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Madagascar Food for Propress Evaluation
- g ]

1.0 Executive Summary

This report presents cthe findings and recommendations of an
evaluation of the Madapgascar Food for Progress Program. Fieldwork was
conducted 1n Madapascar trom June 3 to June 23, 1987 by a team which included
the ALD Washingren Food tor Peace Program Oftficer, the East Africa Food for
Peace Officer, representatives of the World Bank and the World Food Program
and a statt member trom AID's Apricultural Policy Aralysis Project. Valuable
support was provided by the ALD Representative in Antananarivo and his staff.

The Foud tor Pregress (FFPr) program sizned by the United States
Goverament and ithe Covevnment of the Democratic Republic of Madagascar (GDRM)
on August 8, 1986 successtully accomplished its short term poal of stabilizing
prices for consumers in urban rice markets. The affectiveness 5f the GDRM
buffer stock program, through which the FFPr rice was channelled to the
market, was greatly arded by other rice supply factors in 1986-37, including
high levels of imports and larse marketed surpluses ot local rize.

In peneral, the overall liberalization program for local rice
marketiny 1s proceeding well; lepal barriecrs to inte rrepglonal rice trade have
been eliminated by the CDRM and operators in all sectors of the trade
(collection ot paddy, milling, wholesale and retail sales) enjoy increased
access to the market. The butfor stock program has contributed to this
process by making rice available to all liceased traders ‘n Antananarivo and
Tamatave during the traditional period of shortage. The evolution in rice
marketiny from public to private distribution is highlighted by the dramatic
reduction in the quantity ¢f rice sold at subsidized prices through official
channels, and the concurrent rise in private traders' share of the rice market
over "he past tew years.

The operation of the buffer stock doog, however, have the potential
for adversely dtfu(tlny rice production and private trade in rice. The long
term goal of the FFPr program is to stavilize the rice market for consumers
and producers, allowing the GDRM to proceed with its economic reform program,

~and creating the proper conditions for an increase in per capita rice
production. The danger exists that the CDRM wi'l be tempted by short-term
political pressures to neglect the even-hande! treatment of rural producers in
tfavor of urban consumers. This tendency was apparently in part responsible
for the decision to lower the rclease price for the buffer stock at the end of
the first season of cperation and for the failure to effectlvely publicize the
price (higher) at which the program would begin operating in November 1987,
The resulting confusion and uncertainty in the market has caused all operators
to act very cautiously during the current paddy tiarvest season, unnecessari’y
restricting the farmpate price and producers' income, and potentially reducing
the interest in and resources for productive investment (infrastructure,
1nput< labor) whlch could lead to expanded rice productlon next year. This
"roller coaster" of fluctuating producer prices and rice production is the
antithesis of the conditions required for long term per capita increases in
national production. The buffer stock program should be implemented in such a
way that the uncertaiaties of price and market demand which fuel the "roller
coaster' are reduced. HManipulations of the price, timing of sales and other
operational factors ot the buffer stock which increase uncertainty, reduce



confidence in the raliability of the program, and therefore increase
variability in production and marketing, are counter-productive to the long-
term goal ot the program.

The real and potential benetits of the buffer stock are dependent on
effective maragement of the program. The wuaranteed supply of quality rice at
stable prices, which has both direct cconomic and indirect psvchological
effects on market activity, roquires that the rice stocks are sttractive and
palatable to censumers, and delivered in an efficient and timely ‘ashion to
the marketplace. The management systom developed tor the buttfer stuek program
functioned well in the early srages of the activity, when the emphasis was
placed on establishing a network ot retail outlers.  The supporting management
structure involwving the CDRM Ministrv ot Agricul ture, Tamatave Port
Authorities, and several contracts with parastatal trading companies is new,
however, inacequate.  The unwieldy manasement hierarchy and multiple lines of
authority and responsibility have allowed thousands ot tons ot FFPr rice to
remain in unsa‘e and unoanitary storage tor months on end.  Immediate action
Is required to relocare and trear the stocks 1t they are to be available for
the next buttier stock seasci.  Solutions to the technical problems posed by
the current condition ot the st o5 will require moditication ot the cxiscing
butter stock manavmement contract 5.

immediate measures should be
X1sU1Ing manapement system, and
»opening ot the bulter stock i1n November.
v lmprove i1ls monitoring and oversight of
the operations o! i but‘or siock.  The inadequate supervision of the use of
FEPr stocks contrinenod to the unacceptable state in which they are now
Found.  The lack ¢ a4 monitoring presence nas also resulied in unnecessary
confusion as to the uses to which che GDRM has put the FFPr rice, anda raised
questions reyarcing unauthoriced transters to the official distribution
(subsidized sales) system run by the sovernment. This inability to generate
up-to-date proprammatic intformation has had a direct negative impact on the
Mission's capacity Lo assure proper resource management by the GDRM, and has
limited A.T.D."s ability to be an active, intormed participant in bufrfer stock
srogrammatic discussions tetween the GDRM and LBRD.

followed by a rhorough reviow i the
deficirencies corrvctod prior ~o th
Fil’l(lll_y, Ao needs to drastical
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Decisions on the appropriateness of and need for a continued FFPe
sprogram in Madagascar are influenced by a number of factors. The eccnomic
reform and liberalication program initiated by the GDRM, with support and
encouragement from the donor community, is generally viewed as proceeding
correctly, albeit somewhat more slowly than desired. It merits continued
support. The buffer stock market stabilization prosram has accomplished its
short-term goal of limiting extreme fluctuations in consumer prices, but needs
to be closely monitored and contrelled to detect and prevent abuse of its
power to influence the market. The large rice stocks carried over from year
one (1986-87) of the FFPr program provide AID with a means of intluencing
policy formulation and the use of the buffer scock in 1987-88, but future
access to policy-making fora is not guaranteed. Of primary importance in
considering the nced for a continued program is a food needs assessment for
the coming year. Current best estimates are that no adaitional rice will be
needed for the butfer stock program in the 1987-88 season. The need for other
basic foods such as wheat or edible oil is uncertain glven existing import



plans and expected donor assistance (e.g. Title [ and Section 416 Sugar Quota
Compensation). The Mission, GDRM and Washington will need to review commodity
requirements, political intarests, balance of payments benefits and budgetary
availlabilities in determining the need and timing tor a possible second year
of the FFPr program.

1.1 Recommendal ions

+

Lo A rice butler stock should be available te be employed by the
GDRM 1 1987-33.  Existing Food tor Progress rice stocks should,
however, be adequale to meet the commodity requirements for the
coming huttar stock season.

o

+ Operational decisions on the release price, timing ot sales,
geographic coverayse and other aspects of rhe program should be
made jointly by the CORM and all donors involved in the buffer
stock program.  The A.1.D. representativzes in these discussions
should ~wivoronsty pursue o policy of clarity and consistency in
butter ock operations.  Release prices and other regulations
for the tollowing year's provram should be determined and

il
disseminated pricr to ihe paddy harvest and not changed except
1 satienal interest.  Any decision to adjust
the proyram's operating procedures should be jointly reached by
the GDRM and concerned donors.,

.

.
1
i

for reasons o sita

3. The GDRM shoculd immediately announce and widely publicize the
opening 1987-88 butivr stock wholesale price of 460 FMG/kilogram
(subject to adjustment for the recent devaluation). The GDRM
should make every eifort to reauce uncertainty in the economy by
providing rice marketing iaformation in an open and timely
manner.  This ettort would be aided by increasing the national
capabiiily to collect and disseminate awricultural production
data.

4. ALL FFPr stocks currently held in Tamatave should be immediately
transported to the National $Silo in Antapanarivo, treated for
infestation and stored in proper condizions tor use during the
1987-88 buttfer stock season. The existing GDRM management
structure for the buffer stock should be reviewed and revised to
assure closer adherence to the technical norms tor grain storage

atd more effective lines of operational responsibiliry.

5. A.L.D. should act as quickly as possible to establish and staff
a tood program monitoring and cvaluation capability within
USalbD/Madagascar. Immediate actions should include the
recruilment of at least two local hire Malagasy food monitors
and the establishment, with the assistance of REDSO/ESA Regional
Food tor Peace Otficers, of a program oversight system,
Additicnal steps should ilnclude the expansion of the USAID USDH
staffing level to allow the recruitment of a professional food
program manaper (as requested by USAID in its FY 1989 ABS). If
this recruitment is delayed, a tull-time PSC food program
specialist snould be hired to



provide necessary direction and supervision for the local hire
monitors, REDSO/RFFPO should schedule periodic visits to assist
the contract personnel with the establishment and implementation
of the program monitoring and evaluation system,

6. A.I.D., IBRD and WFP representatives in Antananarivo, and if
necessary at the headquarters level, should confer on approaches
to strengthening buffer stock decision making. Agreement should
be reached with the CDRM on a morc formalized consultative
structure, including representatives of all concerned donors,
related to butfer stock policy formulation. The role of WEP
food allocations to the buffer stock program needs to be greatly
clarified, and firm understanding reached on the conditions
under which the WFP donation can be utilized.

7. A.I.D. and the GDRM need to review the need for a Food for
Progress program activity in 1988. Given that additional rice
imports will Likely not be required in the near future, decision
should be reached on whether other food needs and resource flow
requirements can or should be met through a continued FFPr
activity. While awaiting those aralyses it would be useful for
advance planning 1t a dollar~level budget were established for
year two ot the FiPr, tollowing a PL 480, Title [ model. Civen
the uncertaie and evolving commodity requirements in Madagascar,
1t would be usetul if the GDRM and USAID had a target level of
tunding against which they could draw down a variety of
availabiz commodities, at more than one time duri-z the year, as
needs are identified. This flexibility is essential if FFPr
program planners are to be able to respond to the still variable
nature of Madagascar's agricultural production and import
capacity.

2.0 Buffer Stock Impact on Prices

This section addresses the effectiveness of the buffer stock
mechanist to stabilize rice prices in the open market in Antananarivo and
t?amatave.

2.1 Bacvaround

A major goal of the buffer stock is to help maintain reasonable
consumer prices on the open market in periods of scarcity. Historically, due
to the seasonal nature of the Malagasy rice crop, supplies decrease and prices
rise substantially frum November through March, a period called the soudure.
In April the first rice irom the new harvest begins to reach the market and
prices begin to fall. Piices rose dramatically during the soudure of 1985-
1986 (see Table 2.1). The cause for such an increase, often double the prices
for the same perind in 1984-35, has been attributed to poor import management
by the GDRM in early 1985.7 Grhers attributed the price increase to the
market liberalization policies, especially the removal in 1985 of a cetling

“Economic Policy Reform in Madagascar-. Report by Elliot Berg for the U.S.AID
Madagascar; February 1986.




price for rize. The undisputable poirt is that many urban consumers were
unable to afford rice at 700 FMG/kg and above, and severe hardship was
experienced in Antananarivo and other cities in 1985-86. In an effort to
avoid a similar situation from recurring in 1986-87 the GDRM and the donor
community agreed to coordinate imports and t¢ establish a buffer stock. The
Food for Propress program provided 27,000 MI of rice to te used for buffer
stock sales.

2.2 Effect of Butfer Stock on Prices

Table 2.1 shows that urban rice prices from November 1986 to April
1987 were 25% lower than in the corresponding period in 1985-86. It would be
lnaccurate to attribute this decrease in urban retail prices solely to the
operation of the buffer stock. Imports of rice were 50% higher in 1986
(159,000 MT vs. 116,000 MT) than in 1985. In addition, private traders and
parastatals bought larpe stocks of paddy in 1986, spurred in part by the
previous year's high prices. [t appears that anticipation of a recurrence of
700 FMG/Kg rice prompted the GDRM to import rice in excess of the World Banks
estimated level of 80,000 MT and to ¢ncourage parastatals to compete
vigorously with the privarte sector for the purchase of local paddy. Thus, as
the butfer stock commenced operations in November 1986, both the public and
private sectors waere apparently helding larpe supplies of rice and paddy.

Table 2.1

Monthly Price for Rice in Antananarivo

(FMG/KGC)
Morith 1985 1986 1987
.an. 325 769 506
Feb. 397 714 482
Mar. 423 690 467
Apr. 381 486 428
May 292 419 360
June 284 420 315
July 309 486
Aug. 369 527
Sept. 406 537
Oct. 482 554
Nov. 563 530
vec. 7124 525

SOURCE: MPARA
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The bufter stock price was sot a 460 FMU/Ky wholesale and 480 FMG/Kg
retail (discussion of buffer stock pricing decisions follows in section 4.0)
and the first sales were made In Antananarivo on November 5, 19Y86. Butfer
stock sales bepan 1n Tamatave during the tirst week of December. The average
monthly rice price in Antananarivo in November 1986 (530 FMG/Ky) was 26 FMG
lover than October 1986 price. Retail rice prices in Antananarivo declined in
each succeeding month, thouph the burter sto.k price remained at 480 FMG/Kg
until the -nd or March,

Retall rice prices in Tamatave did not exceed the level recorded in
December 1985. In the months tollowinyg (January-March) rice prices gradually
declined 1n Tamatave. Rice prices in von-hurifer stock cities tollowed trends
similar te Antananarivo and Tamatawe.

Y5 othe Judeement of the evaluation tean that the sale
1986-1987 played a sivniticant role in stabilizing

of butter
retall rice prices in Antananarivo and Tamatave.  Other marketr conditions,
including high fevels or imports in 1986 and the purchase ot larve stccks of
paddy by the public and private sectors, were important tactors in accounting
for the stable and docliniag prices ovserved Jesing (L. 1984-1097 Soudure.

Recommendat

fation: A rice hutrer stock Lo help stabilize urban retatil
rice prices shouid be avaliable to be emploved by the GDRM in 1987-1988. It
market conditions wasrant (i.e., prices exceed an agreed upon price), buffer
stock sales should by made 1o private traders.

3.0 Buffer Stock Pricing Decisions

This section examines the buffer stock pricing decisions under which
Food for Propress rice was sold. The pricing decisions for the buffer stock
were conditioned on the need (1) to assure an atfordable retail price to urban
consumers and (2) to provide sufficient incentives tor producers to increase
their paddy production. This section reviews the following aspects of the
buffer stock price:

. Calculation of the original buffer stock price

1

2. ¥Price reduction in March-April 1987

3. Buifer stock price for 1987-1988
3.1 Original Buffer Stock Price

The butier stock brgan operation on November 5, 1986 at a retail
price of 480FMC/Kp. This price was established by Mr. Bernard Machat, a
consultant with the A0 and accepted by the CDRM and the World Baak. The
price was calculated on the basis of a farm pate price of 227 FMG/Kg for paddy
{see appendix 2 for details on the Machat calculations) which was the average
price in August 1986. It must be noted that there was no precedent for
setting such a pricae. Given that the market price for non-buffer stock rice
in November was 530 FMG/Kp, the 480 FMC/Ky trigger price for the butfer stock
was beneticial for urban consumers. It the _rice had been set significantly
below what market -onditions warranted, then buffer stock sales would have
preatly exceed the planned 12,400 MT, and displaced domestic supplies from the
market. this did not happan. It is the judeement of the evaluation team that
the original hutioer stock retall sale price was appropriate.
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3.2 March/April 1987 Price Reduction

During a meeting held between representatives of the World Bank and
the Malagasy Government on March 2-6, 1987, it was decided that:

"The intervention price of the stock can be reduced from 460

Fmg /K (Wholesaler price) in three successive steps of 40 Fmg/Kg
each, starting in the week oi Monday, March 30, 1987. The exact
timing ot ecach step will be at the discretion of the stock
manager.,'

Furthermore, 1t was decided thact:

"The stock will finally close at the end of the weck on April
30ch, 1987, and that it will remain closed until further
notice."

Finally, it was agreed that:

"The intervention price of the stock for the 1987/88 crop year
will remain at 480 Fmg/Kg (retail price) subject to review by
Government and Bank supervision missions to be held in the
interim".

On April 13, 1987, the buffer stock sale price was reduced to 340
Fmg/Kg (wholesale) and 360 Fmg/Kg (retail) in accordance with the agreement.
The estimate for the price reduction centered on (1) the perceived need to
push private tradoers to sell all their 1986 stocks before the 1987 harvest and
(2) the desire Lo set a fixed date for the termination of the buffer stock at
a price which would not subsequently rise significantl,.

The evaluation team has a number of concerns regaraing the buffer
stock price reduction. As originally designed, the butfer stock price was a
trigger price; i.e., only when marker prices exceeded the trigger price for a
specified number of days would buffer stocks be sold. By dropping the buffer
sstock price three times in one month, it appears that the buffer scock changed
its character trom a price stabilization mechanism to a price setting
mechanism. [t is hard to understand why private traders would need to be
pushed to sell their 1986 stocks just as the 1987 harvest was bepinning. The
rapid decline in the buffer stock price probably forced private traders to
sell rice at a greater loss than if the buffer stock price had remained at 480
FMG/Kg and prices had declined gradually with the arrival of new paddy on the
market. The most disturbing aspect ot the price reduction is that the '"rules
of the game' were changed in mid-stream leaving great uncertainty among
traders about the role of the butfer stock.

3.3 1987-1988 Buffer Stock Release price

The principal eftects of the puffer stock price reduct.on was to
increase uncertainty among traders and producers regarding this year's buying
season and next year's butfer stock operations. Though the March agreement
between the World Bank and the GDRM stipulated that that 1987-1988 buffer
stock release price would be 480 Fmg/KG (retail), most of the principal
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traders and parastatal ofticials interviewed for this evaluation either
believed that the price would be 360 Fmp/Ky (closing price in April 1987) or
that no intervention price had yet been established.  The GDRM has not
effectively communicated the 1987-1988 butivr stock releasge price to the
public. As a2 rasult, buving and selling decisions are dominated by
uncertaini v and the concern that the bulfer stock sales will be made at 360
Fmg/Kp. 2 seoondary conseqience of these pricing decisions is the danger that
the butlfer stock wii? Tose crodinility hecause there is no reason (among
private traders or consumers) to think that burter stock prices will not rise
or tall uncxpectedly nost voar,

Frndins The orveiial butter stock releass price ot 480 “my/Kg was
appropriate given markes conditions and the objectives or the buffer stock
program. The subsequent reduction oo thic price by 25% added uncertaintly to a

market already besct by major shitts in policy

y 1n the past tew vears. This
uncertalinty was exacerbated by the SDRM's ineftect{ve (perhaps intentionally)
public commuriicarion of the 1987-1088 Luttor giock roloase price.

s ] Jutter stock release prices tor the toilowing

d vopublicined by the GDRM in April.  USAID should insist
on the participation of an AID represeontalive 1o tulure discussions reparding
butter stock price chanses.  The CORM and the World Bank should bo strongly
encouraged Lo resist using the batfer stock as a means of setting prices or

season shoul

manipulating price movement s bevond the original objectives of the program.
4,0 State of Rice Price and Market Liberalization

One of the two principal objectives ot the Foad for Progress Program
(FFPR) 1s to encourape the GCORM to implement its policy commitment to
liberalize the rice marketing and pricing system. The evaluation team was

asked to assess the steps taken so far by the GDRM in this effort.

Three factors were examined Lo determine the direction in which
liberalization of the rice sector is proceeding:

. Proportion ot Rice Sold Outside the Official Distribution System

1982-1987
. Current Controls or Rice Movements
. Current Controls on Rice Prices
4.1 Source of Urban Rice Sales

Prior to the GDRM's decisions to liberalize the marketing of rice in
1983 over 95% of all rice sold in Antananarivo and Tamatave passed through the
government's Official Distribution System (ODS) at highly subsidized prices.
Tables 4.1, 4.2 and 4.3 illustrate a significant shift in the source of rice
from the ODS to the open market for urban consumers. According toe Table 4.1,
the percentage of rice purchased by urban consumers from the ODS system
dropped [rom 887 in November 1982 to 36% in November 1986. In Antananarivo,
the percentage of rice purchased by consumers on the open market has increased
yearly, except for early 1986 when open market prices were in the 700 FMG/Kg
range.
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[t is clear from the figures that the open marke- is suppling -an
‘ncreasing percentage of the urban consumer's rice needs.

4.2 Contro! of Rice Movements

The evaluation team's findings on rice movements are based on
interviews witn CDRM local and national otficials., representatives of the
donor community, Malagasv rice farmers, miilers, wholesale and rerail traders
parastatal officials and tield observation by the evaluation team. Before
1983 Intur-regional movenent ot rice was strictly controlled by local GDRM
roadblocks. Transporting rice beyond repional boundaries was the sole right
of the parastatals cnarsed with rice distribution. [n 198% the CDRM removed
restrictio.s on the inter-rewional transport of rice except 1n the lac Aloatra
and Fifabe rice aress. In april 1986, the GDRM opened Lac Aloatra and the
Fifabe areas to unrestricted commerce in rice.

Table 4.1

Percent of Rice Provided by the Official Distribution System,
Open Market and Autoproduction in Urban Areas 1982-1986

Open Autopro-
0DS Market duction
FMG/KG % FMC/KGC % e
November 82 140 58 318 8
April 83 140 76 234 11 13
August 83 140 76 223 13 11
January 84 145 79 273 i
January 85 210 67 313 31 2
April 85 222 57 303 31 12
October 85 280 52 435 40 8
April 86 250 59 385 28 13
~ November 86 287 3¢ 541 62 2

Source: MPARA



Table 4.2

Percent of Rice Provided by Official Distribution System
and Open Market in Antananarivo 1982-1986

Open

0oDS Market
% %
November 82 96 2
April 83 76 7
August 83 81 10
January 8¢ 87 10
January 85 72 25
April 85 61 26
October 85 51 ) 29
April 8¢ i3 - 16
November 86 48 50

SOURCE: MPAFA
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Table 4.3

Percent of Rice Provided by Official Distributicn System (ODS
and Open Market in Tamatave 1982-1986

Open
0oDs Market
o o
November 82 98 0
April 83 97 0
August 83 99 0
January 84 95 5
January 85 88 10
April 85 85 15
Jdectober 85 hl 36
April 86 68 ’ 31
November 86 38 60

SOURCE: MPARA
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The evaluation team learned of no documented instances of
restrictions on the movement of rice within or between regions in 1986-87.
However, informed obsorvers recounted a number o!f cases in which local
government authorities torced sales at below market prices and restricted

mover2nt of paddy Drom sp2eitic areas under their jurisdiction. [ peneral,

though, the 1986 rice buving campaipn evidenced viporous competition between
parastatais and private buyvers. We tearned of no incidents in which private
traders had carsos contiscated.  Observacion of the 1987 seascn reveaied
privace traders moving rice and paddy f{reely between Antsirabe and Tamatave,
Lac Aloatra aund Antonanarivo and Antislamby and Antananarivo.

Traders are required to pay 2 FMG/Kp of paddy to the local
administirative unic (Fokeotany) in which che paddy was purchased. This
ristourne (ta<) 15 used to detray the costs of local povernment
admirlistration. Although the collection of this tax has potential for abuse,
nene of the traders interviewed complained ©f such problems. On the cther
hand, collection of the ristourne appears to have become a problem tor some
Fokotany which complain that both private traders and parastarals avoid their
coliection barriers,

Ttois othe impression ol the evaluation team that GDRM coatrol of the
Inter—and intra-rogional rice trade has been srgnificantly cased in the past
several vears. lwcal requirements that traders establish and maintain local
secarity stocks ot paddy have been rescinded this year. This is a positive
step, though t may be more a reflection of a goed harvest than a pelicy
decision to =iiminate such requirements for good. Local povernment officials
retain the power and potwntial to intertfere with the fall movement of rice,
though such cases do not appear to be widespread.

4.3 Controls on Rice Prices

This subsection examines GDRM actions regarding farmgate prices,
retaill prices and policies affecting market intermediaries such as millsrs and
wholesalers.

In 1987 the GDRM continues its policy of setting a floor price for

~paddy - at 120 FMG/Kg. Ia 1986 the flsor price was set at 100 FMG/Ks. In
1986, market conditions and anticipaticn that rice prices might again return
to the 700 FMC/Kg level during the next "soudure' (hungry season-Nov. to
March) quickly drove paddy prices above the tloor price. In 1987 market
conditions (lavyge carryover stocks from 1986 and a pood harvest) and
anticipation that the buffer stcck will cap prices during the next "soudure'
had resulted, at the time of the evaluation, in some sales below 120 FMG/Kg
and no observed sales above 140-145 FMG/Ky. Predictably, producers have
complained that 120 FMG/Ky 1is insufficient to cover their ccsts of
production. The complaints are strenpthened by memories of 200-250 FMG/Kg
paddy prices last year.

some traders and some parastatals have purchased paddy at 120
FMG/Kg. Since trey remain uncertain about the release price of the buffer
stock in 1987-1986 (and recalling their large losses last year when the buffer
stock helped stabitize prices well beiow 700 FMG/Kg) and faced with a good
harvest this year, there is little pressure to offer producers more than the
floor price. Many traders and some parastatal officials are under the false
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impression that the final buffer stock release price of 360 FMG/Kg (retail) of
April 1986 will remain unchansed for the soudure which starts in November
1987.  lIrrespective of the current supply situation, the belief that noext
year's buffer stock price will be 360 FMG/Ky elrectively prevents traders from
otfering sroducers mure Chan 190 FNG/Rw tor padav.  The GORM's tailure to
publicize wficctively the ract that the spentag 1987-1988 buffer stock price
will be 430 FMG/Kp may have o scoore, adverse ot fact on preducers and traders
market ing decisions as e 0937 Soasen progressas,

Cevliny prices on retail rice prices wore oliminated in 1985. The

buffer stock release price s not a cetling price as evidenced by market

I 1
.

prices in excess ot 480 FMC/¥s an times daring the 1926-87 "soudure
However, the open market price or rice rarely exceedoed 510 Fmu /Ky and by

January had dropped close to 460 Fmy/Re.  Observations of rerail rice prices
and actual

sales in June 1937 indicated that no controls are in efiect. A
varitety of types and gualities of rice are available in the open market at
prices ranging from 280 5 379 Fme/iRe, [ appears that market fiberalization
has encouraged an 1ncrease in the nunber of small rice mills and small
assemblers who supply poadyv to those mills. Sivee rice millers and their
tute key links between producers and consumers, close
attention shouid be paild to vhe conditions under wiich Lthey operate as an
important measure 51 fiboraliszation,

assemblers consti

. . o ‘ ' . .
Rico tmports are a critical component o Madagascar's rice marketing

system. Improper rice Import manazenent (i.e. imports exceeding domestic
shortfalls or poorly timed deliveries) poses a sisnificant threat Lo

Liberalizarion ctiorts boecause it provides disinesntives to domestic
productivn.  The Food for Progress Program aims at encouragling  Increased
domestic rice production. Under specific supply conditions, as appears to be
the case in mid-1987, additional deliveries of FFPr rice may result in harming
the market liberalization procoss.

Finding: The liberaliczation of the rice market and rice pricing 1s
pcogressing de?sfaaLorily in accordance with agreements between the GDRM and
milti-and bi-lateral donors. Uce of the buffer stock mechanism to stabilize
markel prices can, bowever, have negative effects on liberalization if it

wbecomes a detacio means of setting a retail ceiiing price too low to spur
domestic production.

Recommendations:  The avaluation team srrongly recommends that the
GDRM widely publicize as soon as possible that the November 1987 buffer stock
retatl price will be 480 FMG/Kp. Failure to fully inform producers, traders,
parastatals and consumers of pricing cdecisions already agreed to with the
World Bank, may result in rice market participants making decisions which are
detrimental ro the pertformance of the marketing system.

5.0 Licensing Procedures for Traders
This section evxamines whether ayceed upon procedures which help

ensure freedom to buy and sell rice via the licensing of traders are being
observed.
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Interviews with larpe and small rice traders indicate that licensing
procedures are not beiny used to restrict access to the market. Complaints by
some larpe traders that too many millers and small assemblers are buying paddy
is the best ecvidence that market access is open.  The 1986 requirement by some
Fokotany that all paddy traders malntair a propurtion of their purchases in
the Fokotany as a4 securiiv stock has been rescinded in 1957.

drixan retailers who purchased rice trom the buffer stock indicated
that access wis unrestrictod. 1t appears that carly in the buffer stock

i

operation & small number of traders were tound selling butter stock rice above
480 FMC/Ky and they were subsequently banned from turther purchases. Since
accoss to purchase rice trom the hualter stock was continyent on apreement to
at 480 FMG/ky, 1t seems that such sanctions were justiiied. As noted in
earlier sections, it appears that the private purchase, distribution and sale
of rice 15 tunctioning reasonably well.,

Finding: dApreed upon procedures and licensing of traders and their

subsequent treadom to buy and sell rice in anv part of the country are being
tollowed.

6.0 Liberalization !mpact on Rice Production

It is not possible to clearly assess the impact of liberalized rice
marketing on rice production in Madapascar. There are several reasons:

L. National rice production {inures are unreliable. Given present
methods tor estimating production levels, it is not possible to
place great contidence in the escimates provided by MPARA,

2. Rice policy +5 in a state ol transition and rice prices have
markel has experienced great flucuations in the past few
years. Uncertainty about policy and market conditions 1is a
common denominator amony, rice producers, traders, millers
parastatals and concumers.

3. Weather plays a major role in rice production levels in
. Madapascar.  The absence or occurrence of cyclones or timely
rains can have enormous impacts on final production levels.

o

In the best »f cases ~here accurate data exists on production over
many vears and c'imate factors are fairly constant, it is still difficult to
isolate the production response which results from specific policy and
marketing vetorms. In Madapascar, at this time, it is impossible to make a
reasonable judgement on how production has responded to market liberalization
because uncertainty about future policy decisions dominates preducers
decisionmaking processes.

Recommendation:  The GDRM should be encouraged to improve its
collection ot apricultural production data through MPARA's new project with
the FAOQ.

Greater otforts should oe made by the GDRM to inform the public of
pricing and marketing policies so that uncertainty will be reduced. It will
not be possible tc identify and assess the impact ot policy reform on rice
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production until it 1s clear that rice producers are making decisions based on
a clear understanding of those policies coupled with an expectation that such
policies will be in effect in succeeding years.

7.0 Buffer Stock [mpact on Private Marketing Channels

One of the major concerns regarding the buffer stock was the extent
to which 1¢ might interiere with private marketing channels. This section
examines buffer stock impacts on urban retailers in Antananarivo and Tamatave
and asgemblers and traders of paddy and rice.

Urban retail rice traders in Antananarivo and Tamatave benetfitted
substantially trom :the bufter stock. The buffer stock provided them with an
assured supply of quality rice from November thrcugh April. Their margin of
20 FMG/Ky remained constant even as the price of buffer stock rice dropped by
25%. Retail traders continued to sell local rice along with buffer stock rice
indicating that bufter stock rice did not shut down private marketing channels
for domestic rice.

The relatively small quantity (12,400 MT) ot butfer stock rice scld
also indicates that butter stock rice did not supplant domestic rice in the
market.

Private rice wholesalers who bought larye quantities of paddy in

1986 were hurt badly by the butter stock. A substantial part of the blame is
theirs alone since they did not belizve GDRM announcements that a buffer stock
would operate during the 1986-37 soudure. The GDRM and the donors associated
with establishing the butter stock can also be taulted for failure to set and
announce the butfer stocic release price betore the commencement of the 1986
paddy buylng season. In the ond, a larse number of traders sutfered
substantial losses because the buffer stock was successful in keepiig retail
prices at 480 PMG/Kiy while they held paddy which could not he profitably sold
as rice tor less than 500 to %50 FMG/Kg. It is the impression of the
evaluation team thot the prospect of a 1987 buffer stock has made rice traders
more cautious this year. There is some evidence to indicate that a large
number of small traders who purchased paddy in 1986 are either unwilling on

~financially incapable of participating this year due to losses suffered in
1986.

Finding: There is no reason to believe that the operation of the
buffer stock adversely atfected or interfered with private marketing
channels. The buttfer stock had a positive impact on private rice retailers.
As long as buffer stock pricing policies are well publicized and consistent in
the future, private marketing system participants are not likely to be damaged
by the buffer stock.

8.0 Management of the Bulfer Stock

The purpcse of this section of the evaluation is to a-~scribe,
evaluate and make recommendations concerning the procedures utilized by che
GDRM for management ol the butfer stock, including physical handling and
storage, lines of responsibility, and management procedures. Insofar as the
U.S. Food for Progress Proyram was the primary source of rice utilized
(directly or indirectly) for the buffer stock, this section focuses on the
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management of the U.S. rice, and the conclusions are extended to the buffer
stock program as a whole.

8.1 Physical Stock Management

For the purposes of implementing the buffer stock program in
Madagascar, the GDRM, through'the Directorate of Food Security (DSA) in the
Ministry of Agriculture (MPARA), GDRM appointed and entered into contracts e
with two parastatal companies--SINPA and SOMACONIS, which were charged witch
buffer stock sales in Tamatave and Antananarivo, respectively. The contracts
specified the responsibilities of the two parastatals vis-a-vis the buffer
stock and its operations, and specified the agency fer to be paid to each.
These two companies were delegated the responsibility of (a) drawing down from
stocks held at port sufficient quantities of rice to meet projected sales (as
directed by the DSA, (b) transferring this rice to the designated sale points,
(c) selling the rice to eligible buyers in conformity with the directives
established for the program.

Responsibility for the physical management of the rice stocks is
shared among a variety of organizations participating directly or indirectly
in the operation: the DSA the implementing parastatals, the Port of Tamatave
and others. Per the terms of the management contracts let by the DSA to SINPA
and SOMACODIS, the implementing parastatals are responsible (both financially
and legally) for rice that they have removed from the port to their warchouses
or other facilities for sale or storage. The DSA is responsible for rice at
the port until such time as it is removed by SINPA or SOMACODIS. Thus, for
rice physically in the port of Tamatave the DSA retains the management
responsibility; all decisions pertaining to the physical management of the
rice prior to delivery to the parastatals rest with the DSA. However, at the
port of Tamatave, the Port Authority is financially responsible for any rice
in the port. In addition, the management of the port silo in Tamatave is
financially responsible for rice stored therein. Finally, the national silo
1n Antananarivo belongs to MPARA, but is managed (under another, different
management contract) by SINPA.

SINPA and ‘SUMACODIS have a variety of responsibilities vis-a-vis the '
~ buffer stock rice. SINPA is (a) one of.the consignees for rice for official
distribution, and for part of the rice destined for the buffer stocks; (b)
SINPA is responsible for rice that they have removed from the port for sale 1in
Tamatave; (c) SINPA is responsible for the management of the national silo in
Antaunanarivo. SOMACODIS is responsible for rice delivered to them or received
by them (both for buffer stock and official distributijon) for sale in
Antananarivo.

The DSA is responsible for all decisions concerning the rice prior
to its release to the implementing parastatals for distributicn, and retains
overall responsibility for the whole operation.

The Tamatave Port Authority and the Port Silo are financially
responsible for rice in their custody, although management decisions are the
responsibility of the DSA.
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8.2 Status of Remaining Food for Progress Rice Stocks

A total of 30,076 MT of Food for Progress rice were sent to
Madagascar during the November 86-April 87 period. A total of 29,968 MT were
received at the port of discharge. SINPA (Tamatave) reports that 11,621 MT
were sent from Tamatave to the National Silo in Antananarivo. (The
Antananarivo silo management reports receiving 11,229 MT from Tamatave. 2,229
MT were transferced from the port to the SINPA warehouses in Tamatave for
sale. A total of 3,093 MT were sent by SINPA to its various agencies in
Tolagnaro, Manakara, Mananjara, Diego Suarez et al. Per the SINPA Tamatave
branch, a total of 16,943 MT were removed from the port for sale through the
official distribution system and for the buffer stock. Of the remaining
13,025 MT, theoretically in the port of Tamatave, approximately 100 MT were
declared unfit for human consumption, and SINPA Tamatave reports that total
stock in the port from all four vessels is 12,878 MT.

Members of the evaluation team visited the port of Tamatave and the
SINPA Tamatave warehouses to inspect the rice remaining in these two

locations.

8r 2l The SINPA Tamatave Warehouses.

There are about 230 MT in the Tamatave SINPA warehouse. Theve are a
Lot of bugs both on and inside the sacks. Three different kinds were
observed: (1) what appear to be confused flour beetles, (2) other dark brown
bugs about one quarter the size of tlie flour beetles, and (3) tiny beige mite-
Like bugs. Insects of the third vaviety are to be found uniformly on the

outside of the bags and in all the rice, perhaps 1 every square inch on the
outside of the sacks. Bugs of the second variety are less numerous, and
unevenly spread; larger concentrations were observed near stacks of rice from
other sources. Insects thought to be the flour beetles are unevenly spread,
with higher concentrations noticed near stacks of domestically produced

rice. Insect activity in certain of the sacks was audible. Efforts to locate
one bag without insects of all three varieties failed.

ALL the rice is infested, although some parts of the stacks are more
< infested than others. Opening one representative bag and finding insects
“inside led the evaluation team to the conclusion that all the rice is infested

within the sacks. There is no dunnage being used at this warehouse, and the
rice is poorly stacked. (Some damage from seepage or condensation of the
lowest laver of sacks is to be expected.) Fumigation would be difficult, but
theoretically possible.

The evaluation team experienced some difficulty in evaluating the
extent of the insect damage to the rice. It did not appear that the rcice was
unfit for human consumption, and it was the impression of the team that
remilling and blowing the rice clean would yield an acceptably wholesome
commodity, provided that measures to improve storage conditions and control
the insects were undertaken without delay. 1Tt is difficult to estimate the
extent of the insect damage, as some or all of the dust present in the bags
could result from other causes. However, the number of insects present' is
extremely worrisome, as the insect population can only be expected to increase
with time, and the resulting damage to the rice will likewise be expected Lo
increase exponentially over time.
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The storage conditions at this warchouse are less than ideal: there
is no dunnape in use, there are no wrills on the windows, there is evidance of
bird-entry and of rats, but ne evidence of water or mold damagze. SINPA
reports Lhat the occasional thett does occur.

In concluston, (1) the rice needs to be tumigated (or treated in
Lo

some other way to kill the jnsects present), and (2) the warechouse conditions
are not veally suitted ror medium term storagze.

The evaluation team queried STNeA abour fumigation, and the response
was negative. It would appear that normal practice is to blow the rice clean
with a blower ot some ind, or to re-mill the rice at the time of sale. SINPA
in Tamatave does not seem Lo use any other method ot insect control.

8.2.2 The port oot Tamataw.e,

Autoneme de Tamatave (PAI) authorities indicated that there
are 2,357 MT ot US Food tor Progress cice in the port silo, and a total of
10,433 MT in the port sheds (as detailed below) tor a total of 172,790,

The Por:

Yessel Amount Location
MiLykes: 29 me shed #16
M/ Lykos: 100 mt shed #Bl1
N/Lykos: 21 mt shed #B1
S/Lykes: 647 mt shed #8B1
R/Lykes: 2 mt. shed #C2
S/Turman: 9,634 mt shed #C2
Total: 10,433

The cvaluation team visited the port sheds and inspected the rice in
storage on June 16-17, 1987. The results of that visit, and the evaluation
team's conclusions tcllow.

-~ The 29 MT ot rice remaining from the Marjorie Lykes was found in

shed #16. It would avpear to be mostly, 1f not all, sweepings, as it has been
rebagged, and 15 stackod separately from other carpo. The rice is not stacked
on dunnage, but there are not sians of insects, mold or water damage. This
rice should be inspected, and if decermined to be fit for consumption, should
be cleaned and stored properiy, or cleared and sold relatively quickly. This
rice does not seem Lo be the tarpet of thieves, who reportedly dislike
sweepings.

In shed €2 we saw the remainder of the Solon Turman cargo, amounting
to (reportedly) 9,634 MT. It is infested with bugs, mostly the small and
medium sized ones described elsewhere, with the small mite~like bugs
outnumberiny the medium sized ones. The infestation is uniform, leading one
to the conclusion (insofar as the cargn arrived in early April orly), that the
infestation bepan prior to the arrival of tae rice at Tamatave. The rice is
not stacked on dunnage, but netther is thore evidence of water or mold
damage. There 1s howewver, a lot of evidence of theft, especlally near the
doors. Indeed, a therft in progress was cbsecved during the team's visit.
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The rice needs fumigation, as the infestation appears to be
generalizod (insects were observed inside the sacks). In addition, there is a
relatively larae amount of sweepings, and a quantity of broken bags, the
contents of which will detertorate into sweepings relatively quickly. The
twin provlems ol insceoco infestation and thett it nor controlled itmmediately
will resulc in sivniticant loss and/or damage.

shed Bl was 1n many wavs the worst. The fellowing problems were
reported or observed:  evidence of rats, lack of dunnage, thett of rice and of
bags, voor stacking, and tfailure to rebag torn sacks. However, little
evidence or insects was cbserved, and there was no visible water or mold
damaye .

Lordence of siuniticant thett was observed, particularly near the
port shed doors, and on the top of the stacks. Reportedly, thieves manage to
enter the warchouse, and either remove whole bas via unpuarded or broken
dovrs, or take small geanticies (5-10%:5) cut throush the main doors.

Losses appear o b nsoing trom theit . 30-50 4T need to be rebanged and
removed from Uhe port s Soon as possible.

I sammary, the rice cx-3olon Thurman is in the carly stages of
Infestation £hat necds *o be conteolied as soon as pussible. The rice from
the Lykes vessolo does oot aupear o be intested, but (as is the case of the
Solon Thurman rice) fs the Laraet o1 thivves.  Hone of the rice 1s on dunnage
(dunnage 15 not senerally gsed in Choe port transit sheds), and although no
water or mold damase was obhserved, "he bottom Laver or bags can be expected to
be damaced to some cxteni. AL the rice in Lho port sheds needs proper

handling, rebageing and removal from the pore.

Reportediy, there are 2,357 MT of rice in the Port Silo, and (again
reportedly) rice is being sent from there Lo Antananarivo on an irregular
basis. There doe not seem Lo be a separate accountability for the rice that
s transtorred to toe port sila, since the rice remains in the area ot the
port. The DSA reportedly has piven instructions that the rice in the port
sheds 1s Lo be transier.od Lo the stlo, but this does not seem to be
happening: the port aurhoerities report that the last transfer was over a

~month ago.
\

Lt would not seem o be a viable oplion to transter the rice
presently in the port sheds to the silo: the theft in transit problem would
seem Lo be so s2vere that nobody wili seriously recommend this transfer. Most
people assoclated with the situation weuld prefer the rice to be sent to
Antarnanarivo.

Finding:

1) Storage conditions in the sheds at rthe port of Tamatave are
unsatisfactery tor the purposes of storing rice for the 4-5 months until the
buffer stock becnmes operational in November, 1987.

2) The risks of loss and damage to the rice due to theft and insect
necessitate its evacuation from the port.

3) Transter of the rice from the port sheds to the national silo
would not seem to be a viable option due to the problem of thett in transit.
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4) < “mediate measure reed to be taken to control insecte in the
rice currently stocked in the SINPA warchouse and the rice needs to be moved
to adequate storage as soon as possible.

8.3 Uptions for Stock Manavement Until November, 1987,
p

The evaluation team's conclusion is that all of the rice currently
in szorage in Tamatave (both in the port and in the SINPA warehouses) needs to
be transterred to better storave facilities. In addition, a large percentage
of the rice (i.o., abcut 90 percent) needs tumigation or other insect control
measures, Failure to rerove the rice from where it is at present and/or to
coutaln the intestations will result in sipniticant physical loszes of
commodity. In addition, if the burfer stock rice is not of a sufficiently
Nigh quality at the time ot sale, it will not have its desired effect.

Taking the above inte consideration, three optlons are available to
USATD and the GDRM.

Option No. l: Transter of the rice from the sheds to the port silo at the
port of Tamatave. The Evaluation team was not able to inspect the silo at
Tamatave, and thus any decision Lo transter the rice rto this tacility should
be conditioned on a determination by USAID/Antanarivo that the tacility has
the requisite insect control capacity. Even if this condition is met, it
would not (10 the opinion of the evaluation team) be appropriate to place the
rice in the port silo, as demand in Tamatave can be expectad to amount to only
approximately 2,000 MT for the next year's buffer stock operations [t is be
expectod that most of the butter stock rice sales next year will be in
Antananarive. In additien, the problem of thett in transit would militate
agalnst this option, as it would appear to be a problem that surpasses the
authorities' ability to deal with it effectively.

Option No. 2: Transfer the rice to the National Silo in Antananarivo. The
evaluation team visited the Nationai Silo, which (as of June 22, 1987)
contained only approximately 1,000 MT of rice, against a capacity of 20,000
MT. The installation appeared to be in good shape, and functioning well. The
SINPA authorities at the Silo reported that the rice could be treated with

~pulverized insecticide at the time o’ entry into the silo, and periodically
thereatter, and that insect control was generally not a problem, provided that
the requisite chemicals are available on the market. The Director of the silo
indicated that the whole amount of rice could be received at the silo in the
space ¢t 45-60 days. From a technical point of vicw, this would be the best
option to deal with the carry over stecks remaining in Tamatave.

However, it would appear that certain modifications would have to be
made tu the manag-ment procedures currently in place for the buffer stock if
this option is to be a viable one. SOMACODIS is currently the sole
distributor of buffer stock rice in Antananarivo. However, SINPA has an open-
ended management contract for the National Silo. Heretofore only rice
destined for SINPA has been stored in the silo, as the implementing
distribution parastatal is responsible for all storage and other costs once
the rice is removed from the port. [F SOMACODIS is to be the distributor of
the butfer stock rice in Antananarivy next year, and SINPA is to be storing
the rice, fumigating it, and rebagging it for subsequent sale, a mechanism t
compensate SINPA for the abcve activities will have to be negotiated among
SINPA, SOMACODIS and MPARA (DSA).
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Option No. 3: Distribution of the entire amount of Food for Progress rice
remaining through the official distributiosn system. It is impossible to
predict exactly how much rice will be required for the buffer stock next
yaar. However, there is little indication that more will bhe required next
year than was utilized this year, provided that the -elcase price 1s set at
460 FMG/ke. It this price is set at 1 lower level at the beginning of the
operation, or 1{ it 15 reduced as the season progresses, 1t is possible that
more than 15,000 4T <111 be required The above imponderables
nothwithstanding, it would appear that a target butfer stock of 15,000 MT
would be reasonable,

As agreement has been reached that the US Food for Propgress rice can
be used to reimburse the CDRM for the Soviet rice thatl was utilized tor buffer
stock operations in Antananarivo, the 30,000 MT of rice supplied under year
one of the program are available as follows:

-—total supply 30,000 MT
-=distributed in Tamatave 2,000 MT
-—reimbursed Lo the CDRM for official

distribution 13,000 MT
-~total available 15,000 MT

As 1t turns out, it would appear that the GDRM has taken
approximately 14,700 M7 ot rice tor nfficial distribution from the [FFPr
stocks, and this, combined with losses at the port. leaves a total of 13,000
MT of FFPr rice available fer year-two operations. In addition, of the 5,000
MT of rice svpplieod by WEP for th2 buffer stock. repoctedly 4,500 MT remains
in stock. It would appear, thus, that supply and demand for buffer stock rice
are in yeneral equilibrium for year two. Insotar as the etfect of the bufter
stock has been mainly psychological (the 15,000 MT distributed represent
approximately 1% yearly rice utilizaticn in Madagascar) it can be concluded
that the physical presence of the buffer stock (and not necessarily its use)
Is a very important consideration. As guch, it would not appear to be
advisable to draw the stock down to very low levels during the buffer stock
season. For this reason, 1t is not advisable to transfer all or much of the
Food tor Progress rice to the Official Distribution system. Hosvrever, as the

wbuffer stock season progresses, USAID/Madagascar will have to monitor
carefully the amounts of rice sold through the buffer stock, and arrange to
transfer amounts thought to be surplus to rthe sfficial distribution system so

as to have utilized all the rice provided in 1986/87 at the latest by April,
1988.

9.0 ALD Management - Donor Coordination

The prospects for achieving the potential economic benefits of the
buffer stock and rice market liberalization programs, and for aveiding harmful
market effects of improper implementation, can be strengthened by effective
donor oversight and assistance to the the CDRM management of the activities.
Given the policy interest and resource investment in these activities by all
participating donors, program policy and implementation decision making should
better reflect a consensus of opinion among all participants.,
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9.1 Stock Oversignr

As noted 1n the preceding section on the management of the butfer
stock, serious problems have arisen over the past year regarding the physical
state ot the FFPr rice in stock in Tamatave. The rice has been held in unsafe
and unsanitary conditions since delivery, apparently without much if any AID
recognition ot the situation (by locally or regionally based personnel) or
intluence over those conditions. Lt appears that as much as 14,700 MT of rice
may have beoer iransterred to the CDRM Otdicial Distribution system, versus the
10,000 M1 approved transrer level.  FEven the tact that confusion exists over
whether 13,000 or 14,700 M7 were transtorred, underlines the lack of adequate
monitoring ot the use (8Pr rice. Finally, the fact that UsalbD/Madagascar was
dependent, tor most procrammatic reporting, on CDRM and other donor sources
Limited A1D"s abilivy to plavy a proactive role in bufter stock policy
formation and operational decision making.

Findina:  AID must drastically improve its monitoring capabilities
for the F¥P
can be used to satisty USGC resource manavement revulations (e.y, Bellmon

roprogram. Intormation vencrared by an active monitoring system

Amendment requirements), Letter guarastes GDRM compliance with the specific
terms of the Fi'Pr agreement soverning use of the commodities, and provide
programmatic 1ulurmation on both the operations of the butter stock and its
tmpact on the market (euel disland - wide price effects) which will be useful
for continuous donor and GDRY cualuation and policy formulation.

e cient ALD should act as quickly as possible to establish
and staft a toud program monitoring and evaluation capability within
USAID/Madayascar.,  immediate actions should i1nclude the recruitment of at
least two local hire Malarasy food monitors and the establishment, with the
assistance ot REDSO/ESA Reglonal Food for Peace Officers, of a program
oversight system. Additional steps should include the expansion of the USALD
USDH staftfing lever to allow the recruitment of a protessional Food program
manager (as requested by USALD in its FY 1989 ABS). If this recruitment is
delayed, a full-time PSC food propram specialist should be hired to provide
necessary direction and supervision for the local hire monitors. REDSO/RFFPO
should schedule periodic visits to assist the contract personnel with the

~establishment and implementation of the. program monitoring and evaluation

system.

9.2 Butfer Stock Pricing Decisions

The discussion of buffer stock pricing decisions in Section 3 of
this report notes that subsequent to the penerai decision on price levels at
the beginning of the program, a price reduction was instituted following a
March 1987 meeting between representatives of the GDRM and IBRD headquarters
in Washington. As implemented by the GDRM, this reduction has had unfortunate
negative impact on the ultimate goal ot stimulating long term increases in per
capita rice production. The process by which this decision was reached, 1.e.
a private CDRM/IBRD meeting without representation by the two donors of the
rice in question, was equally unfortunate. This lack of a collegial approach
can have a chilling effect on the close collaboration necessary for the
success of the butfer stock and broader veform programs, and igrores the
legitimate interests of donors in supvervising and jointly programming the use
of resources provided under bilateral agreements.
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Findinpn: Imporrant buffer stock pricing decisions vere faken

without the advice and consent of the donors participating in the program. As

a result of the price reduction decision in Mareh 1987, the CDRM may have
violated the terms or the FRPe agreemnent, which requires:t "The releasoe price

at which these sales will be trivpered will be el 5o as (o oot undermine

t
private markoting oi domestic rice tnd wiil b

reviewed at orepular

) .
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Recommendas o Operational and nolicy decisions reurd.ing the
]

butfer stock., and other possible uses of FRDre

cos tncluding out ner limited
ta the releass price, timing of sales, and veosraphic coverae; should be made

Jointly by the GDRM and ail donors invelwoed in ! he bufter Ltock propram.
9.3 WP and World Bank Coordination

The WEP and TRRD, on technical and policy issues respectively, can
and should play kev roies in coardinating both the internal aperations of the
butfer stock and rhe Tnrerrolationships amony the buffer stock and other

elements of the CDEM rotorm provram. There are, howewer, major Issues which

need to be claritied and resolved hetore Uhose organizations can exercise
1

thelr coordinatton functiong with the tull contidence of the donors.

Flodioes:  As pooviousiy discussed, the LBRD role in policy
coordination should not tmply a unilateral assumption of representational
authority 1n donors' dealings with the CORM.  Denors have a levitimate righe
to advise on and conscnt to programmatic decisions which involve the use ot
bilaterally donaced resonrces,

The conditions which Cripper allocations trom WEP project Madapascar
3123 to the butivr stock program must be clarified. ALD representalives in
Antananarivo and WashingLon have been operating under the assumption, based on
their reading of the project document, that WEP - proprammed rice would be
supplied ¢aly in the event that no other supplies were available for the
actual requirements ol the buifer stock. The WFP representative in
Madapascar, howewver, professed Lo be unaware of these conditions. His view 1§
that the CDRM tinds it politically useful not to have the buffer stock program
~wlinked cxclusively to one bilateral donor. The sales proceeds will also allow
WEP to tinance projects tor which orher tunds are not available. The WFP and
GDRM have already called forward 9,000 MT of rice for the program, and were
planning anocher 5,000 MT delivery until questions from AlD induced them to
postpone the shipment. Unless agreement to the contrary 1s reached, however,
it can be expectad that additional quantities will be programmed regardless of
the availability of other rice stocks and donor commitments.

Recommendations: ALD, IBRD and WFP representatives in Antananarivo,
and if necessary at the headquarzers level, should confer on approaches to
strengthening buffer stock decision making. Apreement should be reached with
the GDRM on a more tormalized consultative structure, including
representatives of all concerned donors, related to buffer stock policy
formulation. The role of WFP food allocations to the buffer stock program
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needs to be preatlv clarified and tirm understanding reached on the conditions
under which the WFP gonation can be utilized.

10.0 Implications for Year Two of the Madagascar Food for Progress
Program

Decisions on the appropriateness ol and need tor a continued FFPr
orogram in Madapascar are intluenced by a nunber ot factors. The ecouomic
retorm and liberalication proyram iniriated by the CDRM, with supporl and
encouragzment from the donor community, is generally viewed as proceeding
correcly, albir somevhat more slowly rhan desired. Tt merits continued
support. The hutter stock market stabilisation propgram has accomplished its
short-term voal of Timiting extreme fluctuations in consumer prices, but needs
to be closely montiered and controlled to detect and prevent abuse of its
power Lo intlucnce the market,  The larpe rice stocks carried over from year
one (1986-87) o the FFPr propgram p-rovide AID with a means of intluencing
policy formulation and the use of the butfer stock in 1987-88, but future
access to policyv-miiny fora Is not puaranteed.

10.1 Food Assistance Regquiroments

Of primary importance In considering the need for a continued
program 1s a tood needs assessment tor the coming year. Current best
estimates are that no additional rice wil! be needed for the buffer stock
program in the 1987-88 season. The need for ather basic foods such as wheat
or edible oil 1s ancertain given existing import plans and expected donor
assistance (e.g. Title | and Section 416 Sugar Quota Compensation). Other
variables «lso atfect the need for food assistance. In addition to existing
import plans, unexpected donations can upset GDRM import planning
assumptions. This was the case in 1986 when a delivery of rice provided by
the Sovict Unien substantially altered the naticnal supply situation. Total
rice imports rose to 124,100 MT for the year, rather than the 80,000 MT
anticipated in GDRM/IBRD planning. Future unplanned donations, which the GDRM
can or will nov retuse for political or economic reasons, could have an
equally imnortant etfect on overall requirements.

~ On the other side of the available supply situation, local
production can be equally difficult to predict. Madagascar <depends on local
paddy production tor the vast majority of its rice consumption requirements.
That production is very vulnerable to shifts in weather conditions. In a good
year, such as 1985-37, production can surpass expectations. At other times,
damage from cyclones during the paddy growing season can greatly increase the
rice import requirement, literally overnight. Food needs assessments
therefore must be conducted periodically throughout the yecar to account for
variations in both local production and actual imports.

10.2 Other Considerations

The FFRr program in Madagascar provides a number of other benefits
to the two governments. The USC enhances its position in relations with the
CDRM by being responsive to the resource requirements of the CDRM reform
program. The FFPr program provides an outlet for the productive use of
American farm surpluses. The GDRM enjoys important debt relief advantages,
and reduces foreign exchange import payments, because of the grant nature of
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the FFPr program. These factors will all enter into a decision on the future
direction and centent of the Food for Proprecs progranin Madapascar.,

Finding:  AID and the CDEM newed to review the need for a food ror
e e e e
Progress program actrvity an 1938, Civen that additisnal rice imperts will
likely not be regquirod o the near tuture, decision saould be reached on
whether othor tood needs and resource rlow requirements can or should be met

throuph a continued FFUr actiovity,

Recemmendat tont While awaiting those analvses, it would be useful

for advance
the FFPr, tollowing a PL G80, Title [ model. Civen the uncerrain and evolving

planning b a dollar-ievel budget were established for year two of

commedity roguirements in Madagascar, it would be uselul it the GDRM and JUSAID
had & raryet level ot tunding against which they could draw down a viariecy of
availlabie comnmodivies, at more then one Uime durinyg the year, as needs are
tdentitivd., This Plexibility is es
able to resuond Lo the still wvariab
production and import capacity.

ssential it FEPr propram planners ire to be
le nature of Madagascar's agricultural
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Individuals Contacted During

J.8. Ambassador to Madagascar

USAID Represencative

USAID Ecoaomist

Director, Office of Food Security (DAS)
Director, bivisicn of Studies (DAS)
Office of Agricultural Extension (MPARA)
Ditector General of Somalac (and staff)
D?rector of Marketing tor Sinpa

Director of National Silo (Sinpa)

Di 'ector of Sinpa (Toamasina)

Director ot Operations Port of Toamssina
Director General Somacodis

Direccor General of Sinpa (Antsirabe)
Director of Marketing of Coroi (Musabe)
Agricultural Extension Chief

Vice Presidert, Fokotany cf Antsirabe
Peasant Association 1n Lac Alaotra

Farmers in ODR Project (Antsirabe)
Project Staft FIFAMANOR (Antsirabe)

Worid Bank Economist

World Food Program Resident
Representative

World Fcod Program Program Officer
EEC Economist
Independent Consultant

Independent Consultant
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APPENDIX I

MACHAT BUFFER STOCK CALCULATION
Figure 1

Costs associated with a retail price
of 479Any/Kg in the area of Ambatondrazaka (Lac Alaotra).

227 Phng/Kg Farm Gate
(Paddy Price)

240 Bmg/Kg At Mill
(Paddy Price)

255 Fmg/Kg Milled Paddy Value

(414 Ping/Kg) (Converted to rice)
437 Fna/Kg At Warehouse
445 Fmg/Kg At Distributors Warehouse
454 Pmg/Kg Wholesaler Piice
- ——;79 Fmg/Kg B Qonsumner Price

From this distribution it was decided that 480 Fmg/Kg is a reasonnable price
for the consumer while it still gives an incentive to the producer, and the
other participants in the rice marketing system.
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