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2.3. Price Management
2.3.1. Buffer-Stock Fricing Policy
2.3.1.1. Decisions
As explained n Section .1, the Buffer Stock was established

.n 1986 with the collaboration of the donaor community to moderate
sbnormal price fluctuations that would cause sovere hardship to

2Lan consumers, The Buiffor Stock nechanism was o e auided by a
THraet o or o otrigger nrice., Opern-market  sales Crom o vhe ctock were o
cmmence when retall pricos reached o predovernoned level.  This

rroe was to bhe 5ot hiah enough 5o oas o 'Y wpable s Government to
oty e Tull ocost or s roearam, 0l Lol eauard farmer incentives,

CROCINOGE PUIVITOS S Orar AT r IO gl 1on.,

Jhe rrigacer price was cet Jor o cac VO9R6-87 soudure at 480

MG/ Ra. itowas calculated vusinag the averaae farmgate market price
prina the DU0BG proe-harvess season oand allowing for fransport,

Torzaé ana other markeving costs.  Phe putffer-Stock intervention
nrice for 1987-88 was determined at o G80 FMG/Kg, thr same level as
Tor L9806 -HT. In o Memorandum of Understonding Lotween

representatives of the wWorld Back and tne GDRM on March 14-17, 1988,
itovas decided that rhe recerve prico for J988-00 would be at least
00 FMG/¥a, adjustable 1o the light of cuporionece in order to

DYOVIie Support ror g producer prloe oot loaar 180 FMG/KG.

Ttowas also declded that the trigger price would be
cmruniceted to the public in April of wach year, prior to harvest
“ooaulce traders' buylng and selling decisions.

2.3.1.4. Imolementation

. 986-1987

Buffer-5Stock rice sales began on November 5, 1986 at 480
FMG/Kg. However the price was reduced 1n March - April 1987 to 360
PMG/Kg with World Bank concurrence. It was arqued that a lower
pre-harvest price would convinece traders of the need to sell off the
last of therr rice stocks and reduce the gap between post-harvest
price and the orice prevailing during the 1987-88 soudure, thus
cnhancing the profivability of acquiring new stocks. (1)

TIT " Wworld Bank Memorandum, July 6, 1987.



Announcement cof the 1987-H8 reserve price

The situation was summarized in the 1987 FFPr Fvaluation as
rollows:

The GDRM has rot effectively communicated the 1987-1988
buffer stock release price to tne public... Most of the
principal traders and parastatal o . ficials interviewed
for this cvaluation cither belicved that the price would
be 360 FMG/Kg (closing price in 1987} or that no
intervention price has yet been establiched. (1)

CUrT7-198¢

* Price

Jhe GDRM, in consultatzion .ith donors, agreed o a
Cutter-Stock trigger price of 480 FMG/kg. However, in an
innouncement o the press in early December 1987, President
Ratsiraka promised that rice prices would not be pormitted to rise
sbove S60PMG/Eg. The announcement was ropeated in the President's
Sew Tear's address te the natien in o January 1986,

The DEA beaan saloe of FFPr and WEb rico donated to the
buffer-Stock program in December 1987 and convinued such saies
through June 1988 at 340 FMG/Kg to wholesalers and 360 FMG/Kg to
consumers.  These sales vieloted the spirit of the agrecments with
“he <donors, to the extont that sales occured in Antananarive and
Jomavave ratner than in regional markers and woere made at below
rarket prices. Average rice prices throughout the country were above
400 FMG/Kag during the same period.

* Announcement of the 1988-89 rescrve price

In June 1988, the target price for 1988-89 was announced in
Midi Madagasixara, a local newspaper, as follows:

Imported rice will be sold 1n Toamasina (Tamatave) at a
wholesale price of 400 FMG/Kqg (reserve price).  The State
may, as needed, select other distribution centers.

The above pricing docisions and their implementation raise the
following concerns:

1. The tragger price was sot at 480 FMG/Kg for the last two
years, and at 209 FMG/Kg for 19688-89. This price rule implies a
fall in real prices and is at variance with the long-term objectives
of the rice mrogram (i.eo, that prices should show upward adjustment
over the years antil they reflect world prices).

T Rﬁﬁﬁﬁ?fﬁhﬂkﬂﬂ ‘hw%y"MgFiTh.ﬁhdﬂﬂyﬁholun Jenks. Madagascar Food
for Progress bBvaluation, June 1-14, 1987, pp. 7-8,








































As shown in Table 9, producer prices more than douhled between
-984-%8, for an average increase of 232 percent. This increase was,
Sowever, unevenly distributed. After a slow increase in 1985,
prices more than doubled in 1986, then declined by more than 30
percent an 1987, Between Januarv-June 1988, the 1ncrease was avove
averaqge.

The slow increcase in 1965 may be explainea by traders!

ncertainty about the behavior of the may ket tollowing the
liminaticn of the price ceiling. Pracderas probably elected to
Drocend wich o cautton initially and Gid o net venture ro pay unusually
el prices to farmers.  When vetail prices surged to unprecedented
Tevels petween Decenber 1985 and March 986, ¢ yraders' demand for
weoarncereasced sharply causing producer prices to exceed double
ety o Tevels Prices declined in 1957 ue to abundant public
tocre ana the 1987 bumper crop, then pickoed up rapidly 1n the first
aalro ool TuRe,

Examination of Table 9 shows that liperalization brought
cmmenee benellits to producers.  Farm prices rosce in both nominal and
real terms between 1984-88. Real prices increased by a zubstantial
Jd percent on average and by as much as 88 percent in 1986, Even
when prices dropped by more than one-third in 1987, producers were,
s 1ndicated by the real price indewx, bLetter otff *han in 1984.

it is o dmportant to note shat theos benetfits to pProcucers were

tooa darac oxtent cdue Lo oan increasc noproducers' share in retail
prices ffigure Sy This share arew from 11 percent bofore

iiberalizavion to o6 percent in 19848, {or an average of 56 porcent
petween TUH6-88 or 48 percent 1t the (005 rtransition period is
sneladed. This dncrease ind-careo thar Tibheralization has improved
the rural-urban terms of trade in favor of producers.  This is a
significant outcome in 4 socicty where mors irhan 70 percent of the
ropulation s engaged in rice production, A more fundamental result
15 that the gains to producers nave ourweiqghed the losses incurred
by consumers.  This proposition can be verifiod in Tables 8 and 9.
An examination of the two tables reveals thav farmgate prices have
increased on average Ly 42 poeccent whereas retail prices have risen
by only 24 percent, {or o net aoin of B percent,  Similar results
can be obtained by comparinag changes in oreal prices hetween
1984-1988.

oo The Markoting Margin

Table 10 below and Figure 5 oindicate that the marketing
margjn(l) increasced initially, then fell sharply as the market
adjusted and competition among traders increased. A further drop in
1988 brought the marketing margin to more than 20 percent below its
original level.

M Netined a5  the differcence between retail and farm prices.



Table 10. The Marketing Margin for Rice in Antananarivo:

1984-1988
Year 1984 1985 1986 1987 1988*
FMG/kg 175 276 269 179 137

* January-June
Source: Tables 8 and 9

The decline of the marketing margin to below its
sre-liberalization level shows that the returns per unit of rice
crarkevea were lower after than bhefore liberalization. This decline
JArries a strong presumption  of a more competitively officient
marketing system and runs counter to the vopular helief that
litberalizat:ion has meant the simple replacement of state monopoly
with private monopoly and hago benefitted only middlemoen.

3.2.2. Other Provinces (1)

Table 11 presents farmgate prices, rets:] prices and the
marketing margin in Ambatondrazaka (Lac Alaotra) and Marovaoy
(*ajunga province) before and after liboralization. Ambatondrazaka
and Marovoay are two  major producing areas of particulaler
relevance to the rice market liboeralization in Madaqgascar. Rice
production in the two areas was or many vears market ed by the two
regional state monopolics: SOMALAC and FIFABE, and it was only in
cune 1986 that these two monopolics were ~liminated.

Examination of Table 11 shows a striking similarity hetween
these two regions and the provines of Antananarivo. Given this
similarity and given that prices and margins were investigated at
Tength in the previous cection, the analysis in this section will be
Iimited to a summary of the moin conclusions:

L. Owing to both the removal of the retail price ceiling and
the elimination of the SOMALAC and FTRABE monopolies on rice
assembly and sales, farmgete prices in Ambatondrazaka and Marovoay
rosc by 165 percent and 120 percent respectively between 1984-1986.
I'm 1987, ltarm priaces continued to rigse in ~mbatondrazaka, but
decreasced slightly in Marovoay. The substantial benefits that
acerued to producers due to liberalization of the marketing system
arcoapparent aot oonly in the significant increase in producer
prices, but also in farmers' share of consumer prices. This share
increased by 4% percent in Ambatonrazaka and 30 percent in Marovoay
between 1984 and 1987,

70 o the Tack of sufficient data in other provinces, the
analysis in this section will be limited to the Lac Alaotra and
Marovoy arcas. However, these two provinces together with

Antananarivo account for more than 40 percent of total rice



Table 11. Farmgatec Prices, Retail Prices and the
Marketing Margin in Ambatondrazaka (Tamatave)
and Marovoay (Majunga): 1984-1987

Parmgate prices (1)

Ambatondrazakg Marovqu
Nominal t oof Reallc) Nominal % of Reall(c)
Retail Retail
1984(2) 120 54 3 120 120 53 % 120
1986 319 (b) - 251 266(b)  ___ 209
1987 286 la) 77 % 199 230(al)  goy 226

Retail Prices (a)

1984 221 221 225 225
~987 369 259 332 227

Marketing Margin (3)

1984 101 105
1987 83 102

(1) A conversion rate of .67 is assumed in calculating rice
?addy equivalent

2) Ploor prices for 1984, However, duc to the SOMALAC and
FIFABE monopolies, f{loor prices were also market prices.
3) pifforence between retail and farmgate prices,

Sources:
(a) syria/mpara
(b) Charles Rabenarive, Report on the Lac Alaotra Region.

USATD, May 1988; and Ruport on o Status of Rice Market Libera-
lization n the Marovoqzuplaigﬁ. USAID, March 1988.

T Real prices are ralculeced using the consumer price index
in Table §.





































Table 14.
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TABLE 16. FFPr RICE - SUMMARY OF LOSSES

TYPE

Loss in off-loadiirg at port (176/29.999):
Unaccounted loss in handling (651/29,823):
Amountu declared unfit (363/29,823):

Loss 1n reconstitution of sweepings (70/314):
Total uncaccounted losses (827/29,999):

Total losses, accounted and unacccunted (1260/29,999):

SOURCE: MPARA/DSA (7/88)

PERCENT
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Annex 3. Main Agricultural Projects in Madagascar

o3 TRRIGATION

Project

! Lake Alaotra FAC/CCCE
Irrigation Scheme
LLower Betrsi- GTZ
boka Trriaation
Sohiome
Smatl-veale FAC
rriagation
NOTWOT R
cmall-dSeale CCCE
Trrigation
Network

. Small-Scale EDF

'rrigation

1) THE ROAD NETWORK

. Seventh Highway IBRD
Project

2. Road Rehabili- WB
tion Project

1. Network FAO
Expansion

Organization* Activity

Network
rehabillitation

Network
Rehabilitation

Network
rehabilitation

Network
rehabilitation

Establishment
of small-scale
irrigation schemes

Emphasis on secon-
dary roads of
importance to
aagricultural
product ion

rechabilitation =
feeder roads

Expansion
feeder roads

Location

Lake Alaotra
{Faritany of
Tamatave)

Marovoay area

(Egzltanz of
Majunga)

National

Highlands
(Faritany of
Antananarivo)

National, but
concentration
on the Faritany

of Filanarantsoa
and Tulear

National

National

National, but
concentration
on the faritany
Antananarivo
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Annex 5, Glossary

Banque des Donnees de 1'Etat (National Statistics Bureau)

Carsse centrale de Cooperation Economique. (French Development

Bank:

Direction e la Securn te Alimentaire. (MPARA)

[ . N [ Y, v i 3
Purcpeean Do JToprent angg
.

Purorean Poeonorro Commurni vy

Pordno s UArde e b Jooperation (French bilateral aid program)
Fooa and Adryeulture Crganization

Vocd For Progreoss

Prane Malaaany Jlecal currency; 18 w 1500 FMG, Jul. §8)
Nataanal Jenter tor Applied Rescarch on Rural Development

Gozetim-Pantakanan! ny Pepoblika Demokrat 1ka -"‘.“"}.l-ﬂﬂﬂﬁx (GDRM
Sftreral Journal)

S IR EDE IO YRS L S N AR AT RS TR
overnnert of the Denocrat e Republic of Madaqgescar
Gros Nattonal Produoe

Deutsohe Gegellachalt far Tochnynehn Zusammenarbeit (West
German brlateral ard program)

He o tare 0 o hectare W J0ATI0N acten)

Internatyonal baun tor Feconstruction and Development
Internatianal Development Asaociation

Internattonal Manetary Pund

aternntvonal Rice Research institute

Kilogram (1 wilogram w 2.20467 pounds)

Minpstere e ba Production Agricole ot de la Reforme Aqraire
(Minystry of Agricualture)
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Metric Ton (US short ton)

"interet National pour les Produits Agricoles

Sociote o

T
i
(parastatal company)

sService e la Mefrhodnlc:gk}w»grt rdie Traltement ‘,i.‘,l:‘* Informations

13fd‘(:~}—,‘it.‘1‘(1111'7‘.'3” fsratiatics Bureau of MPARA)

L.

societe Malgache de Commerce et de Dist ribution (parastatal

market 1ng cCOompany
Reagronal Development Authority tor the Lac Alaotra Region
MIted Stares Agency for International Development

world Focd Program
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