out



its objectives. il.e:1-

- to evaluate whether AML has closely related the
seasonal and geographical price varietions to
costs and has succeeded in stabilizing prices

- to assess whether AMC has been able fo assure
timely and efficient supply of inputs and has
managed te remove produce, avoided congestion
and has given good service to farmers

- to assess if AMC has decreased marketing margin
between producers and wholesalers level and has
there by imbDroved producers prices and

incentives.

c) to estimate output elasticity of marketable surplus,
price elasticity of output and price elasticity of
marketable surplus in order to determine the producers
response to the ewisting pricing and marketing
arrangements.

d) to estimate the impact of the ryecent food grain

marketing and pricing policies on

- volume of ocubtput

- income of producers
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i.4. IMPORTANCE OF THE STUDY

Three factores, among other things. make this study
significant. Firstly,; exparsion of food production and
increasing marketability reguires substantial investment
in rural areas. Thie necessitates retaining resources
in agriculture and inducing its efficient wtilization.
Marketing and pricing policies play an important role to
raetain rescurces in agriculture and motivate its
efficient utilization. Secondly, food production in
Ethiepia is wunevenly distributed. Four of the fourteen
administrative yvegions i.=2. Shoa; BGojam, Gondar and
Arssl alone preoduce 79 percent of the major food grains.

The attainmsnt of egalitarian society to which

ras  could only be possible

[

socilalist Ethiopia asp
through efficient movement oF marketable surplus from
surplus  bto deficient regions. ThHis requires a
rationally organized marketing system which sustain a
high level of activities in marketing of rural products
at repunerative prices. Finally the attainment of food

elf sufficiency, conserving public financial rescurces

Ui

and efficient grain marketing system calis Ter proper
evaluation of the 2xisting nractice for  prooer

articulation of the future process.
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1.5. METHOD OF THE STuDY

1.5.1. DATA COLLECTION

The study has involved collection of data botn froam
primary ang s2condary sgurce,
Primary Data:— Data from Primary sources, for this
study has been collected throagh personal interviews of

selected farm Mouseholds on the nasis of structured

questionerg prepared  for this RPurpose ( see annex I11;.

The procedure involvead both non Probability and
stratified two stage random Sampling. First thres
woredas were selected Purposefully. The éelectiaﬂ of
the woredas WETrEe on the bases of pre-determinead

criteria, such as accessibility o altermative market

cutlets, strength af service Cooporatives,
infrastructural and institutional factors a3 wel]
@5 cropping patterns. Detailed description of the

Procedures has heen made in chapter 5.

Data from SBCONCAary sourcess - Monthly wholesale price

of cereals under Consideratian faor Addis Ababa ware
obtained freom the National Bank of Ethiopia and the

Office of +the National Committee for Central Planning

(ONCCPRY . The data cover the period 1946B8-1984 The
initia) period Corresponds to the Leginning of
Comprehensive rural development Rrojects such  as

Chilalo Agricultural Levelopment Unit (CADUY 5, Wellamo

Agricultural Develooment Unit (WADLY and the third five



20 =

Il

vear plan {TFYR) f the pre-revoluticn perigd with its

egmrishasis on the development of agricultiure. HMorsover.

et

aotad townes

8|

ntral Statistical Office (CS0:.

- data on area cultivaeied. yield and produciion o
Crog cevering  bhe period 1974/75 -« (9283784 by
region wers  also abteinasd Ffrom Ministry of

Agriculture and C50 publications.

- AMT7s purchase price. selling prices, margin,. storags
capacity, trangport and MATD O data have bLeen
chtained from the corpeoration’s annual reports.

GIling Awra jias were

&
ifi
D
¥
O

o

- impoyt ef whesat have besan obtzired from AMC and

1.5.2. METHOD OF ONALYSIS

The systems approach has been applisd  to evaluate the

o3
{it
il
[w}
e
i
st
=

A

T3
w]
b
£
2
e}
A

effect of - food grain marketir
food groduection and producers  irvcoms. Accordingly the

main function aerformed by the markaeting svstem both in

the gre and gost-vevoleution aeriod; and

responsible for the functiong were anelyzed. The
influencea structure Bk the syvasbem and the

interrelationship between the functicers has beern shown
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to test  the capacity of the system tc motivate

L

nroduction arnd consumgtion.

The capacity cf the system to hridge temporal ard
spatial ceps in supply and demard  in ths pre-revolution
has beern analyzed by using time sweries model.

Comprehensive analysie of price date has Leen made by

imbo trend!{¥: ssasonallS),

1
i
i
n]
i}
iy
m
U

decomposing ths p

cyclical(D) and irregularil} companeinias. Thus.

m

Y= the abserverd pric

S= ggasonal Compunent

C= cyclical comporent

The multiplicative form of the first model implies
that the coamoonent parts of the time series data are
outfeﬁeﬁ of inter-dependent facteocrs although they may be
due to different causes. The model can be tyaneformed
ints additive form by log transformatien. The additive

form as  presented In (2 abowve, however, assumes that

the four components  have N interacticn and are
irndependent of eech other. The appropriate model for

the analysic hasg besn chosen atler leaking tat the
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3 e 3 A e =yt 3oy v h
scatter diagram o©of the seriaes. HBocordinglys ke

The grain marheting system sfter the revolution has

been analyzed on the basisz of institutional funcltions.
The affectivenss af AaMOT  in attaining ilts de=siced

objective bas been evaluated by analyzing 2ach objective
with respect to the ouvtcome of performance. Thus,
whether AMC has been abis to closely, relate the seacovial
and gecgraphical oavice variation ang atteined price
stability has been evaluated.

al by comparing the ¢ifference between measonal lows
and seasonal highs piior
formationg

piabz parallel market prices and

Y by compariy
corresponding months prices in regiewval marhets;
fadl by specifying the wmodel of interregional price

e

variaticn to Ltest for of the market.

e
i
i
T
i

I

\
ot
o+

e

Thus, the following model has been specifiedi-

b, + D

o * b . 47 + b =

-

1

Cone = is the cosfficisnt of intorregional

veare of free movemsent and value of one ins years



Y., = is the totasl supply of a givern food grain
%5 = ig arn indes of concentratlion of s given Tuod

grain

boy bas b and ba are parameters to be pstimated

The three {teff,nwheat and maize :fopd graing haws
been sel=zcted o the basis of data availability and
their share in cereals autput.

d? wheiher AMC has managed Lo decresase marketing margin
hatweenrn the producer  and  Consumer isvel and has

impyroved FOOUCET S incentives has  been assgssaed by
5! Y

using the share of in the final consumarz

Bi sy .

=N other mariket functionaries such  as  service
cocperative angd private braders  have bDeen discussed

hased o5 the rople assigned to them ard limitations
imposed an tham.
£) the influence structure ir the marketing zystem and

relationship between funztics after the refoarm has Deen

i

demonsitratedin order te examine changes in  the power

iy that have occuwrred as the vesult

o
pet

styructure angd func

of the reform.

aijements and

i'l‘;
L i
i
ko |
[tnt]

Producers vesponss Lo variowus  mard

and

it}

prize policies have been analyrzed using percentag

ratios. Dutput elasticity of martet supply has been



thie

estimated by specifying
MS = Bt oAagr + A

whers,

=
in
li

>
ii

gutpout of

following

R 1
MoTEl .

teff, wheat and baviey

cereals

b =  jincome of the househeld Trom

Koy = family size

an » 31 s ax and ay are parameters t
Price elasticity of cutput has bee

following Nerlovian Model:-

ﬁ‘ = i 6 1 s P 4 £
i = ares alilccated 5

in hectaras

area allocatio

E o = deflated whaole
{‘J—l; = rajnfall
g = is

and

rafarm

Descripticy of the mo

Price elasticities of

b

Hy multipliying ocutput

nrice a@lasticity of out
the

The impact of

pricing policies on

inmal

rqv

del

put.

vo Lume

dummy Wi
after land
haz been

marketed supply

recent food  gr

ather
o be

n eperified

Ut

estimated

3 wihera

Lihe

reform

alv  mar

and

food gr

hetfore

made in chapter
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e=ztim
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wE@ting

W

o
3
[TH

and

producers



income has heen estimated by combining the slasticity
frameword with the Marsinallian gconomic surplus theory

of standard partial equilibrium.

i}

The basic aralyticael structure of the model has be
given in the following Tormulaes—

Net income los

(T

3 in production (NELPI=1/8(8, — Bua YIPy, -

P.

Bain cr loss of producers incoms (PI) = R TPy =Pu)

-NELFP

wWher e,

B, = preduction at border price

0. = production 2t

v = value of producticr at domest.c price
P. = berder pyice
T = plasticity of domestic supgly
£ = proportion of teriff in the domestic price at  p

producer leval

A slightly medified wversion of the model  has been

M

applied as shown in chapter 3 and results wesre obitained.

1.46. SCOPE AND LIMITATION OF THE STUDY

The study is limited to the impact of policy on
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private producers and production. It doss nrnot cover
producers  cooperative and stalte farms, Produceras?

Cocoperatives are gaid S Biry more per guintal for the

izt

same type and quelify grain than private producer

-

The state farms are paid 17 Birr sore (see annex 11.2

anch TT.3) for the sare typs o even less quality arain
than private holdera. Producers cooperatives  buy

fertilizer (DAP) at 10 Biry less thar orivabe holders.

Thus, the golicy may have cdifferent results on the thres

impact of pelicy on grivate producers szparately from

The study alsec covers only whals graln, processed

grain is net included in the analysia. it 1= also lefi

cut purgosely fov most of the feood grain is prezented bo

conzumers 1 whole form  and g iz largesly done
Dy consuming hovesholds., Secondly. the stoady

concentrates much on Lthe impact of nolicy on oroduction
tharm on consumpbion.,

Five rersals 1 arley. malze ard

sorghum? weire account far a

significant preperticn of food scaply and cultivated

land area.
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price gispersion barley and scrghum were rotb consider

because nf lachk of



in the case studies also,; only teff,. wheat and barley
were covered bBegause sovghuem  and maizse  do net graw in
the sample areas.

Aralysis of the price series for the five cereal:zs have

il

been hbased on Addis ababa whole=zale price data. Irn the

i

absence of natioral monthly average wholeszale price

i

series Addis Ababa has been taken as a prody measureg on
the basis of the road network which commects 1t to the
¥y libsralized nature of

supplying regions  and vaiative

the market., Howsver, the natlornal food grain sesasonal

and recicnal grice movemert may be undertetated because
Addis fAbaba is a3 central narkst with onecessary
Ffacilities szsuch as, steovage. finance and transport to

I
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sSuppLly. The joining of date from twe scurces. Naticnal
Bank of Eihiopia (MBE: and the Ethicplan Grain Agency
{(EGAY  may led o measuvement srrarg, s.nce the two
use different method of data collection.

Ecstimation of the pgrice elasticity of aoutput for food
grain has Dbeen based or Nerlowvian Adaptive Expectation
model. In this model: the lagged valees of  the
gependaent variablse VY w;th random disturbances will give
OLS estimators which are consistent, though balsed. The

comhination cf the two problems: however, throws OLS
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MeBraw-Hill, 1988, p.307--309.

I

Il

28

off-bean arnd gives inc
the sstimators obtained from such models thowgh cnblased
are not efficient.

The partial equilibrium model of Marghallian sconomic
surplus  seployved  to ananyze  the  impact of policy an

producticn and producers  income  alse neglects cross

[

substitution effects i prodeciion and consumption

i
3
L]

Sl fiem,

particularly for nspite of such
limitation the model is widely applied in policy

analysis,

1.7 CRGANIZATION OF THE PAPER

Folowing the introductery a rvreviaw of the
relevant literature has  besn made. The conflicting

vigws surrounding  the grain marketing and pricing

ari the vacent conceptualizaticrn of  the

in

oolicie
problems have beern discolsed, Chapter 3 a2f ithe paper
looks irto the ocrganication, function of the macrketing
system and price behaviors 11 the pre-reform pericd.
It alse e.amines the influerce structurs  and power

07 awnership which

I

reglation during the fransfer of titl
is reflected in the process of price determication. The

Fourth chapter deals with the charnges i+ the {food grain

marketing =systenr after the vefarm., It daals with the
F « Johnsten, Econometric  Methods (EFngd ed. ) sNew York:
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ma jor changes in marketing and pricing of food grain an

whether the refore has brought aboulb Functional changes

and changes in the HOWEYT rejation in price
determination. the output elasticity of marketable

surplus, price eiasticity of cutput and the 2lements

i

that influence producers alincative bhehavigr mag hosn

analvyvzed in the chapter Tive and the results have besn
' P
t

empicyed In det@rmining the impact of palicy on
production and producsr’s incomre. Chapter b6 gpresents

the conclusicns of the evaluation with reconmenrdations.
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2 LITRATURE REVIEW _ANMD CONCEPTUAL  FROMEWORK OF
ANALYSIS

Hithin the framework of necclassical economic thounht,

marketing has been regarded as a technical system with
the aid of which profits are mawximized. It emphasizes

the sale theory of marketing and is N
analysis of supply and demand in product  and factor
markets, =9

Marketing. however, ie not just a technical system bBut
a sogcial networic of  elements which are concerned with

corresponding exchange {transaction! of information,

usg  and o this

s
)

property rights, goode and units of

neTormation of

[t

end  undertake spatial ani temporal fr

goods, ™™ and create a number of utilities such as nlace,

-
c
o
bt
o+
m
ifi

time posssssion ard forem o
In developing rcountries, with respact to agricultural

= ot cost minimization

narketing, the aim of analys
or profit mavimization bhut to bscoms acQuaintsd with the

systems in Lthe context of their interdependance and

effects  inr order fo he able to  influence  them
censciouslily to achieve social ebjectives. Marketing isg

also essentially concernsd with the exchange of right of

ownership and extension with the futuvre disposition of
% Gunter Lorenze. "Marketing and Agriculturatl
Development”, Econamics , vol.B8,1978;,0.12.

T Ibid., ©.15.
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assets. The extent of these rights which is
concentrated 1n  the hards of i1ndividuals aﬁﬁ Qroups 1S
an iImportant determinant of the powsr to stipulate tecms
of exchangs ar terms of valueg:; =g. the price of goods
and services, ®Y

The fore of marvkebing syster depends  largely on the
national policies and ecoromic structure of the country
concarned, including the secig-economic structure of

agriculture, landlerd tenant relaticnship. These vary

betwesn the ewtremes of central socialist direciicn and

near laissez-faire., Mevertneless, the need for
conscious cornsideration and clesr decision is thece. 20

2.1 MARKETING &Nk FPRICING ISSUES Il AGRICULTURAL

DEVELGPMENT

1]

Marketing has been generally considered as an adjunct

te the production process. It has bes, azsumed as an
adoptive set ef activities to be given secendary

consideration in developmant glanning stratsgies with

primary consideration beirg cirected towards the
expansion of agricultural production.®¥ Howawver ,

e Ibid. pe 14
e J.C. Abbott,gp.cit., p.91.

e See for example Frank Elliz, "Agricultural
Marketing and Peasant State transfer in Tanzania ", The
Journal of Peasant studies. wio L. 1C¢s Number 4, July
1983: pp. 2142423 lma Lele, The Working of Grein

*

Markets in Seslected States of India, Corrnell University,
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there has been g owing

process and  may s iy tialiy nullify
investrent on cther ssctors of the economy.®2  There are

enpugh gvidence of cases when difficulties of marketing
products discouraged producers from using assistances in
improving theilv cultivation practices and sven retreat
from producing for the market.="

Bezsides ocutlete o thelr produce, access to consumss

goods alas play  an imcentive rols in  increasing
production and productivity. Apbott observed that, in

West ATrica to corrugatsed diron and cement for
better Neus1ng has besn important incentive in

.

progduction fovr marketing. Access on favourabile terms to
supplies of fartilizer, insecticides arnd improved seeds

is also of particuelarly irmportance to agricultural

Jocrasional Paper No. 12, December 1942, p. 27; Harold
M.kKeley angd Michezl 7. Weabar Marketing in Developing
Count Department of

triew., Working pape: o &5
Agricultural Economices,. Michigarm State University, East
Lamsing, Michagen 1979, p. 2.

e HWerbert O, s, Agricultural

= 3
Marketing in Tanzania: garch  and peolicy

proposal; June 1970 o.

“% Bes for example H.H. Louwess, FAD "Organizafion
of Martets and Marketing: Procesdings in Land Reform and
Development Program”, pcaner rasented to the
Mediterarnzan Social Science Research Council General
fzsembly, Caire,:1942. J.0. &Sbbott and J.P. Makelian;
dgricultural Ecoremics and Marketing  in the Tropics,

L

Wing Tei Chung Printing Company iLtd., 1579,p.38.
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development .
The marbteting 5yst

consumars to producers

Unless Farmers have Cun

minimum relationshig to

£in Zamm
through

fidernce

costs,

unicates
tha
that

they

incurring additional woerk or ewspense to

output or raise its qguality. &

prevailing prices, lndividoal farmere are made aware how
they should allocats thel zcarce  resowmses s as Lo
sealize the greatest return. Likewiss, COnNSImers
allocate their income on the basie of prices confrerting
them so as to maximize setiefaction. Clearly the
marketing system must be considered as seryving both
production and ccorﬁinétimg rale, % Irrespective of
the =conomic svatem and Llies PrOCSess of their
determination. prices have a powerful influence on any

country’s rate and pattern of developrent. Cxperience
L
in Socialist Agriculture have now a deys show that
production genarally reacts proportionally to changes in
relative prices. Inn these economies there 1S
7 J.C. Abott, Qp.cit. p. 103.
R Ibid, g« B9
@i Harbert C. Kriesel. Op .€itf. s 13i:
w3 Worlod  Bank, "Peieing Policy” Chapter 3 in

Investing in Develop
Expriance: Wor ld B

{unpubiished gallyl

-

ment
2

Lesson

cf orid

Bank

Hashington

D«

1985



increasing belief that without the compiete utilization
of prices, it is impossible to  sscure the balance of
proaduction and comsumption plans and to select the most
sconomic variantspm” It is a well established fact that
i

it iz primarily by means of incentives prices o

roducts grown or to bhe grown in the largest volume that
3

the government carn creats a material motivation for
realizing the eobjectives of its producticen policy.®®
Prices are therefore an important instrument for

coprdination of plans and to mlimirnate scavcity or

chronic glut of product on the market not only by

h

ewpanding or curtailing their producticon bubt  2lso by
improving their guality.™*®
In poor  countries, ghe public pricing policy must

embocy at least  three dimencione; efficisncy. egquily,
and revenue generaticn. Public policy aimed at pricing
and marketing control therefore, vegulre sone carefully
designed interventicn Yo achiewve the various objectives

aof development.®”

725 V.Volkonskis, "On prirciples of price formation”
oroblems of Econemics, wvel. XX, Ne. %, September 1977.

@i Bela Csikos Nagys Snrialist Price Theory and

e}
Pplicy (Budapest: Akademia Riadoe 1975 D 23
el L;i d g D " 3(:; ”

Eer World Bank Op.oilb.
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2.2 Aims of Marksti Controls

Market conirols are aimed to establish specific limits
chn its  oubaomes  and to Influence the direction and
purpose of Ehe market activaities, Market controls are

not ends in themsszlves hut are intended te facilitate

the accomplishment of bacic develeopmant gqeoals,
stimulating domestic oroeduction and consumption

conserving foreign sxchange and improving human welfare.
Irrespective of the form of government or property
relation, rapid development of poor courtries reguire

some centralized administratior of primary investment

)

lecisicn and baslic subsistence supplies. ™
= Centralizing some key markestiag function or
activities in state a2gency fur control purposes,

% Establishing state enterprises to compete with

s ]

private firms. or among themselves, angd
- Supervising and regulating private marketing
activiti=s directly ang same of the principal

methods used esparatel, or in combination ir order

to attain contral uvbjectives.™

Chanages in the mariketing aystem during the
socio-ecoviemic development preocess are  usually prompted
res 1

¥ tee E. Prestor, "Marketing Control in Developing
cconomies”, Journal of Develogpment Sty
vol .4,

dies, 19867 -~ 48,

i |
w

39  Ibid. p. 421.



by the need for guided improvecent of product and factor
oLt The fres play of

markets in the agricultural sect

market forces in develop:ing countries did not yield

desirable resulis, and MMy ink while elaborating
on this point states that "in practice the free play of

economic farces in bachwart countriee has resulted, not
in division of labour according to imdividual abilities
Sut in a division of  labour sccording  to stratified
grouns” ..’ In poor agrariar counbries fpod oralin market
controls is wideenread hecause it is a critical element
in their development. it hears wupon the rate and

structure of ecancnic  growbths tha rate of inflation

poverty and rulvition. the trade balance and govarnment
fiscal position.”® The government of many  poov

countries hava taken the respensibility  to assure 2
regular flow of fcod staffs at reascnable prices to the
urpan population and other fond deficit areas.

Almost 21l countries heve attempt=d te accompllsh

this task by creating crap-specific  ar cereals
nzrastals at the national and reglicnal levels. In some

«o Gunter Lorenzesep.cit. p.2.

a0 H.Myint, AN inkerpretation of Economic
Bachwardness', e a M, Agramal 3.7, Singted), The

Economies of nderdevelopments, London, Oxfard, Mew Yoiks
19468, p. 129.

“8 Mahidnddin Mahammed. "Development Strategy and
Praokles of Food Supply in  Bangiadesh”, Bangladesh

Developmant Studies, vol. g8, 1980, p. 71.
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African couniries govir nments Fave endeavoursd melb-up
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complaelte cooperative marketing system By agmiristrative
mEand. The nNew cooperatives were made sole monopoly
agents and were rade responsible to marketing boarde’
ourchases ano Adigtributiaon of credit and fertilizer.”®

However cooperatives are said to be afficient 1Y they

are able ta operate a3kt 23 Tower zasht, OF provide & hetter

nr even 1T they provide the zsame service at the same

In sopcialist arisntad countriess the state take owey

of focod grain carteting and tha rrade sector in gereral

is the

oy
i
o
&
1]
-
w
=N
Py
=
Lot}

= stimulated Dy the belisf that

et

simple matter its sationalization cao provice and £asy

ard rich source af develcpment Fipance,.”  In  MaNY Coor

African countries (Gunineas Tanzania, grhicpial a state

trading syateEm inmevitably involved greater

(=

centralization of decisicn making and large-scale, mov

complex organizatian. 1y, therefore: gemandad nove

technical and manager ial skilles at least of kind

“7 ibid.

aq Ibid.

£1lict J.Berg, ngarializt ldeclogy and Marketing
Africa’ . 113 Reed Moyar and Stanley




reauir ing formal training- Te yationalize the trading
structure. higger inevniories: more ard hetter

warehousing facilities and more glabovate accpnunting

procedure arg required. Movre capibal will thus, be
required in the dietribution secior. This has lesd to

change in factor min inn trade; .84 Fepm  labour

intensive toc capital intensive. Tris structure doss not

correspond  to the level of production, i.2., Highly
=1

centralized and complen marhetlnt svstem with highly
9 g y

i

attered small guantity of supply. The guantity

i

=

-+

g the capatcity cves
underwutilization of capacity and very Righ Cost B
marketing. High cests of marketing means lower prica2 to

producers which lawars afficiency in resource use.

2.3 Country Case Studies and Project Cuperience  on the

Immact of  Marketing ana Pricing Policy @n

Pogitive and negative affects of marketing and

pricing policies on fogad grain production mave bzen

recorded in country case ctudies arng project experience.
In Fenyas the NMNatioral Ceresl s Produce Board

(MCPRB) is  the scle agency autherized to  import and



export maize and  purchasse maize from farmers at
designated depots or buylrg centres at price set each

year by the Ministry of Agriculture with the approval of
the cabinet.”® The board uses impor
which is attractive to farmers. It waes found ocutbt that
fyram 19846-1981 periand the area plantea fto maize moved
roughly in line with prices. In 1978 and 1977 the area
planted decreecsed sigrificantly bzcavse the NCFB
curtailed purchase at official market price.”” All in
all Kenya used its marketing and pricing policy to
crezate incentive for increasing agricultural creoduection
and meet its develeopment goal of promoting zmall holders

segt

productian.

In Tanzania. the complas evates of price policy and
organizatiocn of the markeal institution discouraged
agricultural production. Prices are set for a iarge

number of goods which increased from  &00  in 1972 kD
3,000 in 1976. At farm level, pricesz are fixed annually
for all "Scheduled" crops which may be marketed through
carastatal agencies.”? The parastatal agencies are

crganized into crop parastatal authorities, regional and

e John C.De.Wildes,op.cit..pp.13-17.

#2 THig. B 1%

“@ Catty L.Jabara, “Agrivultural Pricing Pelicy in
Kenya"sWorld Cevelopment, wol. 13 nos. May 1983; op.

LB T-RY-, '

“% Tohn C.de.Wilde, ocp.cib. p. 3.
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digtrict corpovatiors. Their contact peoints aere the
nuc lear willages. Crop prices are melther related to
terms of trade nor o jmport and export parities.

Price policy aims agt Foeping consumer Dril

[

=3

tevel . The increasing ceost of Crop paras

the price paid to the Farmers and thes  Ingy

ces at lower

tals reduced

sased losses

led to delayesd payments Lo aroduacers. Thiz has led to
degcreased production and insvitablility to the
establishment of parallel mavkets far 5120
as maliie anid rice. The financial losses of
agric vltural parastatals  io 19685 /61 amounted Yo twrce

the recurrent budget for agricuelture.™!

are subsidized by bhe governmant

-

drain on the budgest which mak

cervice like sxitenzion, FEsel choa el in
which increase Gthe procuction capazZity O
populaticn.

In Zambia, the government fixes procurse

for major focod cro ch  as  malze. The

)
0
0
L

pan—ter~itorliai and for all seasons. Mai

uniform buoying g7 ic=2s throughout the entir

%o Gee for exemple John C.de.Wilde,
393-34, Frank Ellis. “Agricultural Price
Tarzania", World Development, vol. 10,
1982, pp. 263283, Frank Fliliss op.zit.

Wi Kavwin M.Cieave "The Impact ¥
Exchange Rate Pelicles on gfl:qltufe in
Africa’s World Bank Stafi Nu ing Paper
Washington D.C., 1985, p. 4.

g to grovide
frastructure

y the rural

ntenance of

2 markelting

cp.cit: 2p.

]

Policy

1

no. 4. April

Peic and
“ut—Saharﬂh
i« 728,



year made 1t unprofitekle to stopre crops on the farm and
encouraged a tendzncy fhy farmars  to sall immediately
after the harvest, thus ovaer—taxing the Huy INg
tfaﬂﬁpoﬁt and etorace Tacilities of the National

Agricultural Marteting Beoard (MAMB) . The NEMB has a

MONOPO Iy PROWET with respect to maize and ie responsible
for interprovincial teade as well as the import of maize
and fertilizer while the Provincia Coonerative Union

(PCL) are responsible for provingial trade at provincial

level.
v Unifoerm pricing resulted in icefficient aliocation of
TESCUrCes. I some aress renoie fran the principel

the oroduction of

centrea of consumpticn: il
matze s which ie bulky  and rostly to tran=sport at the

expeEnse o cottnn and groundnuts Far which transport

costs are srelatively T The pricing system is nob
hased or impart — export parity arice but mainly aimed

at keeping down  consumer  prices. The geweynment
subsidized consumers  and alsn producers through low
ke subsidy and inefficiency of
parastatal led to heavy Ppresswre on the government
hudget. Tt waz ®mstimated that im 1979 subsidies

to parastatal ere sgveral times the Ministry of

Iohn C.de.Wilde, 2p.cits Po b7 .



42

Agricultures’ recurirent bypdget T This has led tc
inflationary cressure. decline in veal varua of orops
and disincentive to preduction. The drain on the

governmant budget also limited its capacity *o provide

e

mrest needed service in agraculture bhus ieading to
stagnation.

Cther countries such as

ifl
[
<
&
"
~
i3
L]
u
or
n
-
fu
&
s
fu
[l

Camerocon achisved 3 gsatisfactory incoease in
agricultural productlvity through ooal
pricing policies while Countries iite Migerias Ghana and

Upper Volta have failleod by adapting and obscured system

of indirectly taxing agriculture, altlocating a
comparatively small proporiion of Buctget to the
agriculiural secitor and imposed vestriction an

agricultural buying and selling markebis.
A review of 27 agricultural projects uncartaken Dy
the Wov bd Bank also underscores the overriding

importance of oVoUUCETS crices  in affecting production

outcome. It indicate that seven out of nine projects
implaemented ndee favourable prices achieved or
surpassad  their productiorn abjectives; 13 out of 18

undor unfavoursile price foiled to do g0 .56

54 Kevin M.cleaver, op.oib.

e

w Hurtmut Brandt, cp.cil., p.igl.

56 World Teunk, Accelerated Dovelopurnt in &7 -5

Africs, An Agendn for Action, Vashington HoE.IPRD, 4981,

p. 55.




2. b Conceptual Framswior i _fggamgggiyatiuﬁ fopd grain

e e e e LA

marketing and pr icing policies

Many goverments in developing countries hava useo
aqricu]tuva} marketing and Gt i g policies extensivaly
in thelr development affort pursaing different goals
with a wariety of topole. It is widely agread: HOWeVver:
that inscfficient sttention haz been given YO the
effects of these policies.“?

cvaluation cof the policies ~ith respect Yo their
affects on food production and overall development
ohjective is not possible wikhin the framework of the
traditional approaih to aﬂficqlturai marketing. The
tvaditional appreach uses descriptive and diagonistic
agsessment to test whether the grain marketing system
can fulfils tlhe textbook theoretical structures of free
competition.

Descriptive shud e have heen conduc ted by
gecgraphers which can increang cur understanding nf the
operation of the rural markets bul such =tudies do ot

foous On M3 jcT pnlicy 1=suUEs i marketing and crlcing.

Broader diagnostic assesasmant of food system
organization in developing countiries have provided input

to policy and programs nut L[he major prainlam with the

research framework 13 8 1ack of concern oy e dynamlc
impact which markating service &an Have both  on

John C.de.wWwildes QQLQAE;_D.BG.



aroduction and enpzumption. The statiz  foocus  of the
recparch has bheen oo whether price and o5t relationship
cver space and bime hehave as predicted by the perfectly

ve model..w®

pod s

competilb

Ascwsemnens of pelicy on the level of ocutpul and can-
sumption requives extensive data Oon the ievel of
productions. marketabls swplus, BT LCES institutional
arrangemnants, marketing —hannels. margin. €ic. Howavey »

in a rvelatively literalized markat monthly wholesale

-
3

-1

i

data combined with information on  the channgel s
distribution and collection could glve some indication

e

of the impact o policy on sroducers ard COoONSUMETE .
7 { =

Suchk  time s20iés data coula be decomposed into 1ks

]
[
-~
]
—

components 1.€. trend (T1.  seasonal 8}y Eyveolic

and irratic 1} to exnlain the impact of marketing and

-t
T

pricing on producers and other wmarketb pafticiﬁaﬁts.

Effect

i

hf corneving supplies on production and pro-

- ben

ducers income through movenent restriction which 19
widely applied in many African counftrigs  <an alsc be
evaluated by wsing the coefficient of interregional
price sarriation due to policy affects.

.

The above methods, Noweven of moT alwv b

us e n

[
L

4]
i

cgcial lasg or gain 10 production due to marketing and

pricing policies. Such measure can only he obitalined by
|
using the concent of ecenocmic surplas.

See for erample John c.de.Wilde, op.cit, PP- 33-34 3
1iss op.oii: PP 243-283
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The concept of

Ricardian theory

and

of consumers surpluas

welfare eoonomics. Fh
Marwien theory of surplus ¥

necessarily associlated

elastic demand and =uppl
particularly veeful  Tor
nf deviation from an optimu

The effect of deviatic

iliustrated by usivg b

a2t fixing

diagram depicts th
warranted by supply and dam

a rice in domestic price

domestic aroduction:

substantial

[

1mprovemant i

surplus is the basiz of the
Aamic rent, Marshalliian theory
i an imporiant concept in
1ims at the vroot alsc of the
alus.™" Tt is & phenomenan

with less than pevfectly
Vo O CUrVEeS. The concept is
measuring the welfare effact

L

~ frum the optismum can be

he following dJdilagyam. The
prices at  lowar tevel than

and discourages producers and
erncourages the expansian of

ease import eand result 1in

the welfare of producers.

e Kevinm M.cleaver, op.cit, p.4

@ Helmers, F.L.C.H and fenpld C. Harberger:
“Price Distortions in Market Econemies and Critical
Comments' . Seminar paper nNo. 25, Economic Development

Institute of _the World

Bank -

n

~
Ll wt

Washingten D.C. 1982, @p-

8-9.
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The effects of increasing P oto e
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The gain from improving domestic prices depends on
elasticity of domestic demand and supply.

It jo assumed that a rime in price may not only
attract new cellers, but may aiso encourage each
individual selier to sell more. Similarly prices fixed
on adhoc basis at an artificially low level will create
dis—incentive effect on praoducers which result in less

than optimeal allocation of resouriss.

=

With in sub-opptimal 2l ccaticns the effect of
increase in price P to Pm can bhe shown using the above
diagram. As shown on the diagram 1 domestic production
is 0Q., domestic demand is 0ODu and imports are D.G. .
import price of the good is Fm and the price of the

lecal product is F. Tre domestic producers of the good

do not receive the import price Pm, but the lowsr price
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F. This may be due to impord

From the diagram it iz clear that =zubstantlial o
penefits would be derive if price P were tncreassd Lo U
becauses the real cost of domestic produn tine L, s
lower than the rominal costs and the true airaduw - o ity
of imports Pms is much higher than che womiaal peife.
Economicallys the domestic price P should e eiber
te the true economic wvaloe of the import which 1o 0.0,
Governments do rnot welcome this increwrent  Lecaube i
implies the liberalization of foreign @changs poliey 14
it is applied to alil teadeables. Soymi cundihe Gy

-

however be willing to accept Yor cetaln gouds & fréd Lias

plimination of distortions up to the of ficial &obuane

rate price i sound reasocns Tfor such  sliminalico:

exist.s® Accordingly, the effect of inoy
domestic price P to official import price e 00
reasily ascertainable.

If the price P increases by D to L. Bl
domestic production will incrEase By LG ko L e
domestic demand will decrease by aD to BB Frpoaodi g

will gain 4 Px@, on their old production and [ A S RS R

on their additional production. Hecgune of bhe o
higher price, CONSumMErs will 1lose a consume: Sue D
equal to & PxD* - 1/ 28(AAPuwab;. Cimce  hhe gl adhayii
will no longer pay an import aubsidy its gain will bw
ADP(D, ~ Gyt Totaling thes gian and loswes wf B

three parties we arrive at the net af Fedut

3 Thids p."-f‘-

“# Pagguale L.Scadnizzoe
ogies . for Measuring __ Agri
effects, World Bank Staff

1980.
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of 1/2 (AP. M) + 1/2 (AP , AD), i.e., the
area B and E, respectively. To give this analysis some
operational significance, we must estimate the quantity
changes that will be induce by price changes. If we
denote the elasticities of supply and demand be-ed and

ed, respectively, we have on production side:
Q= (8 P/P) . ed. Q and on the demand side

D= ( AP/P) . ed. D . Hence if we know the
respective elasticities we can calculate exactly how much

63

each of the three parties will gain or lose.

The elasticities of supply and demand are basic
parameters needed to evaluate the impact of deviation
from the optimum. These parameters quantify the re=
sponsiveness of producers and consumers to price movements
and provide the basis for a forecast of production and

6L

consumption changes induced by the market intervention.

Agricultural supply response have gained much
attention in the last decade as development economies
has focussed on problems of dual economies and fQPd
shortages. Other factor such as collective barga\ning

in agricultural export and income distribution policies

83 bid, p. 67.

6APasquale L. Scandizzo and collin Bruce, Op.cit. p. 67.
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have reinforced the necessity to increase our under-

standing on agricultural supply response.65

Supply response of subsistence farmers to changes in
agricultural prices may be explained by income and
substitution effects. A family firm may reallocate the
total labour time between agricultural activity and
leisure in response to price changes and incentives.

The allocation of total time between agricultural labour

and leisure in response to an increase in output price

depends upon the family's valuation of leisure in relation

to work. The family may value leisure as a normal good or

as an inferior good. |If leisure is an inferior good, an increase
in -the price of agricultural labour (work) will decrease

the demand for leisure. This will increase the working time

on account of income effect. As a result agricultural output
price increase, leisure may be substituted by work, hence the
production response to price increase is positive as long as

leisure is an inferior good.

If leisure is a normal good, an increase in output
prince may increase the demand for leisure. This
increase in the priz2 of agricultural output may give
the family labour the opportunity of enjoying more
leisure since the objective of the household may be
fixed income. The desired level of income may be

attained by less work with negative response (decrease
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in production) to price if leisure is a normal good to
the household. The substitution effect, however, works
in opposite direction. The increase in the price.of
agricultural output (value work) may encourage the
household to increase production. The out come depends
on whether the income or substitution effect is greater.
Since the theoretical basis for output response to

prince changes is inconclusive it turned out to be purely
an empirical question.

The objective of increasing production is to
increase marketable supply. It is often dcabated that at
higher prices peasants sell less due to the fixity of
their demand for cash income. Myrdal for example argues
that the major instrument for extracting marketable
output are the landlords and money lenders in South Asia
and if cultivators are relieved of the toll they would
not release the same proportion of their output for sale
even at higher prices. According to him, the extent to
which stimuli for change and improvements can be
assimilated is a function of mass education and ability
to ~hange attitudes and institutions.66 Huang also
argues that farmers will make every effort to earn at
least minimum subsistence amount, but above that level

the marginal utility of income falls gquickly and

“YGunnar Myrdal, Asian Drama: An Inquiry into the Poverty
of Nations, Vol. 11 (Armods worth, Middle sex: Penguin Books
Ltd. 1968), pp. 1064-1203.
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efforts are reduced... peasants tend to work just enough

67

to earn a decent living, and not much more.

The plausibility of perverse behavior is quite
evident. Farm income level is positively related to
price increase and as a resuit on farm consumption
respohse to crop price increases can also be positive.
This positive demand response can partly offset the
production response and lower the net responsiveness
of marketable supply to price changes. Thus, the
responsiveness of marketed supply for crops, a
substantial part of whose output is retained by
peasants, must be measured separately from the re-

68

sponsiveness of output,

Empitical and factual evidence now a days confirm
the optimiztng behaviour of peasant households to price
changes than perversity. Scholars who align with the
view point argue that peasants have unlimited cas
needs, their demand for manufactured goods is elastic
and they sell more output at higher prices than at
lower prices. They also apply non traditional inputs
rationally on the basis of relative prices of outputs.

Schultz believes that:-

T Baat .
"Yukon Huang, "Backward-Bending Supply Curves and
the Behaviour of Subsistence Farmers" Journal of Development

Studies, Vol. 12, nos. V-4, 1975-76, p. 176.
58

Raj Krishana, "Price Responsiveness in Agriculture',
M.Meir (ad) Biigg_Policy for Development Management,
(Battim - Ku,,12.u: The John Hopkins University Press)

1<, pv 86.
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“Farmers the world over, ip dealing with,
COsts, returns and risks are calculating
economic agents, With in theijr smali
individual, allocative domain they are
fine tunning enterpreneurs, tunning so
subtly that many experts fajj to sece
how efficient they gren 69

development and food supply policy formulation, It is argued

that one of the major causes of food crises in sub~Saharan Africa
is the distortion of agricultural incentives by governments which
are largely based on the assumption that Producers are irrespons ive

to prices, Schultz has pointed out succinctly the effect of

by stating that:-

the biological constraints on potential food
Production have been substantiaiiy reduced
by advances in agricul tural research and py

availability of additional Capital. Byt

69T.W. Schultz as cited by Marc Nerlove, "The Dynamics

of Supply: Retrospective and prospectjvyett American Journal
of Agricultura] Economics, Vol, g7 nos. 7979, p. 874
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it has become increasingly evident that the
adoption of research contribution and
efficient allocation of capital are being
seriously thwarted by distortion of agri-
cultural incentives, |t is clearly evident
that where the price of fertilizer is5-10
times higher than the price of grain, there
Is little point in research institution in
undertaking research on methods of applying
fertilizer or on Crop varieties that wil]
give a significant response to fertilizer,
Similarly the supply of credit as well as

the demand for it, is affected by farm autput
70

prices.

The evidence from the role of price incentives clearly
Suggests that even when the government is doing its best
restructure agriculture institutionally, and to expand the
availability of knowl edge, and inputs, it finds that output
diminishs or remains stagnant until these measures are
supplemented by positive agricultural policy. The engines of
extension and institutional reform do not raise output fast

) g ; " ]
enough without the stream of price mcent:ves.7

The experience of countries with collective agri-
culture such as the Soviet Union, Vitenam and China
clearly indicate that without adequate incentives to the
producers, agricultural development, particutarly food

production, does not move forward. Finely, when

70Inid., p. 885,

7iRaj Krishana, Op.cit. p. 89,
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emphasizing the contribution of price incentives to agri-
cultural growth, it does not mean that agricultural trans-
formation can be drought about primarily by price move-

ments alone. |t js quite evident that the transformation

of traditional agriculture js primarily a techo-organixational
episode. The point however, is that price movements can

speed up the diffusion of innovation, the absorbtion of new
inputs, the utilization of new capacity, and even institutional
adjustment, unfavourable movement can slow down or arrest afl

these process.72

2.5 Grain Marketing and Pricing Studies in Ethiopia

Quite a substantial materials on grain marketing and
pricing system in Ethiopia have been assembled over the past
years. However, most of these materials are feasibility
study types primrily intended to provide information
necessary by government agencies and international financial
institutions, Though the studies typically focus on economic
feasibility of Proposed project, they also give limited coverage
to the essential elements of the grain marketing system,

Feasibility studies conducted the deficiencies in the
grain marketing system can be corrected by improving
some marketing facilities (inFormation, storage,
finance etc.) and increasing the role of the government
to cooperatives in grain trade.73 For example the Standford

Research Institute (SR1), attributed the grain marketing system to

Ibid.

73See for example Alan R. Thodey, Marketing Grain and Pulses
in Ethiopia, Menlo Park, California, April, 1969, Report no. 16,
Bo. Wickstorm, Increasing Efficiency in the National Grain Marketing

System of Ethiopla: A policy guideline. Oct. 1973. EPID Publication
No. 14,
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lack of credit and information.74 It proposed that the Ethiopian
Grains Corporation (EGC) should be strengthened to correct

the deficiency, The study concentrates only on the collection
and distribution of grain and does not inclyde the supply of
consumer goods and modern inputs to the rural population.

Thus it fails to show us the impact of the System on producers
in any meaningful way. Bo. Wickstorm notes that the marketing
structure appears to be inadequate to ensure farmers and consumers
economic growth and equity. He attributed the failure to market
intelligence which leads to excessive margin for the grain
traders.75 He proposed that producers should be organized
into marketing cooperative to benefit from the Extension

Project implementation Department (EPiID) prcgram. He indicated
that Producers are sensitijve to price, but did not produce any
evidence for believing so. The study concentrated only on how
the market should be expanded and organized in order to
accommodate additional production which was assumed to be

given. Thus it did not indicate to us how marketing system
affects the nradicare ircentive and efficiency._

Manning also obseryed that the lower level of the

marketing system was not competitive., He noted that
the farmers are only informed with the Past price and
information on current price is available to them they

arrive at the market, and they cannot make any pro-_._

————

““Alan R. Thodey, Ibid.
75,

Bo. Wickstorm, Op.cit.
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76 He )

fitable decision on the basis of such information.
believes that producers will respond to the existing

price level and whether to sell or withhold their produce

depend on the prevailing price level if they had a perfect
knowledge of it, Thus, he did not show the effect of marketing

and pricing on producers behavior in the long run. Instead

he tried to show the competitive nature of grain marketing at
highar levels in the gain marketing system,

The grain storage and marketing project apprajsal by the
World Bank identifies the imperfection of the grain marketing
system which by and large worked against the producer's
advantage. It proposed the formation of Agricultural Marketing
Corporation (AMC) to overcome the deficiencies of the system.77
The recent grain marketing study by SWED FARM indicated that the
inefficiencies in the operation of AMC has resulted in high
marketing costs and |ow prices to producers.78

As is the nature of feasibility studies the above ones have
endorsed capital intensive technologies, in situations where labour
and capital costs are such that labour intensive technologies
would be more appropriate. The studies have misjudged the
compatibility of new capital intensive infrastructure with

existing patterns of production, distribution and consumption.

/ Winfried Manning, Marketing of Selected Agricultural Commodities
in the Bako area of _Fthior.a, Lorner] university, November 1973,
Occasionai paper no. oo,

77WOrld Bank, Appraisal Report on grain storage and marketing
project, Agrlcultural Marketing Corporation (Addis Ababa, 1977)
(ﬁlmeographe ) Annex 3, Ps 1

78SWED FARM (AB) Grain Marketing Study (Ethiopia) Stockhol,
October, 1984,
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Some of the studies had adopted descriptive approach to
the marketing system. Valuable qualitative information from

eighty Awrajas of fourteen Administrative regions in 1971-72

principal grain flows and storage centres at the time.79
Holmberg attempted a brief review of the marketing and price
policy of food grain which evolved in 1976. He argue& that the
government, in an interest to motivate producers and protect
consumers introduced min imem price for producers and its ceiling

for consumers., His conclusion was, that the government food

state commerce and service Cooperatives in Kembata and Hadiya Awra ja
o

had also been described by Alemayehy Lirenso.bl

All the above descriptive studies suffer from inability to
offer normative solutions to questions concerning policy and
planning of marketing system. Although some of them provide
knowledge of the functioning of trade institutions, they under-
play the potential dynamic impact of marketing institutjons in
achieving development goals regarding efficiency, equity, growth

and employment .

i
79Ministry of Agriculture Survey and analysis of Grain Market[gg

Structure in Eighty Awrajas, Addis Ababa, 1973,

80John Holmberg. Grain Marketing and Land Reform in Ethiopia,
Analysis of Marketing and Pricing of Food Grain in 1976 After Land
Reform (Scandinavian Institute of African Studies) Research Report

4im, Uppsala, 1977.

8IA.lema\,rehu Lirenso, State commerce and Service Cooperatives
in Kembata and Hadiya, An Economic Geographic Analysis (Unpublished
M.A. Thesis Addis Ababa June, 198L.)
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The joint of Ethiopia and World Bank Mission has made a
diagnostic and descriptive assessment of food grain marketing and
pricing in Ethiopia.82

it recognizes the disincentive effects of the current pricing
and marketing policy on farmers' willingness to adopt fertilizer
and thereby on the leve] of output and income. The study used the
benefit-cost ratioc of using non farm input to output price to
show the disincentive effects of the pricing system. However, it
does not objectively show the responsiveness of producers to
prices and the appropriate price policy that should be adopted by

the government,

Shiferaw had analyzed the retail price index for Addis Ababa
and wholesale prices of selected commodities for selected towns
covering the pericd 1974-1979 and concluded that there has been
persistent and significant increase in the price of most goods
and 5ervice5.83 He attributed the causes to list of factors one
of which is a deficiency in the market structure. He did not,
however, show how the deficiency in the market structure contributed

to price escalation.

By estimating output elasticity of marketed supply for different
Price regimes Mulat has concluded that peasants are responsive to
prices and recommended that price policy should be designed in such
a8 way as to motivate producers to adopt modern inputs which are
essential for expansion of production and market 5upply.8k Although
many researchers had dealt with several aspects of the grain
marketing and pricing system in Ethiopia, none of them have dealt
with the implication of policy on the level of output and producers'
income, Therefore, there is a serious gap in our knowledge con-
cerning the impact of grain marketing system on the level of output

and incomes.

82Joint Government of Ethiopia World Bank Mission, Review
of farmers' incentive and Agricul tural Marketing and Distribution
efficiency (Addis Ababa, March, 19357,

83Shiferaw Gurmu, "An empirical analysis of recent price trends
in Ethiopia" Ethiopia Journal of Development Research Vol. b. No. 2
October, 1380. -

81‘!Mulat Demeke, The Supply Response of Subsistence Peasants,
The case of Teff growers in some Districts of Shoa (Unpublished
MSc. Thesis, Addis Ababa, June T198%)
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3. The National Grain Marketing System of

Pre-institutional Reform

The grain marketing system serves an important task of bridging
the temporal and spatial gap between production and consumption,
between supply and demand. The temporal and spatial dimension
of the food grain marketing problem in Ethiopia arises due to two
important factors:

A. Production is concentrated to 4-5 months (January - May)
while consumption takes place continuously production is also

highly variable due to variability in weather condition. Thus,

as possibie from one harvest to another and also from bountiful
years to years of shortages.

B. Consumption is relatively concentrated where as production
is dispersed spatially which reqguires procurement, transporting,
storage, distribution and financing. Moreover, food grain production

in Ethiopia is highly skewed with imbalances in regional demand and

supply.

The system connects millions of subsistence producers

who dispose a small proportion of their output to the market,

),

The way the subsistence sector enters relation with the market
determines its impact on the level of output and producers income.
The system aims at capturing the subsistence sector and draws it into
the modern sector. The subsistence sector may resist
capture by the market forces and continue its
traditional autonomous form of existence,86 unless
attracted by positive inducements, The traditional
Peasant cannot easily be pushed in to the market. He

Dessalegn Rahmato, Agrarian Reform in Ethiopia, Scandinavian

Institute of African Studues Uppsala, Motalu, Gnafika, A.S, Motalu,
1984, p. 66,



2

must be pulled into it, €ncouraged, and enticed by
positive inducement , among which the most effective
way has been found to be a set of incentives, the
possibility of higher Income.87

The grain marketing system can be evaluated on the
basis of its effectiveness jn accomplishing the task of
pulling traditional farmers in to the modern exchange

system.

3.1 Organization the Grain Marketing System Before

Institutional Reform

The national grain marketing structure in the pre-
reform period was generally classifjed into four different
levels according to size. The System, thus, consists 3
terminal markets (Addis Ababa, Asmara, and Nazreth), about
15 regional market towns (more than 20,000 inhabitants) and
about 2,500 rural market villages. |t was estimated that
in the mid 1974 the System was connected to 4 million farmers.88
The system was mainly operated by the private sector
save for a few gorvernment establ ishment meant to regulate
and service the System so as to improve its performance, There
were multitude of intermediaries such as assemblers, wholesalers,
retailers, exporters, millers and processors, Besides, there
were also agents and lzn'okerss9 Bo Wickstorm estimate the number
of grain dealers in 1974 to be 12,500 - 25,00 in rural areas,
and 4,000 - 8,000 in towns.90

The type of market where exchange take place were

7Elliot J. Berg, Op.cit., p. 41,

See for example Bo Wicksform, Op.Cit., p. 9; Lars Haglund,
The Grain Marketing System of Chitlalo, A Descriptive and Normative
Analysis. Research Task No. 12, Asella, July 1974, p. 1T,

89a1an r. Thodey, Op.cit.,
Bo. Wickstrom, Op.cit.,
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also numeroys, The Process cauld start in the rural areas
from farmers' house where exchange take place between
neighbours. There were also road side stalls small ryral
markets, periodic town markets (urban), daily town markets,

daily central markets.gi

3.1.1 Principal Product Flows in the National Grain
Marketing System in the Pre-reform Period

The grain flow in the marketing system originates from
the farmer who after rent payment in kind to the tandlord
in area of tenancy, deducts the amount to be stored for his
own consumption and seeds decide on how much to dispose on
the market.92 It was estimated that in areas under tenancy
(which was estimated to be 40% of the total cultivated land)
between 13 and 27 percent of the total agricukturag outpyt was
extracted through land rent.93 From this amount the landlords
retain some proportion for their own consumption and market
the substantial proportion.

The domestic demand had not been met only by the
domestic supply. There were also substantial amount of
food imports. Since the imported food grain -had heen
generally wheat, it directly went to the flour mills.
Thus, the imported grain enters the marketing system at
higher up in the heirarchy while domestically produced
grain enters the System from the bottom. Grain flow

with in the System is shown in the following diagram,

J lbid, p. 9.
21b1d, p. 14,

93IL0/JASPA, Socialism from the Grass Root: Accumylation,
Employment and Equity in Ethiopia, a Feéport prepared by an employment
advisory mission organized by ILO/JASPA, Addis Ababa, September
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As shown in figure 2, the marketing system was divided Into

two sub-system i.e., the urban and the rural sub-system,

In the rural sub-system grain dealers, agents and
retailers directly buy from the farmers and landlords,
The farmers can also sell directly to rural consumers.,
The rural dealer move the grain up to the lower level of
the urban sub=system where they sell to the wholesalers,
The wholesalers at the lower level of the urban sub-system
were also able to buy from farmers and landlords directly,
After storing for sometimes or immediately, they transport
the grain to the terminal markets where they sell with the
help of brokers or to a fixed customer.

The higher level of the marketing system was well
organized with storage facilities, financial capacities to
be able to undertake long term storage. The wholesalers in
the terminal markets supply the flour mills, urban retailers

and instructional buyers.

Processing of food grain had been and stil] is entirely
the responsibility of the consumers except -for wheat. Wheat
would be transformed into wheat fiour which would be djs-
tributed to bakeries and in packaged form to retailers, Con-
sumers buy processed wheat in the form of bread or packed

wheat flour,

According to Wickstorm, in 1974 there were thirty big
mills in terminal markets with a total capacity of 200 -
250,000 tones and about 4, 000 - 5,000 local mills in
towns and villages which operate on fee basis. There were
also 100 major bakeries in the terminal markets and unknown

numbers in smal] market towns.94

3.1.2 Government Paricipation in the yrain Marketing

System Before Institutional Reform

In an attempt to regulate the grain marketing

system, prior to the revolution, the Ethiopian Grain

9 Bo. Wickstorm, Op.cit., p. 13.
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Board (EGB) and the Ethiopian Grain Corporation (EGC)
were established, The Agricultural and Industrial
Development Bank (AIDB) and Agricultural Input and
Marketing Service (AIMS) were also created to extend

credit to farmers and supply inputs.

The Ethiopian Grain Board (EGB) was created with the
purpose of (a) maximizing the export of grain, flour,
pulses and oilseeds, (b) improving the quality and
grade of these commodities entering into export trade
and (c) to protect Ethiopia's foreign exchange

position.95

The Board was empowered to (1) reguiate the price at
which grain, flour, pulses and oilseeds may be purchased
and sold for export or domestic consumption, (2)
designate the countries to which grains and oilseeds may
or may not be exported, (3) counsel with the Ministry of
Agriculture with respect to qualities and types of seeds
to be planted and general planting and marketing problems,
(4) Ticence and collect fees from qualified applicants to
clean and grade grain, flour, pulses and oilseeds, and
(5) ticence and control alj exports of grains, flour, and

oilseeds from Ethiopia.9

The Board was defunct for 20 years due to lack of the
government commitment to implement it and it was reactivated
in 1970 due to increased pressure from external buyers and the
demands of foreign trade. Since then, it had attempted to
introduce a system of standardization and grading in
collaboration with the Ethiopian Standard Institution97
particularly for export crops,

The Board had also contributed in building up a
market intelligence system of information on prices,
supply and demand both in domestic and export markets.

95Negarit Gazetaa, Proclamation for Establishing the Ethiopian

Grain Board, Proclamation No. 113 of 1950 (as amended by Decree
No. 30 of 1957),

96lbid.
9780. Wickstorm, op.cit., p. 14,
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The Ethiopian Grain Corporation (EGC) was created in 1960
as a share company with the Ministry of Finance and Commercial
Bank of Ethiopia at share holders., The objectives of the
corporation were to eéncourage increase in agricultural pro-
duction throughout the country by stabilizing the market,
improving the quality of agricultural products and exporting
such products. Broad powers were given to the corporation
to enable it to achieve its objectives. It could purchase, grade,
process, mill, transport, store and sell grain, pulses and
oilseeds, establish and operate purchasing stations throughout
Ethiopia, determine the price at which to buy and sell, to make
export sales, sells in domestijc market, make contracts.9

There were also attempts to extend credit and supply
inputs to producers though the major benifeciaries were the
landlords. The Agricultural and Industrial Development Bank
$.C. (AIDB) extended credit to farmers through EPID. The
loans through EPID were available mainly in the form of fertlllzer.

Fertilizer import was under Agricultural laput and
Marketing Service 5.C. (AIMS) which was formed by AIDB. AIMS
import, procure, distribute and sell agricultural inputs such
as fertilizer, pesticides, herbicides, farm_implements, etc.
through international tender. 't was not known whether AIMS
was able to press prices down and supply farmers at the lowest
possible price.99

Besides creating the above organization, there
were systems of licencing and registration which were
meant to regulate the grain market though not implemented
in practice. All traders were required to be
registered with the Ministry of Commerce and Industry

and annual registration were made by a municipality,
Cleaners were licenced by the Ethiopian Grain Board and

I General Notice, Mo. 267 of 1960, as amended by Ethiopian
Grain Corporation amendement order, 1964,

9980. Wickstorm, op.cit..
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d standard system of weights and measures which was issued
in 1970 was not operative until 1975 because associated

regulations were not issued.

Other institution such as the Ethiopian Highway Authority
and Telecommunications Authority had impertant effects on
the grain marketing system particularly in improvement and

expansion of main roads, feeder roads and telephone network,

3.1.3 Function in the Grain Marketing System

The grain marketing system of the pre-reform performed
several functions, Aided by the function of pricing, financing
and information handling, the usual functions of the system

were storage, transportation, negotiation, grading and cleaning,

Products were sotred at 11 levels in the marketing
System varying in time and volume. l.ongtime storage
made at higher Jeve] in the marketing system where
storage facilities and working capital were available,

The farmers holding capacity was not ascertained,
Bo. Wickstorm estimates that each farm household could

store between 7.5 to |o quintals making the nations
Storage capacity around b million tons. The Stanford
Research institute (SR1) estimates that farmers could
not store at alj, They dispose of all their grain

in excess of consumption between January and May. The
market structure survey of the Ministry of Agricul ture

estimates the total Storage capacity at different levels

e
Negarit Gazeta , The Ethiopian Standards Institution

Establishment Procelamation, Proclamation No. 300 of 1970,
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in the grain marketing System at around 370,000 tones.lOI

In general, there were Jow storage Capacity at the lower
level in the marketing system due to lack of capital and
facilities. Storage costs consist of shrinkage loses due to
molds, insects, vermin, etc., interest COSts on valye of grain
stored and cost for depreciation and operation of storage
facilities, Another important function of the marketing system
is transporting products, Marketable supplies must pe
transported from surplus to deficit areas and tke cost of
transportation is one of the major determinant of the cost and
efficiency with which the marketing System performs jts functions,
In addition, transportation largely determines the amount and
location of the marketable surplus that can be eFFectively
integrated into the marketing System,

In the Pre-reform Period, as it js today, transportation
at the lower level of the marketing system was generally
by pack animals and humans, de Young in his Study of the
market village of Sagure discovered that there were 4,000
Pack animals on one major market day with an average load
capacity of gne quintal, with the possible load into the
market of aboyt 400 tons.102 The movement higher up in the
hierarchy were usually by trucks which were estimated to pe
about 3,500 of which 2,300 were with trailers in 197Q.103

Transport rates vary with mode of transportation,
road condition, season and direction of transportation,

Pack animals were found to e More expensive than trucks
where ever such alternatives exist, Rates on
dry-weather roads were often 3=k times as high as for

101
See for example Bo. WFckstorm, Op.cit, Alam R. Thodey,

op.cit,, Hinistry of Agriculture, op.cit,

}Ozde Young M., Market Towns of Ethiopia, A report Prepared
for the Commirter "ur Regional Development. Ministry of
Planning and Development, Imperial Ethiopian Government .

Addis Ababa, 1967, p. 15,

3 : .
Bo. w:ckstorm, op.cit, p. 18,
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all weather road. The rates were lower for longer dis-
tances than for shorter distances. In 1974 the entire.road
infrastructure serving the transportation system consisted
about 8,000 kms. all weather road and 16,000 kms. un improved
roads.lon

Products handling usually goes with storage and trans-
portation of which loading and unloading is one aspect.
Loading and unloading was by human which was Birr 0.10 per
quintal.

The third important function of the marketing system
is standardization and grading. This aspect of the marketing
function was important for effective communication and also
facilitate marketing operations. Standards were required for
weights and measures and for quality.

In Ethiopia at the lower level of the marketing system
particularly in the rural areas weight and measure vary and
grading of grain were usually based on wtour and origin which
were often made by inspection. Higher up in the market system
weight and standards were used.

The absence of uniform weight and measures as well as

proper grading system exposes the producers to exploitation

by the middle man.

Negotiation is another important function in the
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sufficient financial ang Storage facilitjes and they could
easily corner the market,

The fifth important function of the marketing system
was the market intelligence. Effective Operation of the
marketing System require flow of information with in the

system, Crop harvest forecasts, projected supply, actual

System. At the local level, volume traded, storage situation,

market. He would be obliged to seij his grain even |f
the prices were below eXpectations becayse of immediate
need for cash, difficulty of transporting back to the
farm, andg lack of storage facility at the farm.

The sixth function of the marketing System was
Financing. The marketing System need both investment
and working capital, Capital was available at higher
level in the marketing hierarchy for merchant could
obtain credijt both for investment and working capita]

from the banks. o0n the other hand there were no credit
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over from one harvest to another. Byt such institutionai
credit was available only for fertilizer byt not for other
market transactions. Thus, the farmer borrows from private
Sources whose rate was several times the amount advanced and
keeps him in perpetual indebtedness,

The impact of such marketing arrangements and pricing
Systems on the level of Output and producer's income
in the Pre-system period may be further illuminated by

analysis of Price series,

3.2 The Behavior of Food Grain Prices in the

Pre-reform Period

The behavior of prices in presponse to changes in
marketing condition is one of the performance criteria
of a market. Large fluctuations in prices while
indicating the market's sensitivity to interacting
forces of supply and demand are generally considered
undesirable because of economic risk such fluctuations
impose on individuals. on production side, these risks
Create serious disincentive and have a depressing
effect on the national output. For planning purposes,
the magnitude of price fluctuations signal deficiencies

which can be eliminated through appropriate investment

and policy Mmeasures,
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Price behavior can be discerned by decomposing time
series data into trent (T) , seasonal (S), dyclical (€},

and irregular (1) components. Thus:-

Vom TEE | sosismmmmnnsss, (1
L (2), where
Y = The observed price
T = Trend component
S = Seasonal component
C = Cyclical component

I = JIrreaular component

The decomposition of the price series has been attempted
by using the multiplicative model. The model can be trans-

formed into additive form by log transformation.

logY = logT4 logS + LogC+ logl.ec.uuuo... .. (2)

The trend variation in the series is assumed to be a
long-term movement in the price of the commodity under
discussion around which other factors oscillate. It is
expected to reflect basic and longterm change in supply

and demand. This may be due to changes in production
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patterns, movement in size and degree of market dependent
population and shift in consumer taste.

The seasonal component in the price series is studied
to see the capacity of the marketing system in rationing
supplies from one harvest to another. The seasonal
variability in price may create an incentive for producers
and merchants to store commodity until supplies are generally
scarce.

The cyclical variation in food grain price may result
from variation in the level of agricultural output which
may be due to weather and producers response to prices.
Producers response to food grain prices may have powerful
effect on generating the cycle and this will be discussed
in detail in chapter 5.

The irregular price variations are those fluctuations
that cannot be explained by any of the above three

components., They are usually of short term nature.

3.2.1 The Data

Analysis of price behavior require series of price

data for sufficient period of time. Food grain prices

107

were used to be collected by various agencies for

]07Ministry of Commerce and Industry, Addis Ababa Retail
Price, 1950, CSO, Addis Ababa Retail Price Index Starting
1965. Chamber of Commerce, the Ethiopian Grain Corporation
since 1960. The National Bank of Ethiopia.



different purposes. Most of the agencies had stopped
collecting price data after the institutional reform and
the previous data were misplaced or destroyed and are
not available for users. One of the most important
organizations which used to collect, compile and
disseminate grain price data was the Ethiopian Grain
Board (EGB) which was liquidated in 1979 and its
functions were distributed among AMC, the Ethiopian
Oilseeds and Pulses Export Corporation (EOPEC) and the
Ethiopian Standard Institution. The rich price data
collected by the Board was lost in the process of
transfer and at present there is a great difficulty to
obtain price data for a long period of time,
particularly on monthly basis, wgatever Enformatjon
available is largely for Addis Ababa.

Since one of the objectives of this paper is to show
the effect of price policy on the level of output
through analysis of price series, data on producers
price, volume sold at different price level in a given
market is required. However, such data is not
available. (The €SO has started collecting producers
price in 1380 and it has released information only for
1981). Data is also required on monthly basis to study
the seasonality of commodity prices. Whatever scanty

information available js one annual basis, However, the
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National Bank of Ethiopia (MBE) has monthly wholesale
price data for the selected food grains for Addis Ababa,
Asmara and Nazreth for the years 1968/69-1974. Reports
of the former grain agency to the Ministry of Domestic
Trade and the 0ffice of the National Committee for
Central Planning also contain Addis Ababa wholesale
price series. Although there were differences in the
method of data collection (the National Bank collects
data on 15 days basis while the Ethiopian Grain Agency
collects on a daily basis for 26 days/month and averages
it to arrive at monthly wholesale price). The price
information from the two sources were compared for the
same period and found to be more or less similar. Thus,
the researcher has used Addis Ababa wholesale food grain
prices from the two sources to analyze its behavior.

The analysis covers the period between 1968/69-1976/77.
During this period producers prices were in relative
sense related to Addis Ababa prices due to the more or less
liberalized naturé of the market. Due to transport

net work that links it to the supplying regions and

its location, Addis Ababa wholesale grain price may

represent the national wholesale grain price.
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Vi = a + h, + Bk B0l mam wom wo e wve B b
Y’(; = “‘ablr'e D L :..D.‘-‘
log¥e = lega + logbh + e, cEiasmam (2013 )
where: —
Y. = observed ger guintal price in menth
t = time in menthe

parameters to be estimated, and

is the srror term
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TEBLE 4

REGRESSION RESULTS 0OF ADDIS  ABABA  MOMTHLY WHOLESALE

PRICE MOVEMENT (1968/69-1974/77) FOR FIVE FODOD GRAINS.

Crop

. Teff

2. wheat

3.Rarley

4.Maize

3.8orghum

Arithmetic Fform

a b Fg
B.373 *x» 1.144" 78
(8.07&) {0.078)

23,653 %x 1.0959% % &S
(500 L0 2 80)
13.73"%x 1.54&J- _ T&
(4,34 (0.5435)
10.327 1.311*% 71
(8.870) (0.65)
14.96 Y. 97 73
(185.817) (2. 980

®i% Significant at 1Y% level of

K " YB% level of

significanck

significance

* " 107 level of significance

The rnumber of cbservation is (1)

figures in the parenthesis are stand

As can be seen from the table,

120 monthsg
ard ervrors.,

there had beer

a



general upward trend :n  Ehe price movemen:t in the food
grains over the psriod 19&B/6% ~ 1975/77 . The monthly
average increase in the g@price of tet*, wheat, barlay,
maize, and sorghum over the period under consideration
were 14, &y S, 1! and %7 cente per guintal respachtively.
The highest rate in price increase had heen for sorghum
and teff followed by maize. The least rate of increass
in price had been for barley and wheat.

Log transformation of the abserved serics has alsc
been made to improve the resalts. The resolts are
presented in the table below.

THBLE 2

REGRESSION RESULTS OF _ADDIS ABABA MONTHLY WHOLESALE

PRICE MOVEMENT (19468/6% — 1974/77)F0OR _FIVE FOOD GRAINS

LOG FORM

NO. CROP a’” b™ R=

1. Teff 29.9 1.i48vw" 89
(7.183) (0121

2.Wheat 2347 LL0lger 84
{4.B87) (Q.387)

F.Barley i5.3 i JOs2* 92
(4.0322) (0.791)

G.Maize 11.8 1.318mw 20
(7 .023) (0.321)

S.Soraghum 18.5 l.142" &6




¥x% Significant at 1% leve] of significance

W i) " 5:{; i I "
* " i 10!/’ i X} iy
The number of gbservation () is 120 months.

4]

Figures in the paranthesis are standard errars. As ¢
be seen from tatle 2, the log form of the regression

model has  improved the results. The RS Trom the model

1

iz guit high indicating that the equation 1s the best
fit. All cosfficients of b are highly significant.
Sevghum  and  teff have shows 8% vate  of arnual
growth and maize 7.7%. Wheat price grew at the rate of
3.3% swhile barley had shown a 5% growth rate over the
decade. (The b coefficients were converted te anrual

rates teo obtain the growth rate cited abova 1§,

Thz peried of anaiysie  also correspond to the
initiatioan and implementation of the Chilalo

Agricultural Development Prizject with its emphasis on
wheat and barley production. Increase in production and
productivity in the Broject arcrga might have influernced
the supply to Addis Ababa market which is only 175 kms.
away fram the prcject area and connectied to 1t by alil
weathey road.

The upward movement in the price series of the five

cereals reflect major imzalances between supply and




demand svels during the

system can stablize inter

with drawing grain  from
yEars and releasing during
also play stablizing ro

through supply of consumer

service for their output

Feried. Efficient marketing

1

~Lamporal movement by

the market during bountiful
years of  ghortages. It can
le by motivating producers

goods and efficient marketing

at remunevative prices. The

gen2ral upward movement in  the price serigs therefare,
imply fallure on the part of the markesting system to
bring abocuti desireable cutcomes. Had the marketing
system been transparent,it could have cammunicated the
demand of consumsrs to preducers thrpough prices whic
would have played an  incentive volz  'n lncreasing 3
production. :
The persistent increase in price gver ths oeciod and ’
i
the decline in food grain praoduction isply that either |
the total benefit from upward maovement in the orice
trend had gone to wholiezale-s Fighes vo 1n the marketing
hierarchy or producers amere st responsive to price
incentives. However , the later assumpbticn is
implausible since nost studies cduring the psriod
indicate that producers were rezponsive to priceg. s
teE See  for example Alan A.  Thodey, 0Op.cit,
P.1l.3Bo. Wickstorm, Qp.cit p. 20.

Nt



3.2.2.2 The Seasonal Movemont

The seasonal wvariation in ths price seirise of the
five cereals can bs  best explained by seascoral index.
The sesasonal indes  emanates from the relationship
netwsen  the cscillation of  the avarage monthly price
around the centered 12 wmonth meving  average. By
assuming a percentage up ward or down ward seasonality
bias ir each month of the year, the ratio to moving
average haz been adopted far the estimation of seasonal
index. Accordingly, the following symmatric filters
have been uszed:

17328 (Yo + ¥Ye~a +  .ue # Vi * Yo Y4+ 1/240Y, .,
s A

Where Y. reprecsents the trend component cleared of
mild fluctuations but =till with higher anes. The
division of the original zeries Dy Y. and multiplying by

hundred will give the percentage fluctuat:ion of =ach

manth arcund the trerd,. Howewvey , to arvive at the
seasonal indey wh 1ok best measuces the seasonal
variability in prices, each moanth’s percentage

fluctuations is summed over years and averaged over the
number of years to give un 2djusted ssasonal index. The
sum of the 12 months index muot 2qual to 1200. If it ig
different, it must be adjusted accordingly. The total

monthiy index will be inflated or deflated based upon




its megnitude i.e.; if 1t is  greater, it will be
deflated and if iess, it w~ill be inflated to correct for
the difference.

The s@asanal irndew for Addis Ababhas for the five
major cereals camputed from the available price series
has besen presented below.

Table 3

. Seasonal Index

Yeai =R Wheat Barely Sovraghuim Maige
Tan 93% 11 96: 03 ?8. 35 g3.81 89.3
(1.07) (10,48} 17 B9 (10.09) {9.38)
Feb. 82 .74 25,461 23,53 ?4.011 L2
{(2.00) (8.83) (2.746) {S.78) (&6.36)
Mav . 91.85 5 HE2 FewT Q5. 20 73.3
(. b0 (7.5 {9,131 (&0 {(2.37)
Apr. F4.31 25..11 721 G416 7.0
T [ roa % = (B.66) (4.5 (9«77?
May R, &7 104G 6D ?2.350 e8.72 102.90
{5031 (3.4} {7F:35) (2.98) (3.99)
June 102.82 106,29 2g8.91 102.28 i04.0
{3.09) (B LT (Futslld (8.04) (3.99)
Judy 109.14 165,38 102,73 97.635 105.40
(h.4) (T.£5) 7.6 (7.30) £11.73)
Aug . 105.27 1058 34 104,28 L0538 103.0
thH.540) (7.89: (H.67) (13..88) (10.0)
Sept. 107 25 104 .24 107.75 i06.73 113.9
(&4.95) (93.652 {7.30) (8.87} £7.02)
Qetk. 104.25 104.98 102.78 105.¢6 104.0
(4.7 (11.28) G .22 (8.31) (14.9)
Mo . 104 .47 94.5%9 92,12 102,79 6.2
(7.54) (10.01) (8.47) (9,711 (.41
Dece. ?8.48 g4 .32 104,11 Fe.29 92.0

§45 78 {5.17) (11,405 (6.81) (@.48)
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It men be seen from v+ . tabls tha! the grain market

was characterized by high instapility in  the p2riod
under study. This instakility in  the seascnal ovice

pattern resulted primarily from doflciencies in the

markating syatenr itseslf, Chief among thsse were the
relatively uncoordinated nature of storagey laclk of a

high degree of intermac-bet integration, the fact that

most farmers? saleg are craowded invto shovt harvest

b

period and gensral lack eof capital available for

investament in storage —and warketing activities by

h

privete merchants particularly at the iguwer level of
the marketing system,

in the caze of barley; low price irdex for July andg

i

wowved proebably

increasing index for December were ohg

1

because ths main supply seasor for the crop may hbe the
"belg" zeason. The ‘“"belg" rainy ssasan users are
nerinerr Shoa, Arsi, Southsrn Gondars Wello and Tegrai
which ave mainly barley producers.

Barley is alse the only caersal which has  shown an

upward  trend betwesn November and December. The

rovement of the inder and th grice series  which it

Hij

exnlaing tarpel, dependead on the marketing seascn and
=

in}
e
2}
m
T

the index of barley has something te do with the harvest

in

Seasnn. The low price and the index in general and fo:
all crope coincide with the gost harvest months December

te April. The high prize,; and the index, as well fall




belween the May ard Movember,

The abeove exposition DbBrings te light that the
seasonal indew iz no maore  than an  average of the
seasonal price behavior of the price used inr its

herefore, to see how far

computation, it iz importart f
the =meascnal price inder explains the ssasonal price
fluctuations which i= the percentage ratio between the
monthly price and the centered 18 aonth moving average
grice. This can be achieved by comparing the seasocnal
inder with the coefficiert of variation,

Table &

_ fnalysis of Seasonal Index Based on Original Price

Par guintal as FPercentage of Centersd 12 Mornth

Moving Hdverage Prics

Coefficient of Seagonal Indew “ exola-
ined by
Ll i s e et L e A A e e e S szasonal

index

Yariation Seasoral Mfonthe
ail INdes e
obhservalion Low  High Range
Teff .28 Q. 163 Feb. Sept. 17.33 a3 .44
Wheat G .20 G.147 Dec. fug. 14.19 P&
Barley .32 G, 144k Mar. Sept. 15.04 s
Sorghum  0.30 & LE3 Jan. Mowv. 1397 51.00
Maiz B2 (.180 Jan. Sept. 28.7 96.28

It can be zeen from the above table that the ssasonal
index explains more than S50% of the variability for the
cereals ewcept for barley. In the cese of bariey, the

index explained only 446 percent of the variation.
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B3 Cyclical Movement

The mavement of whole sale price series for teff in
Addis Ababa as computed by centered 12 morth MoV 1ng

It has

n

average has been shown by  smooth  curwy
exhibited periodic cyclical mavement which recur at sore

or less regular timss,

~The presence  of trough 1.e. periasd of low price and

peak, peried af high pric iw the price series indicate
to us  the gotertial to remove some af the zupplies fram
the martet during downward movement and injecting it
during uwpward movement In prices there by stabkilizing

=]

the martefl.

The trarsfer of supplies betwaen 52a50ns would have

dampening effect on the cyclical pPrice cecillations.

3.3 Margins and Marketing Costs

Margins charged at different levels in the marketing
system and the aoverall margin charged bLy the =system is
an important indicater of ite efficiency. Margins are
charged against the services rendered and activities
performed which may entail costs te the participants.

The costs may be hired labowr, rent, Lransportation and




interest on working capil
whiich LE the differance

nrice, besides cove. ing

tal, Thus, the gross margin
hetween Seirling  and buying

conte  must alsoc provide the

articipgant a raturn Toer own labour Cincluding family
Y

labour), his invested capital, menagement service and

iak.

|

There are varlious tTactors which go into the
|

determination of markeling

al the longer the distanc

and consumption. tihe oar
P =

sl

ararce the supply of

the higher the gross margin

the commodity and vise wver

b The lower thne level at

yan

margin among which are:

o hetweer point of production
=3 the road conditiocns the

in rvelation to demand,

fl

o

incorporated 1o the value of
za,

which the producer enter the

marketing syztem. the highsr the marketing cost and the

higher the margin and viee
o3 The more abundant the
market and the more thersg

among merchants the higher

a) The more the marhkst

i

marketing margin and vis
2) The longer the produce

higher the margin,

3 The greater the d:

marketing system the higher

VErsa.

zupplv  of the groduct on the

-
il

a terndency of collusion
the margin and vise versa.

i=  integrated. the less the

in the marketing system the

gre2e of transformation in the

the margin.




There are wno sufficient infermation on  the pasie of
which one can evaluate whether the markebting system 1n
the pre-reform period hac operated reasonably well
according ko the abowve oritevria. However . from the
scanty information avallable from verious research
workss it might be possible to have rough idea ¢f the
system with regard to margins.

In the grain marketing system we £an look at the
The

acsemblers, wholesalers ang retailers margins

assemblers procure supplies in small lots  in ene marret
and =ell large iegts in  arnother lozation, while
wholesalers buy supgliss  from assemblers oy cther
wholesaler from lower level of the marketing hierarchys
store and distribute Lo retailers. Fatailers on the

othar hand distr

the productes to consumers.

The study by Stanferd Research ITnstitute (BRI
indicate that in January 1948 wheat was priced Birr 6
nigher at I[teya than at Hurata w@ith only 17 kms distance
from Asela.t™™

The study also compares the Debre Jeyt price with

n

Addiz Ababa price for the five cereals and found out the
assembling margin was quite bigher than 20% which was

considersad as standard parformance based on the

1e?  Alan R. Thodey, Cp.cit, p. 7&




operation of the Ethiopiar Grain Corporation

A rough

pstimate

also macde helow.

of

Jable

p"-QdL_iCE-}rE,

whole

g

sale

{EBC)Y *+2w

margiﬂ wWas

Eja;

i)

Shenkora

fAossela

Huruta

BDHDJ-L

AYERAGE

Spurce:

e

Maize
Teff
Hheat
Barley
Wheat
Bar ley
Wheat
Barley
Wheat

Bar 1@'\/

Various.

NDistance
from 4.A4

{lms)

F}:'\-'E‘-rage

margin

J
o
~

i
i
o

3
n;
ise}

BIRR S

KMS - TIME

1970470

1970/72

1968774

L6874

1971 /74

1968/ 74

1G7Y T

1971774




Froducers prices WETE
Agricuelitural Development Unit

study of the Bakro aree of Ethicpa and
¥

Addiae Nbaba whole zale wrice bhave  been

eztablish an margin  during

sgason after harvest. The aunwelghted
guintal kilometer was Birr 2.032. Th
transport and handling costs which was
8,014 Tt

Retail margir foir Addis Acabs has
table below by comparing

Ethicpian Grain Corpovation

series.

Tablse &

] w

(CADWL) reports

abhtalned Fror

-+

rt

o

calculated to

the main ouying

average

is was h

metimat

Hholesale and Retail Prices, and Retail

nrice per

igher than

ed at Birr

Margin

Average for 1970 - 1274 (Bi

vy e

- Prices Mavrgin
Crop Whole Sale  Retall Absolute Yof whole s.p.
Wheat 24 .98 38, 74 13.35 53.95
Barley 18.9& 21,63 2.h7 ia.l
Maize 17.63 20,00 2.37 13.4
Sorghum 23.70 2733 2.83 16.12

0
o
e
iU
|
o
U

Teff{brown 32.47

0. 04

Scurce : Grain Marketing and Storage Project.

L1 Qee for sxample Winfried

CADL Report, no.lg.

Manning:

‘_:_‘_E!.‘:it.':
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Margims vary betwesen commedities as indicated iv the
tahle above. The nighest margin is for wheat while the

thiree fool graine barleys maize and sorghum have closer

.

margins. The margio for brown teff as ‘evgaled by the
available information was negative. With reservation of
the accuracy of the data, it could have been so for
reasons the farmers near Addis Ababa =&ll their teff in
the market at prices lower than wholesale level and
might have purchased cheaper guality grain like barley.
malze and sorghum. Except in case of brown teff in

Addis Ababa retail margin. the overall margin 1 the

marketing svetem was found to be higher than due to the
d g

e

service vendered and activiities performed.

3.4 Power Relationship in the Markeiing Syetem in the
-
Pre-reform Period
The orecading discuesion c.an Le presented

diagramatically to show the power relaticn in the grain
7 =

marketing systen In the pre-reform periocd. It has been

showr that the functions oerformed by producers ware Lo
produce, staore. transport grain Lo the market.

Merchants at different leve! in the marketing system,
negotiate, buy, stor=., Yranspeort, finance and in soma

cases particularly at higher level in the marketlog

hierarchys process food grain. Iinformation aboutl supply




and demand situation and current and past prices in the
terminal and regicnal markets were also available hilgher
up i the marketing systeém. 0On the basis of these

informatior, the influerce structu-e in  the marhkeling

HH

syasbem arl the interrelaticonship hetweer the systems

]
[
m
™
n
ot

function can ed diagramatically in figure 5.

As shown i= figure =, farmers had no  influence on

grices. The most powerful and beneflicliaries of the
marketing system were the asiddlemnen . The =system did
rob motivate producers to inCrease cutput angd

A
marketability. Instead it supplementad the archailrc
tenure system in extracting more surplus from the rural

poor thus aggravating mass poverty.

Fig. 5: The Influence “iructure in the .‘arketing

Systen and the Interrelationship

between the System Function

Syatem
Participants

Landlords
Parcers ; Middleyen Proceggors

1 = oo
1nformav1on5

! Priecing

i i\ .
P \\\\\\xl t///¢;¢§? Congumers
\ A
(. 1

- \'4*
\L \‘\1& (

Production N Processing Congn ptio:

‘\

Transgportation “torage Tingncing

Function relationghip

Influence over funetion



4. INSTITUTIONAL CHANGES IN THE NATIONAL GRAIN MARKETIMNG

SYSTEM

Changes in internal marketing, food grain marketing
included, were gradual and not even so radical (compared
to the other sectors of the economy) in the initial years
of the revolution. The changes were reflected in declaration
and proclamations as well as organizing and revitalizing
institutions which effectuate the declared policies.
However, operational practice are at variance with the
declared policies and they have been mostly shaped by default

rather than by design.

4.1. GOVERNMENT POLICIES AFFECTING GRAIN MARKETING AND

PRICING SYSTEMS

A number of proclamation and declaration had been
issued by the revolutionary government to rationalize
internal trade which have significantly affected food
grain marketing. The first in the series was the
Declaration of Economic policy of Socialist Fthiopia in
1875. The declaration envisaged that the government
may where-ever necessary participate in wholeslae and
retail trade to estabilize price and protect the interest

12 The policy declaration implied that

of the masses.
internal marketing including food marketing would, by

and large be the domain of private sector and government

HzGovernment of Ethiopia, Declaration of Economic
olicy of Socialist Ethiopia, Addis Ababa: Berhanena
SeTaam Printing Press, Feb, 1975, P.5.
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interference may be necessary in case of distortion or
deviation from competitive equilibrium which may result
in high prices to consumers or low prices to procucers
and greater margin to middlemen than warranted by
marginal productivity of factors. In line with the
declared policy, it had created the Agricultural
Marketing Corporation (AYC) in 1976 to implement its
policy with regard to food grain and the Ethiopian
Domestic Distribution Corporation ERDC in 1975 to
effectuate policies with regard to marketing of
manufactured goods.  The main functions of the two
corporations as envisaged at their establishment had
been to stabilize prices by competing with the private
sector.

With regard to the role of private sector the
National Democratic Revolution of Ethiopia of 1976
forsee the necessity of giving incentive to ]oca1
businessmen and industrial lists and to all citizens
engaged in individual enterprises useful to the society.
The program however, envisages that the private
individuals operate within the guideline of the national
pian.”3

The government had also endeavored to lay down the
general framework for the operation of private sector in
internal marketing. In procliamation no. 76 of 1975

relating to commercial activities which may be

H3ﬂdd1’s Zemen,"The Mational Democratic Revolution
of Ethiopia." Hay 20, 1976.



undertaken by the private sector it had limited the working |

capital to three hundred thousand (300,000 dollars), but it

indicated that the wholesalers in agricultural products

could employ more capital than set by the cei1ing.114
Along with state and private sector in food arain

marketing, rural service cooperatives and urban Kebele

Shops were also organized to participate in food grain

marketing. Proclamation no. 71 of 1975, which provide

for the organization and consolidation of peasant

Association also provide for the establishment of

118 by two or more adjacent peasant

Cooperative Societies
associations. The objectives of the cooperative society
as envisaged in the proclamation incluces amond other
things, marketing of produce of members at fair prices,
giving loans at fair interest rates supplying consumer
goods to members according to their needs, supplying
improved agricultural implements. feccordingly 3651
service cocperatives with 817 registered and 2834 un-
registered had been organized up to 1983.

The declaration and proclamations issued with regard
to private, government and cooperative participation in

grain marketing had not brought about marked changes in

the system up to the formation of the Mational

1]4Negarit Gazeta. "Proclamation Relating to Commercial
Activities which may be undertaken by the Private Sector
proclamation no. 76 of 1975.

HSNegarit Gazeta, Froclamation for the Organization and
Consolidation of Peasant Association, Proclamation no. 11 of
1975.



Revolutionary Development Campaign and central planning
supreme cou:.cil (NREC & CPSC) in 1978.

Some new ministries were established after NRDC &
CPSC with the aim of improving the Management of the
economy. The Ministry of Domestic Trade (MDT) was
created from the former Ministry of Trade and Tourism.
AMC and EDDC with other trading institutions were brought
under the domain of the new ministry. Functionally,
grain procurement and distribution has become the subject
of central decision. Accordingly, grain purchase and
sales targets were set for AMC in the first annual
campaign and guideline for procurement was also issued.
The guideline in the first annual campaign required all
wholesalers in food grain to deliver 30% of their annual
purchase to AMC while peasant associations were to deliver
a minimum of 100 quintals from one of three important
cereals grown in their village. This mode of procurement
was assumed to strengthen the ties between producers and
AMC while ensuring enough supply for the market. However,
AMC was able to perform only 30% of its target in the first
year o7 Aitual anrntign thns, failing to meet the demand
for cereals and stabilize paraliel market prices.1]6

The weak procurement performance of AMC in 1978 led
to its revitalization into 8 zones, 20 branches, 120
purchase centers in 1979. Besides strengthening AMC

e S ———————

1]6Ministry of Trade & Tourism - “Report of the
Minister to the Council of Ministers" Oct. 22, 197¢ E.C.



97

organizationally a grain purchasing task forces have also
been organized from the central level down to the Woreda
administration and further to peasants association to see
to it that peasant deliver the assessed quota and to control
the activities of private grain merchants. State farms,
producers cooperatives and settlement farms have also been
required to channel their marketed output through AMC. The
+ask forces initiate service cooperatives to take part in
grain trade and aiso acitate peasant memters 1o sell grain
to fheir service cooperatives than to private mercheamts.
After 1979 private grain merchants were required to
deliver 50% of their purchase volume and renewal and
revocation of their licence had also came under the

jurtsdiction of grain purchasing task forces.

4.1.1. Food Grain Pricing and Price Policy

The rising food prices in the major urban areas
became a point of serious concern jmmadiately after
February 1974. The then Ministry of Industry, Commerce
and Tourism issued legal notice No.l in May 1974
providing for the establishment of committees which
determine the prices of food grain. The local
committees in all regional administrations were aiven
the power to revise the prices of food grain whenever
the need arises. Such pricing system introduced a
serious distortions in the grain marketing system by

hampering the movement of grain from surplus to deficit
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region. Sometimes price competition to attract more
marketable surplus ocurred while other times prices were
fixed far below the supply demand relation and creating
unwarranted problem to both producers and consumers. In
subsequent years food ¢rain prices were fixed centrally
by the council of Ministers each year. The Ethiopian
Grain fgency sees to it that the prices fixed by the
government were respected by private merchants. After
the liquidation of the Ethiopian Grain Agency
responsibility was transferred to the task forces and
mass oraanizations.

Initially eight terminal markets were selected i.e.,
Addis Fbaba, Dire Dawa, Jimma, Gonder, Dessie, Hekele,
Ghimbi and Shashemanne and food crain price were fixed
for each town. The prices in otner markets were
determined based on the location of the market from
terminal market. It also allows for seasonal adjustment
of prices. However the basic problem with the pricing
system was that there was no reliablc data on which te
base the price paid to the producers. There were no
proper crop forecast, cost or production was not also
known and crop prices were neither related to import
parity prices.

The geographically differentiated and scasonally
variable price of food grain was replaced by para-
seasonal and para-territorial prices in 1980. Since then
the divergence in parallel market price and controlled

market has been widening (annex II).



99

il
1]

4.1.2. The Rational for Establishing AMC & its

Organizational Structure

One of the major change in the National Grain
Marketing System is the establishment of AMC. The idea
of creating a new parastatal grain marketing organization
was initiated before the revolution in reiation with
the implementation of the minimum package projects. The
Grain Marketing Structure was seen as a constraint to the
effectiveness of the MPP Program and intensification of
efforts for the development of peasant farming.]17 A
thorough assessment of the grain marketing before the
formation of AMC was made and its establishment was
rationalized. According the national grain marketing
system before the formation of AMC was characterized by:-
- high transport cost; double transport due to lack of

local capital and storage facilities,

- incapacitation of the producer because of his need
to sell immediately after harvest to meet debt and
rent payments;

- restricted facilities for on farm storage-

- restricted choice to the producer, due to the fact
that he virtually had no option except to sell his
produce on the day when he brings to the primary
market-

- lack of relevant price information;

- lack of competition between buyers;

1]7Nor1d Bank Mission, op.cit., p.l.



- uncontrolled weights and measures which operate to
the traders advantage,

- Tlabour intensive market operaticn;

- numerous title transfer in the marketing chain;

- non existence of grading quality standards leading
to most traded lots having a high impurity content
(up to 15%) which adds to the transport cost of the
system;

- Tow standard of storage hyciene and pest control,
although losses on this account often appears to be
exaggerated;

- lock of price stability from one vear to another and
thus a reluctance from farmers to use cash inputs;

- in efficient crop forecasting thus high risk and
margin in seasonal storage.118

The declaration of economic policy and land reform
further necessitated the establishment of parastatal

grain marketing organization to stabilize the market and

protect the interest of the masses. In order to over-

come imperfections in the marketing system cited above

in line with the government policy- the AMC was established

by merging the farmer Ethiopian Grain Corporation, A

Agricultural input and iMarketing Service(AIMS) and the GERS

Company, the later two being the subsidiaries of the AID

Bank.

In the first three years of its existence, the

organization was operating side by side with private
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merchants and could not exert any sigrnificant influence
on the market. iiean while shortages and sharp increase
in prices of food grain in major urban markets forced
urban dwellers and government employess to send their
respresentatives to grain surplus region to procuer
grain. The year 1976-1978 was the break down of the
national grain marketing system which was essentially
due to the counter revclutionary wars which disrupted
transport and dislocated many farm hcuseholds. To this
was added the poor harvest of 1977/78 due to drought.
However many official reports attribute the shortage of
food in urban areas to increased consumption of the
rural farm population due tec land Ir*efmf'm.”7 There was
no empirical evidence to suagest the validity of this
view point except the one done in Arsi administrative
region. In Arsi the study by Necussie Molde Michae1]20
indicate that consumption of wheat was 85 kgs and barley
145 kgs, after land reform while CSC's study in the

same area reveal that it was 41 kgs for wheat and 98%
for barley implying that consumption of peesants had
been improved significantly dus to land reform. The
covernrent response to the deteriorating food supply in
the urban areas was to revitalize #MC organizationally

to have proportionally higher share in the crain

Q
]]’See for example Government of Ethiopia/World
Bank Yission, op.cit.; Jchn Holmber, op.cit.

n . - oy ;
1Z“Negussm Wolde "ichael, Investication on the
Impact of Agrarian Reform on Peesant Income and
Expenditure Patterns, Assela: CADYU, Publication no.18,
1981.
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narket. Accordingly, AMC was organized and made responsible

to Ministry of Domestic Trade since 1979. 1t was reorganized

in to five zonal regions (Morth western zone, Central zone,

South eastern zone. Northern zone and South western zone), 17
ordinary, 3 special branches (Dire Dawa, tiekele, and Asmara), 120

purchase centres,

The organizational structure of the corporation is as shown

below
Fig. 6
Organizational Structure of AMC
— [
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Revitalization was seen as introducing one more level (zonal
offices) in the operational hierarchy without substantial
differences in the function and duties and responsibilities with
that of the branches. Additional purchase stations were also

created and procurement points were expanded.,

i




4.1.3. Organization and Operation of the Grain

Pricing Task

barked changes in grain marketing system did not
came about only by reorganization of AMC but due to the
introduction of the new clement in the grain marketing
system 1.€., organizing grain purchasing task force from
the centre to Woreda level on the basis of administrative
hierarchy. The organizational structure of the grain

purchasing task force is shown below:-

Fig. 7

National Grain Purchasing

and Distribution
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. X . Pomestic Trade
M e
Marketing Cempaign Coor-
Corporation _ dinating
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————
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Grain Purchasing
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The corporation prepares its procurement nlan by
region, source and type of grain and submit to the
office of the vational Comuittee for Cantral Planning
(ONCCP) through the Ministry of Domestic Trade. The
oNCCP after reviewing the proposed plan submit to the
council of Ministries which upon approval pass it down
in the form of instructian to the reginnal grain
purchasing task forces headed by the regional
administrators. The rogional procurement quota is
further sub divided and communicoted te the Tower level
task forces with further instruction until it reaches
the Woreda task force (small administrative unit in the
hierarchy). Tne Woreda task force allocate the assigned
pucta to service cooperatives who in turn pass it down
to- peasant associations wiich further assign it te
individual farm house holds.

Fulfilling the centrally allocated quotz has been
the respansibility of the taosk force and mass organ-
ization at alil levels of the hierarchy. The task of AKMC
has become te collect, transport, store and finance the
procurement pperation.

The quota delivery system has serious jmplication on
producticn and productivity of syall holders. 1In the
first place allocations of juota are not based on
information on Tncal capacitiy and possibility te meet
them. 1t starts from the reguivement of cliants which
is aggregated dY atif, and become tho basis for
procurement plan. The agoregate s sub-divided in to
region and by type of crop to beccme the amount of grein
required from cach recion. At tie peasant association
1evel also quota delivery roguirement is pnt based on
individual possibilitizs to me + them but to share the
total allocation equally among merbers for supply. {Tha
logic behind such decision has been that all peasants
nave equal access to land. However peasént households
differ in their assets ownership which influence food
production. owpership of draught animals, labour, farm
tocl er even the type of land they hold differentiate

small holders into poor, middie and rich neasants.  Poor
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peasants and in some cases even middl- peasants fail to
meet the allocated quota. Since the qucta delivery is
compulsory, peasants usually roduce theoir consumotion or
even drain their reserves for sced in fear of penalty.
In both cases it affoccts small holders oroduction ard
proauctivity.

Secondly what ever is procured is usually transported
to Addis Ababa and major urban areas. More over AMC has
no sales outlet in the procurement areas.

Thus, areas which suprly grain at the time of
harvest face shortages la%er in the seasons and which
may lead to very hich seascnel variation in prices.

This again seriously affect poor producers and poor
consumers.,

4,2. AMC's Purchasing and Distribution Operations

4.2.1.  Purchasing Operaticns

The activities of AMC have quickly beeon expanded
since 1979/80 and increasing the volume of its purchases
at any cost secems tc have substituted all its initial
objectives.

The pressure to increase the volume nf its purchase
emanatec from increasing demand for food grain from its
clients. Supplying six urban centres (Addis Ababa,
Asmara, Dirc Dawa, Mekele, Harar and fissab), government
institutions 1ike the Ministrv of Defense, the food
industri=s, hosnitals and schonls, with food arain has
becoma the responsibility of AMC by default than by
design,  Thus AMC collects information on the demands
of these clients and prerares its orocureri2nt plan for
the following year.

The pattern of feood demand and actual consumption
rates by different segment of the population are largely
unknown for the country. AMC 2lse has ne canacity to
analyze grain market data as a basis of demand projection,

1

AMC lacks information not crly on the size of demand



that it should satisfy but also knowledge ¢f ths Tevel
of supply. The country has no relizble system of crop
forcast and whatever is available has net been nut

under the disposal of /AMC when needed. Morz over the
corporation has also no capacity of putting together

the crep forecast and other markst data for thz planning
its purchase.

In the absence of clear knowledge of the Tevel of
demand and sunply AMC has no choice but to depend on the
rcquest of his clients tc plan its purchase operation.

It procures grain from peasant associations service
cooperatives and private merchants. The annual
procurement from both sources since its 2stablishment
for the five cereals has been given below,

Table 7

Agricultural Marketing Corporaticon Actual Purchase

of Food Grain From Farmers and Merchants
1378/77 - 1583/84
in *000 quintals

B E A% S W R A S W R W AR M A BN Sm M A AE oA S A TR EE S A A M M A A U e S S M R P Y M R S S N G M e S S AN CO S R e e

Crop
Year ____. Teff __ _Wheat _ __ Barley _ Maize  Sorghum . Total
1976/77 L4 a4nd 109 311 68 1,026
1977/78 4 202 173 327 71 288
1878/7% 113 869 109 208 VE 130t
1979/80 26 125 267 556 194 1,508
1980/81 843 1,969 241 27¢ 112 3,437
1981/82 711 419 491 252 131 2,004
1882/83 856 1,859 472 213 324 4,424
1983/84 729 1s117 97 1,183 194 3320

Total 3,887 7,00% 1,899 4,022 1,166 17,978

el e T e et R ]

Source: AMC Annual Reports 1979/80-1884/85.

The corporation has also been a market outlet for state
farms, producers cocperatives and settlement farms.



The procurment level has shcwn a marked up werd
trend since 1977/78 with a sharp decline in years
1981/82 and 1983/84 over the preceding years.

Besides rapid increase in the volume of procurment
dramatic changes in the share of suppliers have also
taken place. Private merchants have found their role
limited and suddenly pushed out of grain trade. The
following table shows the share of the participants in
total supply to AMC.

Table 8

AMC's Purchase from Service Ccoperatives and
Private Merchants in '000 quintals
1978/79 - 1984/85

RN —— L e e

Total Share of Share of
Year Purchase Service Private

of AMC Cooperatives Merchants
________________________________ it ik
1978/79 1,023 5 95
1979/80 1,964 10 30
1980/81 2,570 24 76
1981/82 3,065 38 62
1982/83 3,844 71 29
1983/84 2,665 77 23
1984/85 24312 94.7 - 5.3

e B S R e Y M e e e e W S G R S G G e D e S e e S G e e e e S S S A A O G A Y M

Source: Ministry of Agriculture Evaluation of Agricultural
Sector p. 34.

The share of service cooperative and the private
sector in AMC's purchase has completely been reversed
between 1978/79 and 1984/85 as shown in the table. The
share of service cooperatives increased from 5 percent
in 1978/79 to 94.7 percent in 1984/8 while that of the
private secter decreased from S5 percent in 1978/79 to
5.3 percent in 1984/85. This however does not mean
that the role c¢f private sector in food grain marketing



has been minimized. The share of /MC in the total
marketable surplus did not exceed 45 percent. In fact
the private sector continued to operate in a parallel
market with higher risk and larger profit. The effort
to replace private grain merchants by service coopera-

tives has contributed to a serious logistical problems.

Service cooperatives and peasant associations
cenerally procure and bulk grain for AMC at thier own
stores. They have not started transporting their grain
to the market or to the AMC store. The reason for not
transporting grain is due to uniform price which does
not take into account the transport cost. Thus AMC has
been forced to increase its collection centres. The
following table shows the incrzase in the number of

branches and purchase performance.

Table 9

AMC's Procuremant Points and Procurament Per Point

Items : 1980/81 1981/82 “ 1932/83
Procurement points 822 1,010 1,518
Purchase/point (MT) 313 300 253

Source: SWED FARM AB, Main Report Vol. I, p.69.



Tha table shows that the rapid cxpansion of procure-
ment points has heen accompained by reduction in the
volume procured per roint. This results in higher costs
of collection, increasing food pricec te consumers and
depressed price to producers. Besides the procurement
points arc off 211 weather roads and in places where
for merely grain used to he brought to the market by pack
animaie, the corporation began to use trucks which
could be easily damaged and fuel which are expensive in
terms of foreign exchange. The expansion of procurement
points has greatly changed the factor mix in grain trade
i.e., from labour intensive to capital intensive, from
transport cost in kind and local currency to transport
in cash and foreign currency.

Besides expansion of procurement points there are
various problems which are associated with AMC's food
grain purchase and sales operations. In the first place
concentration of food grain production and market supply
is a few months (January - May) and Tow holding cpacity
of producer - due to immediate cash needs as well as to
lack of proper storage facilities result in heavy market
arrival in the immediate post harvest months. Since
this period coincide with the harvest season of other
agricultural products 1ika coffee, it has resulted in
heavy pressure on transport, storage and financing.

In the second place the quota delivery system has

made it difficult to organize pruchase and arrange



transport. Cooperative societies sometimes request trucks
before it amount to a lorry load or the procured grain
may not also be weighed and bagged. Trucks may not also
ke available at the time of the request both resulting in
high cost to service cooperative and AMC,

In the third place A¥C could not be able to influence
the quality and composition of grain it handles. It has
been reported that 25% of the total deliveries (226, 552 qts.)
from state farms in 1983 to AMC had over 13-50% impurity
levels and with a moisture content of over 14%]21 Hhen the
acceptabla have been below 12% for impurities and less than
14% for moisture. Quality deterioration is hidden form of
increase in price which cannot easily brought under
control. It is a waste to 2 nation in terms of its transport

requirement and cost to consumer because they pay price for

what they don't use.

In addition to the thres problems cited above which
might have affected the pruchase and sale's operation of
AMC, the few indicators below show the corporation's
capacity in effectively employing the resources at its

disposal.

12luep FARM (AB), op.cit., p.77.



Table 10

AMC's Resources use Capacity

1M =

A1l figures sre for the year

1936

Storage Capacity

Capacity in qts.

Totai volume sold (in qts)
Rate of turn over

Cesirable rate of turn over

Rate of capacity utilization

Transport

Number of trucks

kms covered

km covered per truck
Standard km coverage/truck

Rate of capacity utilization

Manpower

Mumber of administrative. steff
Volume of purchase (in '200 gts)
Through put (000 qts)

Desirable through put ( '000 gts)

Rate of capacity utilization

5,491,500

5,050,000
0.72
1.5
£0%

139
2,811,717
20,200
43,200
477%

487

€,400

50
26%

Stcrage and transnort cost alene account for about

75 percent of AMC's operating cocts of which transport
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cost account for 50 percent and storage and handling costs
for the rest of 25 percent. Due to unccordinated purchase
and sales plan there has been hectic transfer of grain
from procurement points to purchase centre, from purchase
centres to branches stores and between branches. The

study by SWED Farm indicated that in 1982/83 alone the
corperations total amount of intake was 21,426,620 quintals
with the total volume scld 5,058,000 quintals and total
purchase of 6,397,000 including imports indicating that _
grain has passed 3.3 and 4.2 times AMC store on the

122 Under organized purchase and

average before deliver.
sales storage capacity utilization is measured in terms
of the relation between purchase and delivery allowing
for stecks. Considering the concentration of market
supply in Ethiopia which is Timited to a few months a
turn over rate of 1.5 per year has been taken as a normal
standard for sterage performance in planning. In places
where grain supply is evenly distributed over the year
higher turnover to the tune of 3-4 is quite normal. Com-
paring AMC's performance with adopted standard, it has
been found that it uses only 60 percent of its capacity.
Under utilization of capacity on one hand and hectic
movement of grain from one store to another has resulted
in high storage and handiing charges.

Rate of transport capacity utilization has been
estimated on the basis of the corporation truck
utilization nlan. According to the corporation plan a

1226ED FRRM (RB), op.cit.,



driver works for Chrs/day, 25 km/hr and 18 working days
per month. Accordinglv a truck can cover (3x25x18x12)
43,200 kms per year. This distance has been considered
minimum when compared with Mational Transport Cor-
poration Plen of 54,000 kms per vear. Thus when the
actuel with planned utilization it has heen found to bhe
47%. Low transport capacity utilization may be related
to unorganized purchase and sale and this has resulted

in higher marketing cost.

The other indicator of the corporations effectiveness
is voelume of purchase per administrative staff. In advanced
countries grain precuremant per administrative staff range
from 200-250 thousand quintals. Tho Kenyan Farmers
fissociation procurement employees turn over per year has been

: 123 |
50,000 quintals:

This has heen taken as a prexy for measuring the

rate of manpower rescurce utilization which has been

found t0 be only 26% of the total capacity.

%.2.2. Distribution and Sales (perations

AMC has frced problems not enly in its pyprchase
operation but also in its sales and distribution
operation. It caters for urban dwellers in Six major
towns, covernment institutions industries and Expart
market. Lack of knowledge of the magnitude and

composition of demand of its clients and weak position

"835uen Fary (18), op.cit.
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to influence the composition and quality of grain procured
has resulted in unsatisfied demand of customers in scme
cereals while in others poor quality and lessar demanded
cercals have been over stocked with increasing marketing
costs. The following table shows the grin requirement of
‘the clients AMC's supnly for the past few years.

Table 11

Comparison of Estimates Required and Actual
Distribution of Grain by AMC 1981/82 19&2/83
Million Quintals

Urban Government  Indust-

Year Details House Institut- ries Export Total
ions

GGrain

Requirement 3.0 2.4 3.8 1.0 10,2
1981/82

Actual

Distr. 2.0 0.89 1.306 0.33 4,526

Percentace

covered &7 37 34 33 a4

Grain

Requirement 3.0 2.4 3.8 1.0 10.2
1982/83

Actual

Distr. 1.9 1.2 1.7 0.2 5.0

Percentage

covered 63 50 45 20 49

Source: 1981/82 Review of farmers incentives and Aaricultural
Marketing and Distribution efficiency, p.46. 1932/83 - Grain
procurement Guideline of 1582/83 for requirement and AMC
performence report 1984/85 for actual supply, percentage
calculation mine.



AMC has improved its supply to government institutions

and industries in 1982/83 over the previous vears while

the urban and export supply has declined.

The require-

ment of the urban households secems to have beesn under-

stated because had AMC satisfied €7 and 63 percent of

their requirement the parallel market prices would have

been stabilized in the two years (see annex 1I).

While AMC has failed to meet even 50 percent of the

requirement of its clients its accumulated stock

proceed at a fast rate.

Table 12

AMC Stock as a Percentage of Purchase

Stock at the Domestic Stock as
Year end of the year pruchase in parcentage
in '000 gts the year of purchase
'000 qts
1980/81 4,369
1981/82 23717 4,591 51
1982/83 3,777 55738 66
1983/84 2,148 4,100 52
Source: AMC Performance Report 1984/85



The unsatisfied demand on one hand and huge stock
on the other hand reflects the corporation in ability to
match suppily and demand by quality and quantity. This
irplies that the corporation has %o pav a areater
attention to the distribution protlsms. Crganized
purchase and sales with respect to croo and quality can
better balance supply end demand and minimize undesirahle

stock.

4.3. Effectiveness of [4C in Meetine its Desirad

Objectives:-

One of the major objective of "HC at its establishment
had been to closely relate the seasonal and genaraphical
price variation and stabilize prices. Redycing seasonal
variability ir food crain prices is possible if the
marketing system has the capacity to store products and
ratiocn cut the supplics as evently as possible from one
harvest to another. The seasonal price rise should ideally
not exceed the storage and handling charges. The SRI
suaggested an increase of 20% while SWFD FARY nropose 17%
from the Towest priced month to the highest nriced mont‘fii?‘[!r
as fairly corresponding to storzce and handling charges. Ffny
amount in excess of this has been regarded as imperfection
in the system.

The following table may throw some Tight on seasonal

price variability and AMC capacity to minimize the variance.
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Tahle 13

Seasonral Price Variation

Qifference between Largest difference
Crop Yarch ancd Sentemter over the calendar
orices 1962-1974 vear 1980-83 averace

of vearly ficure

ihite teff 3.4¢4 £2.25
kheat 3.60(white) 1 50
Maize 2.9 13.00
Sorchum 3.21 30, 15
Barley .91 26,00

Source: SWED FARM vol. T1.

The table indicates that the high seasonal price

risas corraspond to the neriod of AMC's orerational expansion.

It is also worth to note that high variability in prices
have been registered for the nigh valued food grain (white
teff) and low valued food grain (sorghum). The high seasonal
price variability in low valued qrain seriously effect the
consumption and income of poor consumers. This is indicative
that /+MC has failed to closely relate the seasonal price rise
to costs and stahilize prices.

iMC is also expected to integratc the National food
grain market by closely relating the geographical price

variatior. Surnluses must guickly move from the point




of production to meet the deand of deficit recions.
Pairs of monthly prices fer Addis Ababa and five
regional markets have been related in the following
table.

palationship of fddis rhaka Parallel Parket Price to

reeional Farallel Markot Rztail Price for Mhite Teff

1978/83

RAL/ AL/ R S

Agsela  Bahrdar Dessie  Gondar

R B

Shashemane

P.A. price for

selected months  102.35 106.53 109.55 128.71
Corresponding

regional prices 65,41 5¢.19 £5.35 67.93

ifference to

~J
[ee)

fddis Ababa 3€.94 84.7¢ 24.20 AN,
Correlation with

~ddis taba B.1514 0.168% n A242 0.0005
Implied aistance

from Addis Ababha

at cents 2,995 4,379 1,936 3,262

1.25/qt.km.

107.89

an.z37

0.2361

2,262

Source: SHEDR FARM

e ——



The table reveals that fast expansion and consalidation
of MMC in arain parketing nas resulted in disintegration
of the national arain marketing system. The disintecration
of the marketing systen has serious imnlication on pro-
duction marketing costs and CONRSUECYS. Thus the extent of
aMC's contribution to interregiona’ nrice dispersion through
moverent restriction on the part of the npivate operators

can be tested with the snecification of the following model.

= + + b Xy *+ ¢ i 2

Cvpt bo By X 2 kz 53 X3 wher

Cvpt - s the coefficient of interregional
variation of retail prices of the three
food grain in vear i

¥. = is a dummy variable having a value of zero

in year of free moverent and value of oné

in year of restriction.
X, « is a total sunnly of a given food arain.
X = is an index of concentration of a given food

grain.

c 3

b], b,s b, are parameters to he estimated.

The model has been used to evaluate interregional
dispersion in the taff, wheat and maize. The three crops
have been selected on the basis of relative supnly and
availability data.

It has been assumed that the movement restriction
jmposed on private operators and ricts under utilization

of the availabia facilities have resulted in high price



yariability between regions. The reostriction policy hes
Loen accommodated by the cummy variable.
The following regression results have been obtained

from the model.

Table 15

tecression Results of Coefficiont of Interregcional

Price Yariation {1576/77 - 198%/55

Pestriction
mean
Crop b b b, . R?
° L . ¢ Pefore ffter
Teff 2.702 4.8m 0,08 0.27¢ 0.87 21.5 2w
(1.61)  (1.752) (0.005)  (2.501) (n.75%)  (1.25)
theat 34,684 10.513 2.756 R.123 0.7€ 264 37.8
(¢£.142) {b.29) (0.002)  (0.123) (0.495)  (0.30)
Maize 34.476  15.586 0802 0,396 0.85 19.1 35.4
(4.623) (3.08%) (0.005)  (N.28) (1.512)  (3.124)

411 coefficients have the expected sign and also
sionificant at 95% level and 12 is also hiech. Fioures in the
parethesis are stendard errors.

The period frorm 1276/77 - 1980/81 was & period of
relatively free movement while 1081/82 - 1984/85 was A
period when strict movement control have been enforced.

The mean before and aftar movement restriction have heen
estimated and the result confirm that retail price
variahility have been higher for the three cereals in
the period of mevement restriction than the period of

free moverent. Hith interregional moverent restriction

e ————



surplus producers earn 1255 and deficit area CONSUREYS
pay more than they otherwise would, and both Tnse in nad
crop years than in normal years becausa in pormai years
interregional movements je greater under the ausnices of
the state.

Thouch restriction of interrecional movement nas
resulted in fast increase of AMC's nyocurement it may in
a1l prebability not increasine the sum of producers and
consumers welfare as it is measured in welfare economics.
T+ is also the objective of AEC to give cood marketing
service to farmers ty ensuring timely supply of inputs
and remove produce to avoid waste and congestien.

Fertilizer is a sincle most jmoortant and in
relative sense, widely used cash input by small holders.
The amount and distributien of improved seeds is Timited.
ntil 1984/85 the procurement and distritution of
fertilizer and other chemicals hac¢ been the solz responsibility
of AMC. F£fter 1980/85 2 ney agency, the Agricultural Inputs
#arketing Cornoration (AI%C0) hes been establishnd under
the Ministry of Foriculture and teken over tne responsibility
of procurement and distritution of fertilizer.

Once again as in the case of food grain the general
atmospnere under which A0 had been procuring and
distributing fertilizer and chamicals was a complicatad
one which had a serious implication on its operation.

The procedure for fertilizer procurement is teo lona.

Since A¥C has no capacity to astimate fertilizer



requirarent for tho country it dependad on the infarmaticn
suprlied by its clients. Fertilizer requirement is
estimeted by Ministry of Fariculture (“hﬁ) extension staffs
on the basis of requests frop poasant association. 0On

the basis of fertilizer derandg forecast by the Mnf, MG
srepares the required Eand credit and subsidy, te finance
fFortilizer inruts and submit to the OMNCCP which after
reviewine further subrit it to the council of Ministers for
final approval. AHC procures fertilizer from abroad with
funds provided by comrercial Ferk and distribute to 470

“0f input distribution centres from where it s collected
by neasant assnciations and nroducers cooneratives, The
M acts as an agent of sericultural and Irdustrial Eank
(:10E) and deliver fortilizer on cradit to farmers on 15%
down payment. It sends the receipts of distributed credit
to LIDB on the hasis of which the Bonk makes pavrent for.
pMC for fertilizer distributed. The undistributed amount
remains the debt of MiC which means high interest charges
to the cormoration until the next season.

There has been late decision on rrocurement and
tight timing, leadirge to purchase when world fertilizer
prices where hich on csveral occasions and delavs in
procuremrent transport and delivery to MNA distribution
points. ¢

Therefore AT had Leen unzkle to assure timely

125 g - N
2Ogae for example Joint Covernment of Ethiopia
and World Benk HMission, ap.cit.; Experts Committoe,
1] o) oy | o



price. Hich price <aread op the other hand is related
to inefficiency and lower share of aroducer in final

consumey nrice.

Table 1€

RRE—-

The Share of Producer in the Final 2.7, Consumer

Frice 1782/82

Share of Share of
Type Producers “HC Consumers preducers araducars
of price nrice nrice in AMC in the
arain tirr/qt birr/qt hirr/at.price firal
in % consumer
price
Teff 33 §7.55 a0 €h.E€ 56.30
kheat kit 51.16 75 58.€ 30.00
Barley 26 45.73 70 56.B 37.1¢
itatze 20 4011 52 45.3 38.5
Sorghu 23 i¢.7¢& st £6.2 30.3C

Tha producers' price, AMC's and consumors' pricas
have been fixed for the last five vears. The price
spread has been calculatec for iiddis Abhabe the largest
terminal markcet accounting for 30% of the urban
consumers. The result from the table show that there is

higher rrice spread ana tne share of nroduccrs oarice in

the final consumer Birr has been Tow,



supply of inputs to farmers.

Hiscussion with the management of 1 seryice conperatives
in the three Yoredas during Field work by trhe researcher for
this nroivct, has brousht to light that A¥C has beun unahle

te remove suppliias ir time. The mamagenent af all co-
operatives have shown the sioves of their socieites waich

were fully of grain and mor of pecsants appearing at

copnerative store to deliver their guote. Particularly

in Gojjam two cocieties Deje-iariam and Tenguma farism

nave stopped to nuy crain from perhars hecause thoy had no

place to store the procurag grain. The maneqoment of the

saciety accused AMG ctaffs in the area Tor failing to
remove the crain from store accordirt o their requists.
The failure of AFC to romeve sunpiies kas 1imited the
capacity of the society to procure ROVE grain and oS
artagonized its relation with mowbers for feilure to
provide marketing sorvice for £hoiy output. Since the
Farmers has no other putlet thar the caonerative the
failure of the society to provide fficient marketing
service has its impact on food orain production.

The other ohjsctive of AL hzs also teen to decreasse
marketing mergin Lotween progducers arc wholesalers
leval tn improve procucers prices and incentives. The
success of ANC ~long this line car be conveniantly
agsessed by using the snare of nroducers in the fipal
consumers price. In the absence of subsidy low nrice
snread fmplies the efficiency of the marbeting sys tem

and hicher share of sroducers v the final consumer



Further it can be obsurved from the table that the
chare of producers in Tou valued crozs like Barleyv,
Maize and Sorchum have heen less than (0% while for high
valuad teff it is ovar 56%. In the controlled market,

1]

therefore there is 2 toncency to discournan the production

A

of low valued crops at the point of producers and
renalize poor consuner at the noint of consumption.
fnother interesting point would have heen the share
of producer in firal corsumers’ nrice for the food grains
bought from the narallel market. Althouch information
An consumers orice are available therc are no data on
prices ¢t which the corrodities have baen nurchased from
produccrs. 1f it is ascumad that privets merchants buy
at the same Fixed price from nroducers the price snread
will be too high, since the perallel market rrice 1S
higher than the cantrolled market price. But there are
an hasis for assuming so hecause werchants cannot attract
producer unless they offer better rricas tnan fixed by
the government. However it can be assumad that the share
of producers cannot ba so high duc to the risk involvad in
the case of nrivate trade and hich marketing cost.

In general althouch rec has been able to increase
the volume of its procurcment and increased its share in
marketable surnlus it nas keen unable to closely relate
the seasonal and grographical variation in prices, it
has failed to give cood markating service to nroducers
by supplying inputs in time and removal of rroduce and
it has not at 211 decrcased tac wopkating margin

batwosn procucers and consumers apd imppoved producers
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incentives.

Restriction and contrcl derived the crain marekiing
system undeyr around disintegrated the nztional grain
marketing svstem, dicpersad the guantity markoted into
small 1ots and increased warketing costs with its
implication on producers ang CONSUMErs.

4.4, COOPERATIVE MPRFETING
one of the recent raform in the potional grain

marketing svstem has hbeen the estahlishment »7 servica
cooneratives anc thoir active perticipation in grain
marketing.

The number of service cacperatives by ragion and

their level of devclopment is aiven below:

Tebla 17

Service Cooreratives

Region recistered Unregistered Tntal
Arsi &7 75 112
Bale 42 =5 128
Eritera - 13 153
Camc Loffa A 7l 21
Gojiam 104 anT a1l
Gondar 36 2ne 238
dararche 34 225 258
11lukabour a1 125 184
Kaffa 53 184 242
Shna 120 n3% 1055
Sidamn 126 1n7 235
Tigray * 56 5¢

L. 11ega T4 233 387
wello 57 201 258
Total 817 2834 3&51

Source: Ministry of Fgriculture.

In 1963 the conperative cncieties had 16,000 psasant
accociation members anc 2. million househclds. Their

e —r——



total capital by in omay 1380 was 7% million Hirr. The
cooperatives large Jevelopment potential and they have

mul tipurpose activitiaes l.e.

for the csupply of consumer qoods

for the marketing of farmers produce

for supply of farm imputs and credit and also

for sccial and‘prcduction services to thzir farmer

members.

They have shown = marked interest and performance in
grain and as shown in table 5 their share in total supply

to AMC grew from 2% in 1978/79 to 95% in 1384 /85,
=

Iy

The society have been allowed a margin of 5 Birr/gt.
in balking grain for AMC. Though operating of this margin
will provide the society with ample profit, many of the
cooperative have not started to benefit the member by pro-
viding credit which is highly demanded by farmers and also

increasc the members' interest to the cocperative.

The marketing costs of scrvice cooperative for grain it

shown below.

PR



Table 1<

PRNERRESSIS 4

AVERAGE MARKEV!HG COSTS OF SERVICE COOPERATIVES

Personnel Annual Cost Et.B.

Society Secretary (3irr 125)

1/2 time shop, /2 grain purchaser 525
Store keeper, grain 1320
2 Guards, 1/2 time (Birr 76) 125
Travelling expenses 8r. 2x15 days 30

31400

Store 250 tons x Birr 65/ton = lo,250

Depreciation, 1> vears 1100
Interest, 4.5% 770
Tools Birr 1,000: 5 years 209
Fumigation 208
Loading Birr G.40/quintals 1000
Misc, 5% 320

&£700

Revenue
Commission Birre £.00 x 2,500 12500
Surplus {at 2,500 auintal) +5000
Surplus (at 3,000 quintals) +0050

source: SWED FARM Annex G, P2



Thus a cooperative can make a net profit of 5,300 Birr
for anpnual purchase of 2,500 auintals. the higher the
collection the higher the profit will be. However, the
cffectivencss of AMC has put limit to the development
of the service cocperative as Adiscussad in section #.3.

The effect of AMC on the service cooperative marketing may
have created adverse impact on production.
4.5 Private Sector

Data on the operation of the private sector is difficult to
obtain. The system of licensing domestic trace has been
delegated toc grain purchasing task forces of various levels
and there is no information on the number of aqrain merchants

of ficially operating in the markets.

Their agency tu AMC has quickly been replaced by service
cooperative since their share has daclined from 35% in
1979779 to 5% in 1o /55, However they continue to oparate
in parallel market with hiaher risk and probably more profit.
The source of supply in major urban markets including Addis
Ababa for high vaiued food grain such as teff remained the
private operator since the supply from kebelle societies

has beer insufficient or un available altogether.

Three cases of grain merchants operating costs have been

estimated by SWED FARM.

I
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Three cases of merchant operating costs Grain merchant
at Woretta buying on bzhalf of AL,

Birr/q&.

Loading, stitchina and storing 0.80
Loading truck 0.60
Wzight losses, 1% av. price &0 0.b9
Taxes and license 0.69
Store depreciation 0.05
Total 2.45
Retailer Addis Ababa girr/qt.
Store rent/at. £.12
Bag 0.4¢
Unloading 0.50
Temporary staff 0.10
Losses 1.5% av. price 75 1:1%
Taxes & licunse 0.40
Total 2.65
Merchant at Debrz Zeit Birr/qt.

Assembly cost in the courtry side:

Use of vehicle 0.30
Fee for each quintail transport 0.50
Loading costs 0.25
Costs of sack n.40
Unloading at store n.25
Storage cOSts 0.186
Losses 1.5% average price 50 0.75
Taxes and license 0.53
Loading for Addis Ababa Q45
Total Excluding to ALA. 3.47

Source: SWED FAKH Annex 1, page 1.

The table shows that merchant assemtling for AHC has

less cost than the retailer in Addis Abapa and merchant



at Debre Zeit. There are no criteria of evaluating whather
private merchants ars cost effective or not, since there are
no information on thaoir purchase price at farm.

Although the WO operate under ehtirely different condition
cost comparison of At and privats rerchants has been presented

in the following table.
Table 20

e . it £

ﬁynthetic Cost duild up of AMC and Private Merchants

Casts do not include the Maerchant AMC
Costs of bagging the qrain Typical Typical
in sind out of the stares us actual actual
gstimatedr éﬁjjr[gp,) Cost Cost

AMC collection of grain at
g

——~
~J
A}
wun
o
o
~—
o
nd
[

the cooperative - actual costs {1

Transport from rural stcre

to Addis fbaba
AMC 273 kms av. distanct,

e}

weighted cost 1.99 cts/gt and km. h.59
serchants using b ©on truck

and an average distance of

125 km. (2) 2.56

Storage costs, & months (3) 0.31

o

.85

Interest on purchased products
L months at 9.5% an price
Br. 55/qt. (%) 2

AMC B resp. %t months at 9.5%

an price Br. 37/qt. (5) 2,34
AMC over head 1.C0%
AMC profit & capital charge . 1.94
Total (7.20 - 5.70) 1h,12

Source: SWED FAZM (AB)

e e .



1) Merchants assumed to receive grain to their store in

typical cases.

2} The km and quintal rate is for & & ton truck on bitumen

road. 125 km is assumed overage haulage distance of merchants.

3} Compares AML hollow hlock stores at Sr. 150/MT stored and
25 years depreciation with local stores at Br. £5/147, stored

and 10 years depreciation storage time, 4 months, private

trader, 8-5 months intarests: 10 percent.

Assume average merchant purchase price.

Fos
-
~——

5) AMC actual interest period estimated to 8 months.

The table shows that AMC operates at higher cost than
private merchants. Tha hisghest difference has been ohserved
for transport and interest on purchased products. The
difference in interest charges is mainly due to the fact that
AMC turn over is very low (0.92) compared to private operations.
The difference in transport cest is that &M is only comnetitive
in markets far away from consumption centres while its share
in the marketcd quantity is quite small in arcas near big consumer
centres thus being forced to transport grain over a very leng

distance.
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4.6 Principal Grain Flows, Functional Relationship and

Structural Iafluences in_the Naticnal Grain Marketing

System Aftar the Reform

Institutional reforms are expected to bring about change in
functional relationship and structural influences. Without
changes in structure influence seen in the pre-reform period
it is hard to influence production and bring about desireable
changes in marketable output. The folloving two figures there-

fore show the flows and structural influance.

Fig. 5 shows the flow of whole grain in the pational arain
marketing systam. Processing has not been included since only
a few part of focd grain is presented in a nrocessed form to
CONSUMErS. Most consumers buy grain and process it at privately
operated smail mills on a fec basis. The hierarchial structure
of the pre reform marketing system has been dismantled and
replaced by a monnpol istic parastatal organization, the AMC.

The institutional reforms in the marketing system
however did not lead to changss in the powar structure
of the participants. The influence structur2 power
relation in the present marketing is shown in figure B.

The figure indicates that while land reform and related
institutional changes are necessary conditions for
increase food production and market supnly, they are
not sufficient conditions. Due reconsideration of

marketing and pricing nolicies are thercfore necessary
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bwfore it neutralizes the gain in land and other related

reforms to the producer.

Fig. 9 shows that small holder are still powerless in
in influencing prices. State farms and producers cooperative
have to an extent influence on prices. State farms are paid
15-20 Birr more per quintal for the same type and probably less
quality grain while producers cooperatives get 5 birr/quintal

more (see annex 1.1 and 2).

The neglect of small holders power in price formation may
he a sound policy if they are in sensitive to price. Had
found supply continued to increase while food prices were
declining in relative terms, there wouldn't have been no need

for evaluating the food grain marketing and price policy.

In the next chapter we shall examine the responsiveness of

small producers to price changes.
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Fig. 9dhe influence structure in the Marketing

System and the relationship between the
System Function After IHJFI%Utlo al

change
T e am——n ey - 5
Prode eers Pravoae
- o s B €.igd
Fav e = Fa - G oot iV rMercdyant CEASEf
ey s ‘J {
g A g ". -

f 2] ’;u;" 13l ea 4..: O

ilff)duafun?.

E
l
b

LU ST @ g

3

v

-,

L ,‘."\.-".‘"ur‘o..t.gq

Trasys Portat,oy

aa

Ke Yo — Functiomat Qe a4+ oy

e '3 gl‘\‘}.‘ e e e O yve ¢ i: “ ﬂ = _r_{‘}f.j

—_



137

5. THE EFFECT OF GRAIN MARKETING AND PRICING POLICIES
ON THE RESOURCE ALLOCATION OF SMALLHOLDERS

The prevailing evidence suggests that food grain pricing
policy is based on the assumption that producers are not
responsive to price incentives. There is also a tendency
to attribute the decline in food production to the drought
and external economic situations alone. |t is true that drought
and external economic situations have contributed to the
decline in food production. However, the absence of
material incentives have also their due share in aggravating the
situation. There is a need, therefore, to review the
assumption of producers irresponsiveness to positive iducements.
Several reports on the grain marketing system by outside
consul tants and national experts have confuted the assumption
of producers irresponsiveness and recommended price increase
and rationalization in the marketing system to the favour of
producr—;rs.]26 However, the reports do not contain sufficient
information on the producers response to price and other
incentives. They could not equip the government with an
instrument with which it can influence production with a
oriori knowledge of the outcomes of such measures. The failure
of most of the works in this area is that they are entirely
based on impression rather than objective evaluation of the

impact of the system on producers resource allocation decision.
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The best and most reliable method of determining farmers
response to changes in marketing system and prices would be to
carry out sample surveys at farm level so as to elicit the
farmers, own opinion on how and to what extent their production
and marketing behaviour can be affected by prices and marketing
arrangements. It is in this light that the sample survey in
three woredas located in three administrative regions has been

conducted.

5.1 THE FOCUS AND METHOD OF STUDY

The study concentrates on the three cereal grains (i.e.,
teff, wheat and barley) which are grown for food in highland
Ethiopia. Sorghum and maize were excluded because they require
slightly a different ecology from the three cereals and their
production and marketing seasons do not exactly coincide with
the cereals considered. The three creals considered are
consumed both in urban and rural in various froms. The most
common national staple is ''injera' which can be made out of
any of the three cereals of combination of them, the most

common being that of teff.

Commercially, manufactured bread is usually prepared from
wheat flour but recently it is being made out of barley and
maize too. Wheat and barley are also used as 'kolo'' roasted
grain and '!nifro'’ a boild grain which are important at break-
fast and between meals. Barley is usually used in preparation

of alcoholic beverages. Most important is "'tella! a traditionally
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manufactured beer made from a mixture of germinated barley or
wheat and green ''gesho'' leaves a substitute for hops. Thus,
cereals are consumed in several forms both in urban and rural

and also occupy a major share in cultivated 1.';md,]27

=

5.1.1 DATA COLLECTION

The data on the market supply behaviour of small holders
were obtained from the sample survey interviews conducted in
three Woredas located in three different administrative regions.
The sample questionnaires used for data collection is shown

in annex 111.

The survey was conducted from Dec. 16, 1985 =~ Jan. 8,
1986 in Degelu and Shenkora and from January 16, 1986 to
January 25, 1966 in Enarj Enawga in Gojjam. All
information for the study relate to 1984-85 crop year and
the period of the survey correspond to the end of the crop
year and beginning of the current harvest. As a result

households were with fresh memory of the last scasons.

In order to elicit the confidence of peasants and

obtain reliable information two methods were used.

'27011an R. Thodey, op.cit., p. 32.



First, a general meétiné of peasant Household heads were called
and detailed explanation of the objective of the study was made.
The second method was to translate the questionnaire in to the
local language, Oromigna in Degelu and Amharic in Shenkora and
Enarg Enawga. Six znumerators who have completed twelvth grade
education and who could speak the local lanquage from each of
the woredas were employed and thorough training was given before
they met the informants. The interview was conducted at the
informants convenience both at work place and at home stead.
Strict supervision had been made by the researcher to make sure
"that the enumerators contacted the selected household heads and
properly communicated the items of the questionnaire to the

informants.

5.2 SAMPLE DESIGN DESCRIPITION OF THE SAMPLE AREA

The three woredas, (Degelu and Tijo Shenkora and Earj Enawga)
were selected purposely in consultation with AMC and Ministry
of Agriculture. The criteria for selection were the crop
patterns, strength of service cooperatives, accessibility to
alternative marketing outlet and similarity in infrastructural

facilities.

Shenkora is 110 kms south of Addis Ababa in Yere and
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Bbekora is 110 kms south of Addis Ababa in Yerer and
Kereyou Awraja, Degelu and Tijo is 200 kms from Addis Ababa
and 25 kms from Assela in Chilalo Awraja and Enarj Enawuga
ts 290 kms away from Addis Ababa in the north west in Bechena
Awraja. The three areas are assumed to represent the staple
cereals producing regions.

Based on the method of analysis, objectives of the study
and cost cansiderations a stmple random sample technique has
been used in this study. Simple random sampling is appropriate
for a small survey covering small population but it is costly
for survey covering large population.

Since the aim of the paper is to look into the effect of
marketing and pricing policies on producers allocative decision
due care has been made in designing thé sampte acecordirg to
the objective of the study. Factors such as availability of
credit both for production and consumption, supply of consumer
goods, effective market outlet for the output and remunerative
product prices may influence the allocation decision of re-
sources at the desposal of small producers. It is therefore
important to identify whether these factors have strong
influence on the behaviour of producers and the effects
differ between regions.

Since the unit of analysis in this case is the
household firm the sample size has to be determined on
the basis of financial and time resources. The sample

frame in the three woredas were limited to ten
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kilometers radius around the Woreda town in the sample frame
were obtained from Woreda administration and the sists con~
taining the names of members of each assoctation were obtained
from the Woredas peasant association office in each case.
5% of the farm households were selected for the interview
using simple random tables. Accordingly 85 households in
Pegelu and Tljo: 15 households in Shenkora and 83 househalds
n Anarj Enawuga were selected and ipterviewed.

The three Woredas were named A,B,C for ease of reference.
IA' corresponds to Degelu, 18! Shenkora and 'C' Enarj Enawuga.

Table 2} swmerises the major character rstics of the study
areas. 1he mean cultivated land per household is 2.632 in A,
1.164 in B and 1.681 in C. Holding size varies from 1 = 10
heetars in A, from 0.225 - 3.5 in B and from 0.5 - 5 hectars in C.
83,07% in A, 90.93% in B and 80.68% in C of the cultivated land
were allocated to teff, wheat and parley in the three areas.
A is predominantly wheat and barley growing while B and C
produce teff but largely concentrate on wheat. yheat alone
occupies 51.3% in A, 50.13 in B and 456.23 in C.

The average family size is 6.797 persons in A, 5.09
in 8 and 5.08 in C. Qutput per household is higher in A
but with higher variance. B and C have closer ouﬁput

per household with € slightly higher but with a larger
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TAELESZN

'MAIN CHARACTERISTICS OF THE SAMPLE AREAS'

NO

SAMPLE AREAS

DESCRIPTION

A B C
1 Land under cultivation (ha)
mean area per household 2.633 1.614 1.6 1
(1.555) (0.689) (0.792)
Allocation % total 83.07 90.393 30.68
Teff. 0.71 28.34 23,46
wheat 1.3 50.13 46,23
barley 32.07 12.46 8.97
2 HMean outpul per pousehotd
(in Qt.} TEFF - 7.995 6.4
- (3.528) (3.528)
WHEAT 17.939 4,523 7.92
(11.359}) (2.800) (6.184
BARLEY 164359 4,185 6.177
(1.999) £y.88) (2.65)
3 Average family size 6.797 5.09 5.08
(3.19) (2.247) (1.749)
4 Average consumptlon per
household (qt)
TEFF - 2.334 1.96
(Z.OkS) Nil
WHEAT 9.171 2,704 2.435
(8.782) (2.613) (2.6)
BARLEY 5.679 3.455 4,042
(7.58) (2.314) (5.53)
5 Average cash income from 256 .242 110.73 33.50
Alternative sources (Birr) (262.993) (175.38) (46 .5
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variance.
Average consumption pre household is also is higher for A
than B and C. Cash income from alternative sources per house-

hold is 256.24 Birr in A, 110.78 Birr in B and 33,50 Birr in C.

5.3 ANALYSIS OF FACTORS INFLUENC ING PRODUCERS BEHAVIOUR

Several factors related to marketing such as transport, stosage,
packaging, payments for quality, selling habits, price of oug-
puts, costs of input, access to credit and information in one
way or another affect the producers resource allocatlon declsloo.
The most important factors which may have affected productjosm
and marketability of food grains at the farm level have been

summerised using ratios and percentages in annex 1.

Ten percent of the households interviewed in A have repayted
that they have reduced the area allocated to have decreased
the amount of land allocated to the three cereals. Only 5%
of the households in B have reported such cases. The reason
for decline in land allocation has been mainly low grain prices.
80% in C reported that the decline is due to low grain .prices,

in B it was 70% and in A 60% reported low grain prices.



_11_}5_

The decline in land allocation was smalllin B compared
to C and A. The researcher has been informed by the Woredas
Ministry of Agriculture and AMC agents that peasants usually
take grain to Mojo market 20 kms away from the woreda to benefit
from higher prices. But due to strict control there is a high
risk because if their caught while moving, their grain will be

confiscated with out compensation

Shortage of land is usually due to redistribution and shortage
of labout arises due to the fact that many young people are
conscripted to serve in the militia of the national military
service. Though this have also contributed to the decline in
land area the basic factor remained to be prices paid for the
output in all the three areas. 100% in A, 96% in B and 98% C
of the households interviewed also reported that they will
consider price paid for the output when allocating their land
to the various types of crops. Almost all households give first
priority to family food needs in land allocation. Crop rotation
is also reported as 2 factor to be considered alsong with the
market prices for the output. 76% in A, 63% in B and 78% in C
of the households interviewed reported that they will to be
informed about prices well before planting their crops. 87%
in C, 54.4% in B and 30% in A of the households are reported
detrioration in the standard of living since the last five
years. 70% in A, 65% in B and 60% in C of the households

attributed the caused to low crop prices.
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Opportunities of access to productive resources differe in the
three sample areas. A has got access to fertilizer, improved
seeds and consumer goods credit, B and C have got access to
fertilizer alone. 95%, 21% and 33% of the households in A are
using fertilizer; improved seeds and consumer goods credit in
order. 93.4% of the sample households in B are using fertilizer
credit while only 50% of the sample households use fertilizer

credit.

None of the sample households have quitted fertilizer credit
in A while 30% in B and the same percentage sample households
in € have reported to have stoped taking fertilizer credit since
the last five years. The main reason reported by sample house-
holds who have quitted credit has been low product price in
relation to input costs. Thus low output price has limited the
capacity of producers to borrow and consequently has affected
the lending capacity of the Banks. Failure by producers to
use improved inputs also means low level of output, less marketed

quantity and low level of consumption both on farm and outside

with low standard of living.

A rationally organized marketing system can increase

the type and amount of credit that can be provided to
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producers. producers need credit for consumption, working
capital and investment. The credit, marketing and pricing
policies can be easily be coordinated and used to stir

production and consumption.

Oone of the problems which need much attention from the
marketing system is a storage at the producers levels. It
is often suggested that post harves losses in the country
amounting to 30% of the total output can be reduced by
improving the storage system at the farm level. If the
estimated losses are correct, it may be easier for the country
to increase food supply by minimizing losses than increasing
production. The marketina system can influence the storage
at the producers level through credit and price incentives.
This will increase food supply and consumption both on farm and
outside it. The commonest type of storage at the farm in the
sample areas has been 'Gotera' a bin made of reed and straw
roof and usually containing 10 - 20 guintals. A pit made of
wall above the ground called 'Dibignit! is also in use. It is
similar to lqudguad' 2 pit dug under ground for storing grain.
Serious damages occur to grain in 'gudguad’ which may sometimes
result in total '0ss. Water usually percolate through the walls
damaging the whole pit. Weevels, rats and other insects eat
up substantial proportion of the produce which could have been

saved for human consumption under proper storage system.
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The mode of transporting grain to the market in the sample
areas are largely pack animals and humans. 34% in A, 66.7%
in B and 91.66% in C transport their grain to the market by
pack animals. In a situation where road network is under
developed and production s at low level it may be a rational
policy to encourage transporting grain by pack animals upto
a designated reception points which must be located at a fairly
accessible place by trucks. |t is better to organize transport
cooperatives to designated reception points on fee basis than
sending costly trucks on improper road to bring grain the value
of which may not cover the portion of the spare parts for the

vehicle.

Packgina materials of grain of fered for sale is an jmportant
item which require improvement. In the sample areas sacks are
the most common packing mnaterials in use in A and B while tgilicha'
a sack like package made of skin is in use in C. There are often
losses due to poor packing materials when transporting grain to
the market. Spillage losses is quite high from farm to market.
The researcher has observed in Shenkora on 2 market day, 2
peasant while transporting grain to the market a full sack-
load exploded and spilled on to grass. This can be improved
by the marketing system through provision of cheap packing

material and providing technical advice on handling grain.
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The average distance from the major market is 5.25 kms
in A, 5.82 kms in B and 8.3 kms in C. Farm households can
also easily attain two or three market days per week if they
so desired but the problem remained to be service of the
marketing system. The selling practice of households in the
sample area is a burden on the marketing system. 94% in A,
77.4% in B and 93% in C despose their grain during harvest
season. This require large transport, storage and finance
from the marketing system. The marketing system under rational
organization can ease such constraint by using variable prices
that encourage storage, and provide credit so that producers

can postpone their sells to later times.

The marketing system also does not encourage quality at
the farm level. It does not translate the demand of
consumers to producers. In the sample areas 95% in A,
96% in B and 15% in C of the households have reported
that consumers pay better prices for quality grain.
Only a few households in A and B prefer to sell their
grain to service cooperatives while 91% in and 80% in B
of the sample households prefer to sell to consumers.
87.5% of the sample houscholds in C prefer to sell their
grain to private merchants. Households in C have no
chance of selling to merchants because merchants have

been prohibited from the husiness and the reports were

on the basis of given the chance. They also do not
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favour selling to consumers directly because consumers pay
Jess price than is offered even at the cooperative market.
This is because the supply exceeds the demand at the local

market level.

Though most households do not prefer to sell their grain
to service cooperatives 37% in A, 31% in & and 72% in C of the
household sell their grain to service cooperatives. These
percentages may refer to the share of the sample households
marketed quantity desposed at the cooperative market rather
than quality grain because the highest proportion in A and C
where the outlet is limited to service cooperative have been

cold to the cooperative market.

None of the ample households in A have reported refusal of
service cooperative to buy their grain when offered while 5% in
B and 29.2% in C have reported such cases. When the service
cooperatives in the sample areas were approached and inquired,
the reason for failure to buy food grains, they explained to the
researcher that they usually stop buying from farmers
when their store is full and AMC could not remove the
accumulated stock. 1t was reported by the cooperative societies,
that such had been a serious problem in times of
good harvest. Besides raefusals to buy grain, B% of
the sample households in A, 7% in B and 40.3% in C have
reported failure of the cooperative society to pay the
price of grain -upon delivery. The researcher has
ohserved peasants lining up to collect their pay for

grain delivered fifteen day ago at three service



cooperatives in Gojjam. The societies explained the reasons
to the researcher saying that AMC could have not supply
them with the payment for delivered grain. Moreover,
it was explained by the cooperative leaders that AMC
always bring 100 >Birr notes which makes difficult for the
society to pay individual peasants account with less than
100 Birr worth of grain supply promptly. It is often the
case that peasants come up with small lotes worth 20 - 30
Birr and since there is no one Birr note the society fails
to pay the price immediately. The societies informed the
researcher that they have requested the AMC on several
occasions to supply one Birr note and new once and also with
lesser denominations, but AMC failed to meet their demands.
The uncomfortable situation created by the marketing system
5t the lower level can have significant implication on food
grain production. The problem of marketing and decline in
area allocated to food grain in £ have a perfect relationship
which require serious attention of policy makers.

Sample households in A reported that they buy 50% of
their demand for manufactured goods from service cooperatives

while those in B and C get 30 and 25% respectively.

The following table show per caput supply of consumer

goods by the three service cooperatives in the sample areas.



PER CAPUT SUPPLY OF CONSUMER GOODS TO MEMBERS BY THREE

SERVICE COOPERATIVES

(in Birr)

Year Tenguma  Sagure Errannbuti

(£.C.) (Gojjam) (Arsi) (Shoa)
Members 12,110 10,9000 6705

1371 3 43 b

1972 1 35 5

1373 b 30 6

1974 5 33 2

1376 b 25 6

1977 ! 22 6

It can be infered from the table that the two
ﬁarvuce.cooperatlves in the sample areas B and C are weak im

supplying consumer goods to members. Similarly they are also
weak in providing efficient sergice in grain procurment.
Opinion of households on having service cooperatives
were also gathered and 31% in A, 96% in B and 55.6% in C
have reported the useful leness of having service cooperatives.
8.9% in A, 2.7% in B and 43.1% in C have reported that
having service cooperative is of no use to them. 67.2%, 23.9%
and 3% in A have llked to have service cooperative on the
basis of supply of consumer goods, credit and marketing of
products respectively.
84% of the sample of households in C have 1iked

their cooperative for supply of consumer goods, 19.7%
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for credit and 22.7% for marketing of their products. 54 .2%,
4.2% and 11.2% of the sample househoids in C have |iked their
service cooperative for its supply of consumer goods credit
and marketing of products of members.

L4% in A, 40% in B and 50% in C of the sample households
rejected having cooperatives for failures to supply consumer
goods while 33.4% in A, 40% in B and 10% in C have accused
it for buying their output at lower price than offered
clsewhere. 40% of the sample households in C desliked having
service cooperatives for they do not pay price immediately
on receiving their grain.

In general 45% of the households in A, 64% in B and
73% in C of the sample households have explained their dis-
satisfaction with the present marketing and pricing
arrangements, while 55% in A, 36% in B and 27%in C of the
sample households have expressed their satisfaction.

it can be inferred from the above analysis that the
sample area A with strong service cooperative have access
to credit, fertilizer and better marketing service has not
shown significant decline in area allocated to food grain.

On the other hand, sample households in B and C have suffered
from decline production and consumption and experienced low
standard of living due to lack of efficient marketing

arrangement.
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5.4  OUTPUT ELASTICITY OF MARKET SUPPLY

Discussion on the effect of marketing and pricing
policies on the producers' allocation decision in the
preceding section has shown the deterrent geffect of the
system on production. This has brought to light the
contribution of marketing and pricing policies on declining
food production. It is also important to show the
relationship between output and marketability. The relation-
ship between output and marketability can explained by out-
put elasticity of market supply-

The variables for determination of output elasticity
of market supply are the level of output of teff, wheat,
and barley, the amount of cash income from other sources
(ie., from animals sales, handicrafts or labour service)
and family size.

The following model has been fitted and results are

obtained.

MS

il

bo + by X} ~ b3x3 where,

MS = marketed quantity of teff,
wheat barley
Xq = Qutput of teff, wheat and barley
X = Income from other sources
X3 = Family size

bos by> be and b3 are parameters to be estimated..

These results are summarized in the following
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table. The dependent variahle is marketed quantity.

TABLE 2%

COEFFICIENTS AND ELASTICITIES

OF MARKET SUPPLY

bo by b2 b RZ n e=
TEFF
B ~0.234%%x 0.6k 0.170%%K -0.328%%% 0.65 75 1.101
(6.057) (0.11) (0.02) (0.053)
C 0.321%%x  0,350%%% -0.190 -0.163%%x 0,54 B3 0.764
(0.044) (0.064)  (0.27) (0.0327)
WHEAT
A 0.222%%% 0 B9 wEk =0, 2%k -0, 7L49¥ik 0.85 85 1.352
(0.084) (0.145) (0.15) (0.167)
B -0.667%%% 0.502%%%x -0.15% -0.2h7%xx  0.63 75 1.0k
(0.063) (0.0726)  (0.124)
C -0.471%%% 0.563%%% -0.02 -0.419%%x%x 0,74 83 1.784
(0.088) (0.0767)  (0.21) (0.188)
BARLEY
A -0.246 0.362%%*x =0.099 ~0.164%%%  0.74 85 1.043
(1.618) (0.0845) -(0.21) (0.08)
8 0.52 0.650%%%  0.15 =0.17%%% 0.78 75 0.851
(0.49) (0.08) (0.32) (0.01)
C -1.469%xx  0,835%%%  ~-0.12] -0.356% 0.92 83 1.347
(0.435) (0.0494)  (0.408) (-0.230)
% = significant at 25% significance level

b
it
1}

significant at 5%

il

Kk significant at 1%

- Figures in the parenthesis are standard errors of the

estimates.

significance level

significance level

- @ = is elasticity at arithmetic mean (d0/dp.p/Q) .
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All coefficients have the expected sign and the coefficients
of output is highly significant at 1% of significance for the
three cereals in the three sample areas. Family size is also
significant and negatively related to marketed supply. The
higher the number of dependents the lower the output marketed.
Income from other sources is also negatively related to
marketed quantity and the higher the income from other sources
the smaller the marketed supply of each crop. Income from
alternative sources is not significantly different from zero
in C and also in A and B for harley.

The elasticity at arithmetic mean have been calculated
and only teff in C and barley in B have shown inelasticity to
output. With respect to these crops higher change in output
does not result to corresponding changes in marketed quantity.
It may imply that in these areas the increase in production
of the crops may contributed more to consumption of households
than marketing. In the rest of the cases marketed quantity
are elastic with respect to output. This indicates that
if output increases marketed quantities increase by more

than proportion.

5.5 PRICE ELASTICITY OF OUTPUT

so far we have calculated output elasticity of market

supply. But what is important from the policy point of
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view is not only output elasticity but price elasticity

of market ouput. Unfortunately, estimation of price

elasticity of marketed output require data on the quantity

marketed at different prices which is difficult to obtain.

Therefore, authors have developed indirect method of

estimating price elasticity of marketed supply.

can

a)

b)

c)

According to Krishingﬁaﬂce elasticity of market supply

be calculated by:

estimating output elasticity of marketed supply from

cross section data (which we have attempted so far),

estimating price elasticity of output from time

series data,

calculating the price elasticity of marketed supply as
a product of the price elasticity of output and

output elasticity of market supply, assuming that the
cross section estimate of the latter approximate a
time series estimate at least for years close to the

cross section years.

€
lzaRaj Krishana, op.cit., p. 86.
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Thus,

e = bE__, where,
mm
e is price elasticity of marketed output,
b is output elasticity of market supply and

Eqgn 1S Price elasticity of output.

m

Thus, price elasticity of output has been estimated using
the Nerlovian adaptive expectation model .

The model,

=
H

. D
t f(Ae-ls Peet, wt) where,
A, = total hectrage under each crop (teff, wheat, bariey)

. hectarage lagged by one year

=
-
L]
i

deflated price index by one year

-
~+
1
i

Wy = Rainfall in year t.

Data on area allocated to cach of the three crops are
obtained from CSO publication. The data covers 1966/67 - 1983 /84
crop years. Wholesale prices of the three food grains for
major towns are also available in €SO publication from 1966/67 -
1977/78. There after the national average open market grain
wholesale price is obtained from statistical data on AMC
operations. wholesale prices of goods that farmers may buy
(textile, salt, soap; kerosin, umbrella, nails, canvas
shoes) were obtained from published and unpublished €SO
sources.

The wholesale prices and the aggregated wholesale
prices of goods that farmers may buy were indexed using
1970/71 as a base. The wholesale price index of the

three cereals were deflated by the price index of
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TABLE 24

SUMMARY OF COEFFICIENTS AND ELASTICITIES FROM REGRESSION

(log form)
COEFFICIEMNTS
Teff Wheat Barley
Area lagged by
one year (A - 1) 0.355 0. Lk 2%k 0.224*
(0.191) (0.135) (0.163)
Deflated price
index (p¢ -1) 0.391%* 0.123=* 0.4g8**
(0.236) (0.074) (0.252)
Rain fall index W¢ 0.719%% 0.515% 0.614%
(0.315 (0.265) (0.339)
Institutional
dummy Z 0.042 -0.048 0.189
(0.079) (0.621) (0.287)
Constant 2.103% 2.965 3.10b%
(1.361) (2.010) (2,01 7)
Elasticity at
the mean 0.391 0.123 0.498
R2 0.7469 0.9622 0.8425
n =18

x%% Significant at 1% level of significance

%% Significant at 5% level of significance

% Significant at 10% level of significance
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manufactured consumer goods that farmers may buy. The deflated

price has been lagged by one year.

Rainfall data has been obtained from National Meterological
Sarvice. Thirty one stations in thirty one surplus grain
producing Awrajas with a long record have been selected and
observation of each month has been considered. it has been
assumed that the total area cultivated to the three cereals
can by and large be influenced by the allocation of land to
these grains in these Awrajas which in turn can be influenced
by the amount and variation of rainfall., Thus, average
records from June to October for the main season and from
February to April for the Belg season were taken and the

national rainfall index has been prepared.

Institutional factors has also been introduced in the
form of dummy to take account of land reform. Thus, '0' has
been considered if the period is before land reform and '1'

for the period after land reform.

The results of the regression equation in log form has

heen summari- zed below:
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All coefficients of the explanatory variable are highly
significant except the institutional dummy in the case of
wheat and barley. The dummy in the case of teff is
significant and positive implying that institutional reform
has a positive impact on area allocated to teff. This seems
plausible for the area under teff has Increased while the
area under other crops show unstable trend.

The RZ of regression equation is also quite high (but
the RZ from the model may not be reliable due to existence
of serial correlation). Thus, by multiplying the output
elasticities of market supply in table 23 of each crop by price
elasticity of output in table 24 one can easily estimated

price elasticity of marketed output.

5.6 THE IMPACT OF MARKETING AND PRICING POLICY

ON _PRODUCTION AND PRODUCERS' INCOME

Price elasticity of output has further advantages of
enabling us to estimate the impact of government policy on
the level of output and producers income.

The price elasticity of output can he combined with the
Marshallian theory of economic surplus to evaluate the impact
of the policy.

Thus the combination of the elasticity framework and

Marshallian economic surplus yields the following model.
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As show in figure 1, the effect of increase in price of
a given grain, say, wheat by /P to Pm, this will
increase domestic production by 4§‘Q to Qz and domestic
demand will decrease by A D to Dy The magnitude of
effects on producers and consumers can be estimated by using
the elasticity framework .

Therefore if we denote the elasticities of supply and

demand by e= and ed respectively, we have on the production

side:
Q= (AP/P) .e= . Q) and on the demand side,
+ D= (OP//P) .eq D hence the knowledge of

the elasticities will enable us to exactly estimate how much
each of the three parties will gain or lose.

The effect of the policy on production, producers income,
consumers and government have been estimated by using the
above model. The results have been summarized in table 25.

The country's estimated quantity of food grain supply:
averaged for the last five years was 1,760,000 MTs. The
average estimated demand per year for the last five years has
been 2,240,000 MTs. Therefore import requirement has been:

fmport M = D -Q
where, D is domestic demand
Q is domestic production
accordingly;
M = 2,240,000 = 480,000 MTs
of which 200,000 is in form of commercial imports,

while 270,000 is in the form of food aid.
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|t has been assumed that all imported grain is wheat.
The government pays, 488.6 Birr/ton for imported wheat at
border price. It pays 350 Birr/ton for domestic producer,
of course for small holders. It also pays 470 Birr/ton for
state farms. Thus, the import price per ton of whaat and that
of state farms have difference of only 18.6 Birr while that
of small holder and import is 138.6 Birr/ton. The price
elasticity of output has been estimated at ©.123. The domestic
demand elasticity for wheat as calculated by ptofessor Grien
s 0.794.' 28

The Ethiopian birr against US dollar estimated to have
been over valued by 50% according to the World Bank report
of 1983. Thus, the shadow exchange rate is 1.5. Using the
above basic data the effect of price policy on production,
consumption and government revenue has been estimated in table
25.

Therefore, if the government raises the price of wheat to
the level of import parity prices the gain and losses are as

follows. Domestic production increases by 85,726 MTS and

domestic demand decreases by 790,036 MTS.

128J.Grien, i'Food Situation Projection for Ethiopia’,
Addis Ababa, HMay 1984, Technical paper (Memeographed), p. k.
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TABLE 25

THE IMPACT OF DISTORTIONDURING |MPORT SUBSTITUTION PHASE

(Demand, Supply, Import prices are averages of

1979/80-983/84)

BASIC DATA:

-Import price Pm 488.6/ton Domestic prod. 1760 (Q0OMTS)

Domestic price

pP(fixed purchase)

price + margine) 350/ton Domestic domand  2240(000MTS)

Price differenca A P=138.6/ton import M = D-Q = 430 (00GMTS)

Elasticity of

domestic

supply. .o e= = +0.123 WValue of domestie product&on
Vp = 616 million Birr

Elasticity of domestic

demand ... eq = =-0.794% Value of domestic deamd
Vy = 784 million Birr

Shadow foreign rate 1.5

Percentage price change:

A P/P = 138.6/350 = 39.6%

Quantity effects of change in price from 350/ton - 488.6

Domestic production increases =
Q =AP/P.e=, Q = (39.6%) (0.123) (1716) =+85,726 '000MTS
Domestic demand decrease:

D=AP/P. eqg D= (39.6%) (-0.794) (2240) = - (704.3097) 'OGOMTS



- log

(Table 25 cont'd)

change in 1000 tons At _price P Change At Pp

Domestic production 1,760 +85.726 1845.726
Domestic demand 2,240 -704.3097 1535.69
Difference (imports) = - 480 +790.036  310.036

Resulting Gain and Loss

Production Gain: Million % Vp % Vg

138.6 (1.760 + 85.726/2) = 249.87 41 32
Consumer Losses:

138.6 (2240 - 704.3097/2) = -261.95 -43 35
Government Gain

138.6 (L480) = +66.53 _11.0 8
Sub total _5k.06 9 5
Foreign Exchange Gain:

488.6 x 0.5 x 790.36 193.085 31 25
Total 247 145 W 30
of which: 0
Production Gain: 138.6 (85.726) + (488.6 x 6.5 x 85.726)

=+ 26.883 4 3

Consumption Gain: 138.6 (704.309/2) + (488.6 x 0.5 x
= 220.872 36 28

40 31
Producers gain 249 .48 million Birr;
Consumers lose 261.95 million Birr;
Government Gain 66.53 million Birr;
and the net national gain is 54 .06 million Birr. It has additional

impl ication on foreign exchange gain and conserving the public
financial resource by avoiding subsidy which at present stand at 60
million birr for AMC alone.

The price policy which account for 35% (790-036/22&0) of the
short fall in demand at present cannot only overcome the food shortage
in the short run but also save financial resources which could be
channeled to agriculture through extension and infrastructure which

wiil have a snowball effect on agriculture.
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6. CONCLUSION AND RECOMMENDATIONS

Analysis of the grain marketing system in the pre-
revolution period has revealed that the assumption that
it approaches perfect competition was false. Attempt has
been made to evaluate the system on the basis of the function
performed in the marketing system and available evidence indicate
that the big merchants hlgher up in the marketing hierarchy
more or less play a monopolistic role in the system. They
had information, finance, storage facilities and the power
of fixing prices. The producers at the lower end of the
 gystem were powerless and they lacked all the facilities
to have equal negotiating power with buyers. It has been
shown in the influence structure of the marketing system
that farmers had no influence on prices. The most power=
ful and beneficiaries of the system on the other hand and
been the middlemen. The system did not motilivate producers
to increase output and marketability. Instead it supplemented
the archaic tenure system in extracting more surplus from the
rural poor, thus, aggravating poverty.

The institutional reforms made in the post revolutionary
period both in the marketing system and outside have not
changed the power structure in the marketing system.

While the reform in the marketing system may fulfil
necessary conditions for the rationalization of the

system it clearly does not create sufficient condition
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for its expansion and development so that it will have a

positive effect on production and consumption,

The system alsc does not provide sufficient productive
inputs and consumer goods to the producer to motivate pro-
duction.

Undue emphasis to increase procurement of food grain
banning of interregional movement, restricting or pro~
hiblting prlvate merchants from engaging in grain trade and
fixing pan territorial prices which is seasonally invariant
at levels that does not correspond to supply and demand, have
had significant effect on production and productivity of the
agricultural sector. This has been reflected in the dis-
integration of the national grain marketing system that
reduced the income of producers in surplus producing regions
and higher prices to consumers in deficits regions. The
policy has derived the marketing underground which has in
turn increased marketing costs and mis-allocation of resources.

The trust of the prevailing marketing and pricing policy
rests on the assumption that producers are not sensitive to
prices. This assumption would have been reasonable if output
and consequently marketed quantity have not been declining
over the past few years.

In order to test the validity of the assumption of
irresponsiveness of producers to prices and marketing
environment a cawe study has been made in three
different administrative regions in three woredas.

The influence of pricing and marketing on producers
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allocation decision have been assessed and it has been found
out that producers are sensitive to pricing and marketing
arrangement. They have the capacity to withdraw (including
their own labour) from or inject resources into productive
venture on the basis of the incentive environment.

Once the responsiveness of producers have been established
it has provided the basis for estimating the effect of
government policy on production and producers income. Combining
the elasticity framework with the Marshallian Partial Equilibrium
analysis the welfare effects has been estimated.

q it has been found out that 35% of the present food shortage
in the country can be accounted for by the government food
grain marketing and pricing policy. 1f the government review
its price policy >f low invariable price and substitute it

by import party, production will increase by §5,726 tons which
is almost 1(% the present level of supply. Producers income
will increase by 249.4% million Birr and the government will
gain 66.53 million Birr. Consumers lose 2961.9 million Birr
and the net national gain will be 54.06 million Birr. Poor
consumer will be compensated by designing appropriate food
policy which protect the poor.

Although in this study the operational results of
the parastatal institution (AMC) has been found
inadequate, there is no evidence to suggest that the
state should roll back i+ frontiers from grain trade.

What has been evidenced from this study is that most of



the decision affecting the parastatal have been made
outside it with heavy implication on its operation. The
external infiluence on the organization has weakened its
internal dynamics and incapacitated it leading to failure
to achieve the desired objective.
P The problem in food grain marketing system seems to
have emanated primarily from failure to look at facts
cooley and basing decision on thorough under standing of
the prevailing operation of the system. Hasty decisions
which extend the service by government beyond a certain
levci change the capital mix in trade.
Thus, any change in the marketing system with the aim
of affecting production must aim at changing the power
relation in the system. The power relation can be changed
through 2 thorough under standing of the functions performed
in the marketing system and assessing the possibility of
transfer of functions from one group to another. Tne
assumption that grain marketing is 2 simple task and radical
reforms could be brought sbout in the system has already
shown its damaging consequences. It i therefore time to
look for @ more rational organization of food grain marketing
‘ncluding the whole internal marketing cub sector so that
it will have positive impact on food production and consumption.
Rational organization of the system calls for review
of the functions of the present participants in grain
trade in terms of allocation efficiency, capacity to

provide adeguate marketing service for both urban and



rural populaticon and potential for rapid accumulation of
capital and growht.
According to the above criteria the three participants

in grain trade have been ranked:

Private Service
ierchants Cooperatives AMC
1. Capital intensity
of operation 1 2z 3
2. Rate of profit
on capital 1 2 3
3. Operating Margin 2 1 3
i, Potential for
accumulation Z i 3
5, Efficient service
for producers 2 1 3
1 = High 2 = Medium 3 = Low

According to the above criteria service cooperative
can be point of departure in organizing food grain
marketing. OService cooperative have all the necessary
potential for rapid development provided enough support

is extended to them. Service cooperatives should
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reflect the interest of their members and they should be
able to meat the nceds of members in terms of credit,
fertilizer consumer goods or even in sharing the profit

from grain trade.

Thus, it is recommended that the strategy of food
grain marketing should concentrate on service cooperative
and support must be given to that they can develop to
secondary and higher cooperative unions. The role of AMC
should be largely to concentrate on interregional grain

movement and supplying government institutions.

it is further recommended that the present gquocta
delivery should be replaced by contractual sales and

purchase.

Prices should be informed to producer well ahead of
planting. {t must be territorially and seasonally
variable to reflect cost of transport and storage. It
must be used to influence crop mix and quality of grain

offered for sale.
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ANNEX 11

SUHMMARY OF MARKET I NGE ELEMENTS THAT INFLUENCE

FOOD GRAIN PRGDUCT 108 AT THE FARM LEVEL

DESCRIPTION

2.

influence of price on family
resource allocation decision
and level of living

percentage of peasant reporting
decline in land allocated to cereals

reasons reported
.shortage of land
.shortace of labor
.low grain prices

- percentaje of households who reported
prices as a factor to be considered
in the family resource allocation

- households who would like to be informed
about prices before planting their
crops

- households who have reported deter-
rioration in standard of living
since the last five years

t

reason for decline in standard of living

- shortage of land

- crop damage

- low crop prices

- poor health

- tax and other levies

Access to credit

- available type of credit

- fertilizer

- improved seeds
- consumer goods
- cash credit '

percentage of peasants households
using *the available credit

- fertilizer
- improved seeds
- consumer goods

10.0

19.
20.
60.

o

100.0

76.0

30.0

20.
10.
70.

L TR oo R}

X X X

10.
20.
70.

o O

36.0

68.0

54 .4

Gy o— —
U A
OCOO00O

73.0

15,

30.

38.0

78.0

87.0

25.

60.
10.

un
cCoOoOooC

50.
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households who have aquited taking
fertilizer credit

reason for quiting

_failure to pay revious loan =
.high price of fertilizer in relation

to oukput prices

_failure of other member of the
association to pay 95% of the previous
{oan

Storage

percentage of households using

Gotera 49.25
Debignit 10.40
Sacks 7.0

.Gudgad -

3arketin§

S

Transport

percentage of households using

be.

.pack animals 9k ,00
Jhuman loan k.50
to transport grain to the market

packing Materials

percentage of households nusing

Jdoniya (sacks) 34.900
Keretit ™
.5ilicha 4,50

to transport grain to the market

Average distance of market place from
che household (in km.)

.major market 5.25

_minor market 3.70
.cooperative market .56

selling practices

percentage of households disposing

their grain during peak harvest 94 .99

season

quality and arades
households reporting rewards for quality
_at cooperative market 95.00

(SRR VS )
o O
oo

10.0

L]
o piltes IR LS
-..._;-\a-_‘;--..j

o
—- O
I ed

(R

96.00

O e~
MERV-RERS

31.68
33.30C

3.00
18.00
71.90

3.30
5.30
L3¢

93.0

15.0
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Cooperative marketing

‘ocation of service cooparative vis a Vvis

vitlace market
_coinzide 91.1C 45,40 18.90
.not coincide L .50 5% .70 76.0
percentage of households prefering tO
sell their sgrain to:
.service cooperative i.50 & i
.direct consumers 31.00 30.00 11.9
_to merchants 7.50 20.00 37.0
percentage of households selling qual ity
grain to
,service cooperative 87.00 31 .00 32.0
_local consumers 10.00 43.00 7.0
.merchants 3.00 26.00 1.0
houszholds reporting failure of
cooperative t¢ buy their grain when
offered - 5.00 34 .2
houscholds reporting reporting of cooperative
to pay the price upon receiving grain 8.00 7.00 40.3
share of manufactured goods purchased
from cooperative shop 1IN total house”
hold purchasée (as reported by house~
hotds) 50.00 30.00 25.0
4, Opinion of households about the
cooparative marketing system use”
fulness 3,00 22.7 1.2
reason given by those who have reported
that the service cooperatives are useless
.they buy grain at low prices than
offered by +he market 33.40 40.00 10.0
_they do not supply enough consumer
goods 4yl .00  40.00 50.0
immediately pay price for
1 )20 20.0C 40.0

_they <o not |
the qrain they buy



anNEx 1l
AA GRAIN PRICE DEVELOPIENZ
1979 1980 1981 1982 1983 i
6 months }
White Teff: AMC selling price 5& e 69.9C 55.79 67.55
Free market retail price 98.83 07 o 42 105.09 116.33 106.33
Free market wholesale price 90,17 91,42 97,82 103.33 99.17
Diff. retail-wholesale Pre Be70 6 .00 7027 13.00 716
Max. seasonal diff. retail 9 30 27 23 17
Max. seasonal diff. wholes. 10 26 81 Ll 18
Mixed wheat: AMC selling price 39 Lo 5760 51,80 51.18
Free market retail price 753.60 71.60 7127 80.58 63.25
Free market wholesale price 62.33 3,50 65.82 73.50 58.58
pifLa retail-wholesale pre 11.27 8,10 5045 7,08 L .67
Max. seasonal diff. retail 9 16 25 12 18
Max. seasonal diff.wholes. 9 14 26 10 20
Mixed Barley: AMC selling price 12 L3 52 LG.33 L5.73
Free market retail price 56,03 53,80 60.27 76533 56.25
Frec market wholesale price L3 ,00 L8.83 56 0 6k 67,11 4L9.82
Diff. retail-wholesale pTre. 8.353 L, 87 3,63 9 .22 6.43
Max. seasonal diff. retail 17 18 29 15 52
Max. seasonal diff. wholes. 15 15 27 18 L3
Mixed Sorghum? AMC selling price 35 39 L6,50 12,85 49,76
Free market retail price 66 56,59 6k L5 o 54,55
Free market wholesale price 56033 L9,.83 57 .00 63210 Lg,91
Diff. retail-wholesale pre 5,567 .76 7 o b5 3.99 L.6k
Max. seasonal diff. retail 25 ol 36 18 43
Max. seasonal aiff. wholes. 17 20 36 ok 43
Maize: AMC selling price 28 32 51,70 L3,76 44,11
Free market retail price L0835 41,18 58.73 Gl .25 45,50
Free market wholesale price 32450 36.00 52.63 55,00 41.58
pDiff. retail-wholesale PpTre 8.33 5,10 6.10 7.65 3.92
Max. seasonal aiff. retail 12 15 23 14 2
Max. seasonal aiff. wholes. 12 15 ol 9 2
Horse beans: AMC selling price 38 52,00 L6a33 L5.73
Free market retail price L7 .50 1.3 . 6h 56.55 (65418 50,00
Free market wholesale price L0332 L1.91 5017 56027 45,92
Diff. retail~wholesale pPTre 6.7 6.73 5,38 5,91 4,08
Max. seasonal diff. retail 25° 2l 2l 10 18
Max. seasonal diffe. wholes. 18 17 213 10 18

Source:- SWED FARM




Annex 1.1
Agricultural Marketing Corporation (ANMC)
Grain purchase price, coct and selling price Buildup
From Farmers Service and Producers Col'ong
and settlenent Farms
Birr/Quintal
d TEFF WHAEBEAT Barley Sorgum
Berial
No. Description White Mixed Red White lMixzed Red Jhitc biiea {;kte fixed
et i :
Whole sal2 purchase price 1
A,M.C's Expenses | | )
1 Municipal Tax 5.16 | 0.16 } 0.16] 0.16 | 0.16 0.16 | 0,15 } 0.16€ !0,16 0.16
2 1Transport 2xpenses G.55 | 9.55 | 9.55] 255 9.55 | 9255 | 955 | 9-55 G.55 {955
3 Loading & unleoading 1.05 { 1.05 ] 1.05 1.05 § 1.05 | 1.05 1,05 1.05 ] 1.05 1.05
L Storage exXnenses 0.13 10.13 ] 013 013 | 013 813 Deld §j Col3 | 013 wlsy
5 Sack Replacement cost 0.99 | 0.99 ¢ 0.991 2.99 0.99 | 0.99 | 099 | G99 0.99 | 0.99
6 Fummigation expenses 0.04 1 0.06 ! 0.06] 3.06 0.28 1 0,056 | 0.06 | Q. 51 0.06 |0.06
7 | Stock insurance 042% 0.09 | 0.08 | 0.07{ GoCC | U7 0.07 | 0.0% 0.0&6 ] 0,05 | 0.05
8 'Spillage allowance 1k of : ; i
purchase nrice 0.5 1 0.40 ] 0.37 Ca39 | Ce35 0e3k {0327 Cu30 ] 0,27 1 0.25
a Allowance for weigh loss 2% 0,925 .80} 0.7k 0.72 | 0.7C 0.62 1 0,54 | 0.50 ¢ 0.54 §0.50
i
i0 AMC's Tot21 Expenses 59.L1 [53.72 [50.12]52.19 5,00 1:7.03 felko02 2,90 39.80 B7.74
11 Inteest Expense for L
months @ 9.5% 1.88 1 1.69 ) 1.52| 1.35 | 1.52 1.9 | 1.2 | 1320 1.26 | L.20
12 Overhead zxpenses 2.00 | 2.00| 2.00] 2.0C | 2.00 .00 2.00| 2.00} 2.00} 2.00
1.3. AMC's Margin &
Allowance 5% 3,16 | 2.85| 2.69} 3.79 5.58 | 2.53 | 2.42} 2.31| 2.15| 2.05
AMC's selling price per
gquintal l 66.45 159.76 |56, 4G 58,63 |54.16 |53.05 50.83L40.rv 45,21 {£2.99
L‘:::::‘:'F:i::::====::'—'=::==':ﬂ=======:=: =:======:=ﬂ:: =:::==:::=.’:==::==:===z:: =—====3 ===:=:=:====:=:’::Z==




Lgricultural Marketing Corporation

Purchase price,Cost and Sclling Price Zu

Annex |1.2

ild up

of Wheat From gtate Farms

Serial Birr/fuintal
o Degeription — .
' iheat Sorgur aize
vhole Sale Purchase Price AT .00 AC.00 31.00
gl vuncipal Tlax 0.09 009 0.09
o [ransport uxpense/ruintal 7.82 7.82 7.82
3 [Loesding and Unloading 0,56 0.56 0.56
4 Gtrasge expense 0s2d: Odl 41500
5 punmigation expense 0.05 0.05 0.05
6 ctock insurance 0.09 0.09 0.09
T Bacl Replacement cosgt 0.98 0.98 0.93
8 Bpillage Allcwance (175 of Purchase Price) 0.47 0.40 0.3}
9 7eight loss fllowance (25 of " no) 0.94 0.00 0.62
10 hverhiead e¥penses 2.01 2.0l 2.01
11 nterest expense For 4 months @5.5 » 1.90 1.6¢ 1.28
12 '1lowance Lo 0,62 .50 0.4%
1% iotal AC's Dxpenses 62.64 55,14 | 45.47
14 C's Profit llargin 3,1% 2.76 0,27
15 se]1ling Price excluding T.0.4%. 65.71 57.90 AT T4
16 i.z.u (236 ) 1.3 1.16 0.95
1T o C's Selling Price 67.09 59.06 48.69
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hnnex|l.3

azricultutal larketing Corporation

Purcinse Price,Cost and Selling frice Mild up

Tor imported vheat

i oud

giri' Description e/

o ] = Tmported Yheat

in 1977 5.C.
1| c&r Price at assab 31,77
ol Importers (BrIvEL) Hargin 3,71
3| Stevedoring %.00
4| Service Charge - I1T5C 3. 55
5| Pransport expense 11.03
¢ \service Charge Port (0.25i of = 1) 0.09
7| Transport expense Wor eapty sack(ﬂddis—ﬁssab) 0.10
8l sack lLeplacement allowance 0«3
9 | Loading arnd Tnloading 0.25
10 | weinhit loge (L5 of = 1) I 0455
11 Gub-~iotal K5, 56
19 | Tnterest ecpense For 2 ponths on item = 10 @4 .5, 0.86
13 cub-otal 55 .42
14 | Lllowance (170 of = 1.2) 0.55
15 Sub=-Total 5537
16 | micts profit argin (1.5 of = 14) 0,84
17 | fiCts Selling Price excluding @.72.T. 56.81
18 | m.o.m, (204 of = 16) 1.14
19 | AliC's Selling Price including T.u.l. 57.95
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Socio—economic Syestionnaire to examine
Privete farmer's Resnonse to ti: existing Marketing
sy —ricins arryan ments
h, Lecation
R Administrative
. hwaraja .
% lorada
. Feasant ALssociation
., Resgpondent hEe
6., Interviewer Date
B, Fanily tharccterstics and zctivity
B B V-3t . . PR
Literaey Tif literate Side idneor
liembers ofy sex ’ . . . . . e
P et : mis/her ather activity
| the family |88° w_S .
= outsice farming
=2
dead
W
% Include guests whe staved with tre family oOoVeET six i:onths, Shezherds

and housemaics
S5k st nd ré . .
##evel of educatzeon Ssay g, B 379, i.eetc, grades
x¥%gideline activity say, depcicrast, millworl Trade, Garding,
reagular srtucent ete.
B Number of students gtudvying &t ~araja orF kefie hagar who
depend on the femily's income. R
g, lumber of family member who cannot ¢o any job because of
old age or ilIinoss. .




10,

12.

i

m N W

Cccunational charactaris

¢.1 ©Srop iroduction
ow muech land did you cultivate in 1Oe 1T B 1977/787
1976/77 in local units { ) in hectars.
10?7/?Q in local units ( : in hectars.
The amount of lsnd you cnltivate in the last five years ist~
Increasing Necrsasind Constant

L..: ; u i‘

If the size of land you cultivate 1s increasing it is hecause

o

e )

)

na

. Vau have got additional 1

4

, You feel that the cropn pr

~es are attractive

e

S

]

. You bougnt additional oxen 7

tod
=
O
s
0
)
]
]
"u

% vour family labour force

[

If the size of land you cultivate is decreasing the reascns are

. Cthers spscafy

. Shortase of labhour

i

. Cuortare of land
3 » L * - § a » . I
, Lumck of incentive due ¥O lowr grain mrices : i
TR

restriction on zrain 3

1mck of marwel

. lack of oxen

If the amount of land you cultivats is descreasing indicate a3

] % a2

of when, Skl

s

“thich of these crops are very important to you? Rank t=zem in

priority of production.

Cromn Rank




16., Indicate the amournt of land you have allocated to each of
these crops snd the yield per hectar in 1976/77 and 1977/78

crop years:i-

'} 1976/77 \ 1977/78 1
H : 2
' Cultivated ; 1 Cultivated {
Crop Land 4 Yield [ Land Yeild |
¢ i rLocal Local |
Leal . ..} Local : CT- ¢ Harsq g T v
‘Units i 1ectars§ el s ?t/h% Units | Unit qt{:é
Teff ; i | j
Wheat : i i i ; |
Barley | | i \ ‘
Sorghum } i } ;
Maize ; ? | }
17. amount ~f seed used in kgs
1976477 1977/78
Teff kg kg
Wheat B "
Barley L :

il it

Sorghum .
Maize i i

18, What factors do you take into account wnen you plan to prepare

your land for ean: type of grain?

, Family neefs r

¢ . Market prices rj
L Lot
e—
-

., Crop rctoti~n others spenify

19, If you consider all of tne above items Or most tof them,

rank incrder of nriority.

1. 3.

e m—

2-. [‘l‘l

20, Do you like to be informed about the grain prices before
you plant your crops:

Yes T No b

i
s
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22,

2%

24,

25.

26,

27,

= 182 =

to vroductive Dosoursc

a8 =nd vtilization

any credit progran in

Yes Mo

|

- {

Incicate tha available crddit,

your yillage

=2

Fertilizsr [ | improved secd { L Testicide [ |
. } I

sl A [
nerbleoides cash ; consumar gO00CS -

. E M | T

I . S s
tractor rents i others specify

{

Inaicate the source of credit

Joorneratives

Agro—‘Industrial Bank

Ministry of ;griculture [:fl

State fzrms

]

credit

Mo

Fertilizer |

Herbicides | |

othsys

tyre of credit do you usualiy tokK

program?

gid you strat participating

narticipating
which you quited

No

in fertilimsT

the

1

Tmprovses SE€20 e rgsticides and
Wl
o i J—
consumer goods || cash ¢!
in the credit srozram?

LT O ETEM, are

i

if you have gquited

Fertilizer VaS not

Your associgtion did not

Tian’

tezking fertilizer cradit

av-ilable when de

reasons arai-—

tha

of ths

J———_
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. You d.d not »na&y your nrevious Zebt

. You did not see eny banefit in usino

price is the outzut

. Othe

H

s snecify

on tre input I
z fertilizer because its

are too 1low | 1

————

price

30. Yhen you taire fertilizszr crecdit how
50 ke L 100kgs
More than 150 kgs é;:}

31, For which erowus do you usually use fz

ard improved sz2eds?

L

T
L=

Sorchum

[F— |

- Maize —

muckh do you usually take?

l—j 150 kgs
I3

L]

-

Ctherxrs snzcify i

s .

wirat pro-ortions yeu apsly

32, Indicete In t*e =bove inputs to the
CTODS.
i o+ i ;
, )
. B _ - i . . i o

vdmprovad fartilizasr imprevad . .

ICrop el ! 1 ; ~ | Other inputs

3 i socCsS i only gezds on$yi

I ‘ i

Teff s i

; T * t {

(fheat ‘ ;
‘ | i
, i

q-
o
W
l,...l
N
by
2

i
I

: 5 1 1 :
#For oroportions say {,E,g,%,etc

#%0thers reier tO heorbicides pactocids

incremosntal

and imnrovecd

dua to tizse of

use

'3 3 x ¥
Maize :

. i Ti¢n fertilizer and 13tnh fartiidizor
vIrop | & . -
: im®d ovaod sced alone
| |
{ in locael unit iqt/ha laocal uznit at/ha
1
]




35.

36.
37.

386..

39.

Lo,

k1.

Lo,

L3,

prigce oE

fortilizoer ard imnrovsd sa22ds in
=t
s

in 1976/77 and 1977/78 .72,

1078/ 772.C. 1 1977/783.C.

_Brfqt

from erop Aairz e in the last .

Have you evar
five yeors?
Yes ‘—“] Mo G
If ves woich yesrs?® 197 197 197 197. 197

-ras soriously affactd? Teff

e s

J0 veou store grain? Tes T ¥o
I° vas, which enes do» yowu wsually stere?

T Theat 1T RBerliey i——} Sorghum D

aize
Tyone of storass Tfeecility-Fotera ) Zudguad T
Sacks bt L
i L . _t - ! ST
Dibigni . i E .
& L Sacls —— Cther spacify

For how long Zo vou keep your grain in stora

Until r»rices are kigh

Until the next harvest —

Only for consumptionpPUrposes

Otrars s ecify ——

C.3 Live stock ownership
How many
)xen Sheoep Donkeys
Cows Camel Mulies
Goats Hourses Chicken
Zo you own’¥

JOX . .

If yvou have only an/or dont' havs any 20W do wvou wmrenare

yvour land?



Lk,

b5,
Lé,

’470

L8,

g,

50,

510
52.

= 850 =

., Bv joining with & nisghbour wio a8

. By worling fcr peonle whe have oxen and ask

1l
M

gervicse in rToturn

« Ly renting oxen

cot one,

J

© |

tham for oxen

, Cthers svecify
Heve vou sver suffored from livsstocl mortality?

Tes
- g Yo

L
197

yaars®?

[

If yes, whach

19%

e e s

Trhe most affectad animals wersa
e Marketing

=
AV
=
i
I
6]
0]
P)
o
2
)
H
0]
e}
ot
0]
=
0
g
o]
}_})
<
}.J.
@
i..l.
et
H

NoES.

y Distance from
Importance .tue informants ciie

'
major (Minon time in hrs ' kms

-

i
P

Ferson whe i

Usualiy visits

i
|

E
|
3
|
3
|
i

|

Reasons for

consumer itoems | |

28 ™ o

e 3
1o local market? Yéag =i Mo

Jistancs of sesrvice ceonerative from

“ow oftan tha service cooperativ> owen’t

Cnce & waek £11 days cxcent an
Tyice & weok Nthers

iR

oa%
oy R

ceopsrative shon in vour villag

service cooperative coincide with

in km

pe—— ]

holidays




53, FHow often do you buy zToods from the sc
Usually ] Sometimes i
e [
54, If you buy some iteme from thc
i Lemws e
’3, 30

b,

55« Arproximately what pro-ortien of vour
from service cooperative satisfy?
.

-
i

56.

bhecaust,

ycu don't buy from the service COO°

rvicz cooperative sho

et 2t all

7

1list the major

shop

dewsnd doss the purchase

.
nara

tive shop it is

., SGoods you ngsd are not aveilablwe in tre service coopera=
tive shons, but ars available in + 2 private shors. E]
. cooperative shon is not ovsn waen you nsed the
@ !
et - L) 3
i cooperativce 8shop than private
HercntnTs, ::1
;
4- 1
¢+ Phe cooperative shop is far from your JomMe. rj
., vou are not & member of the coopsrative society E]
. Others
=,1 Selling Practices
57 & Jo wvou scll crain? Yag Mo rj
: 4
58, if yes waen do you usually sell?
During ne-k harvsst ssason rj Puring Xiremt []
Ctirers

5%, If you are selliing at the peak harv

ef your crop or only some 0f 1it?

A1l S

Some

+ soason is it all

=
CIEY
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i

60, If you sell some of the crons duringz peak harvest scason,
which crops are they? 1 2

3. L".

61, You sell thesc crops during the peak bharvest season beacauses~
. You immediately nced cash to meect Your obligations E]
. You have no storage facility E]
. You want to avoid risk of spoilage ™

Ly
. The price of grain is the saune throughout the year and

there is no need to store Ej

62, To whom do you prefer to sell your grain?

. To service cooperatives Directly to consumers
., To private merchants E]

63. Give reasons for -referring eny one of them:

6, ire there cases when you took your grain to service cooperati-

ané could not find anyone wine buys it? Yes i No F7

em—

65, Are thers cases when the cocperative society rcceive your

grain and did not n»ay you the moncy immediately? Yes ™
|

Mo C]
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i

D,2 Transport
66. That means do you usually use to transport your grain to

the market?

Tack animals E] By own load [:]

By my wife and other family members load E]

Others s~ecify:

D.3 Packaging

67, ‘That packing material do you usually use to transport your

grain to tho market?

S i w0 Other
Joniya E] Keretit EI Silicha rT

D,k Unit of Measure

68, “Imat unit do you use to market your grain?

69, Do you Luve any idea of a hg. equivallent of the units 7

Mo ' !

70, Are Ligre Cases when you felt that you are cheated by under

|

Vs

i
|

Teighing your grain? Ycs ]:1 Mo Ej

D.5 Guality

71, Have you ever been told by extension agents to improve the
guality of your grain? Yes Ej o [ 1
T2a hre there Ccascs when service cooperativos or merchiants

reduced the price of your grain due to quality problems?'

Yes No

73, Have you ever been told that good quality grain would fetch

you good nrice? Yesiﬁ_l No f:]



= '1‘3‘) =

If yes, hav: you evecr trisd to improve the quality of your.

T Lo
grain? .
Yos ‘ | Mo I ‘
S
75. If No, Why?
. I can't imrrove t = quality l]
. I don't sce sny benefit from improving thc quality Ej
» Othares
76, To whom do vou usually sell best quality grains
a to service cooperative —7 to consumcrs E]
to merchants
. ne
i]
77. The reason for selling different quality  grain to diffarent
customers ares
78, D.6 Quotn~ Nelivery
Have you cver bcen required to deliver a fixed amcunt of
grain to cooperativec society or Agricultural Marlketing
Corporationt
Yes | No rq
79, If yes, waen did this delivery system stzrted in your
village?
80, Amount of grain you deliverced on quota basis since its
beginning:
In kgs or guiptals
u g i . ~ )
Grain Teff 'heat Barley Sorshum Malze
Yoar .eq. [-~ctiReq.| Act.] Req.| Actd Reg,| .cti| Rogl sct
cuo, |Pelifuo.] Del,| Guo.| Zel] Suo, 221, Suold Jel.,




81,

oo
.

Ee Houschold consumption

Do you chiange your patter

dominant crop in diffsrent
Yos

If ves, indicete th:z szasc

usually consumed in cach so
¥

190 =

of consumrction accor
secasons of thz vear?

No

and particular ty»n

ding to the

¢ of food

(]
T

Ttems

usually

Unit

From

LFrom

Lo

to

From

to

From

to

From

to

c.
Season] No | consumed in of singlcs meal E;rr
) a 1 : = e o : i
toe nousenold |Measurdfor (he Femily
From ro
From to




te your frmily consumption cxpenditure for the last

00
(O ]
L]
4
L
2,
1
o
3
r
ry

1.
i

15 days for the following itemss=

2% '1‘_}1 =

]
(o]
o
03
e 3
o

Produccd on Farm
Il

Ttems consumod ‘ |
Amoun t Valud smeunt Value ir

Birr
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